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COORDINATION
OF FISCAL AND MONETARY
POLICY IN UKRAINE

In the conditions of uncertainty and
economic instability, the issue of researching
approaches to strengthening the coordination of
fiscal and monetary policy is becoming relevant.
The aim of the research is to justify directions for
strengthening the coordination of fiscal and
monetary policy of Ukraine. It is hypothesized
that the level of fiscal and monetary policy
coordination determines the country’s ability to
ensure macroeconomic stability. Special and
general scientific methods were used: system
approach, theoretical generalization, induction
and deduction, statistical, scientific abstraction.
Strengthening the coordination of fiscal and
monetary policy is an important stabilization
tool for ensuring the adaptation of the economy
to social and economic conditions, curbing
inflation in order to maintain exchange rate
stability, reducing fundamental price pressure
and directly overcoming inflationary processes.
The toolkit of fiscal and monetary policy must be
considered in an inseparable unity, taking into
account the synergistic effect of ensuring macro-
economic stability, which cannot be achieved
exclusively by the tools of only one of the
policies. The main directions of strengthening
the coordination of the fiscal and monetary
policy of Ukraine at this stage include:
combining the tools inherent in both directions
of policies, strengthening its flexibility and
adaptability to socio-economic processes; Sy-
nergy of policy instruments in the context of
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KOOPIOMHAIIISI $ICKAJILHOI
TA MOHETAPHOI IIOJIITUKHU
YKPAIHU

B ymosax nesusnauenocmi ma exoHomiuHoi
HecmabiibHOCMI AKMYanizyeEmvcs  npoosemamu-
K@ 00CHOHCeHHs NIOX00i8 00 NOCUNEHHST KOOpPOU-
Hayii  ickanbHOi ma MOHemApHOI NONIMUK.
Memoro docniodcenns € 0OTPYHMYBAHHS HANPAMIE
nocuneHHs Koopourayii Qhickanvbroi ma monemap-
Hoi nonimuk Ykpainu. Bucymymo ecinome3sy, wo
pi6eHb KoopOuHayii gickanbHoi ma moHemapHol
NOMIMUK BUBHAYAE 30amHiCMb Kpainu 3abe3neyu-
MU MAaKpoeKoHOMIuHY cmitikicms. Buxopucmano
cheyianbHi ma 3a2a1bHOHAYKOGI Memoou: cucme-
MHO20 niOX00y, MeopemuyHO20 Y3a2abHEHHS,
iHOYKYTT ma O0edyKyii, cmamucmudnull, HayKoeoi
abcmpakyii. Bacomum cmabinizayitinum incmpy-
Menmapiem 3a6e3neuerHs adanmayii eKoOHOMIKU
00 COYIANbHO-EKOHOMIUHUX YMO8, CHPUMYBAHHSL
iHrayii 3 memoro 30epedicenHss Kypcogoi cmiii-
KOCMi, 3MeHWeHHs PYHOAMEHMATBLHO2O YIHOB02O
MUcKy ma 6e3nocepeoHbo NoOONAHHsL IHQIAYIIHUX
npoyecis € nocuneHHs Koopounayii gickanvroi ma
MoHemapHoi nonimuk. Incmpymenmapii gickane-
HOI ma MOHemapHOi NOIMUK He0OXIOHO po3eis-
damu 8 HepO3pPUBHill €OHOCMI, 3 YPAXyBaHHAM
CUHep2emuyHo20 eghekmy 3abe3neueHHs MaxKpo-
EeKOHOMIYHOT cmitikocmi, wo He Modice Oymu
00CACHYMO  BUHAMKOBO THCIMPYMEHMAMU  JIUUie
oouiei i3 nonimux. OCHOBHUMU HANPAMAMU NOCU-
JIeHHsl KOOpOuHayii gickanbHoi ma MoHemapHoi
nonimux Yxpainu Ha ybomy emani €: NOEOHAHHsL
[HCMpYMeHmapiio, 61acmueoco0 000M HANPIMAM
NONIMUK, NOCUNeHHs 1020 ZSHYuKOCmi ma adan-
MUBHOCMI 00 COYIATbHO-EKOHOMIYHUX NPOYecis,
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ensuring debt sustainability and reducing fiscal
risks; substantiation of the common strategic
goals of policies, which will contribute to
strengthening their coordination, in particular
by developing an appropriate strategy; the
development of a financial toolkit for prevention
and response, within the framework of which
policy instruments are used together, in
particular by improving the traditional practice
of applying macroprudential measures; streng-
thening the independence of state institutions
that ensure the formation and implementation of
fiscal and monetary policy by continuing
institutional and legislative reforms in the
relevant areas.

Keywords: fiscal policy, monetary policy,
martial law, budget, expenditures, debt, price
stability.

CUHepeIa IHCMPYMEHMapito NOJIMuK y KOHMeKCcmi
3abesneyents 60p206oi CMIKOCMI Ma 3HUNCEHHS
QickanvHux pusuxie, OOIPYHMYBAHHA CRITbHUX
cmpameziyHux yineu NOommuK, wWo CHpusmume
NOCUNIEHHIO IX KOOpOUHAyii, 30Kpema ULIAXom
PO3pO0NIeHHsL GIONOBIOHOI cmpamezii; PO36UMOK
@iHanco8020 THCmMpyMeHmapiro i3 3anobieanHs i
peazy6ants, 6 pamkax AKUX IHCmpyMeHmu noii-
MUK 3ACTOCOBYIOMbCS PA3OM, HANPUKIAO 3A805KU
VOOCKOHANEHHIO MPaouyitinoi NpaKmuxy 3acmo-
CYB8AHHA MAKPONPYOEHYIUHUX 3aX00i6, 3MIYHEHHS
He3AIeHCHOCMI  OEPAHCABHUX — THCIUMYYIll, 1O
3abe3neuyioms  opMysanHs ma  peanizyiomo
Qickanvny I MOHemapHy NOMMUKU — ULTAXOM
NPOO0BICEHH S THCIMUMYYIUHUX A 3aKOHOOABYUUX
pechopm y 6ionogionux cghepax.

Knouosi cnoea: ¢ickaapHa TOJITHKA,
MOHETapHa MOJITHKA, BOEHHHI CTaH, OOIKET,
BUATKH, OOPT, I[IHOBA CTA0IIBHICTS.

JEL Classification: E50, E52, H32, O23.

Introduction

In conditions of uncertainty, society faces the task of reforming the
financial system and its components, while modernizing the state financial
mechanism, financial policy tools and its components in order to ensure
macroeconomic stability (Demyanishin, 2021; Horyn, 2020). Large-scale
military operations in Ukraine cause new challenges, intensifying the issue
of researching financial instruments and finding ways to strengthen the
coordination of fiscal and monetary policies, which will contribute to
ensuring macroeconomic stability. Ukrainian and foreign researchers are
dealing with the problem of strengthening the coordination of fiscal and
monetary policies. The question of the influence of fiscal and monetary
policies on macroeconomic stability and the possibility of attracting direct
foreign investment is disclosed in the works of Ferreira de Mendonga,
Tiberto, 2024; Seelajaroen et al., 2020; Michaud & Rothert, 2018.

Strengthening coordination between the central bank and public
administration bodies, increasing trust in these institutions contributes to the
improvement of the investment climate; the quality level of implementation
of relevant policies is a significant driver of internal flows of foreign direct
investment (Ferreira de Mendonga & Tiberto, 2024). Lack of trust in the
central bank reduces its ability to effectively use monetary policy tools to
stabilize the economy (Seelajaroen et al., 2020). Balanced fiscal policy,
which avoids the accumulation of unacceptable levels of public debt, can
stimulate investment. On the other hand, an insufficiently justified fiscal
policy leads to the instability of financial flows and the reduction of capital
inflows (Michaud & Rothert, 2018; Cavallo, 2019).

Zymovets’s monograph (2010) is devoted to the study of the financial
policy of Ukraine in the context of strengthening the relationship between

ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. Ne 2 5



STATE AND ECONOMY

fiscal and monetary policies. The researcher notes that fiscal and monetary
policies should be subordinated to a common strategic goal that will
contribute to the sustainable growth of a socially inclusive economy.
Vavdiiuk, Koretska, Galushchak (2019) point out that the multi-directional
toolkit of fiscal and monetary policies is not aimed at stabilizing economic
indicators. It is substantiated that monetary policy is more effective when it
is implemented by an independent central bank. It is important that public
authorities delegate the authority to formulate and implement monetary
policy to an independent public financial institution (Svensson, 2018). At the
same time, it is determined that in the conditions of the strengthening of crisis
processes, coordination between state authorities and the National Bank in
the context of attracting external financing should be strengthened, since
under these conditions, the main financial resource is not taxes, but loans,
grants and financial aid (Danylyshyn, 2018; Danylyshyn, 2024).

In connection with the dynamic changes in the institutional
environment taking place in the economy of Ukraine, it is necessary to
constantly increase the effectiveness of the tools of fiscal and monetary
policies, to strengthen their role in ensuring macroeconomic stability and
improving the well-being of citizens (Nikiforova, Tkachuk, 2020;
Kovalenko, 2019). An important condition for strengthening the coordination
of fiscal and monetary policies is the development of a strategy that takes
into account the institutional components of these policies, the opportunities
and threats of the internal and external financial and economic environment
(Chugunov, Makohon, 2019). To strengthen the processes of economic
integration, it is necessary to increase the quality level of fiscal and monetary
institutions, while it is advisable to implement the policy of progressive fiscal
consolidation with a reduction in the influence of fiscal dominance, which
will contribute to increasing the level of effectiveness of the inflation
targeting regime (Chugunov et al., 2019).

At this stage of the development of public relations, the study of issues
related to the use of green instruments of fiscal and monetary policies has
been updated. Features of the use of the appropriate toolkit are disclosed in
the works of Ramlogan, Nelson, 2023; Chishti et al., 2021. Researchers
Ramlogan and Nelson (2023) note that, due to the introduction of green
instruments of fiscal and monetary policies, it is possible to significantly
reduce the level of environmental pollution and contribute to adaptation to
climate change and, accordingly, mitigation of its consequences.

Paying tribute to the scientific achievements of scientists in the
relevant field, it should be noted the insufficient level of attention paid to the
assessment of fiscal and monetary policies precisely in the conditions of
increased uncertainty. Large-scale military actions on the territory of Ukraine
require the development of new and improvement of the existing tools of
fiscal and monetary policies, strengthening of their coordination. The aim of
the research is to justify directions for strengthening the coordination of fiscal
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and monetary policies of Ukraine. It is hypothesized that the level of fiscal
and monetary policy coordination determines the country’s ability to ensure
macroeconomic stability. Accordingly, strengthening the coordination of
fiscal and monetary policies will contribute to its provision.

To achieve the aim of the research, a complex of special and general
scientific methods was used, such as: a systematic approach, with the aim of
identifying key challenges for fiscal and monetary policy and determining
directions for ensuring macroeconomic stability; theoretical generalization,
disclosure of the content of approaches to fiscal and monetary policy,
directions of their coordination; inductions and deductions — establishment
and assessment of interdependencies between fiscal and monetary policy;
statistical and grouping — for the analysis of indicators of fiscal and monetary
policies; scientific abstraction, to substantiate the conclusions of the
conducted research.

The main part of the article consists of three parts, in which the
principles of coordination of fiscal and monetary policies are consistently
considered, the peculiarities of their coordination in countries with developed
and transformational economies are analyzed, and directions for
strengthening the coordination of fiscal and monetary policies of Ukraine are
highlighted.

1. Principles of fiscal and monetary policy coordination

The strategic goal of state institutions that ensure the formation and
implementation of fiscal and monetary policies is to achieve macroeconomic
stability as a necessary prerequisite for the sustainable growth of a socially
inclusive economy. However, each of the state institutions uses its tools in
the process of solving the assigned tasks. The combinatorial toolkit of the
mutual influence of fiscal and monetary policies on economic processes and
on each other depends on the characteristics of the economic environment,
the volatility of economic dynamics, the structure of state and guaranteed
state debt, access to the international market of financial resources, etc.

State authorities determine the principles of the formation and
implementation of fiscal policy, in particular regarding the optimal level of
taxes and public expenditures. The central bank, as a monetary regulator,
determines monetary policy by setting interest rates. Accordingly,
coordinated decisions of these institutions provide an opportunity to ensure
macroeconomic stability and reduce imbalances in the economy.

Forming fiscal policy, state authorities ensure redistribution of public
wealth, satisfaction of social and economic interests of members of society,
and increase in welfare. At the same time, it is important not to exceed the
acceptable level of budget deficit and public debt in the context of solving
the set tasks. Public debt, on the one hand, stimulates and limits the actions
of public authorities, on the other hand, through it; the decisions of the central

ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. Ne 2 7
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bank in the context of management through monetary instruments affect the
stability of public finances. Accordingly, the public debt is a compatible link
that combines and determines the interaction of fiscal and monetary policies.

The implementation of a tight monetary policy can cause the
emergence and strengthening of problematic issues in the field of fiscal
regulation, as it leads to an increase in the cost of servicing the public debt
and slows down the pace of economic growth. The strengthening of the
national currency due to the increase in interest rates can have a positive
effect on the public debt, especially in foreign currency. The implementation
of a soft fiscal policy leads to the growth of public debt and the acceleration
of inflationary processes. This increases the risks of not achieving inflation
targets. A significant increase in the state debt in the future leads to the
strengthening of problematic issues regarding its maintenance, taking loans
by the state administration bodies from the national bank for the purpose of
financing the budget deficit and forced emission. Under such conditions, the
pressure of debt obligations on the balance sheet of the central bank
increases, while monetary policy is aimed at minimizing the cost of servicing
the public debt.

Thus, solving the problems of fiscal and monetary policy depends not
only on the effectiveness of one’s own policy tools, but also on the validity
of another. In particular, failure, to take into account the basic principles of
monetary policy by state authorities, leads to a decrease in the effectiveness
of its tools, prevents the achievement of price stability and containment of
inflationary processes. At the same time, the revival of inflationary processes
complicates the achievement of fiscal goals. Achieving macroeconomic
stability as a necessary prerequisite for the sustainable growth of a socially
inclusive economy requires the coordination of actions between state
institutions that ensure the formation and implementation of fiscal and
monetary policies.

2. Peculiarities of fiscal and monetary policy coordination in
countries with developed and transformational economies

In countries with developed and transformational economies, different
approaches to coordination of fiscal and monetary policies are distinguished.
At the same time, in the vast majority of countries, the coordination of fiscal
and monetary policies is mostly ensured through the application of the
inflation targeting regime.

The inflation targeting regime in the process of implementing
monetary policy means, on the one hand, evading the fixed exchange rate
regime, and on the other hand, the use of classical monetary instruments: the
base rate, market operations and macroprudential regulations. When
applying the base rate, the effect of the transmission mechanism of the
interest channel on inflation is strongly limited by uncontrolled factors of
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price growth in the form of import inflation and fiscal incentives, as well as
permanently high price expectations among economic agents. This may arise
in connection with structural problems of the economy: a significant level of
dependence of the country’s export revenues on the sale of raw materials and
a significant share of the imported component in consumption. Price
expectations can be related to systematic exchange rate fluctuations that
affect devaluation expectations. Due to the insufficient level of flexibility of
the toolkit of minimum reserve requirements, the central bank is used by the
banking system occasionally and quite often the expected and perceived
inflation in countries with a transformation economy exceeds the level of
official price growth.

The implementation of a countercyclical fiscal policy stimulates the
economy, taking into account the cyclicality of economic processes. At the
same time, the soft fiscal policy causes the national bank to increase the
discount rate and increase the costs of servicing the public debt. This
motivates to carry out fiscal consolidation, reduce expenses and look for
additional sources of filling the revenue part of the budget. At the same time,
in the conditions of recession, the state administration bodies increase the
budget deficit in order to stimulate the rate of economic growth.

In countries with a transformational economy, the stability of state
institutions is quite low, accordingly, in the process of policy coordination,
the level of intervention of public administration bodies in the policy of the
central bank increases. In the structure of public debt, debt denominated in
foreign currency mostly prevails, which increases vulnerability to changes in
the exchange rate, and there are significant differences in the correlation
between inflation and economic growth rates. An economic recession is
mostly accompanied by a devaluation of the exchange rate and a revival of
inflationary processes, while in countries with a developed economy is
deflation.

At this stage, significant amounts of public debt and public budget
deficits in countries with a transformational economy lead to the use of the
"fiscal dominance" approach, which increases inflationary processes,
increases the cost of borrowing and the volatility of cyclical economic
development. At the same time, the issue of finding a financial and budgetary
toolkit aimed at ensuring the implementation of an effective, independent
monetary policy and avoiding fiscal dominance arose. In countries with
developed economies, coordination of fiscal and monetary policies involves
constant monitoring and exchange of information between relevant state
institutions, which allows the central bank to achieve inflation targets and
influence the money supply.

Thus, in countries with a transformational economy, approaches to
coordination of fiscal and monetary policies often consist in ensuring the
interests of some state institutions by others. Accordingly, the approach of
“fiscal dominance” and subordination of the Central Bank to state
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administration bodies is implemented. The application of the "fiscal
dominance" approach quite often increases the risks of a significant increase
in the budget deficit and currency risks under the conditions of a significant
share in the structure of the state debt of debt obligations denominated in
foreign currency, which increases the vulnerability to changes in the
exchange rate.

3. Directions for strengthening fiscal and monetary policy
coordination in Ukraine

Ukraine has extensive experience in implementing a soft fiscal policy
and at the same time a stimulating monetary policy under a fixed exchange
rate. This led to the strengthening of macroeconomic imbalances and crisis
processes in the field of financial and economic relations, as it created an
illusion of financial stability, which stimulated the accumulation of debts, in
particular those denominated in foreign currency. At the same time, the
strengthening of exogenous and endogenous factors caused negative changes
in the financial and budgetary sphere and a decrease in the ability to face
challenges. The limitation of market financing intensified devaluation
processes and reduced the effectiveness of monetary policy tools.
Accordingly, the question of finding an effective toolkit of both fiscal and
monetary policy, strengthening coordination between them is relevant
throughout the entire period of formation of Ukraine as an independent state.

The problem of coordination of fiscal and monetary policies was most
fully manifested in the conditions of the monetary strategy of inflation
targeting. At the same time, the target inflation rate was set jointly by state
authorities and the National Bank, which required their close cooperation.

The transition to the application of the inflation targeting regime in
Ukraine was carried out in 2016. In order to increase the level of transparency
of monetary policy, a Road Map was developed, which defines the tasks of
the National Bank to create the necessary conditions for the effective
application of the inflation targeting regime. In particular, actions to ensure
the strengthening of coordination of state authorities with the National Bank
and the International Monetary Fund have been determined (NBU, 2016).

The decision of the Council of the National Bank of Ukraine dated
December 21, 2016 regarding the "Basic principles of monetary policy for
2017 and the medium-term perspective” (NBU Council, 2016) established
inflation targeting as a monetary policy regime. According to the “Basic
principles of monetary policy for 2018 and the medium-term perspective", it
Is determined that the inflation targeting regime contributes not only to the
stabilization of inflationary processes, but also to the stimulation of economic
growth rates (NBU Council, 2017). In 2019-2021, in accordance with the
basic principles of monetary policy, the policy of targeting inflation and
maintaining a floating exchange rate was continued; accordingly, monetary
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policy was not aimed at achieving a certain level of the exchange rate, which
did not exclude the possibility of conducting currency interventions in order
to accumulate international reserves (NBU Council, 2018).

Large-scale military activities in Ukraine, which began with the
invasion of the Russian army on February 24, 2022, led to the transition to
the implementation of a prudent fiscal and eclectic monetary policy, which
involves the use of combinatorial monetary instruments depending on the
circumstances. In order to increase the flexibility of policies, amendments
were made to the Regulation on State Registration of Regulatory Acts of
Ministries and Other Executive Authorities, according to which it is
determined that "in urgent cases related to the introduction of martial law in
Ukraine or in some of its localities, which require an immediate decision, the
subject of rule-making may issue the relevant normative-legal act without
coordination with the subjects of rule-making and/or with other interested
bodies, except for normative-legal acts related to budget receipts and/or
expenditures subject to agreement with the Ministry of Finance"” (CMU
Resolution No. 172, 2022). At the same time, the following were
strengthened: cooperation between state authorities and the National Bank in
the context of attracting external financing from partner countries and
international organizations; economic pressure on the aggressor country, in
particular through the introduction of financial sanctions.

In April 2022, the "Basic Principles of Monetary and Credit Policy for
the Period of Martial Law" was approved (NBU Council, 2022). It was
determined that in the conditions of martial law, the primary task is to ensure
the needs of the security and defense sector, the uninterrupted functioning of
critical infrastructure facilities and the state finance system. Increasing
uncertainty in the context of large-scale military operations makes it
impossible to implement the monetary strategy of targeting inflation. It is
envisaged to strengthen the flexibility of monetary policy and its adaptability
to socio-economic processes, the use of anti-crisis measures, the
development of financial instruments for prevention and response with the
aim of improving the traditional practice of applying macroprudential
measures, maintaining the appropriate level of liquidity of the banking
system, and introducing administrative restrictions on the movement of
capital.

It was determined that the National Bank, in the event of an urgent
need to ensure the uninterrupted functioning of the state finance system, can
provide financial support to the State Budget of Ukraine by purchasing
securities of state authorities of Ukraine on the primary market. Taking into
account the risks of monetizing the deficit of the State Budget of Ukraine,
the need to finance only critical budget expenditures in limited amounts has
been determined. In 2022, internal government loan bonds (IGLB) in
circulation, by the amount of the principal debt of the National Bank,
amounted to UAH 704.5 billion (Table 1).
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Table 1

The structure of IGLB in circulation, by the amount of the principal debt, %

NBU Banks elafi%?els coml;r?l(jﬁlities pNeallrg:; Nonresidents
Year
bliJI’IAi\g'n (()3/0[;); % in the structure of state domestic bonds
2022 | 7045 | 1345 | 3473 | 51.12 7.72 0.13 2.16 4.15
2023 | 690.0 - 4130 | 43.90 8.69 0.12 3.26 2.73
2024 | 685.0 - 41.19 | 43.16 9.26 0.13 3.57 2.70

Source: Authors’ calculations based on data from the NBU, n.d.

In 2022, in order to ensure the sustainability of the public finance
system under martial law, the NBU promptly transferred part of the
distributable profit to the State Budget of Ukraine based on the results of the
previous year. At the same time, during the period under review, a decrease
in the share of relevant funds in the structure of both non-tax revenues of the

state budget and revenues in general was observed (Table 2).

Table 2

Funds transferred by the NBU to the State Budget of Ukraine in accordance with
the Law of Ukraine On the National Bank of Ukraine, UAH billion

Indicators

2015

2016 2017

2018

2019

2020

2021

2022

Funds
transferred by
the National
Bank of Ukraine

61.8

38.2 44.4

44.6

64.9

42.7

244

18.8

Non-tax
revenues of the
state budget

120.0

103.6 128.6

164.7

186.8

213.0

1754

346.6

Share of funds
transferred by
the NBU in non-
tax revenues, %.

51.50

36.82 34.51

27.09

34.75

20.06

13.93

5.42

State budget
revenues

534.7

616.3 793.4

928.1

998.3

1076.0

1296.9

1787.7

Share of funds
transferred by
the NBU in
revenues,%.

11.56

6.19 5.59

4.81

6.50

3.97

1.88

1.05

Source: Authors’ calculations based on data from the Ministry of Finance, n.d.; NBU, n.d.

12

ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. Ne 2




STATE AND ECONOMY

In order to stabilize inflation expectations and reduce the risk of
adverse secondary effects associated with the weakening of the exchange rate
in June 2022, the discount rate was increased from 10% to 25%. At the same
time, in 2023, the discount rate was reduced to 22% in July, 20% in
September, 16% in October, and 15% in December. In the future, it is
expected to loosen exchange control and move to a more flexible exchange
rate. Easing price controls and increasing the consistency of monetary policy
with fiscal policy measures will support the operation of the transmission
mechanism and help contain inflation. In the future, the recovery of economic
growth is predicted, but the risks of a decrease in the forecast indicator remain
significant. According to forecasts, the level of economic growth will be
3.6% in 2024, 5.8% in 2025, and 4.5% in 2026. The consumer price index
(at the end of the period) is 8.6% in 2024, 5.8% in 2025, and 5% in 2026
(NBU Board, 2024). At the same time, the intensification of military
operations may lead to a decrease in the rate of economic growth, significant
inflation and social tension.

A significant problem of ensuring macroeconomic stability in Ukraine
is the presence of a constant positive fiscal impulse, which causes a number
of negative externalities. In particular, the dynamics of the state debt and
expenditures of the State Budget of Ukraine for 1992—-2023 are characterized
by almost constant growth. During the martial law, the share of expenditures
of the State Budget of Ukraine, state and guaranteed state debt in GDP
increased significantly. Approaches to budget expenditures and debt
borrowing have been changed accordingly. The task of increasing the degree
of validity of the indicators characterizing the level of financial sustainability
of the budget, and strengthening financial and budgetary discipline have
become important. In order to optimize the procedure for making
expenditures from the state budget, economical and rational use of budget
funds, improvement of approaches to determining the effectiveness of budget
programs and strengthening the transparency of the budget process, the
"Methodical recommendations on the formation of budget programs by the
main managers of state budget funds™ was adopted (Order of the Ministry of
Finance of Ukraine No. 465, 2023). In particular, the requirements for
effective indicators and ensuring the interconnection of budget programs
with strategic tasks of state policy are defined. The primary tasks of the fiscal
policy, taking into account the limitation of own internal revenues and the
fact that almost all of them are directed to the financing of the security and
defense sector, are: attraction of external borrowings under the conditions of
long-term preferential financing; increase in state grants; creation of
conditions for the development of the internal capital market; activation of
relations with investors and search for additional sources of budget financing.
In particular, the peculiarities of taxation of banks have been changed. In
accordance with the Law of Ukraine "On Amendments to the Tax Code of
Ukraine Regarding the Specifics of Taxation of Banks and Other Taxpayers"
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(Law of Ukraine No. 3474-1X, 2023), the rates of bank income tax have been
revised: in 2023, the establishment of an increased basic income tax rate is
foreseen in the amount of 50% (in previous years, the rate was 18%);
in 2024 — 25%; a ban has been imposed on the inclusion in 2023 of
outstanding tax losses of previous years in the reduction of the object
of taxation with the right to such inclusion, starting from the reporting periods
of 2024 until they are fully repaid. In 2023, revenues from income tax of
banking organizations, including branches of similar organizations located in
Ukraine, amounted to UAH 14.2 billion (8.9% in the structure of revenues
from corporate income tax).

The assessment of the index of consumer prices, state budget
expenditures, state debt, and real GDP shows that the increases in state
budget expenditures, state debt, and inflation have a negative impact on the
rate of economic growth. A significant achievement of the fiscal and
monetary policy of Ukraine is the provision of an acceptable level of public
debt and a low level of inflation against the background of economic growth
in the relevant periods. At the same time, in the conditions of financial and
economic crisis, martial law, there is a significant drop in real GDP, increase
in inflationary processes and increase in public debt (Table 3).

Table 3
Real GDP and the main indicators of fiscal and monetary policy
State budget State and Consumer
_ expenditures guaranteed Real price index
Period . public d.ebt GDp.o; | (toDecember
UAH in % of UAH in % of ' of the previous
billion GDP billion | GDP year), %

1992-1996 8.9 30.50 10.0 41.49 86.16 2 535.68
1997-2001 27.9 19.74 65.1 47.60 101.92 116.24
20022006 86.0 22.07 79.5 23.96 107.46 108.36
2007-2011 259.0 25.00 3003 | 28.67 100.96 112.98
20122016 498.2 27.69 11405 | 60.61 97.24 116.18

2017 839.5 28.16 21417 | 7184 | 1024 113.7

2018 985.9 27.69 21684 | 6091 | 1035 109.8

2019 1075.1 27.03 1998.3 | 50.24 | 1032 104.1

2020 1288.1 30.51 2551.9 | 60.44 96.2 105.0

2021 1491.2 27.36 26721 | 49.02| 1034 110.0
2017-2021 1135.9 28.15 23065 | 5849 | 1017 108.52

2022 2705.7 51.65 40755 | 77.79 71.2 126.6

2023 4014.4 - 5519.5 - 102.8 105.1
20222023 3360.1 - 47975 - 87.0 115.9

Source: calculated by the author based on data (Ministry of Finance, n.d.; NBU, n.d.).
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In October 2023, the "Medium-term strategy of public debt
management for 2024-2026" was adopted (Decision of the Cabinet of
Ministers of Ukraine No. 1117, 2023). In accordance with this strategy, it is
determined that the important task is to cover the financing needs in order to
ensure spending on the security and defense sector and create conditions for
the economic reconstruction of Ukraine. Achieving the specified goal
involves increasing the efficiency of the mechanism for managing state and
guaranteed state debt, optimizing its structure in terms of the ratio of
servicing costs and risks in order to restore an acceptable level of debt burden,
strengthening cooperation with international partners in order to obtain
access to preferential external financing, which will contribute to ensuring
fiscal and debt sustainability. Accordingly, in the medium term, the growth
of public debt is expected. In particular, according to the forecasts of the
International Monetary Fund, the share of the state and guaranteed state debt
of Ukraine in the GDP in the medium term will exceed 100%, and payments
for debt service will exceed 12% (llchenko, 2023).

Therefore, in order to ensure macroeconomic stability and protect the
most vulnerable sections of the population, it is necessary to raise the quality
level of the formation and implementation of financial policy components.
Important tasks are: strengthening the adaptability of fiscal and monetary
policies to economic processes, their flexibility to respond to crisis
phenomena and support economic activity; application of anti-crisis
measures, development of financial instruments for prevention and response
to maintain the appropriate level of liquidity of the banking system;
strengthening the system of risk-oriented banking supervision; improvement
of the monetary transmission mechanism and, in general, the traditional
practice of applying macroprudential measures.

An important role should be played by the study of the best global
practice of coordinating fiscal and monetary policies in order to obtain a
synergistic effect from their interaction. It is necessary to significantly
increase the quality level of fiscal and monetary policy tools, which will
actualize the development of an appropriate strategy, which will reflect the
common strategic goals of the policies, which will contribute to
strengthening their coordination. At the same time, the strategy of
strengthening the coordination of fiscal and monetary policies should be
based on the continuation of institutional and legislative reforms in the
relevant areas. Given that increased hostilities could lead to significant
inflation, a combination of eclectic monetary policy and prudent fiscal policy
IS necessary to curb inflation and restore reserves. It is necessary to improve
the rules of access to information, to strengthen the independence of state
institutions that ensure the formation and implementation of fiscal and
monetary policy, taking into account the need to expand macroprudential
measures and capital control tools. It is necessary to strengthen trust in state
institutions, increase the effectiveness of the mechanism of managing state
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and guaranteed state debt, and the quality of state spending. In order to curb
domestic demand and inflation, it is expedient to further optimize
government spending. It is expedient to increase the quality level of fiscal
and monetary policies, strengthen their coordination in the context of
ensuring debt sustainability, reduce fiscal risks, optimize the structure of
public borrowing, taking into account rates, yield, term of their circulation
and repayment currency.

Conclusions

The study results of approaches to the coordination of fiscal and
monetary policies indicate that the level of their coordination affects the
country’s ability to ensure macroeconomic stability. The toolkit of fiscal and
monetary policy must be considered in an inseparable unity, taking into
account the synergistic effect of ensuring macroeconomic stability, which
cannot be achieved exclusively by the tools of only one of the policies. The
main directions of strengthening the coordination of the fiscal and monetary
policies of Ukraine at this stage include: the combination of tools typical of
both areas of implementation of fiscal and monetary policies, strengthening
its flexibility and adaptability to socio-economic processes; synergy of fiscal
and monetary policy instruments in the context of ensuring debt
sustainability and reducing fiscal risks; substantiation of common strategic
goals of fiscal and monetary policies, which will contribute to strengthening
their coordination, in particular by developing an appropriate strategy; the
development of financial tools for prevention and response, within which
fiscal and monetary policy tools are used together, in particular by improving
the traditional practice of applying macroprudential measures; strengthening
the independence of state institutions that ensure the formation and
implementation of fiscal and monetary policy through the continuation of
institutional and legislative reforms in the relevant areas.

Strengthening the coordination of fiscal and monetary policies in
Ukraine is a complex and multifaceted problem that requires significant
efforts of both state institutions that ensure the formation and implementation
of fiscal and monetary policies, as well as the international community.
Sound fiscal and monetary policies will contribute to ensuring macro-
economic stability and post-war recovery of Ukraine. At the same time, the
post-war recovery of Ukraine involves the implementation of a complex of
fiscal and monetary policy measures, increasing the level of effectiveness of
their tools. Prospects for further scientific research consist in the formation
of the main directions of raising the quality level and strengthening the
coordination of fiscal and monetary policies, in particular in the context of
ensuring debt sustainability and reducing fiscal risks.
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FISCAL DOMINANTS
OF MILITARY
FINANCING

Long-term military aggression has required
updating approaches to budget revenue forma-
tion to increase the fiscal effectiveness of taxes
and ensure budget sustainability. The article is
aimed to substantiate the main priorities for
boosting the efficiency of the central budget
revenue formation system in combating full-
scale military aggression, which involves
compliance with the principle of fiscal suffi-
ciency in financing defense and security needs
and fostering economic recovery. Systematic
and logical approaches were used in the article.
Various methods were applied, including gene-
ralization, comparison, analysis and synthesis,
scientific abstraction and expert evaluations.
The USA’s experience in the field of budget
revenues formation during wars shows that the
authorities tried to design the taxpayer’s trust
and ensure a fair cost for conducting a war for
every citizen. The classic measures were
increased tax rates on income and profits, and
the active sale of government bonds. Great
Britain has applied identical measures. The
budget revenues formation policy has demon-
strated significant changes since the full-scale
invasion. The percentage of GDP redistribution
through the central budget revenues in 2023
equaled 41.76%. The main features of tax
revenues shaping (into a central budget) in
2022-2023 have been identified. Priority
measures to raise the fiscal significance of tax
revenues have been substantiated. This concerns
the decrease of the shadow part of the gambling
business; the excise goods markets; and labor
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$ICKAJIBHI JOOMIHAHTU
®IHAHCYBAHHS BIWCBKOBUX
[IOTPEB

3amsicna siticbkosa azpecisi nompebye oHos-
JIeHHs. nioxo0ie 00 ¢hopmyeanHs OHONCEMHUX
00x00i8 3a0/11 NOCUNeHHs QICKaIbHOI pe3yrbma-
musHOCmi no0amxie ma 3abe3neuenns O10xcem-
Hoi cmitikocmi. Memoio cmammi € 06TpyHmy8anHs
OCHOBHUX npiopumemie nio8uujeHHs epexmug-
HOCMI cucmemu QopmysanHs 00x00i68 0epicas-
H020 010021ICcemy 6 YMOBax npomuoii nogHoMacui-
mabwitl  8ilicbKosill  azpecii, wo nepeddbauae
OOMPUMAHHS NPUHYUNY QICKATbHOT 0OCMAmHOC-
mi inancysanns nompe oboponu i Oesnexu,
a MAaKodc CHPUSHHA Npoyecam eKOHOMIYHO2O
BIOHOBIEHHA. Y cmammi 8UKOPUCMAHO cucmem-
HUll ma 102iuHull nioxoou. 3acmoco8ano Memoo
V3A2QNIbHEeHHsl, NOPIBHAHHA, QHANI3Y [ CUHME3Y,
HAYKOB020 abCmMpazy8anHs ma eKCnepmHux oyi-
nox. Jloceio CILA y cgpepi popmysarns 6100x4cem-
HUX 00X00i8 NPOMseoM 8IliH C8I0YUMb, WO 81A0d
Hamazanace cgopmyeamu  008Iipy  NAAMHUKIG
nooamkie ma 3abe3neuumu CHpaseonugy 6ap-
micmb 8e0eHHsl BILIHU OJIsL KOJCHO20 SPOMAOSHUHA.
Knacuunumu 3axo0amu Oynu 36invuents cmasoxk
nooamkie Ha 00xo0u i NPuOYMKU, AKMUGHULL
npooasic 0epacasHux GiticbKoGUX obaicayiti nio-
npuemcmeam i HacenenHro. loenmuyni 3axoou
sacmocosysana U Benuxa Bpumaunis. Ilonimuka
Gopmyeanns 6100xcemHux 00X00i8 3 MOMEHMY
NOBHOMACUWIMAOHO20 — BMOPSHEHHs.  CYMMEBO
sminunacy. Yacmxa nepeposnodiny BBII uepes
O0XIOHY 4acmuMy 0epiHcagrHozo 0100xcemy 6
2023 p. docsiena 41.76%. Busnauerno ocHoeHi ocoo-
ameocmi popMysaHHA NOOAMKOBUX HAOXOOICEHD
0o Oepoicasroeo 6100xcemy ¢ 2022-2023 pp.
Obipynmosano npiopumemti 3ax00uU NiOGUUEHHS.
QickanvHol  3HAUYWIOCME  NOOAMKOBUX HAOXO-
Ooicenb. 30Kpema ye Cmocyemvcs OemiHizayii
onepayiil epanbHo20 OI3HeCy, PUHKY NIOAKYUZHUX
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incomes. In addition, the prerequisites for
introducing a progressive personal income tax
scheme have been determined.

mosapie ma ne2anizayii 6UmMpam Ha onaamy npayi.
Busnaueno npepexsizumu 3anposaoaicenis npoe-
PecusHoi wiKan onooamxy8ants nooamKom Ha

00x00U.

Knwouoei cnoea: OHOMIKETHO-IIONATKOBA
TIOJTITHKA, JEpP’KaBHUH OFODKET, IOJATKH, HETo-
JIATKOBI HAJIXOJKEHHSI, TPAHTH.

Keywords: fiscal policy, state budget,
taxes, non-tax revenues, grants.

JEL Classification: H11, H12, H21, H30

Introduction

The budget and tax policy of Ukraine at the end of the 20th and during
first two decades of the 21st century was formed under the influence of
significant challenges and social upheavals. The formation of our own
financial system took place in the conditions of a long and deep recession of
1991-1999, the Great Recession, the hybrid aggression of the Russian
Federation, and the global COVID-19 pandemic had a significant impact on
the formulation of the basic principles of fiscal policy. The full-scale military
invasion on February 24, 2022 radically changed the paradigm of domestic
budget policy.

Even at the beginning of the XVII century Maximilien de Bethune
Sully pointed three different prerequisites for the development of the state
budget, which determine the focus of tax and budget policy: peace
conditions, the state of war and post-war recovery. The need to protect the
independence and sovereignty of the state caused the need for a rapid increase
in budget expenditures on defense and security, while the state continues to
make payments for all assumed obligations: social, functioning of critical
infrastructure, servicing and repayment of the state debt, etc. Financing of the
defense and security sector is possible purely at the expense of domestic
sources, tax and non-tax revenues, as well as military bonds of the domestic
state loan. Tax revenues have the highest fiscal significance. The protracted
duration of military aggression requires updating approaches to the formation
of budget revenues in order to strengthen the fiscal effectiveness of taxes and
preserve options for ensuring the basic determinants for further economic
growth.

Many studies have been devoted to the study of this issue. In
particular, Ukrainian scientists (Chugunov et al., 2022) investigated certain
features of the formation of the revenue part of the State Budget of Ukraine
during the first six months of the martial law regime. The authors determined
and systematized measures of tax stimulation and consolidation, analyzed the
indicator of tax burden in foreign countries under conditions of intense
military conflicts. Y. lvanov and V. Laptev noted that at the initial stage of
the full-scale invasion, domestic tax policy had an anti-crisis and mostly
liberal character. Tax initiatives were aimed at supporting society, but did not
take into account possible budget losses, which is a certain drawback in the
implementation of state tax policy. In their opinion, tax policy should be more
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comprehensive and systematic to achieve the goals of wartime and post-war
recovery (Ivanov and Laptev, 2023). Yuriy Radionov, for his part, defined the
current priorities of the budgetary policy of Ukraine within the limits of the
concentrated volume of financial resources. He points to the expediency of
improving the outdated methods of budget formation, fully introducing the
mechanism of medium-term budget planning, adapting the directions of the
budget and tax policy to the urgent provision of the state’s defense capability
and the stable functioning of its institutions (Radionov, 2023).

Inna Irtysheva, Iryna Kramarenko, and Ihor Sirenko examined
potential economic losses and further prospects for global economic growth
during the war in Ukraine. Certain provisions regarding the use of fiscal
instruments to support the processes of economic development during this
period have been disclosed (Irtysheva et al., 2022).

The issue of tax policy formation was considered by Alla Sokolovska,
who thoroughly analyzed the changes in the domestic tax system of Ukraine
in the context of the tax burden on the economy, factors of production and
consumption. The author emphasized that further directions for improving
tax policy should be related to such issues as supporting economic growth
and detinization of the economy (Sokolovska, 2020).

George D. Hall and Nobel Laureate Thomas Sargent conducted a
comprehensive analysis of the monetary and fiscal policy of the United
States during the two World Wars in the 20th century, as well as the global
COVID-19 pandemic. The authors noted that, despite the increase in the tax
burden during wartime, the main resource for financing extraordinary
military expenditures belongs to debt securities and the printing press. Thus,
military budget expenditures during World War | were financed by 20.8%
from tax revenues, 74.6% from bonds, and 4.6% from seigniorage; during
the Second World War, the share of taxes increased to 30.2%, state loans —
decreased to 46%, and 10.1% belongs to money emission. Extraordinary
budget expenditures aimed at countering the consequences of COVID-19
were financed by the government from tax revenues for only 3.5%,
public borrowings for 67%, and additional emissions for 18.5% (Hall &
Sargent, 2022).

Oliver Blanchard and Jean Pisani-Ferry identified the main challenges
for the economies of the member states of the European Union (herein-
after EU) as a result of the full-scale invasion of the Russian Federation into
Ukraine. These include: balanced formation of sanctions packages, so that
they simultaneously deter the aggressor and do not cause serious conse-
quences for the EU economy; countering the decrease in real incomes of the
population due to the increase in energy prices by using fiscal support and
increasing budget deficits; containment of inflationary spikes under condi-
tions of rising energy and food prices. The researchers came to a conclusion
about the need to strengthen the coordination of fiscal and monetary policy
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in the current economic conditions. They believe that fiscal and monetary
policy should be quite flexible, and the corresponding measures should be
easily adjusted in accordance with the social tasks set (Blanchard & Pisani-
Ferry, 2022).

Javier Debrun and Lars Jonung reflect that it has been exceedingly
difficult to harmoniously combine the three important properties of a
balanced fiscal policy, namely simplicity, flexibility and binding, over the
past two decades. It is important to determine the specific performance
indicators of the fiscal policy, which should be achieved in a given time
range. A constructive dialogue with the society regarding the implemented
fiscal policy should be conducted in order to gain wider support and increase
influence on the parliament and state fiscal bodies in order to achieve the set
tasks and fulfill the planned fiscal indicators (Debrun & Jonung, 2019).

Despite the available thorough work of domestic and foreign
researchers in the field of budget and tax policy formation and expert asses-
sments of the impact of the military invasion on the economy of our state and
the EU, it is important to determine the modern features of the imple-
mentation of the policy of forming the revenue part of the state budget and
the determination of prospective fiscal measures for the next budget periods.

Under conditions of uncertainty, it is advisable to prepare variable
scenarios for the implementation of tax and budget policy, to strengthen their
coordination with monetary policy.

The aim of the article is to justify the main priorities of increasing the
efficiency of the state budget revenue generation system in the conditions of
countering full-scale military aggression, which involves compliance with
the principle of fiscal sufficiency in financing defense and security needs, as
well as promoting economic recovery processes.

In the course of the research, the hypothesis was put forward that with
the increase in the duration of active hostilities, the main budgetary priority is to
ensure fiscal stability, which requires the minimization of fiscal incentives and
orientation towards the expansion of tax potential. In view of the above, the
validity of tax measures should be strengthened, communication with taxpayers
should be improved, and alternative compromise scenarios of increasing the
fiscal significance of tax revenues should be formed, which would be as neutral
as possible to the processes of economic growth.

A systematic approach was used in the research. The methods of
systematization and generalization, comparison are applied in the study of
the world experience of the formation of budget revenues under the condi-
tions of intense military conflicts; analysis and synthesis, a logical approach,
when determining the peculiarities of the formation of budget revenues under
the conditions of a full-scale invasion; methods of expert evaluations, compa-
rative analysis and scientific abstraction, when substantiating priorities for
the formation of state budget revenues.
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The information base of this research is the scientific work of Western
economic schools and domestic authors. Official data of the Cabinet of
Ministers of Ukraine, the Ministry of Finance of Ukraine and the State Tax
Service of Ukraine regarding the main fiscal indicators were also used. Gross
domestic product indicators are taken from official reports of the State
Statistics Service of Ukraine and the National Income Strategy. In the
analysis of fiscal indicators of foreign countries, the databases of the
International Monetary Fund and the World Bank were used. The US
population was estimated using data from the U.S. Census Bureau.

The main part of the article consists of three sections. The first
summarizes and systematizes the experience of the formation of the revenue
part of the budget in the USA during the First and Second World Wars, the
Korean and Vietnam wars; Great Britain during World War 11; Croatia during
the War of Independence; 11 intense conflicts in Africa during 1990-2011.
The second section is devoted to the analysis of the structure of revenues of
the State Budget of Ukraine in 2021-2023, identifying the peculiarities of the
formation of budget revenues. In the third, the priority measures of the state
fiscal policy, aimed at ensuring the stability of the budget and increasing the
fiscal significance of taxes, are substantiated.

1. Empirical experience of budget revenue formation under
conditions of intense military conflicts in world practice

World wars, regional and local military conflicts were accompanied
by an increase in public expenditures, which were used for military needs.
Depending on the duration of conflicts, a different composite set of sources
of financing such expenses is used. Prolonged wars or military operations
required and require the search for extraordinary sources of budget revenues,
as well as additional generation of tax revenues. Adam Smith also noted that
during the war there was a 3-or 4-fold increase in budget expenditures
compared to peacetime budget expenditures. In order to balance the budget,
it is necessary to increase the tax burden to the specified level. However, even
with a significant increase in tax rates or the introduction of new taxes, the
growth of the revenue part of the budget can be observed after a certain time
interval (from 6 to 12 months). At the same time, the conduct of war requires
immediate manning of the army, providing the troops with a sufficient
amount of weapons and food, and building appropriate fortifications. Thus,
the financing of military expenditure should be carried out without a time lag.
Debt obligations and seigneury are also an important source of financing
these expenses (Smith, 2023).

Military conflicts require additional financial resources for the needs
of providing the army with weapons, equipment and all other necessary
means. Taxes are an important source of budget revenues directed to the
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specified goals. During the First World War in the USA, the share of taxes in
the total revenues of the state was 20.8%, the other components were state
borrowing and seigniorage (Hall & Sargent, 2022). Although President
W. Wilson in his message to Congress in 1917 noted that as much as
practicable, the financial burden of the war should be provided by taxation of
the present generation, not loans (Gilbert, 1970). The head of the state
treasury insisted that the share of tax revenues in financing all public
expenditures of the war period should be at least 50% (Shook, 1975). An
active campaign was conducted in the country regarding the need to buy back
government debt securities. For a certain period, these loans were called
Liberty Loans. Emphasizing the need to preserve liberty as a fundamental
basis of American society probably served as the best advertisement for this
type of government borrowing. The traditional revenues of the US federal
budget from customs duties gradually decreased, because the volume of
international trade decreased. In view of this, the task arose to strengthen the
fiscal potential of the tax system, to diversify it, taking into account the
duration of the conflict and the dynamics of the socio-economic development
of the USA and its allies — trading partners.

Government institutions tried to build the trust of taxpayers and ensure a
fair cost of the introduction of war for every citizen. Progressive income taxation
was one of the manifestations of social justice that US policymakers saw during
the war. Thus, the maximum rate of income tax (income tax) increased from 7%
to 77%. The share of federal revenues from income and profits taxation
increased from 10% in 1914 to 60% in 1918 (Mehrotra, 2010). However, during
the war, the tax system performed a redistributive function quite effectively. The
effective tax rate for the richest 1% of households increased from 3% in 1916 to
15% in 1918. Businesses that were involved in government war orders made
significant profits and paid high dividends. Therefore, it was logical to increase
the tax rates of high incomes. In addition, the emphasis on taxing the wealthiest
sections of the population with the highest tax rates was perceived by society as
a signal that they should also pay taxes, which are much lower.

The developers of the fiscal policy of the USA and European countries
during the Second World War learned the lessons of the previous global
conflict, ensuring better adaptability and effectiveness of the policy. The
main features of the formation of the tax policy of that time were the increase
in income taxes, as well as additional taxation of the profits of enterprises
that were formed as a result of this war. The specific weight of tax revenues
during World War Il in the USA increased to 30.2% of the total amount of
government revenues, the share of government borrowing was 46% (Hall &
Sargent, 2022). Following the example of the last world war, an active
campaign for the placement of military bonds of the state loan was launched.
Bonds worth $157 billion were sold. In the USA, about 85 million Americans
invested their savings in government securities (Mehrotra, 2010). As of 1945,
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139.9 million people lived in the United States (U.S. Census Bureau), that is,
60.7% of the population was involved in the purchase of military bonds. The
Revenue Act of 1942 (The Revenue Act of 1942) established provisions for
increasing income tax rates and eliminated the possibility of exemption from
taxation or receiving tax preferences. The maximum marginal rate of income
tax was increased to 94% significantly exceeding the maximum rate during the
First World War (Rottschaefer, 1944), a tax on "surplus profit" was introduced
in wartime, the marginal rate of this tax reached 90% (The Revenue Act of
1942). The tax regime during World War Il is perhaps the most striking example
of wartime fiscal sacrifice (Bank et al). In addition, it should be understood that
the rates did not return to the pre-war level immediately after the end of the war,
so in 1948 the marginal income tax rate decreased to 82%.

Great Britain used a similar approach to the formation of state revenue
policy in the conditions of World War Il. The main sources of financing
military expenses were internal and external loans (primarily from the USA),
increased tax burden and money printing. The marginal rate of income tax
was increased to 95%, a special tax on "surplus profit" was introduced, the
amount of tax expenses was reduced, the inheritance tax was significantly
increased, and excise taxes were increased (Youngson, 2013). Finally, Great
Britain settled with the USA for the supply of weapons during World War 11
only in 2006 (Ellison & Scott, 2017).

In 1950, the Korean War began, which also required substantial budget
expenditures. It was the first large-scale military conflict with the participation
of the United States, which was financed exclusively by taxes; special military
bonds were not issued by the government. With broad bipartisan support, The
Revenue Act of 1950 was passed, raising the marginal corporate tax rate
(analogous to the income tax) to 45% and the income tax rate to 90% (Bank et
al., 2008). During the active phase of the Vietnam War, US Congressmen
emphasized the need for increased tax revenues to support the needs of the
military. Therefore, an additional 6% increase in the income tax rate was initially
introduced. Due to the protracted duration of the conflict and the unfavorable
situation, the increase reached 10% (Mehrotra, 2010).

In Croatia, during the war for independence in the first half of the
1990s, the level of the tax burden did not increase. The additional volume of
budget expenditures for the security and defense sector was financed by
optimizing other structural components of the budget expenditure part and
public borrowing (Schonfelder, 2005). Among 11 military conflicts in
African countries (during 1990-2011), no single trend in the formation of
budget revenues was found. In certain cases, there was indeed an increase in
tax rates, primarily rents, in countries rich in mineral deposits (Angola,
Libya). In other cases, the tax burden did not change. For the most part,
military conflicts reduced the institutional capacity of state institutions to
accumulate tax revenues for the budget system.
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2. Peculiarities of the formation of budget revenues in Ukraine
under the conditions of a full-scale invasion

Fiscal policy at the initial stage of full-scale military aggression had a
stimulating character. In March 2022, a reduced rate of value-added tax
(hereinafter VAT) was introduced, as well as the excise tax on fuel was
abolished in order to curb the increase in prices for this product segment. As
a result of the war in Ukraine, the cost of oil products began to rise rapidly,
which eventually became the cause of high inflation around the world. The
average value of consumer inflation in 2022 turned out to be the highest since
2008 and for the member states of the European Union — 8.8% (a significant
number of EU countries had double-digit inflation), in the USA — 8%, in
Great Britain —7.9% (The World Bank, 2024). It was assumed that such fiscal
easing should be in effect until the end of the martial law regime. However,
the duration of military operations and the need to increase defense
expenditures determined the expediency of increasing the fiscal importance
of taxation. Initially, from September 30, 2022, the payment of excise duty
on fuel was returned, at the same time, the rates were set at a level
significantly lower than before the full-scale invasion (for motor gasoline —
EURZ100 per 1000 liters, for liquefied gas, butane, isobutene — EUR 52 per
1000 liters). From July 1, 2023, fuel taxation has fully returned to the level
of February 2022 — the VAT rate has increased from 7% to 20%, the excise
tax on motor gasoline has increased to EUR 2.013 per 1000 liters, and diesel
fuel has increased to EUR 139.5 per 1000 liters. The use of the tool of
preferential taxation of fuel had an effect on curbing the level of consumer
inflation and supported the purchasing power of households, which is
extremely important in the conditions of a social and economic shock. Excise
tax revenues from fuel in 2023 exceeded the figure of 2022 by more than
3 times (National Revenue Strategy, 2023).

From March 2022 till July 2023, payers of the single tax of the | and
Il groups are optionally given the right not to pay this tax to the corresponding
budget of the territorial community. A tax rate of 2% of income has been
established for payers of the uniform tax of Group Il (individuals and legal
entities). At the initial stage, an income limit of UAH 10 billion was set, but
it was later canceled. There are certain prohibitions regarding types of
economic activity for the use of the specified fiscal incentive such as:
production, export/import, sale of excise goods; foreign currency exchange;
extraction of minerals; financial activities (pawn shops, banks, insurance
companies, etc.); gambling activities. At the same time, the last rule came
into effect only from February 2023. After all, changes to the Tax Code of
Ukraine for the period of martial law from April 14, 2022 allowed business
entities that are engaged in the organization, conduct of gambling, lotteries
and betting to be on a simplified taxation system. In general, the activity of
these taxpayers raises many questions about honesty and integrity. The use
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of a simplified taxation system and numerous tax evasion schemes
(miscoding, non-taxation of winnings, participation in schemes of shadow
export of grain and payment of wages in envelopes) caused significant losses
to the state budget. The systematic work of the authorities made it possible
to significantly improve the situation with the payment of taxes. According
to the results of 2023, the gaming business paid UAH 10.4 billion in taxes,
which is 14 times more than in 2022, and 51 times more than in 2021 (Official
website of the VRU Committee on Finance, Tax and Customs Policy, 2024).

From April 1 to June 30, 2022, a preferential tax regime was in effect
for the import of vehicles (payment of VAT, customs duty, and excise duty
was canceled). The prerequisite for the introduction of this innovation was
the mass destruction of household cars as a result of military operations and
the need to purchase vehicles for the military. In the explanatory note to the
Law of Ukraine dated June 21, 2022 No. 2325-1X, which canceled these
benefits, it is stated that citizens imported 119.000 vehicles during the period
of benefits, as a result of which UAH 13 billion did not go to the budget.
In general, as a result of 2022, the budget received excise tax on vehicles —
UAH 5 billion, which is almost three times less than in 2021 and half as much
as in 2023 (National Revenue Strategy, 2023).

As a result of the destructive missile attacks on critical infrastructure,
starting from November 11, 2022, the state has provided exemption from
payment of VAT and import duties for operations involving the importation
of electric generators, batteries, transformers, and other similar devices into
the territory of Ukraine. This fiscal measure is aimed at supporting
households and businesses to ensure uninterrupted energy sources. The
multiple increases in demand from the population and enterprises for
the mentioned products under the conditions of long-term power outages
affected the increase in prices for them. It is important that the state used the
principle of tax policy adaptability, responding to the urgent challenges of a
full-scale war. Despite significant tax losses, at the initial stage, the reduction
in the level of taxation for consumer goods had a significant effect on
maintaining the purchasing power of the population. In order to increase the
effectiveness of the tax policy, it is necessary to ensure the targeting of tax
benefits and limit the duration of their effect, with a further assessment and
comparison of the benefits and budgetary losses from their application.

From the second half of 2023, the policy of budget revenue generation
and its tax component has a compensatory nature. The state focuses on
increasing the fiscal significance of tax revenues, which are extremely
necessary to ensure and strengthen its defense capability. In addition to the
return of the level of VAT and excise taxation to the pre-war level and the
abolition of preferential taxation for the 11l group, a number of steps have
been taken to supplement the state treasury. The prototype of the taxation
of excess profits due to the war (which was introduced by the USA and Great
Britain during the world wars) was the temporary introduction in Ukraine of
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an increased income tax rate for banks — the income for 2023 is taxed at a
rate of 50%, in the future the basic tax rate for banks is set at equal to 25%.
We remind you that the rate of this tax for other business entities is 18%.
The net profit of banks for 2023 was UAH 86.5 billion (Official website
of the National Bank of Ukraine). Compared to 2022, profits increased
4 times, a significant part of banks’ profits was formed due to increased
volumes of investments in NBU certificates of deposit (mainly in state banks)
and domestic state loan bonds. The share of these two instruments in banks’
interest income was 54%.

An important source of filling the revenue part of the state budget from
the fourth quarter of 2023 is a change in the approach to the inclusion of part
of the income from the personal income tax from income taxation in the form
of monetary support for military personnel. From October 1, 2023 to
December 31 of the year in which martial law will be abolished, this tax is
temporarily transferred to a special fund of the state budget. Funds from such
revenues in 2023 were directed: 50% — for the purchase of special equipment
and equipment (primarily drones), 50% — for the purchase of artillery
systems. In 2024: 45% - for the purchase of special machinery and
equipment; 45% — for the development of new technologies, the expansion
of production capacities for the production of defense products; 10% — to
military units in proportion to the tax paid by military personnel of this unit.
According to our calculations, based on the data of the Ministry of Finance
of Ukraine, in 2023, about 26 billion UAH were added to the special fund of
the state budget, and in 2024, 95 billion UAH should come.

The policy of budget revenue generation has undergone significant
adjustments in the two years since the full-scale invasion. The indicator of the
ratio of GDP redistribution through the revenue part of the state budget in 2023
increased compared to 2021 by 75% and reached the level of 41.76%. (Table).
It should be emphasized that the share of tax revenues in the structure of the
revenue part of the State Budget of Ukraine in 2021 exceeded 85%, but due to
military aggression, this value decreased in 2022 to 53%, and in 2023 to 45%.
At the same time, the value of the indicator of the share of budget revenues in
GDP decreased slightly — from 20.28% in 2021 to 18.81% in 2023, and in 2023,
compared to 2022, the fiscal significance of tax revenues increased by 0.51% of
GDP. The share of all the most fiscally significant taxes in GDP, with the
exception of personal income tax, decreased under martial law conditions,
which was caused both by the fiscal incentives of the initial stage of military
aggression against Ukraine, and by a significant decrease in the level of
economic activity and consumption. According to UN data, as of February 1,
2024, 5.94 million Ukrainian refugees were registered in EU member states, and
another 403.6 thousand refugees in other countries of the world (Operational
Data Portal UNO, 2024). The gradual increase in the fiscal significance of the
personal income tax in the state budget is directly related to the increase in
support for military personnel, the increase in their number and the redistribution
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of part of the "military” personal income tax to the state budget from the
IV quarter of 2024.

The fact of a significant increase in 2023 compared to 2021 of the
share of non-tax revenues both in GDP and in the structure of budget
revenues — by 12.29% and 23.59%, respectively — attracts attention. The
largest increase in this budget article was ensured thanks to the increase in
the volume of own revenues of budget institutions. The share of these
revenues in the total volume of non-tax revenues amounted to 81.93% in
2023. These revenues increased due to a multiple increase in external
financial assistance for socio-economic purposes. Grants from the EU,
governments of other countries, and financial organizations have also
become a significant source of income. In 2023, according to the mentioned
article, UAH 433.4 billion was received in the budget, which was 16.22% of
the total revenue of the state budget. At the same time, 99.6% of grants are
directed to budget support.

Table
State Budget Revenue Structure of Ukraine in 2021-2023, %
" Deviation
2021 2022 202
0 0 023 2023/ 2021
o I o I o I o 2
Source of income [a) g [a) g [a) g [a) g
o 2 o e o 2 o e
£ = £ = £ = £ =
1<) ‘D 1<) ‘D 1< D 1< ‘B
& s & s & s 5 | =
Tax revenues, including: 2028 | 8537 | 1830 | 53.14 | 18.81 | 4504 | —1.47 | 4033
personal income tax 252 | 1061 | 286 | 830 | 323 | 774 | 071 | —2.87
profit tax 271 | 1139 | 2.25 6.55 2.25 538 | -0.46 | -6.01
rent payment 148 | 623 | 164 | 478 | 094 | 226 | 054 | -3.97
value added tax 982 | 4137 | 899 | 2613 | 907 | 2173 | -0.75 | 1964
excise tax 298 | 1253 | 197 | 573 | 262 | 626 | 036 | -6.27
import duty 068 | 284 | 050 | 143 | 062 | 150 | -0.06 | -1.34
Non-tax revenues 321 | 1352 | 667 | 19.38 | 1550 | 37.11 | 12.29 | 23.59
Income from capital transactions 001 | 003 | 001 | 003 | 000 | 000 |-0.01 | -0.03
Funds from foreign countries and 0.02 010 9.97 26.92 6.77 16.22 675 | 16.12
international organizations ' ' ' ' ' ' ' '
Trust funds 000 | 002 | 000 | 001 | 001 | 002 | 0.01 | 0.00
Official transfers 023 | 097 | 018 | 053 | 067 | 161 | 044 | 064
Total 23.75 | 100.00 | 34.43 | 100.00 | 41.76 | 100.00 | 18.01 | 0.00

* GDP data for 2023 are expected and taken from the National Revenue Strategy 2030.
Source: Authors’ calculations based on data from the Ministry of Finance of Ukraine, n.d.
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An extraordinary source of budget financing in 2022 was the direct
purchase of state loan bonds by the National Bank of Ukraine in the amount
of UAH 400 billion. In June 2022, the peak amount of the issue was recorded
at the level of UAH 105 billion, which significantly exceeded the amount of
taxes paid to the budget. In order to maintain macroeconomic stability, the
use of this type of coverage of budget expenditure items should be strictly
limited.

3. Priorities for the formation of state budget revenues in the
conditions of combating military aggression

The memorandum with the IMF contains provisions on the need to
identify all possible measures aimed at increasing the fiscal significance of
taxes (IMF, 2023). The timeliness and completeness of providing our
defenders with the necessary means, equipment and weapons will depend on
the effectiveness of the fiscal policy. The approved National Revenue
Strategy clearly indicates that the priority of state policy is to increase budget
revenues on a sustainable basis, close existing opportunities for tax evasion,
increase the level of compliance with legislation and combat the shadow
economy (National Revenue Strategy, 2023). Under modern conditions, the
fight against the shadow economy and non-payment of taxes is an extremely
important direction of the state’s economic policy.

Coordination of state institutions’ efforts, such as parliamentary
committees, supervisory and law enforcement agencies, made it possible to
secure additional budget revenues from taxation of gambling business, excise
goods markets, etc. in 2023. Further systematic steps regarding the
detinization of the economy and increasing the level of their effectiveness are
important. For example, we estimate the additional reserve for the increase
of tax revenues from the gambling business for 2024 to be UAH 5-6 billion.
It is important to continue the joint measures of the Bureau of Economic
Security of Ukraine (hereinafter BEB) and the National Bank of Ukraine to
combat key schemes, miscoding and matching. Taxation of excise goods has
a significant reserve in filling the state budget revenues. The focus of
controlling and law enforcement agencies should be aimed at significantly
reducing the volume of illegal trade in excise goods.

The Accounting Chamber established that the state loses about 9 bil-
lion a year from non-payment of taxes from the shadow alcohol market
(Report of the Accounting Chamber, 2021). As of 2023, the share of
the shadow market of alcoholic beverages is estimated to be close to 30%.
The main sales channel for wholesale and retail consignments of counterfeit
goods is the Internet, followed by retail and catering establishments. It is
important to strengthen the effectiveness of the system of state control over
the production and circulation of alcoholic beverages, the development of a
risk-oriented system of excise tax control. According to the KANTAR study,
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the share of illegal cigarette trade in Ukraine in 2023 was 21.8% of the total
market volume, which led to the loss of budget revenues in the amount of
over UAH 23 billion (Kantar, 2023). In view of the above, the priority
measures to combat the shadow market of tobacco products are: increasing
the functional efficiency of control bodies (BES, State Tax and Customs
Service, National Police, State Border Service); strengthening of cooperation
with European institutions and customs of EU member states bordering
Ukraine in the field of combating the illegal circulation of tobacco products;
increasing the effectiveness of the fight against smuggling; avoidance of tax
shocks when excise tax rates are increased; introduction of a system of
monitoring and control of the tobacco supply chain, because in the conditions
of martial law, when the borders are closed, it is fundamentally important to
identify the "oases" of counterfeit production of billions of cigarettes.

The illegal fuel market in Ukraine has led to irreversible losses of budget
revenues in the amount of about UAH 8-9 billion in 2023. Certain gas stations
or their networks sell illegal fuel from illegal production using pseudo-fiscal
checks. In addition, the use of "pseudo” wholesale fuel trade schemes was
recorded, while in fact fuel is sold at gas stations without payment transaction
recorders — for cash. Official wages in some fuel trade networks are several
times lower than the industry average, which may indicate the potential payment
of wages in "envelopes" (Kuyun S., 2024). Coordinated efforts of state
institutions to combat illegal production and circulation of excise goods can add
tens of billions of hryvnias to the 2024 budget.

One of the provisions of the National Revenue Strategy is the
restoration of the progressive scale of personal income tax rates. This tool is
quite widespread for EU member states. However, a proportional scale
operates in Bulgaria, Estonia, Romania, Hungary, the Czech Republic, and
the tax rate in Bulgaria and Romania is 10%. Tinization of labor costs is one
of the barriers to the restoration of progressive taxation. The range of losses
from non-payment of personal income tax, military duty and social
contribution is in the range of UAH 120-160 billion. The level of taxation is
classically considered to be the fundamental reason for hiding incomes and
shadowing the economy. The phenomenon of the shadow economy is a
peculiar criterion for evaluating the rule of law and trust in the authorities in
the context of the effectiveness of the use of paid taxes.

The research shows that in countries with a high level of institutional
environment, the indicator of the shadow economy is significantly lower
compared to countries where institutions are being transformed. The share of
the shadow economy in Germany was 16.7%, Denmark — 18.4%, Sweden —
18.8%. At the same time, the value of this indicator for Romania was recorded
at 34.8%, Lithuania — 35.3%, Bulgaria — 37.8% (Kelmanson et al., 2019).
Although the level of taxation is one of the reasons for the existence of the
shadow economy;, it is not the dominant one. The other side of the problem is
also important, how effectively taxpayers’ funds are used. Therefore, the
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unjustified introduction of progression can only deepen the issue of shadowing
the economy. Even the National Strategy states that the implementation of
progression is currently not possible due to the low level of public trust in the
controlling bodies. In view of the above, it is important to ensure a number of
prerequisites for the implementation of progression, ensuring the trust of
taxpayers, comprehensive transformation of the simplified taxation system,
integration of various state databases, and justification of the progression scale.
Eliminating opportunities for abuse of the simplified taxation system and
legalizing labor costs are basic prerequisites for the introduction of tax
progression and priorities of the state fiscal policy. With the parallel existence
of opportunities to pay only 5% of the amount of income received for the
reporting tax period and to pay the minimum amount of a single contribution
(for the minimum wage), any intentions to introduce a progressive scale will
have a rather low effectiveness and will not have the confidence of economic
agents in the taxation system in as a whole

In 6 months of 2023, 19.9% of Ukrainians who received a salary
(7.4 million people) received it in the amount of the minimum level or below
it; 53.4% — in the range from 6.7 to 20 UAH thousand; 25.5% — from 20.1 to
UAH 100.5 thousand; 1% — from 100.5 to 200 thousand, 0.2% — more than
UAH 200 thousand (National Income Strategy, 2023). The State Tax Service
of Ukraine does not have data on the incomes of 30% of persons registered
in the state register of natural persons. According to the fiscal authority,
7.4 million people (excluding pensioners, children and persons registered in
the occupied territories) have not received income since the beginning of the
full-scale invasion. This indicates a significant level of shadowing of
incomes. The justification of the progression scale is the most debatable
issue, it is important to determine the optimal gradations of the income level
that is subject to increased taxation. It is possible to set a threshold of 5, 7 or
10 minimum wages. The increased personal income tax rate for a 10-fold
excess of the minimum wage was already functioning, but this practice did
not have a significant fiscal effect for the state and local budgets.

Conclusions

Based on the research of the retrospective experience of budget
financing in the context of intense military conflicts, it is determined that
the role of taxes in this process has been constantly increasing. If in the
eighteenth century this was treated rather skeptically, focusing primarily
on loans and seigniorage, then the two world wars of the twentieth century
and military conflicts of the second half of the twentieth century — early
2010s demonstrated a rapid increase in the share of taxes in financing
military expenditures. During the two world wars, developed countries
have resorted to raise personal income tax and corporate income tax rates.
At the same time, a significant role in financing the budget during military
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conflicts belongs to state borrowing, their active distribution, the US
authorities meaningfully and reasonably appealed to society that state
borrowing in wartime is the price for freedom.

At the initial stage of the full-scale armed aggression in Ukraine,
a number of tax incentives were applied to support households and enterprises.
This concerned the reduction of fuel taxes, the exemption from taxation of the
import of vehicles, the formation of a favorable tax regime for enterprises,
preferential taxation of electric generators, batteries, transformers, etc.

The duration of the war and the need to finance defense expenditures
led to a reversal of fiscal policy from a stimulating to a compensatory type.
Excise tax and VAT rates were returned to the pre-war level, the preferential
tax regime for enterprises was abolished. Instead, an increased income tax
rate was introduced for banks, given the multiple growth of their profits from
deposit certificates and personal income tax; control over gambling business
activities has been strengthened; part of income from personal income tax
from income taxation in the form of monetary support for military personnel
is credited to the state budget. These measures contributed to an increase in
the fiscal significance of tax revenues to the state budget in 2023 compared
to 2022 by 0.5% of GDP.

State measures to counter tax evasion and combat the shadow
economy have significant fiscal potential. Further actions to cover up
miscoding and matching schemes in the gaming business may bring UAH
5-6 billion to the budget in 2024. Strengthening the effectiveness of the
system of state control over the production and circulation of alcoholic
beverages; development of a risk-oriented system of excise tax control;
increasing the functional efficiency of control bodies; strengthening of
cooperation with European institutions and customs of EU member states
bordering Ukraine in the field of combating the illegal circulation of tobacco
products; increasing the effectiveness of the fight against smuggling will help
increase tax revenues by UAH 20-25 billion.

The prospects for the introduction of progressive income taxation have
been assessed. The prerequisites for introducing the progressive scale of
personal income tax have been determined, ensuring the trust of taxpayers;
improving the simplified taxation system; unification of state databases;
scientific justification of the taxation scale. It is necessary to minimize the
possibilities of abuse by business entities using the simplified system and to
intensify activities related to the de-identification of labor costs. In addition,
taxes on labor have the most destructive effect on the processes of economic
growth. Therefore, the state should find a balance between filling the budget
to finance the army and ensuring conditions for sustainable economic
recovery.

In further studies, it is planned to reveal the issue of assessing the
impact of a potential increase in the tax burden on economic growth in
the medium term, as well as to investigate the leading foreign experience
(primarily the EU) regarding detinization of wages.
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LABOR PRODUCTIVITY
IN RETAIL TRADE

In the conditions of the war and the post-war
Urainian economic recovery, human capital is
one of the determining factors of the state’s
existence and ensuring its competitiveness. The
loss of human capital has caused a shortage
of labor resources in various sectors of the
economy, which affects the possibilities of gene-
rating income and, as a result, financial results
of economic entities. One of the largest
components of the Ukrainian economy, which
fills the budgets of all levels and creates jobs, is
retail trade, which accounts for a significant
share of employees among all types of economic
activity. The dependence of the revenue amount
from the sale of products (goods, services) on the
amount of use of economic resources, including
labor resources, is widely known. In view of the
need for post-war reconstruction against the
background of a shortage of labor resources, the
aim was set to verify the truth of the principles of
the relationship between the scope of activities
and the amount of resources used, formulated
back in the days of neoclassical economics.
Verification of the truth of the formulated
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[NPOOYKTMBHICTDE IIPAIL
B POBOPIEHIM TOPT'IBII

B ymoeax eoecnnozo cmamny ma noeoennozo
BIOHOG/IEHHS eKOHOMIKU YKpainu came no0cbKuil
Kanimaji € OOHUM 13 6U3HAYAIbHUX YUHHUKIE ICHY-
6anHsL  Oepoicasu ma 3a0e3neyenHs il KOHKY-
penmocnpomodcHocmi. Bmpamu nioocvkozeo xani-
mazy 06yMoeniooms deiyum mpyoosux pecypcie
Y DI3HUX 2any3sx eKOHOMIKU, WO 6NIUBAE HA
MONCIUBOCIE YOPMYBaHHS 00CA2I6 00X00I6 MA, SIK
HACTIOOK, (pinancosux pezynomamis y cyb 'ekmis
eocnooaprogants. OOHIE 3 HAUOLILUWUX CKIA00-
BUX YKPAIHCbKOI eKOHOMIKU, WO HANOBHIOE 0H00-
Jrcemu YCix pigHie ma cmeoproe poboui micys, €
PO30pibHa mopeiens, Ha AKY npunacae nomimHa
YACMKA HAUMAHUX NPAYieHUKI@ ceped YCix 6uodie
exonomiunoi distibnocmi. [lIupoxosiooma 3anedic-
Hicmb 00csA2y eupyuKu 6i0 peanizayii npooykyii
(mosapis, nocnye), 06cs2i6 BUKOPUCTNAHHSL eKOHO-
MIYHUX pecypcie, ¥ momy yucii pecypcy npayi. 3
02110y HA nompeby NOBOEHHOI 8I0OYO06U HA M
Odeghiyumy mpyoosux pecypcié nocmagieHo memy
nepesipumu ICMUHHICMb CQOPMYILOBAHUX Uje
3a 4acié HEeoKNACUYHOI eKOHOMIKU NPUHYUNIE
830E€M038 'A3KY 00C51218 OISLIbHOCMI MA 8EIUYUHU
3adisnux pecypcie. Ilepesipky icmunHocmi
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hypotheses was carried out on the basis of the
use of correlation methods and regression
analysis. According to the calculation results, it
was not possible to fully illustrate the direct
proportional dependence of revenue on the
average number of employees for the formed
sample of retail trade enterprises. There is also
a lack of direct relationship between revenue
and labor productivity for both larger and
smaller retail enterprises. Further research will
be aimed at substantiating other samples of
Ukrainian retail trade enterprises and finding
interdependencies between their scope of acti-
vity and the amount of economic resources
involved in the conditions of war and post-war
recovery.

Keywords: human capital, labor resources,
labor productivity, scale effect, retail trade
enterprises, correlation analysis, regression
analysis.

chopmybosanux 2inomes NpoBeOeHO HA OCHOSI
BUKOPUCAHHS MEMO00I8 KOPEISIYILIHO-PeSpeciiHo20
ananisy. 3a pesynmamamu npoGedeHux 0OUUCTIeHDb
HOBHOIO MIPOIO He 80a0Cs NPOLTIOCMPY AU NPSMO-
NPONOPYILIHY 3ANEeAHCHICMb GUPYYKU 8I0 CepPeoHbOi
KinbKOCHE NpayieHuxie 0nsi cqhopmosaroi eubipku
nionpuemcme po3sopionoi mopeieni (IIPT). Taxoorc
cnocmepicaemocsi 8IOCYMHICIb  NPAMORPONOPYitl-
HO20 38’A3KY MIdNC GUDYYKOIO Md NPOOYKIMUGHICIIO
npayi sk 0na oinewux IIPT, max i 01 MeHwux.
THooanvwi docnioxcenus 6y0yms cnpAMOBaHi HA
obrpynmyeanust inwux eubipox NPT YVxpainu i
HOWYK 83A€MO3ANIeACHOCEN Midc X obcseamu
OIANBHOCMI MA  8EIUYUHOIO 3AO0ISHUX EeKOHO-
MIYHUX pecypcié 6 yMO08ax GiliHU i NOBOEHHO20
BIOHOBNIEHHS.

Knwuosi crosea: MOACHKAI KamiTal, TPYIO-
Bi pecypcH, MPOIYKTUBHICTh Ipalli, epeKT MacI-
Taly, mianpreMcTBa po3apiOHOT TOPTiBIIi, KOPEIs-
IIMHIN aHaJIi3, perpeciifHumiA aHai3.

JEL Classification: M21, J21, C12.

Introduction

On February 24, 2022, Russia launched a full-scale invasion of the
territory of Ukraine, as a result of which Ukraine suffered significant losses
of human capital, which should be divided into two groups: direct and
indirect. Direct losses include forced migration, forced deportation of the
population of Ukraine to Russia, the killing of civilians, and the death of
military personnel. Indirect losses should include the lack of business income
by entrepreneurs and wages by employees and, most importantly, the
inability to fully use the intellectual and creative potential of human capital
due to military operations on the territory of Ukraine. These losses cause a
shortage of labor resources in various sectors of the economy, which affects
the possibilities of generating income and, as a result, financial results of
economic entities.

One of the largest components of the Ukrainian economy, which fills the
budgets of all levels and creates jobs, is retail trade. And in wartime, this area of
business remains one of the key ones, providing civilians and military with food,
medicine, means of communication and other vital goods. According to official
data of the State Statistics Service of Ukraine (State Statistics Service of
Ukraine, 2024), the number of employees in business entities of economic
activity type G "Wholesale and retail trade; repair of motor vehicles and
motorcycles" in 2022 amounted to 1 309 998 people (21.5% of the total number
of employees in all types of economic activity), including the number of
employees in trade enterprises there are 962 354 people.

Taking into account the significant economic and social importance of
retail trade, we consider it expedient to use statistical tools to analyze the
dependence of the activity of retail trade enterprises on changes in the number
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of employees under martial law. The research is based on two hypotheses.
Hypothesis 1 is about a larger volume of the enterprise’s operational activity,
characterized by a larger volume of sales of products (goods, services) for a
certain short-term unit of time, implies an increase in the use of the economic
resource of labor and capital, if there is no increase in the intensity of labor,
the development of technologies and innovations in business processes that
make it possible to reduce the need for resources. Hypothesis 2 deals with an
increase in the volume of products sales (goods, services) of the enterprise
for a certain short-term unit of time increases the effect of scale and, as a
result, increases the return (efficiency) of the economic resources used,
including labor and capital resources.

The given hypotheses, if considered under other equal conditions
(ceteris paribus), intuitively do not cause objections and are fully consistent
with the general principles of neoclassical economic theory, whose
representatives include such foreign scientists as: Alfred Marshall (Marshall,
1997), Vilfredo Pareto (Pareto’s, 2014), John Clark (Clark, 1925), Irving
Fisher (Fisher, 1913), Jacob Viner (Viner, 1940), Frederick M. Scherer,
David Ross (Scherer & Ross, 1990) and others.

The neoclassical concept is distinguished by its analytical approach,
in which mathematical methods play an important role. Speaking about the
dependence of the volumes of activity and the amount of costs incur-
red/resources used, microeconomic analysis involves, among other things,
the use of correlation-regression analysis methods in order to build a paired
(study of the relationship between resource costs and the volume of activity)
or multiple (taking into account such variables, such as the degree of capacity
utilization, differences in the service life of elements of fixed capital
(intechnologies), prices for production factors, the number of product names,
the total volume of activity, etc.) regression dependencies (Azmuk &
Shcherbatyuk, 2014).

The theoretical and methodological foundation of the research is also
formed on the basis of resource concepts, which assume that the competitive
advantage in the market is not products or strategic market segments, but
resources that form the strategic competencies of enterprises of various types
of economic activity.

Thus, A. Loyshyn (Loyshyn, 2021) in his research conducted an analysis
of economic theory and the theory of strategic management regarding the
presence of theoretical provisions on the transformation of the content of the
economic category "resources” and resource concepts for understanding their
scientific content and prerequisites for development for the development of a
modern concept of resource provision security and defense sector of Ukraine.
Features of resource provision of strategic development based on an innovative
approach in tourism in modern conditions are highlighted in the article by
N. I. Hladynets (Hladynets, 2018). The problem of managing the resource
potential of transport enterprises is disclosed in the work (Borysyuk & Simkova,
2020). There are numerous scientific studies devoted to the effective use of
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resources by agricultural enterprises. In particular, in the works (Bagan, 2021;
Smirnova, Smirnov & Yuzik, 2020), thorough studies of the peculiarities of the
formation and use of the resource potential of agricultural enterprises were
conducted. The article Adamenko, Vysochyn, Sytnyk, Olesenko & Blazhenko
(2023) talks about the impact of resource provision on the forecast volume of
retail turnover of Ukrainian trade enterprises in conditions of uncertainty and
global fluctuations.

One of the key elements of the resource potential of enterprises is labor
resources; the study of the state of their use in wartime conditions is of great
importance. Thus, a thorough assessment of the level of loss of labor resources
in Ukraine due to forced migration was carried out in the work of Y. Chirva and
A. Zaverbny (Chirva & Zaverbny, 2022). Seryogina (Seryogina, 2022) also
investigated the impact of the war on productive employment in Ukraine.
0. S. Zhukand T. V. Pashkuda (Zhuk & Pashkuda, 2022) conducted an analysis
of the main approaches to improving labor efficiency management at
the enterprise in wartime conditions. At the same time, systematic studies of the
state of use of labor resources by enterprises in the trade sphere of Ukraine in
wartime conditions were not conducted.

The aim of the article is to identify arguments in favor of confirming
the given hypotheses on the basis of empirical data for a group of the same
type of enterprises of a particular type of economic activity under the
conditions of shocks in the economy caused by the war. For Ukraine, the
confirmation of both hypotheses is fundamentally important in view of the
need for post-war reconstruction against the background of a significant
shortage of economic resources (primarily, labor resources).

The object of the research is the operational activity of enterprises
belonging to class 47.11 "Retail trade in non-specialized stores mainly of
food, beverages and tobacco products” according to the economic activity
classifier (National Classifier DK 009:2010, 2010), under martial law.

Consideration of enterprises whose main activity belongs to only one
class of economic activity is related to the need to observe the condition of
homogeneity to test the given hypotheses, since data for different classes are
unsuitable for this.

The choice of class 47.11 is due to the fact that in 2022 it was one of
the largest both in terms of activity and in terms of resources used among
enterprises not only in section G "Wholesale and retail trade; repair of motor
vehicles and motorcycles”, but also in general in the sphere of non-financial
business” economy of Ukraine. As evidenced by the data in the Table 1, class
47.11 has a second weighted average rank, which was calculated on the basis
of four key indicators, taking into account their importance in the current
situation, established by an expert.

* Terminology is subject to the Regulation (EU) 2020/1197 of 30.07.2020 on European enterprise
statistics and non-financial business economy (Commission Implementing Regulation (EU), 2020). It
unites enterprises with the main type of economic activity such as
B+C+D+E+F+G+H+1+J+L+M+N+95 according to KVED-2010 (National Classification SC 009:2010,
2010).
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The rank of class 46.90 "Non-specialized wholesale trade™ turned out to

be the highest, but this class includes so many different enterprises (from classic
wholesale enterprises that have a powerful warehouse base and participate in
settlements to agent enterprises that work for a commission fee) that based on
their data, testing any hypotheses is problematic (the homogeneity condition for
key indicators is not met). This determined the choice for the study of
class 47.11, and not the entire general population, but only the largest enterprises
of this class that have a network of retail facilities (stores).

Table 1

The largest classes among types of economic activity of enterprises of the non-

financial business economy in Ukraine for 2022

Class (according to KVED- The Total
2010) '\(l)l;[anrgfi;gf VOISL;%e of number of | value of
*k
. enterprises, products*, employees, assets, Rank
code Title units billion UAH thousand billion
persons UAH
41.20 | Construction of
residential and non- 10262 116,1 99,9 351,1 4
residential buildings
46.73 | Wholesale of wood,
building materials and
sanitary-technical 5126 100.4 34,7 3 8
equipment
46.90 | Non-specialized
wholesale trade 15203 551,5 105,8 596,9 1
47.11 | Retail trade in non-
specialized stores
mainly of food, 3116 4511 206,2 174,2 2
beverages and tobacco
products
49.41 | Freight road transport 5664 1179 79,7 139,6 5
52.29 | Other auxiliary
activities in the field of 3704 115,6 58,1 119,7 6
transport
62.01 gr‘(’)rgg‘r‘;enf" . 3621 124,0 275 49,6 7
68.20 | Leasing and operation
of own or leased real 23276 110,7 107,2 699,4 3
estate
69.10 gci[;\\:\lltles in the field 3843 145 136 229 11
71.12 | Activities in the field
of engineering,
geology and geodesy,
provision of technical 3178 20,2 301 805 9
consulting services in
these areas
80.10 | Activities of private
security services 3136 17,8 51,2 12,4 10

* According to the institutional approach.
** Weighted average taking into account the weight (significance) of indicators: number
of operating enterprises — 1; volume of sold products — 3; number of employees — 4 (the
most important and scarce resource in wartime); total value of assets — 2.

Source: author’s development based on data (State Statistics Service of Ukraine, 2024).
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Despite the difficult situation in the country, the State Statistics
Service of Ukraine and projects supporting analytical systems and open data
portals, in particular (YouControl, 2024) and (Opendatabot, 2024), continue
to publish information about the activities of domestic enterprises, providing
an opportunity to create a database of empirical data for economic research.
In this study, the data on the activities of the largest 135 retail trade
enterprises (RTE) of class 47.11, in which the net income from the sale of
products (goods, services) in 2022 exceeded UAH 100 million, served as the
information base. The choice of this limit is connected with the need to form
such a sample, for which the condition of homogeneity was ensured for the
main indicators of the return of economic resources — in the case of the
inclusion of enterprises smaller in terms of activity, the condition of general
homogeneity of the sample was not fulfilled.

The Table 2 is characterized the main parameters of the formed sample
of enterprises.

Table 2
The main parameters of the retail trade enterprise, belonging to class 47.11
according to KVED-2010, in Ukraine for 2022

. All enterprises of class Enterprise samples of o

Indicator 4711 class 4711 Sample share, %
Numbe_r of operating 3116 135 43
enterprises, units
of them:
large 22 22 100.0
Medium 163 113 69.3
Volume of sold
products, million 451116 422 792* 93.7
hryvnias
Number of employees, 206 241 178 730%* 86.7
persons
Total value of
assets***, million 174 171 156 579 89.9
UAH
of them, negotiable 96 856 82 323 85.0

* Net income from product sales according to the financial results report.

** Aggregate average number of employees according to the data of the preamble (initial
information) of the balance sheets of enterprises concluded in accordance with NP(S)BO 1
(NP(S)BO 1, 2013)

*** Here, in the following tables and text for indicators that are items of the balance sheet
(report on the financial condition) of the enterprise, the values at the end of the year are
given.

Source: Author’s development based on data (State Statistics Service of Ukraine, 2024;
YouControl, 2024; Opendatabot, 2024).
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Although the sample covers only 4.3% of the total number of class
enterprises, it accounts for the main share of the volume of products sold and
resources used, as evidenced by the data in the Table 2.

In the first section of the article, methodological caveats are defined
and the composition of the sample of researched retail enterprises is
substantiated. In the second, a correlation analysis was conducted between
sales revenue for a sample of retail trade enterprises belonging to class 47.11
and the amount of economic resources involved. The third section is devoted
to conducting a regression analysis of the relationship between the average
number of employees and revenue for a sample of the studied enterprises. In
the last, fourth chapter, labor productivity is analyzed.

1. Methodological caveats and sample composition

The data of the specified sample of enterprises do not allow to fully
verifying the truth of the formulated hypotheses, all other things being equal
(ceteris paribus), as required by economic theory, but they can illustrate a
statistical relationship that should not contradict essential laws.

The identification of a statistical relationship between the indicators for the
formed sample of enterprises does not yet provide sufficient grounds for
ascertaining the existence of an economic regularity, since, firstly, the sample
unites a large number of various enterprises, each of which, although it has a
common main type of economic activity, functions in specific (sometimes
unique) conditions, has a special system of factors influencing internal and
external environments; secondly, in the data for 2022, the numerical values of
economic indicators reflect at least 3 different stages associated with the
deployment of large-scale military operations on the territory of Ukraine and
characterized by structural shifts within the sample of enterprises, as well as
institutional changes in the economy and society in general:

« January — February (until February 24) — the stage before the start of
a large-scale invasion;

« from February 24 to (approximately) the beginning of April — the
shock stage (a large part of the enterprises did not function);

* since April — functioning under martial law.

The enterprises included in the sample can be divided into 4 groups depen-
ding on the amount of net income (revenue) from the sale of goods” for 2022:

the largest — with revenue exceeding UAH 2 billion;

larger medium ones — with revenue from UAH 500 million
to UAH 2 billion;

smaller average ones — with revenue from UAH 200 million to
UAH 500 million;

the smallest — with revenue not exceeding UAH 200 million.

" The titles of indicators that take into account the specifics of the main activity of trade enterprises are
used hereby.
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The composition of the sample in terms of the specified groups is
illustrated in the Table 3.

Table 3

Composition of retail trade enterprise samples, belonging to class 47.11
according to KVED-2010, in Ukraine for 2022

Group of enterprises

Indicators higher smaller Total
largest smallest
average average

Number . 20 45 32 38 135
of enterprises, units.
Revenue, UAH 365 500 41147 10 441 5705 422792
million
Average number 142 062 23970 8472 4226 178 730
of employees, persons
Total assets, UAH 131 859 15 455 4091 5174 156 579
million of which:

current 60 128 13743 3514 4938 82 323

irrevocable 71731 1712 577 235 74 255

Source: author’s development based on data (YouControl, 2024; Opendatabot, 2024).

As evidenced by the data in the Table 3, the sample is dominated by
the group of the largest RTEs — it accounts for the main share of revenue and
resources used. The share of this group of enterprises in the total revenue of
the sample (Figure 1) is especially significant — 86.4%, and even more in the
amount of non-current assets — 96.6%.

£ largest

higher average

= smaller average

msmallest

Figure 1. The structure of revenue in a sample of retail trade enterprises belonging

to class 47.11 according to KVED-2010 in Ukraine in 2022.

Source: Author’s development based on data (YouControl, 2024).
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The share of the group of the largest enterprises in the sample for other
key indicators is: number of enterprises — 14.8%; average number of
employees — 79.5%); total assets — 84.2%; current assets — 73.0%.

Thus, a feature of the formed sample is the presence in its composition
of two leading enterprises, LLC "ATB-MARKET" and LLC "SILPO-
FOOD", which account for more than half of the entire revenue of the sample
(Table 4).

Table 4
Leading companies in the sample of retailers, belonging to class 47.11 according
to the Classifier of Types of Economic Activities 2010 in Ukraine in 2022

Share of leading
. enterprises, %
Indicators ATB- SILPO- coLrgagwigs
MARKET | FOOD panies, —
total inagroup | .
in the sample
of large .
: in general
enterprlses

Revenue, UAH million | 148 333 69 991 218 323 59.7 51.6
Average number of 48 872 36 496 85 368 60.1 47.8
employees, persons

Total assets, UAH 41086 33934 75021 56.9 47.9
million

of which: 17 979 11 454 29 433 49.0 35.8
current

irrevocable 23107 22 481 45 588 63.6 61.4

Source: Author’s development based on data (YouControl, 2024; Opendatabot, 2024).

This dominance of the group of the largest and leading enterprises in the
sample is a factor that increases its heterogeneity. However, it does not lead to
the recognition of the overall heterogeneity of the sample and, as a result, the
impossibility of using the sample data to identify statistical patterns.

2. Correlation analysis

The values of the pairwise correlation coefficients obtained using the
Excel Data Analysis — Correlation procedure and contained in the correlation
matrix (Table 5) indicate a very strong direct statistical relationship between
the key performance indicators of the sample companies, except for equity.

Given the sufficiently large sample size, it makes no sense to test the
statistical significance of the correlation coefficients presented in Table 5
using Student’s t-test (or any other alternative method). It is only necessary
to pay attention to the debatable analytical value of the pairwise correlation
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coefficients for the total amount of assets with the indicators that are its
components, namely the amounts of: non-current assets, current assets and
current liabilities.

Table 5
Correlation matrix for a sample of retailers,
belonging to class 47.11 according to KVED — 2010 in Ukraine for 2022

Indicators Revenue ANE NCA CA A EC CL
Revenue 1
ANE 0.9753 1
NCA 0.9314 0.9768 1
CA 0.9641 0.9615 0.9341 1
A 0.9600 0.9864 0.9891 0.9764 1
EC —0.0478 -0.2014 —0.3451 -0.1639 -0.2761 1
CL 0.9355 0.9783 0.9814 0.9660 0.9910 -0.3544 1

Conventional notation: ANE — the average number of employees; NCA — non-current assets;
CA — current assets; A — assets, total; EC — equity capital; CL — current liabilities.

Source: Author’s development based on data (YouControl, 2024; Opendatabot, 2024).

The results obtained, which indicate a strong linear statistical
relationship, do not contradict hypothesis 1 — a larger volume of operating
activities of the sample enterprises, characterized by a larger annual volume
of sales of goods (higher revenue for the year), implies a larger volume of
use of the economic resource of labor and capital. Similarly, an increase in
the use of one economic resource within an annual period is accompanied by
a directly proportional increase in the use of other resources.

A special situation is observed with regard to the equity capital of the
sample enterprises: all values of the pairwise correlation coefficients for this
indicator are negative and indicate a weak statistical relationship with
revenue and other resources involved. This phenomenon requires further in-
depth research.

3. Regression analysis of the relationship between the average
number of employees and revenue.

Hypothesis 1 and the obtained value of the correlation coefficient of
0.9753 for the average number of employees and revenue in the sample of
enterprises (Table 5) caused the initial choice of a simple (paired) linear
regression model to describe the statistical relationship between these
indicators.
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The use of the Excel Data Analysis — Regression procedure made it
possible to calculate the parameters of this model and check their statistical
significance. At the initial stage, it was found that the free term in the
equation of the straight line is not statistically significant, therefore it is
removed from the model, as a result of which the following paired linear
regression function is obtained:

Y =2.61952 X, (1)

where Y — is revenue;
X —is the average number of employees.

Although the coefficient of determination (R-square) for model (1) is
0.9506, it turned out to be unsuitable for explaining the variation of the
variable Y due to the presence of heteroskedasticity of the residuals.

The verification of the statistical hypothesis about the absence of
heteroscedasticity of the residuals of model (1) was carried out using the
Goldfeld-Quandt test. During the implementation of the method (Kon-
dius, 2022), 2 subsamples of the largest and smallest values of X with
51 values each were selected. Linear regression models were constructed for
both subsamples and residuals were calculated. The calculated value of the
Fisher statistic (1098.87), calculated as a fraction of the sum of the squared
residuals for the subsample of the largest values divided by the sum of the
squared residuals for the subsample of the smallest values, turned out to be
significantly greater than the tabular (critical) value of the Fisher statistic
(1.607) for the significance level a= 0.05 and degrees of freedom (freedom)
v1 and vz, which are determined by the number of values in the subsamples
and the number of parameters of the linear regression model (vi = vz = 4,
taking into account the removal of the free term from the equation of the
line). This made it possible to reject the Ho hypothesis about the absence of
heteroscedasticity of the residuals for model (1).

If you build a paired linear regression model based on logarithmic
data, trying to eliminate heteroscedasticity, the result will be a function
(Figure 2)™:

Y* = 0.89394 X* + 1.20496, )

where Y* — is the natural logarithm of revenue (In Y);
X* —is the natural logarithm of the average number of employees (In X).

If we perform the potentiation of equation (2), we will obtain a power
function:

Y =3.33664 X089, (3)

" Both parameters of this model, the angular coefficient (slope) and the free term (shift) are statistically
significant, as evidenced by the SUMMARY OUTPUT data of the Excel Data Analysis — Regression
procedure. The obtained p-values (p-value) for both parameters are much smaller than the significance
level a = 0.05
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In function (3), the power indicator of 0.89394 is the coefficient of
elasticity of revenue to changes in the number of employees. Its value is less
than one, which could indicate a low elasticity of income from the use of labor
resources in case of confirmation of the adequacy of the regression model.

But functions (2) and (3) are not the final results of the regression
analysis of the relationship between the average number of employees and
revenue for the sample of retail trade enterprises, because they are not
statistically adequate for two main reasons.

14
| |

InY

y =0,8939x + 1,205

12 R2=10,7961

10

0 2 4 6 8 10 12 InX

Figure 2. Statistical linear relationship between the logarithmic values of the
average number of employees and revenue in a sample of retail trade enterprises
belonging to class 47.11 according to KVED-2010 in Ukraine for 2022

Source: Author’s development based on data (YouControl, 2024; Opendatabot, 2024).

First, the logarithmization of the data did not allow to completely
eliminate the heteroscedasticity of the residuals. Checking the statistical
hypothesis HO about the absence of heteroscedasticity of the residuals of
model (2) using the Goldfeld-Quandt method made it possible to obtain the
estimated value of the Fisher statistic — 1.6655, which exceeds the critical
value — 1.6154 (for the significance level 0=0.05 and degrees of freedom
v1 = V2 = 48). This result gives reason to reject the Ho hypothesis about the
absence of heteroscedasticity of the residuals. Given that the detected excess
is insignificant, heteroskedasticity can be ignored only if the significance
level of a is reduced, or the sample data is further transformed using more
complex statistical techniques, or the least squares method is abandoned for
determining the regression parameters in favor of more complex methods.

Secondly, the residuals of model (2) visually demonstrate a complex
serial correlation (Figure 3), the verification of which using the Durbin-
Watson test was inconclusive (it did not allow drawing certain conclusions).
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Figure 3. Residuals of the linear regression model for logarithmic values of the
average number of employees and revenue in a sample of retail trade enterprises
belonging to class 47.11 according to KVED-2010 in Ukraine for 2022

Source: Result of Excel Data Analysis — Regression based on data (YouControl, 2024;

Opendatabot, 2024).

Therefore, for the final justification of the conclusion about the
adequacy of regression models (2) and (3), it is necessary to apply more

complex statistical methods.

A similar result (without final certainty regarding the adequacy of the
regression model) was obtained for the group of the twenty largest enter-
prises, which account for the bulk of the revenue and number of employees
of the formed sample of retail trade enterprises. Unlike the entire sample, in
the paired linear regression model, based on logarithmic data, it was neces-
sary to remove the free term, which turned out to be statistically insignificant.

The model illustrates Figure 4.
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Figure 4. Statistical linear relationship between the logarithmic values of the

average number of employees and revenue in the group of the largest enterprises

of the formed sample for 2022"

Source: Author’s development based on data (YouControl, 2024; Opendatabot, 2024)

* According to the SUMMARY OUTPUT of the Excel Data Analysis — Regression procedure, the p-
value (p-value) of the only parameter — the angular coefficient — of the constructed regression model is
2.47913E-25, which is practically equal to 0 and indicates its statistical significance.
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Power function for the group of the largest enterprises based on the
result of potentiation of the function in Figure 4 has the form:

Y = X1'1085, (4)

where Y — is revenue;
X —is the average number of employees.

In contrast to the entire set of enterprises in the sample, the revenue
of the largest enterprises is elastic to changes in the average number of
employees, since the exponent in function (4) is greater than one.

Also, unlike the entire sample, for the group of the largest enterprises,
it is impossible to verify the statistical hypothesis Ho about the absence of
heteroscedasticity of the residuals of the model in Figure 4 using the
Goldfeld-Quandt method due to insufficient number of observations. In our
opinion, the simplest approach to substantiating the conclusion about the
adequacy of the model in this situation is to check the statistical hypothesis
HO about the normal distribution of residuals using the Shapiro-Wilk test,
which is adapted specifically for a small number of observations (Shapiro &
Wilk, 1965). The results of this test turned out to be ambiguous: the
calculated value of the Shapiro-Wilk statistic — 0.892 is less than the critical
value for the significance level a=0.05 — 0.905, but exceeds the critical value
for the significance level a=0.02 — 0.884. In the case of using the significance
level 0=0.05, the statistical hypothesis HO about the normal distribution of
the residuals of the regression model in Figure 4 contradicts the actual
observation data and should be rejected, accordingly, the model itself is
recognized as inadequate. And in the case of using the significance level
a=0.02 — on the contrary, Ho does not contradict the actual observational data
and the model can be recognized as adequate (heteroscedasticity and serial
correlation of model residuals are ignored).

The specified problems (primarily — significant heteroskedasticity of
the residuals) during the construction of a paired regression model to
formalize the statistical relationship between the average number of
employees and revenue both in the formed sample of enterprises in general
and in the group of the largest enterprises are associated with a number of
reasons, including the main ones are: firstly, the presence of two leading
enterprises: LLC "ATB-MARKET" and LLC "SILPO-FOOD", secondly, a
certain heterogeneity between groups of enterprises in the sample.

In contrast to the largest enterprises in the sample, for the rest of the
groups no significant statistical relationship between the average number of
employees and revenue was found (Figure 5).
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Figure 5. Statistical linear relationship between the average number of employees
and revenue in the groups of medium and the smallest enterprises of the formed
sample for 2022

Source: Author’s development based on data (YouControl, 2024; Opendatabot, 2024).

Thus, it was not possible to illustrate the truth of hypothesis 1 with the
help of a regression model, which would predict a directly proportional
dependence of revenue on the average number of employees for the formed
sample of RTE.

4. Analysis of labor productivity

The indicator of revenue per employee, which is traditionally called
labor productivity” in domestic sources of scientific and educational
literature, characterizes the return of the economic labor resource and,
according to hypothesis 2, due to the scale effect, should be greater in
enterprises with higher revenue.

For the formed RTE sample, the labor productivity indicator is
calculated as a share of the division of net income (revenue) from the sale of
goods by the average number of employees according to financial reporting
data. This approach is not entirely correct and implies a certain distortion
of the result, since in the calculations it is necessary to use the indicator of
the average accounting number of employees in the equivalent of full
employment (Instruction on statistics of the number of employees, 2005),
information about which is not publicly available for individual enterprises.

* This title is controversial, because some scientists understand productivity as a broader concept that
characterizes continuous efforts to adapt economic activity to constantly changing conditions, the
application of new theories and methods (Yeremenko, 2000, p. 23).
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According to hypothesis 2, the largest average value of the labor
productivity indicator is observed in the group of the largest retail trade
enterprises in the sample. However, contrary to hypothesis 2, this indicator
for the group of the smallest enterprises exceeds the value for both groups
of medium-sized enterprises — larger medium and smaller medium —
according to the data in the Table 6.

Table 6
Labor productivity of a retail trade enterprise sample,
belonging to class 47.11 according to KVED-2010, in Ukraine for 2022

Group of enterprises

Indicators Total

higher smaller

smallest
average average

largest

Number of enterprises with
labor productivity in the
range of: - 5 9 7 21
1) up to UAH 1000 thousand
per 1 employee

2) 1000 — 1500 2 11 9 13 35
3) 1500 — 2000 6 11 5 5 27
4) 2000 — 2500 4 7 3 3 17
5) 2500 — 3000 2 1 4 1

6) 3000 — 3500 3 3 1 2

7) 3500 — 4000 1 1 1 2

8) over UAH 4000 thousand

per 1 employee 2 6 B 5 13
total number of enterprises 20 45 32 38 135

in the sample

Average labor productivity,
UAH thousand 2813 2395 1628 2485 2300
per employee

Standard deviation, UAH

1800 1935 845 2 906 2084
thousand per 1 employee

Coefficient

of variation, % 64.0 80.8 51.9 116.9 90.6

Source: Author’s development based on data (YouControl, 2024; Opendatabot, 2024).

Table 6 data demonstrate the lack of dependence of the coefficient of
variation of labor productivity on the scale of enterprise activity. If the highest
value of the coefficient of variation is quite naturally observed in the smallest
enterprises, then the lowest value — in the group of smaller medium-sized
enterprises against the background of the lowest value of average labor
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productivity requires an additional in-depth study of the reasons that led to such a
result (it is possible that this anomaly is somehow connected connected with the
functioning of enterprises in the conditions of martial law, or is a coincidence).

The distribution of labor productivity values of the sample enterprises
is illustrated by a histogram constructed using the Excel Data Analysis —
Histogram procedure (Figure 6).
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Figure 6. Histogram of labor productivity of enterprises
of the formed sample for 2022

Source: Author’s development based on data (YouControl, 2024; Opendatabot, 2024).

Visually, the law of distribution of the random value of labor
productivity in Figure 6 is similar to lognormal. Verification of the statistical
hypothesis Ho about the lognormal distribution of labor productivity for retail
enterprises belonging to class 47.11 according to KVED-2010 in Ukraine for
2022 using the criterion of consistency (agreement, agreement) Pearson’s
chi-square (y?) confirms the visual assumption: the calculated value y? =
5.364, which is calculated according to formula (5) (Motsny, 2018), is less
than the critical value % (0.05) = 11.07", so the Ho hypothesis does not
contradict the observational data.

* Calculated using the Excel function CHISQ.INV.RT for the significance level ¢=0.05 and degrees of
fluency v =k —r — 1 =5, where r — is the number of unknown parameters of the distribution calculated
from the sample data, or, which is the same as the number of superimposed connections, the number
of indices of the empirical series connecting the empirical and theoretical frequencies (in our case — the
average value and standard deviation; r = 2).
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(nj=np))*
2 _ k J J
X5 = j= )
where nj — is the empirical frequency for the j-th grouping interval (variants) of a
random variable (in our case, the labor productivity of retail enterprises
belonging to class 47.11);
pj — is the probability of a random variable falling into the j-th grouping
interval, provided that this random variable is subject to a hypothetical (in
our case — lognormal) distribution law;
n — sample volume (amount of observation data); the product np;j — is the
theoretical frequency for the j-th grouping interval of a random variable;
k — is the number of grouping intervals (in our case, k = 8, see Figure 6).

It can also be asserted that the logarithmic values of labor productivity
of retail trade enterprises of class 47.11, according to observation data in
2022, are subject to the normal distribution law, contrary to existing diffe-
rences in trade and technological processes and labor organization at
individual enterprises, which hypothetically could make any comparison and
generalization for this random variable.

The discovery of the specified law of distribution can be considered
an element of scientific novelty, but only on the condition that the formed
sample, which includes enterprises of different groups in terms of revenue, is
homogeneous in terms of labor productivity. To test the statistical hypothesis
HO about the homogeneity of the sample at the initial stage, the y? Pearson
homogeneity criterion was used, which involves the calculation of the
calculated criterion indicator according to the following formula:

(ngj-ni)”
Xt = §=1Z§=1%’ (6)
)
where | — is the number of subsamples (in our case — groups of enterprises

depending on the amount of revenue in the formed sample; | = 4);

k — is the number of grouping intervals (in our case, k = 8, see Figure 6);
nij — is the actual number of elements of the i-th subsample that fell into the
j-th grouping interval (these values can be seen in Table 6);

n;; — is the mathematical expectation of the number of elements of the i-th
sub-sample that fell into the j-th grouping interval, provided that the statis-
tical hypothesis Ho about the homogeneity of the sub-samples is true.

According to the results of the verification, the calculated value
¥? = 27.230, which was calculated according to formula (6), turned out to be
less than the critical value %?(0.05) = 32.671", therefore the Ho hypothesis
about the homogeneity of labor productivity values in the formed sample
of enterprises does not contradict the observed data.

" Calculated using the Excel function CHISQ.INV.RT for the significance level «a=0.05 and degrees of
fluency v = (1 - 1)(k-1) = 21.
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But only one of these tests is not enough, given the dominance of the
group of the largest enterprises in the sample and the results of the analysis
of the statistical relationship between the number of employees and the
revenue of enterprises in different groups — it is necessary to additionally
perform a pairwise test of homogeneity using the more powerful Anderson
homogeneity criterion. which involves the calculation of the calculated
criterion indicator according to the formula:

1 . . 4mn-—1
@ = s M B (5 — D+ ) (0 — D] — o (7)
where a — is the estimated sample value of Anderson’s criterion statistical indicator
(statistics);
s; and rj — are the ordinal numbers of indicators x; and y; in the combined
population of two groups (subsamples), sorted by growth; xiand y; — in our
case, are indicators of labor productivity for enterprises of two groups by
revenue in the formed sample of retail trade enterprises of class 47.11 (for
example, groups of the largest and smallest enterprises);
i and j —serial numbers (ranks) of indicators xi and yj in their own (separate)
groups ordered by growth;
m and n — are the number of observations (enterprises) in each of the two
groups.

The results of calculating the indicator a according to formula (7) form
a matrix (Table 7); the upper right half is symmetrical relative to the diagonal,
so it is not shown) of values for six possible pairs of comparisons of the
homogeneity of four groups of enterprises of the formed sample.

Table 7
The matrix of values of Anderson’s calculated criterion statistical indicator for
testing the homogeneity of data on labor productivity in groups of sample
enterprises

Group Largest Larger average S\Z?g{; Smallest
Largest 0
Larger average 0.365 0
Smaller average 1.127 0.489 0
Smallest 0.798 0.288 0.121 0

Source: Author’s development based on data from (YouControl, 2024; (Opendatabot, 2024).

In the Table 7, those calculated values of Anderson’s criterion
statistical indicator, which exceed the critical value for the significance level
0=0.05 — 0.461, are highlighted in bold. There are 3 out of 6 such values.
Therefore, in half of the cases of pairwise comparisons, the hypothesis about
the homogeneity of groups (subsamples) of enterprises within the formed
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sample contradicts the observational data and should be rejected. In
particular, this applies to pairwise comparisons of the following groups of
enterprises:

» the largest and smallest;

» the largest and smallest averages (it is for this pair that heterogeneity
is the greatest);

» higher averages and lower averages.

In view of the obtained results of a pairwise homogeneity check, for
the purposes of labor productivity analysis, the formed sample needs to be
divided into 2 parts: the largest and larger medium ones — the next larger
enterprises; smaller, medium and smallest — further smaller enterprises.

For both of the specified parts of the sample, the statistical hypothesis
Ho about the lognormal distribution of labor productivity is confirmed using
the > Pearson consistency criterion, as evidenced by the data in the Table 8.

Table 8
The results of testing the hypothesis about the lognormal law of the distribution
of the random variable of labor productivity according to the %> Pearson
consistency criterion for larger and smaller enterprises of the sample

Indicators Larger enterprises Smaller enterprises

Distribution parameters, UAH
thousand per 1 employee:

mathematical expectation 2524 2093

standard deviation 1890 2 243
Criterion indicator y?:

calculated value 1.126 3.279

critical value 3.841 7.815

. . The hypothesis does The hypothesis does
Conclusion abc_)ut.the hypothe5|s not contradict the not contradict the
of the law of distribution . .
observation data observation data

Source: Author’s development based on data (YouControl, 2024; Opendatabot, 2024).

Just as for the aggregate sample, the random variable of labor
productivity separately for larger and smaller enterprises has the same
lognormal distribution law, but with different parameters according to the
Table 8. Larger enterprises have a higher value of the mathematical expec-
tation, which does not contradict the initial hypothesis 2, and a lower value
of the standard deviation, which is also quite natural.

Contrary to hypothesis 2, an increase in labor productivity is not
observed with an increase in the scale of the enterprise’s activity, which is
characterized by the indicator of the amount of revenue, as shown in Figure 7.
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Figure 7. Statistical relationship between revenue and labor productivity
(the indicator of revenue per 1 employee) for the formed sample for 2022:
a) larger enterprises; b) smaller enterprises

Source: Author’s development based on data (YouControl, 2024; Opendatabot, 2024).

On the scatter diagrams shown in Figure 7, it is visually observed that
there is no directly proportional relationship between revenue and labor
productivity for both larger retail enterprises of class 47.11 and smaller ones.
Thus, it was not possible to illustrate the truth of hypothesis 2 and to find
arguments for its confirmation based on the data of the formed sample.
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Conclusions

The war has significantly limited the labor resources for all sectors of
the economy, retail trade was no exception, and, as is known, the
effectiveness of the enterprise depends on the level of supply of employees
with the necessary qualifications and experience.

In view of the need for post-war reconstruction against the background
of a shortage of labor resources, the goal is to verify the truth of the principles
of the relationship between the scope of activities and the amount of
resources used, formulated back in the days of neoclassical economics.
According to the results of calculations based on empirical data for a group
of retail enterprises of the same type, no confirmation of the formulated
hypotheses was found.

Thus, for domestic retail enterprises that belong to class 47.11
according to KVED-2010, in the conditions of martial law, the regularity of
the labor resource in accordance with the hypothesis, which states that the
larger volume of operational activity of the enterprise, which is characterized
by a larger volume of sales of products (goods, services) for a certain short-
term unit of time, implies a greater amount of use of the economic resource
of labor and capital, if there is no increase in labor intensity, development of
technologies and innovations in business processes that allow to reduce the
need for resources, it does not come true. Final confirmation of this
assumption requires further in-depth research, including on the basis of
empirical data from other samples of Ukrainian retail trade enterprises.

According to the results of the calculations, there is a reason to assume
that the theoretical hypothesis that an increase in the volume of sales of
products (goods, services) of the enterprise for a certain short-term unit of
time strengthens the effect of scale and, as a result, increases the return
(efficiency) of the economic resources used, including the resource of labor
and capital, in the conditions of martial law has no practical significance, at
least for RTE class 47.11. Perhaps due to the fact that enterprises with a larger
scale of operations also experience greater losses in connection with a large-
scale military invasion (thus the advantage of the scale of operations is
neutralized by the scale of losses). The example of one of the leading
enterprises of the formed sample, LLC "ATB-MARKET", in which,
according to information from the interview of the general director and
chairman of the board of directors of the ATB corporation Boris Markov,
after the beginning of a large-scale invasion, 31 sales points were destroyed,
and 79 remained in temporarily occupied territories (Mishchenko, 2023).

Therefore, further research will be aimed at the substantiation of other
samples of Ukrainian retail trade enterprises and the search for inter-
dependencies between their scope of activity and the amount of economic
resources involved in the conditions of war and post-war recovery.
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EKOHOMIYHA CTIMKICTBL
NIANPUEMCTBA

Hocnidoceno cymuicms mepmina "exoromiy-
Ha cmitKicms" ma MONCIUBICIb BUKOPUCTNAHHS
Yb020 NOHAMMSL BIOHOCHO COYIAIbHO-EKOHOMIY-
HOI cucmemu MIKpOpPI6HA — RIONPUEMCMEA.
Ilpoananizosano 3micm mepminie "cmitixicms"
ma "exoHomiunuii cman" AK OCHOBHUX CKIAOO-
8UxX 00cnioxcy8ano2o nowsmms. Memoro cmam-
mi € i0enmugbikayis HAAGHUX MeOPemUYHUX
nioxo0ig 00 U3HAYEHHS eKOHOMIYHOI cmitikocmi
nionpuemcmaa, ii CymuicHux o3Hax ma gopmy-
8AHHA ABMOPCbKO20 no2nady. Bucymymo eino-
mes3y, W0 eKOHOMIUHA CIIUKICMb € KOMNIEKCHOIO
Xapaxmepucmuxoo nionpueMcmesa, wjo Cymmeso
BNIUBAE HA 1020 PO3BUMOK Y 00820CMPOKO8IlL
nepcnekmuei 8 ymoeax necmadinbnocmi. Buko-
pucmano  maxi  3a2a1bHOHAYKO8I  Memoou:
MeopemuuHo20 V3a2albHeHHs, 2PYNYGaHHs ma
cucmemamu3sayii. Pozenanymo emumonoeiio no-
uamms "exonomiuna cmitikicmv" ma npoauani-
308AHO OCHOBHI HAYKOGI nNiOXoou 00 1020
PO3YMIHHA. 3 MEmMOo CMpYKmypy8auHs ma cuc-
memamu3ayii  00CIONCYBAHO20
NPOAHANI308AHO HAAGHI MPAKMYBAHHS ) 3AKOD-
OOHHUX Ma BIMYUBHAHUX HAYKOBUX NPAYSX.
Chopmosano aemopcvbkuti nioxio 00 6usHa-
YeHHsT CYMHOCI eKOHOMIYHOI cmitikocmi nio-
NPUEMCIMEA, WO MOJICe CY2Y8amu 0CHOBOK O
nOOANLUUX HAYKOBUX OOCHIOIHCEHD.
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Introduction

The stability and positive dynamics of the development of the national
economy is ensured primarily through the achievement of economic
resilience of individual business entities. With the development of scientific
and technical progress, society is in conditions of constant fluctuations and
dynamic changes in the external environment, the intensity of which only
increases with the passage of time. Such operating conditions generate a high
level and new manifestations of risks faced by enterprises, which requires the
development of response mechanisms and their prevention in order to maintain a
stable economic state. Thus, the biggest challenges for modern economies have
become the COVID-19 pandemic and the war in Ukraine. According to the State
Statistics Service of Ukraine, the number of unprofitable enterprises tended to
increase during the quarantine measures. Thus, in 2019, the share of unprofitable
enterprises in their total number was 26%, and in 2020 this indicator was at the
level of 28.6%, i.e. 2.6% more than in the previous period. The highest level of
unprofitable enterprises was recorded in Kyiv, 34%. In 2021, a slight
improvement in the results of activity was observed, in particular, enterprises that
suffered a loss accounted for only 26.7% of the total number of economic entities,
which is 1.9% less than the previous year. However, this value is greater than the
results of 2019, which in the long run has negative consequences. 2021 was also
characterized by a decrease in the number of active economic entities by 17,329
units, or by 0.88% compared to the previous period, which indicates the instability
of business activity in the period under study (State Statistics Service of Ukraine).
The war led to even greater destructive consequences for Ukrainian society,
including economic ones. The number of active enterprises decreased to
1,732,508 units, which is by 223,740 units or 11.4% less than in 2021. The share
of unprofitable business entities was 33.9% of the total number, which is 7.1%
more compared to 2021. The largest number of unprofitable enterprises was
recorded in the Kherson region — 51.5% of the entire number of entities in this
region (State Statistics Service of Ukraine, n.d.).

The issue of defining approaches to understanding the economic
resilience of an enterprise, which is actively researched by foreign and
domestic scientists, is characterized by multifacetedness and versatility. The
tangential approach of different authors is often found, for example, in the
works of O. M. Yastremska and O. O. Yastremska (2020), Sitak and Ivakh-
nenko (2022). Gross-Holatska et al. (2020) find other aspects of the business
system through which the essence of economic resilience is revealed.
Andreeva and Zubko (2016) formed their own view on the combination of
economic resilience with financial resilience and highlighting them as the
most important elements of the economic security of the enterprise. That is,
the studies demonstrate the lack of a unified view on the definition of this
concept, the difference in starting positions for its study, which sometimes
significantly narrows its interpretation and complicates the development of
practical mechanisms, strategies and tools for ensuring the economic
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resilience of the enterprise. In view of this, the issue of theoretical approaches
to determining the essence of economic resilience of the enterprise requires
further research.

The aim of the article is to systematize existing approaches to studying
the economic resilience of an enterprise, to identify its essential features, and
to form an author’s approach to determining the economic resilience of an
enterprise.

It is hypothesized that economic resilience is a separate complex
characteristic of the state of the enterprise, which significantly affects its
development in the long term in conditions of instability.

Scientific works of foreign and domestic scientists on issues of
economic security, resilience of enterprise functioning, sustainable
development, as well as research on the theory of systems, patterns of their
development and functioning served as the information base of the research.

The research is based on the fundamental principles of systems theory,
methods of analysis and synthesis, generalization, which are used to study
the existing concepts of economic resilience, sustainable development,
systematization and development of the conceptual apparatus.

The main part of the article consists of three sections: the first reveals
the etymology of the concept of economic resilience; in the second, the
modern discourse on the interpretation of economic resilience in foreign and
domestic scientific sources is presented; the third one demonstrates the
author’s view on the definition of economic resilience and its role in ensuring
the development of the enterprise in modern conditions.

1. ""Economic resilience’" concept etymology of the enterprise

The activity of business entities can be considered and determined
from many aspects, as well as evaluated by various characteristics. In
particular, an important element is the resilience of such a system. The term
"resilience™ as a separate unit is found even in the ancient teachings of
Heraclitus about the eternal movement of the World, where he revealed the
meaning of resilience as something continuous and constant, for example,
"everything moves forward" and "everything flows, everything changes"
(Tikholaz, 1996). Taking this into account, the term "resilience” can be
studied as a philosophical category and interpreted as the permanence of
qualitative characteristics of the system at times of changes in quantitative
counterparts, or as the ability of the organization to preserve its structure
(qualitative diversity) in conditions of external and internal influences of
varying intensity (Boiko, 2013). In the social sciences, resilience is defined
as the ability of society to adapt to changes in the system, avoid crisis
impacts, and ensure stability and well-being of all its members. It is worth
noting that different authors can highlight different important features, for
example: the ability to self-regulate, equality, social justice, protection of
human rights, etc. Thus, the term "resilience” is gaining considerable
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popularity in matters of national security of the developed countries of the
world, in particular, the British scientist Joseph J. defines "resilience" as a
multifaceted term and considers it as a neoliberal form of state management,
which emphasizes the ability of society to adapt to threats (Joseph, 2013). Thus,
the term "resilience", which is relevant for various modern sciences, including
economics, where it is extremely important to be able to rationally and
effectively manage processes, became the basis for the formation of the concept
of "economic resilience". However, the concept of "economic resilience" unites
two important terms: “economic condition”, under which a certain activity of
the enterprise is ensured, and "resilience”. Accordingly, each of these terms
requires research. According to G. Savytska’s interpretation, the economic state
Is a term that reflects the state of the enterprise within the framework of its
activities and the ability to change, including self-development at a fixed
moment in time (Savytska, 2007). Turylo A. and Agapova A. understand the
economic condition of the enterprise as a set of indicators characterizing the
development of the enterprise for a specific period of time or on a certain date.
These are indicators such as competitiveness, investment attractiveness,
profitability, efficiency, which are considered depending on the influence of
socio-economic relations and are detailed in accordance with the purpose of the
study and the conditions of conducting economic activity (Turylo & Agapova,
2010).

In our opinion, the economic condition should be defined as a set of factors
and parameters that reflect the financial, production and economic activity of the
enterprise. The main essential components of the economic state are:

economic activity: market position; the ability to implement and
develop innovative approaches and technologies, to warn and properly
respond to risks associated with economic instability;

financial condition: liquidity as the ability to fulfill one’s financial
obligations on time; profitability, that is ability to generate profit from
activity; financial resilience is the ability to respond to financial difficulties
while maintaining stability;

production state: production efficiency achieved by reasonable use of
resources in order to maximize production output; ability to meet market
requirements in terms of quality.

Personnel potential, the influence of the external environment, and the
availability of reserves to cover unforeseen threats of influence are also
important components of the economic state. The set of these characteristics
determines the general economic condition of the enterprise, and also affects
its competitiveness, resilience and ability to develop.

According to the theory of systems, the term "resilience" is considered
as the ability of the system, under various possible influences, to acquire its
acceptable, usual state, which is determined in accordance with standards,
plans, regulations, etc. In its essence, this term is associated with immu-
tability, balance and orderliness. In the natural sciences, the term "resilience"
means a stable state, the ability to persist over time and continue to exist. The
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studied term also developed in mathematical sciences, where different types
of resilience are distinguished: statistical, dynamic, trajectory, initial
position, invariant set, attractor, etc. However, it is impossible to use the
specified types of resilience in relation to the enterprise, since it is a complex
system of heterogeneous elements and connections and contains multiple
variants of development. In economic theory, resilience is considered as one
of the concepts of the concept of economic equilibrium, where business
entities make attempts to bring the economic system to a balanced and
optimal state, which is associated with the definition of resilience. According
to this approach, achieving an equilibrium state of the economy is one of the
main macro- and micro-tasks.

S. Kozlovskyi interprets economic resilience as the ability of the
economic system after certain disturbances to acquire a state no worse than
it had previously, to maintain and improve its state, under the conditions of
acquiring positive economic changes (Kozlovskyi, 2011). For his part,
M. Kuvshinov understands economic resilience as an unchanging state
of harmony, where the orientation of development, the scale of resource use,
the direction of capital investments and changes will be coordinated with
current and future needs (Kuvshinov, 2011). Separately, it is worth noting
economic resilience within the framework of econometrics, in which two
main components are distinguished: a set of initial states and a set of final
states of an economic system, where a stable economic system is defined as
a transition from one state (initial) to another (final), which occurs in this
way, that none of its characteristics goes beyond the permissible trajectory of
change (this includes inflation, production growth, etc.), that is, the ability of
the system to return to a state of equilibrium is determined (Karpinsky, 2004).

In our opinion, the study of the concepts of "resilience development"
and "sustainable development™ also needs special attention, since they are
often used to study the company’s activities. For example, the concept of
"sustainable development", borrowed from Ukrainian scientific thought from
foreign sources, is based on the principles of stability, balance and integrity
of development systems. Thus, Grechko A. and Ocheretyana O. interpret
"sustainable development” in relation to the socio-economic system of
entrepreneurship as development accompanied by stable growth of the
enterprise, reproduction of all enterprise systems and obtaining results from
activities (in three main directions — economic, ecological and social),
through high-quality internal management and progressive external
regulation (Grechko & Ocheretyana, 2020). The concept of "resilience
development” is defined by R. Feshtur and H. Baranivska as a phenomenon
that involves a crisis-free, step-by-step change in the quality characteristics
of an enterprise, compliance with development indicators within the limits of
predefined vectors and set goals (Feshtur & Baranivska, 2010). Although the
concepts are similar, it is worth noting that different authors and
organizations may put their own emphasis or emphasize one of the concepts
in order to highlight certain aspects of development.
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2. Modern discourse in the concept interpretation of **economic
resilience"

The concept of economic sustainability was first formed after the
energy crisis of 1973-1979, when the problem of limited resources arose.
Since then, this definition has acquired its scientific development and has
been singled out in the direction of "ecosestate” (economic security of the
state), which is understood as the economic resilience/security of the state,
which can be formed with the help of individual units, including enterprises
(Kulbaka, 2002). However, modern science distinguishes different approa-
ches to understanding the economic resilience of an enterprise (Table).

Table
Concept definition of "economic resilience"

in foreign and domestic scientific sources

Authors Definition
The ability of the enterprise to maintain and increase its own competitive
Porter M. advantages for a long time, taking into account the values of the enterprise, that is,
external and internal factors (Porter, 1980)
The enterprise’s capacity for innovation and creative destruction. He saw the need
Schumpeter Y. to introduce new ideas and technologies in order to maintain his own
competitiveness (Schumpeter, 2011)
Researched economic resilience from the point of view of risk management, where
enterprise resilience is an opportunity to adapt to various risks while maintaining
Young L. - - - - - . - h .
its own operational and financial efficiency. In view of this, defines economic
resilience as the ability of the enterprise to manage uncertainty (Fassio et al., 2001)
. Describing strategic management, economic resilience is understood as the
Strickland A., X L . . . -
Tompson A. system’s ability to function, where it adapts to changes in the external environment

and provides resilience in conditions of constant uncertainty (Thompson, 2007)

Gross-Holatska E.

Economic resilience is understood as the ability of the business entity to effectively
manage its spheres of activity, which will ensure profitability in the long term

and others. (Gross-Holatska et al., 2020)
A Economic resilience is described as a state of enterprise development in which
ndreeva V., . . . . S .

Zubko T. socio-economic par_ameters areina state of economic equilibrium, despite changes
in the external and internal environments (Andreeva & Zubko, 2016)
The ability of the enterprise to return to a state of equilibrium, where it has the

Simeh Yu. dynamics of positive performance indicators or meets the established limit values
(Simekh, 2007)

Bugai V. The ability of the enterprise to properly respond to internal and external

Omelchenko V.

destabilizing factors through the effective use of its own resources and an increase
in economic potential (Bugai & Omelchenko, 2008)

Economic resilience is a complex phenomenon that acts as an indicator of

Burda A. deviations from the competitive state at a certain stage of the activity of such an
enterprise (Burda, 2009).
A balanced state of economic resources, which provides conditions for expanded
Tsyamryuk Yu. reproduction, stable profitability and resilience economic growth in the long term
(Tsyamryuk, 2009)
Constant circulation of means and resources (monetary, material and technical,
Goncharov V.,

Navrotskyi A.

land, labor, financial), which ensure extended reproduction and solvency of the
enterprise (Goncharov & Navrotskyi & Kolomiytsev, 2006)

Aranchiy V.,
Udovichenko M.

They understand economic resilience as ensuring profitable activity and stable
development of the enterprise’s capacity due to the adoption of appropriate
management decisions, effective use of production resources and self-financing in
conditions of dynamic changes in the external environment (Aranchyi &
Udovichenko, 2014)

Arefieva O.,
Horodynska D.

A set of interrelated components that, under any external and internal conditions,
ensure the balanced functioning of the enterprise (Aref’eva & Horodynska, 2008)

68

ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. Ne 2




ECONOMICS AND ENTERPRISE MANAGEMENT

End of the Table

Authors

Definition

Grosul V.

Considers economic resilience in combination with economic stability,
understands it as the ability to maintain balance in internal and external
environments that are dynamic. At the same time, solvency and investment
attractiveness are ensured within the limits of the permissible level of risk (Grosul,
2007)

Sabadash L.

Understands economic resilience as a dependence on a number of internal factors,
which are based on the key characteristics of monitoring the state of the enterprise.
Under the conditions of achieving resilience, normative indicators are preserved,
which, under the influence of external and internal factors, are capable of
increasing, which will lead to an improvement in the functioning of the enterprise
(Sabadash, 2018)

Malyarets L., &
Smolyakova O

Economic resilience is defined as the coherence of the elements of the enterprise’s
economic system, which ensures cause-and-effect relationships of stable
functioning and preservation of normative trends of the enterprise’s activity
(Malyarets Smolyakova, 2015)

The ability of the enterprise to maintain its condition in the face of various external

Ivanov V. and internal destabilizing disturbances through the effective formation and use of
its own mechanisms (Ivanov, 2005)

. The ability of the enterprise to adapt to the factors influencing the internal and
Sitak I., - !

lvakhnenko A. external environments and to resist changes that do not correspond to the

development goals of the business entity

The ability to ensure positively stable technical and economic indicators by
adapting to external and internal disturbances in order to organize the enterprise’s
activities (Yereymchuk, 2002)

The ability of the enterprise to rationally use its own potential and adapt to changes
in the environment with maximum benefit for all participants in entrepreneurial
activity (Polishchuk, 2007)

An equilibrium state, or its change, which guarantees the achievement of tactical
and strategic goals in a certain period of time and ensures the flow of internal
processes in accordance with the requirements and needs of the external
environment (Udovichenko, 2012)

Systemic ability to resist the negative effects of internal and external
environments, to react rationally to them, and the ability to preserve one’s own
structure and order of functioning (Yastremska, 2020)

Yereimchuk R.

Polishchuk O.

Udovichenko M.

Yastremska O.

Source: compiled by the author based on the sources referenced in Table.

Contextual and comparative analysis of the presented interpretations
makes it possible to single out several approaches to the interpretation of the
meaning of economic resilience.

Simeh Y. and Blank I. while researching and defining economic
resilience, adhere to the "steady state” approach (in Ukrainian it is steady
state), which the authors associate with a state of dynamic equilibrium.
Proponents of this approach are also Solow R., Kolodziev O., Nuzhnyi K.,
Yachmenyova V., Andreeva V., Zubko T., Yang L., Grosul V., Sitak I.,
Ivakhnenko A., etc. They define economic resilience as a state of dynamic
development of the subject, when the balance of socio-economic parameters
of the system is maintained in the face of external and internal disturbances.
With this approach, attention is focused on the financial and economic
activity of the enterprise. However, scientists equate the concepts of
"economic resilience " and "economic equilibrium”, which is not entirely
correct (Savchenko, 2019).

Economic resilience in view of the financial condition of the
enterprise, avoiding bankruptcy and ensuring competitiveness are determined
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by Maslenko Y., Kulbaka N., Korotkov E., Vasylenko A., Dergacheva V.,
Sukhorukova T., Levytskyi V., Burda A., Aranchiy V., Udovichenko M., etc.
According to this approach, financial resilience is formed due to the receipt of
profits, which create conditions for free maneuvering and efficient use of funds.
In their opinion, this creates prerequisites for increasing the reliability and
rhythm of the company’s activity processes (Levytskyi, 2023). It should be
noted that a significant number of enterprises in modern conditions, although
not bankrupt, face losses. Therefore, in our opinion, financial resilience cannot
be the only basis of economic resilience, since the latter is a more multifaceted
and universal term.

The approach to defining economic resilience based on the provisions
of "sustainable development™ (in Ukrainian it is “sustainable development")
gained its popularity after the publication of the report of the UN
International Commission on the Environment in 1987. Its supporters are
Melnyk L., Fadeeva A., Semenov A., Derkach A., Gross-Holatska E., Aref’e-
va O., Horodyanska D., Malyarets L., Smolyakova O., Polishchuk O., etc.
According to this approach, the economic, social and environmental goals of
the business entity are balanced, and the main indicator is the improvement
of the quality of life. According to the defined approach, the rate of economic
growth should not exceed the rate of reproduction of natural resources
(Levytskyi, 2023). However, in our opinion, it is more appropriate to
consider the term "sustainable development” as "harmonious development”,
since the idea of the concept involves the harmonization of economic, social
and environmental interests, and resilience development according to the
systems theory is defined differently.

Mil J., Harrord R., Shandova N. distinguish the approach "sustained
positive economic growth” (in Ukrainian it is "sustainable economic
growth"), according to which economic resilience consists in the maximum
growth of the economy of the system, while having minimal deviations from
equilibrium (Savchenko, 2019). According to this approach, ensuring the
profitability of the activity is achieved through increasing the use of
production resources and system management, and a stable financial
condition is ensured by improving the structure of assets and developing the
company’s capacities. Supporters of this approach include Schumpeter Y.,
Kotler F., Morris D., Strickland A., Thompson A., Bugai V., Omelchenko V.,
Tsyamryuk Y., Sabadash L., Yastremska O. However, the disadvantage of
this method there is the identification of the term "development” with the
concept of "growth", which implies an increase in only quantitative
indicators and not qualitative characteristics of the social and economic unit.

Thus, modern scientists identify different ways to achieve resilience
and balanced operation of the enterprise, however, according to the
conclusion of Shatunova T., the existing definitions of the concept of
economic resilience are one-sided, which leads to errors in planning,
interpretation and application of the determined data (Shatunova, 2010).
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A similar opinion is also held by Y. Klyus, who believes that the existing
approaches to defining the essence of economic resilience do not provide an
opportunity to get a comprehensive idea of its essence (Klyus, 2011).
Therefore, the lack of a generally accepted approach to the understanding,
analysis and assessment of the economic resilience of the enterprise creates
a problem and requires the creation of such a comprehensive solution.,

3.The essence and elements of economic resilience of the
enterprise, its role in ensuring its development

According to the results of the modern approach analysis to
determining the content of the economic resilience of the enterprise and their
development, the essential characteristics of this concept have been
identified.

Economic resilience is related to a state of dynamic economic
equilibrium. The state of equilibrium is characteristic of systems that do not
have connections with the external environment, while the enterprise is an
open system for which equilibrium is permissible as a moment in the process
of constant changes. Therefore, dynamic equilibrium eliminates any possible
aspects of resistance to change. Under such parameters, the set of points in
space, where the economic entity reaches a state of dynamic equilibrium,
should be considered as a line of planned behavior of the system, which has
an evolution trajectory. Taking this into account, resilience will represent the
achievement of desired goals in a specific period of time, and the transition
from one trajectory of functioning to another is a change in dynamic
equilibrium and a transition to a new level of system development (Feshtur
& Baranivska, 2010).

Economic resilience is the basis of the sustainable economic
development of the enterprise, where the parameters of resilience ensure the
harmonious, balanced and non-controversial development of the specified
subject. Under such factors, development will not have threats to the life of
the enterprise, as it will be achieved through adaptability, flexibility, as well
as neutralization of negative external influences and threats of the com-
petitive environment (Burda, 2009).

Economic resilience is derived from the optimality of resources and
the efficiency of management in general, and therefore, is an important
object of management at the enterprise. This characteristic is reflected in the
writings of P. Drucker, who argued that the task of management is to ensure
the effective use of resources and the achievement of strategic goals of the
business entity. In his opinion, effective management is the achievement of
economic resilience of the enterprise. Z. Shershnyova, V. Goncharov and
A. Navrotsky note that optimal management of resources in line with
scientific and technical development strengthens the potential and economic
resilience of the enterprise.
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Economic resilience is a complex concept that is determined by a
system of factors that include financial, production, social, technological and
strategic aspects of the enterprise. This approach to understanding the
economic resilience of the enterprise is supported by such scientists as Grosul
V., Aranchiy V., Udovichenko M., Sabadash L., etc. They believe that in
order to achieve resilience, an enterprise must take into account and interact
with all aspects of its functioning, and not be limited only to financial
indicators or production productivity. Such an integrated approach makes it
possible to better understand and manage the efficiency of the enterprise in
the conditions of a changing economic environment.

Economic resilience is a certain state of the enterprise that can be
evaluated using a system of indicators. Bugai V., Malyarets L., Polish-
chuk A., Smolyakova O. refers to such indicators as financial, economic,
social and environmental characteristics, which ensure cause-and-effect
relationships of the stable functioning of the enterprise. They also believe
that for a meaningful assessment of the resilience of the enterprise, it is
necessary to take into account various aspects of its functioning. And such a
characteristic of resilience makes it possible to get a more complete picture
of the economic state of the enterprise and to develop effective strategies for
ensuring resilience in conditions of uncertainty.

Economic resilience is the ability to adapt and neutralize risks, which
will be achieved through effective functioning and use of own mechanisms.
With this characteristic, the resilience of the economic entity will ensure the
preservation of its own efficiency in the conditions of destabilizing external
and internal influences. In the works of scientists V. Bugai, V. Ivanov,
V. Omelchenko, L. Yang, etc. the characteristic of economic resilience is
singled out.

Economic resilience is the ability to anticipate and implement
anticipatory actions, including through the introduction of innovations.
Proponents of this approach are Porter M. and Schwab K. In particular, Porter
M. notes that in order to ensure competitive advantages and achieve
economic resilience, the enterprise must actively adapt to changes and
innovations in the business environment. Shvab K., describing the role of
innovations in the formation of economic resilience, noted that the prediction
and implementation of innovations is the key factor that ensures the resilience
and competitiveness of the subject in modern market conditions.

Economic resilience is the ability to maintain competitiveness in the
face of constant changes. The isolated characteristic substantiates the
importance of analyzing the strategic course of activity and development of
the enterprise, as well as its adaptation to changes in the external and internal
environments in order to ensure economic resilience. Schumpeter J.,
Yereimchuk R. drew attention to the need for such an interpretation.
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In addition to the specified essential characteristics, which result from
the conclusions of modern researchers, in our opinion, it is worth supple-
menting the list with new essential features, which are conditioned by the
modern conditions of the enterprise’s functioning.

« Economic resilience is derived from the resilience of the network of
stakeholders and the company’s place in it. Modern trends in management
and recent empirical studies demonstrate the dependence of the state of the
enterprise on the ability to satisfy the interests of stakeholders and build
effective relations with them.

« Economic resilience is derived from the resilience of the enterprise’s
business model, which determines the enterprise’s ability to generate value
and is determined by the rationality, optimality and efficiency of business
processes.

« Economic resilience is a necessary condition for increasing the market
value of the enterprise; therefore it can be determined by evaluating the
ability of the enterprise to increase it as the main goal of the enterprise’s
functioning.

On the basis of the identified essential features and characteristics, it is
possible to formulate the following definition of the content of the economic
resilience of the enterprise. The economic resilience of an enterprise is a
complex state of a business entity that enables it to function effectively in
a dynamic business environment through the ability to adapt to internal and
external changes, the rational use of existing resources and the involvement of
additional resources, processes and stakeholders, effective strategic planning, risk
prevention, integration innovation in order to ensure long-term expanded
reproduction, competitiveness and growth of market value.

The formed statement and highlighted essential characteristics reveal
the role of economic resilience in ensuring the development of the enterprise,
which is especially relevant in the conditions of constant changes in the
modern economic reality. In particular, the ability of an enterprise to adapt to
market dynamics, changes in consumer preferences, technological innova-
tions and internal challenges are signs of flexibility and rapid response, and
a system that can effectively adapt to new conditions has an advantage in
achieving resilience development. Economic resilience is also closely related
to financial strength, as a stable financial position and a high degree of
liquidity play a key role in securing the necessary resources for development.
Effective financial management, reduction of financial risks, proper
adaptation to changes in the financial environment creates a sound platform
for investments and implementation of strategic projects.

Economic resilience consists not only in reactive measures, but also
in active development strategies. After all, an enterprise that invests in its
own technological and intellectual potential provides itself with real
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advantages in a competitive environment and the ability to maintain market
leadership. On the other hand, the ability to manage risks significantly affects
the economic resilience of the subject. Working in conditions of uncertainty,
the enterprise must develop risk response strategies, thereby ensuring
protection against potential threats and the stability of its own functioning.
Therefore, the effective and rational business model formed by the enterprise
Is a necessary condition for ensuring its economic resilience, where, under
such an approach, all prerequisites for the growth of the market value of the
business entity are present and its development takes place in accordance
with the purpose of functioning.

Conclusions

The study of theoretical approaches to determining the essence of the
economic resilience of the enterprise was updated against the background of
the devastating impact of military operations in Ukraine and the recovery
after COVID-19, which significantly shook the economic situation in the
state market. Based on the results of the analysis, the concept etymology of
"economic resilience” of the enterprise was revealed and the modern
discourse of the chosen topic was described, the definition of the essence and
elements of the economic resilience of the enterprise was formed, and its role
in the development of a separate business unit was also revealed. The
theoretical findings of this article can ensure the creation of practical
recommendations for achieving economic resilience of enterprises in real
market conditions.

It was established that the economic resilience of the enterprise is a
complex state of the enterprise, which is based on the implementation of
conditions for long-term expanded reproduction of the business entity, which
corresponds to its goals of economic development. The essence of the
determined state is the efficiency of the enterprise’s functioning in a dynamic
business environment thanks to the ability to respond to changes in the
external and internal environments, rationally use resources, effectively carry
out strategic planning, prevent risks, implement innovative activities,
develop its own value system, ensure resilience competitive advantages.

It is proposed to supplement the understanding of the concept of
economic resilience of the enterprise in matters of the dependence of the state
of the subject on the ability to satisfy the interests of stakeholders and the
creation of a network of effective relations with them, as well as the
effectiveness of the generated business model as a necessary condition for
increasing the market value of the enterprise, which corresponds to its main
purpose of functioning.

The results presented in the article can serve as a basis for further
scientific research within the framework of scientific studies on the economic
resilience of the enterprise.
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CONCEPTUALIZATION
OF SYSTEM MANAGEMENT
OF E-COMMERCE
ENTERPRISES

The modern information stage of business
development is characterized by digitalization of
all processes, primarily commodity and money
exchange. This reinforces the trend of dynamic
growth in the number of electronic commerce (EC)
enterprises, which is naturally accompanied by an
increase in the volume of turnover, intensifying
market competition between manufacturers, sup-
pliers and sellers, expansion and improvement of
product offers, implementtation of artificial
intelligence technologies in these processes. There
is an objective need for a flexible and adaptive
response of the corporate management of EC
enterprises to permanent market changes in order
to strengthen their own competitive advantages, as
well as to develop a theoretical model of effective
system management of an enterprise operating in
such conditions. Such a model should be based on
fundamentally new approaches to the system
management of EC enterprises. Ukraine’s partici-
pation in the formation of the global information
society requires the development of the domestic
EC segment, which involves the improvement of
business processes in production and trade, the
expansion of sales channels, the transformation of
the labor market and the human capital mana-
gement system. Such a necessity is intensified
against the background of Russia’s war against
Ukraine. Despite the economic crisis caused by the
war, the improvement of management approaches
by EC enterprises should increase the efficiency of
their business processes and lead to an increase in
the competitiveness of the domestic economy. The
aim of the article is to develop the conceptual
foundations of system management of e-commerce
enterprises. Based on the methods of scientific
analysis and synthesis, the essence of e-commerce,
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KOHIIEINITYAJIIBAIISA
CUCTEMHOT'O MEHEIXMEHTY
[IIAIIPUEMCTB
EJIEKTPOHHOI KOMEPIII

Cyuacromy inpopmayiiinomy emany po3eum-
Ky 6i3Hecy enacmusa yupposizayis ycix npoyecis,
nepedycim mosapHo-epoutosoeo oominy. Lle nio-
CUTIOE  MEHOeHYil0  OUHAMIYHO20 — 3DOCMAHHS
KiTbKoCcmi NiONpuemMcms  eleKmpoHHoi Komepyii
(EK), wo 3aKOHOMIPHO CYNPOBOOICYEMBCS HAPO-
WeHHAM 00cA2i8 moeapoobopomy, 3a20CMpPeEHHAM
PUHKOBOI KOHKYDEHYiIT MIdC 8UPOOHUKAMU, NOCA-
YQIbHUKAMU U NPOOABYAMU, POWUPEHHAM Mmd
B00CKOHANICHHAM TOBAPHUX NPONO3UYIl, iMnie-
MEHMayiero mexHo02I WmyuHO20 IHMeneKmy 6
yi npoyecu. Bunuxae o0 ’ekmusHa HeoOXiOHiCMb
2HYUKO20 MaA A0ANMUBHO20 Peazy8anHs KOpnopa-
MueHo2o Meneodcmenmy nionpuemcmse EK ma
NEPMAHEHMHI 3MIHU PUHKY 3 MEmOI0 NOCUNCHHS
671ACHUX KOHKYPEHMHUX nepeeas, a makodic po3-
pobKu meopemuunoi Mooeni epexmusHozo cuc-
MEeMHO20 YNPABTIHHA NIONPUEMCIMBOM, WO Oi€ 8
makux ymogax. Taxa mooenb mMae IpyHmMy8amucs
HA NPUHYUNOBO HOBUX MIOX00aX 00 CUCHEMHO2O
Mmenedaremenmy nionpuemcms EK. Yuacmo Yrpai-
HU y hopmyseanHi 2nobanbHozo HpopmayitiHoeo
cycninbemea nompedye po3gumKy GimMuUHAHOO
ceemenma EK, wo nepedbauae 80ockoHnanenms
bisHec-npoyecie 'y 6UpPOOHUYMGI ma mopeiari,
poswupents  Kauanie 30ymy, mpaucgopmayii
PUHKY npayi i cucmemu YNpaeuiHHs T00CLKUM
kanimanom. Taxa HeoOXiOHiCb NOCUTIOEMbCA | HA
¢oni eitinu pocii npomu Yipainu. Ionpu exono-
MIUHY KpU3Y, CNPUYUHEHY GiliHO0, 800CKOHAIEHHS
YNPasuiHcoKux nioxoodie nionpuemcmeamvu EK mac
nioguwumu eghexmueHicms ix OizHec-npoyecie ma
npuzgecmu 00 3pOCMAHHsL KOHKYDEHIMOCHPOMOIC-
Hocmi iMYUu3HAHOI ekoHomixu. Memoro cmammi €
PO3DOOKA KOHYENnMYAbHUX 34ca0 CUCMEMHO20
MEHEONCMEHmMY — NIONPUEMCING  eNIeKMPOHHOT
xomepyii. Ha ocnosi memooie naykosoeo ananizy
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e-commerce enterprise is determined and the
classic McKensey 7S model is developed in the
case of system management of an e-commerce
enterprise. Internal and external determinants of
system management of EC enterprises are
highlighted. The development of the classic
McKensey 7S model and the analysis of the system
management determinants of EC enterprises made
it possible to concepttualize it and reveal the need
for a scientific rethinking of management approa-
ches at the level of domestic enterprises. This will
contribute to the leveling of barriers to the effective
introduction of new management approaches into
management practice.

Keywords: conceptualization, determi-
nants of system management, McKensey 7S
model, artificial intelligence, digital technolo-
gies, e-commerce.

ma cuHmesy GU3HAYEHO CYMHICMb eIeKMPOHHOI
KoMepyii, NiOnpuemMcmea eiekmpoHHoi Komepyii
ma po3eureHo Kacuyny modeinb McKensey 7S y
BUNAOKY CUCTNEMHO20 MEHEONCMEHMY Rionpu-
emcmea enekmponHol komepyii. Budineno enym-
PiwHi ma 306HiWHI 0emepMIiHAHMU CUCTEMHO20
Mmenedxcmenmy  nionpuemems EK.  Posgumox
Kaacuuroi mooeni McKensey 7S ma ananiz oemep-
MIHAHM  CUCIEMHO20 MeHeONCMenmy nionpu-
emcme EK 0oszeonunu xonyenmyanisysamu oo
ma eusgumu HeoOXIOHICIb HAYKOB020 Nepeoc-
MUCTIEHHSL  YNPAGIIHCOKUX — NiOX00i8 HA  PIGHIL
simyusHanux — nionpuemcms. ILle  cnpusmume
HIBEeOBAHHIO 0ap €pie egheKmusHo20 8nposao-
JICEHHSL HOBUX YNPAGTIHCHOKUX NIOX00I8 Y NPAKIMUKY
MEHEONCMEHM) .

Kniouoei  cnoea:  KoHIENTyai3aris,
JICTEPMIHAHTH CHUCTEMHOTO MEHE/DKMEHTY, MO-
nens McKensey 7S, mtydHuid iHTENeKT, HUQPOBI
TEXHOJIOT i, eJIEKTPOHHA KOMEPIIisl.

JEL Classification: M10, L29, L81, D21, O32.

Introduction

The rapid development of information technologies (IT) and the
widespread use of tools based on artificial intelligence (Al) contribute to the
processes of digital transformation of business and form a new market
environment that dictates new rules of market behavior to its participants,
forcing to improve system management at enterprises and review established
business processes according to the vector of the new information technology
approach to digitization. Enterprises are resorting to mastering a new niche
such as electronic commerce (EC) in order to expand their prospects of
presence in the market, increase the volume of sales of products or provision
of services through online sales, and increase the efficiency of all business
processes, in particular financial transactions. Thus, enterprises transform
their business models thanks to a change in the mechanism of commodity-
money exchange. The main difference of EC is the implementation of
purchase and sale via the Internet, bypassing direct communication between
the seller and the buyer. It is the intermediation of commodity and monetary
exchange through the Internet that transforms entrepreneurial activity into
electronic and commercial activity. The single technical standards of e-
commerce are universal, which enables consumers to reduce their efforts in
searching and selecting goods (Asbari et al., 2023).

Digital transformation is turning into an effective tool for business
diversification and increasing competitiveness, but it is because of it that all
management principles and strategies are shifting towards digital reality
(Fedushko, 2023).

Large-scale digitization of the economy accelerates the tendency for
enterprises to master the EC niche, increasing their operational and overall
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corporate efficiency. The effects of digitalization of business strengthen the
positive impact of EC on profitability and other indicators of economic
efficiency of enterprises. The latest scientific studies prove the direct impact of
EC on corporate efficiency and the indirect impact through the mediation of
business digitalization and operational efficiency. This allows managers to
rethink system management approaches, and to implement the advantages
obtained as a result of the positive interaction of digitalization and e-commerce
into new management strategies. Financial resources obtained as a result of
increased business efficiency, enterprises can invest in technologies that will
improve the digitalization of business processes, which, in turn, will improve
corporate activity and the ability of e-commerce enterprises to flexibly adapt to
today’s turbulent conditions (Santos-Jaen et al., 2023).

At the same time, an objective trend is forming, when digitalization,
as an incessant process of penetration of communication technologies into all
spheres of life, requires enterprises to develop management and information
technologies that qualitatively change business processes and market
conditions, reducing transaction costs. New multifaceted technologies are
worth investing in and implementing in system management: they help
businesses build up their customer base, supplier base, and support for
electronic invoices helps integrate accounting systems (Kilay, 2022).

Thanks to digitalization, the effectiveness of communications with
stakeholders in the spheres of supply, production, logistics, sales, financing,
etc. increases, and new business processes appear. Today, more than 80% of
consumers in the world tend to make purchases online through the global
Internet, payment systems. In Ukraine, 70% of the adult population uses the
Internet. The COVID-19 pandemic triggered and intensified this trend in the
world and in Ukraine, in particular: among Ukrainians, the level of Internet
use has increased to 80%, and 33% of the adult population are consumers of
e-commerce enterprises, and this trend is only increasing (Results of the CBR
study, 2021).

E-commerce, given the high risks of domestic and global market
instability and increased volatility, is turning into a necessary management
tool for ensuring the continuity of business processes, increasing the quality
of valuable product offers and strengthening the company’s competitive
advantages.

Currently, the market system of sales is outgrowing its limits both due
to the development of information systems and the permanent quantitative
and qualitative growth of the needs of consumers, primarily Internet users,
which gives them access to a wide range of goods and services. The concept
of managing traditional sales is transformed into the concept of EC
management, which, in turn, needs effective digital platforms to perform
document collection operations, transaction registration, reporting, etc. The
need for EC enterprises to partner with digital platforms is reaching such a
level that it is referred to as "digital platform hegemony" (Khattak, 2022).

80 ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. Ne 2



ECONOMICS AND ENTERPRISE MANAGEMENT

EC enterprises are using digital platforms to standardize, distribute, and
change business process data on an unprecedented scale (Williamson, 2021).
Thanks to digital platforms, enterprises embody new business ideas; implement
technological innovations, new management technologies by strategically
aligning goods with core activities (Freixanet, 2021; Motoryn et al., 2021).

Thus, under the influence of digitalization, the EC enterprise mana-
gement system is complicated by the emergence of such new subsystems as:
information flow management, digital HR, automated management of
warehouse stocks and logistics in general, web server management, data ana-
Iytics, blockchain, the Internet of Things, risk- management, in particular,
risk diversification. All this is aimed at minimizing the potential negative
consequences for enterprises. The synergistic effect of these management
subsystems can create a powerful impetus for the development of enterprises
in the field of e-commerce and strengthen their competitiveness.

Awareness of this forces business owners to look for new management
approaches and introduce the latest information technologies into corporate
management. There is a need to conceptualize the system management of EC
enterprises, which will create a basis for supporting business processes and
increase their efficiency.

There is currently no single definition of "electronic commerce" in the
scientific literature. Thus, in the Law of Ukraine "On Electronic Commerce"
dated September 3, 2015, it is defined as "relationships aimed at obtaining
profit, which arise during the execution of transactions related to the
acquisition, change or termination of civil rights and obligations, carried out
remotely using information and communication systems, as a result of which
the participants of such relations have property rights and obligations" (Law
of Ukraine "On Electronic Commerce", 2015).

In modern national economic literature, the definition of EC as a
commercial interaction of business entities, which is carried out with the help of
the global Internet network, prevails. This is exactly the definition proposed by
N.S. Medzhibovska, who defines electronic commerce as the exchange of
information, support of business relationships and conducting business tran-
sactions by means of telecommunication networks (Medzhibovska, 2004).

S.S. Lukachyna, researching the conceptual basis of the management
of an e-commerce enterprise, suggests considering the latter in the context of
two approaches: economic and legal — and concludes that in the management
system of such enterprises it is necessary to take into account the advantages
and disadvantages characteristic of electronic commerce (Lukachyna, 2023).

According to Guven H.’s approach, e-commerce should be considered
inextricably linked with digitalization of sites and digital marketing. EC,
according to the scientist, plays a decisive role in procurement processes, at
the stage of making purchase decisions (Guven, 2020).

According to Holsapple C., Singh M., EC can be defined as activities
or services related to the purchase and sale of goods or services via the
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Internet (Holsapple & Singh, 2000). Firms are increasingly turning to EC due
to the growing customer demand for online services and its ability to create
competitive advantages (Gielens & Steenkamp, 2019).

There is also an approach to defining EC as a set of subjects
of commerce and the telecommunications environment. In particular,
J.S. Tertychny indicates that EC should be understood as any type of trade-
entrepreneurial, trading, commercial-mediation activity, participation in
trade, sale of goods, real estate, securities, provision of services with the aim
of obtaining profits, which is carried out remotely using information-
telecommunication systems (Tertchyny, 2018).

Such technologies, on the one hand, increase business efficiency, but on
the other hand, they present management with the task of flexible adaptation to its
relentless development. Some firms have difficulty with e-business practices
because of its deep integration with rapidly changing, easily implemented, and
accessible information technologies. This forces firms to constantly adapt their
business models to the changing needs of customers and suppliers through a
strategy of entrepreneurial orientation, mutual understanding, mutual com-
mitment, and relational harmony (Niu et al., 2020).

Acrtificial intelligence (Al) is the newest of these technologies. It is
transforming e-commerce through its ability to "correctly interpret external
data, learn from such data, and use that knowledge to achieve specific goals
and objectives through flexible adaptation (Kaplan & Haenlein, 2019).
Western researchers Bawack R., Wamba S., in order to level the threats of
the rapid development of new technologies, suggest that enterprises examine
certain information systems for their acceptability to specific business
models, increasing the effectiveness of their implementation in operational
processes (Bawack et al., 2022). In particular, blockchain technology
facilitates the development of an autonomous transaction system for e-
commerce applications and minimizes data storage and consumer privacy
risks by monitoring and recording each transaction (Sekar, 2022).

Hidayat A., Dewantara A. advocate the development of a separate
concept of an information management system for the implementation of EC
with integrated data and storage in databases. This is a prototype concept that
requires the development of a website, the design of which uses the Hypertext
ProProcessor (PHP) programming language and the MySOL database
(Hidayat et al., 2020).

Depending on the context, Al in EC operations can be a system, tool,
technique, or algorithm (Akter et al., 2021). This creates opportunities for
firms to gain competitive advantage by using big data to create unique product
offerings for their customers through personalized services (Niu et al., 2020).

Domestic researchers O.L. Andronik and A.V. Voronin believe that
the concept of electronic commerce can be interpreted in both a broad and a
narrow sense. In a broad sense, EC is any economic activity that includes the
use of electronic information technologies. In a narrow sense, EC is a
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commercial activity of buying or selling goods and services on the Internet
for profit (Andronik & Voronin, 2021).

At the same time, the majority of scientists identify this concept with
electronic commerce, referring to the fact that electronic commerce is the key
link of electronic commerce in the conditions of the modern development of the
global Internet network. In part, this identification of concepts occurred due to
the fact that e-commerce has recently become more and more widespread,
gradually displacing traditional retail trade from a number of areas due to the
provision of the most convenient for consumers the conclusion and execution of
B2C (Business to Consumer) segment agreements., B2B (Business to Business)
and B2G (Business to Government) (Nathaniela et al., 2022).

Despite the similarity of these concepts, the Law of Ukraine "On
Electronic Commerce" provides two separate definitions of the concepts
"electronic commerce™ and "electronic commerce”. Thus, EC is defined as
"relationships aimed at obtaining profit, which arise during the execution of
transactions related to the acquisition, change or termination of civil rights
and obligations, carried out remotely using information and telecom-
munication systems, as a result of which the participants of such relations
have rights and responsibilities of a property nature". The Law interprets
electronic commerce as follows: "economic activity in the field of electronic
purchase and sale, sale of goods remotely to the buyer by making electronic
transactions using information and telecommunication systems™" (Law of
Ukraine "On Electronic Commerce", 2015).

One should agree with the approach that indicates the impossibility of
identifying the analyzed concepts. The essence of the English-language term
"electronic commerce™ according to the interpretation given by the World
Trade Organization is understood as "the production, distribution, marketing,
sale or delivery of goods and services by means of electronic means", and its
rapid development is due to the wide use of the Internet and digital devices,
that provide consumers with direct access to the online market (World Trade
Report, 2018).

According to the UNCTAD methodology, electronic commerce
covers all forms of transactions related to the commercial activities of
organizations and individuals, which are based on the processing and
transmission of digital information, including texts, sounds and visual data.
EC governance should aim to create and maintain a dynamic and inclusive
EC ecosystem that can contribute to sustainable development (E-commerce
Strategies, 2018).

The Tax Code of Ukraine No. 2755-1V dated 02.12.2010 defines the
regulatory approach by which EC enterprises perform a fiscal function,
ensuring compliance with statutory requirements for taxation (Tax Code of
Ukraine, 2010).

The issues of system management of EC enterprises become
especially relevant against the background of the war started on February 24,
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2022 by the aggressor state Russia against Ukraine. War is considered by
scholars as an external shock to the market environment, causing disruptions
in the transmission, production, and sale of goods. On the one hand, bans on
the movement of goods across borders, or its restrictions, contribute to the
intensification of trade in the field of electronic commerce. Indeed, in the
long run, the war looks like a game changer for the growth of the e-commerce
market (Grabara, 2022).

On the other hand, the war and the resulting economic crisis are having
a detrimental effect on global e-commerce due to changes in the digital
behavior of buyers against the background of economic sanctions against
Russia and the blocking of a large part of online payments. This inevitably
affected the online shopping behavior of all shoppers (Qadir et al, 2023).

According to an analytical study by Statista, the EC market in Ukraine
as a result of the war experienced a sharp decline in 2022 and a gradual
recovery in 2023. In 2017-2021, the e-commerce market grew three times,
from USA 1,180.65 million in 2017 to USA 3506.98 million in 2021;
however, in 2022 it decreased 12 times to USA 295.85 million. Analysts’
forecasts are optimistic: in 2024, they expect the market to grow to USA
3,302.23 million and in 2025 it is up to USA 4039.53 million. (E-commerce
in Ukraine, 2023)

Therefore, against the background of the negative impact of migration
processes on the branches of the national economy, EC, despite the reduction
in the volume of trade, has the potential to increase turnover, improving
conditions for the business sector and accelerating its integration into the
European digital space (Zatonatska, 2023).

Despite a significant layer of theoretical development, a unified
approach to the study of system management of e-commerce enterprises has
not been formed in the economic literature. The above analysis of the existing
definitions of electronic commerce showed that there is no generally
accepted concept of the essence and content of EC. The issues of a relatively
clear definition of the term "e-commerce enterprise”, the complete
implementation of purchase and sale transactions using electronic means, the
relationship between the concepts of e-business and e-commerce,
e-commerce and e-commerce and other related but not identical concepts and
categories remain debatable.

The aim of the article is to develop the conceptual foundations of
system management of e-commerce enterprises, which will form the basis
of new management approaches. The tasks of the research are the analysis of
existing theoretical approaches to EC and the definition of the concept
of "electronic commerce enterprise", the identification of approaches to the
essential definition of the concept of "electronic commerce"”, new elements
of the EC enterprise management system, the justification of the basic
determinants of the EC enterprise system management model; determination
of the essence of EC enterprises and their system management; outlining the
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barriers that prevent the theoretical formation and practical implementation
of new management approaches in Ukraine.

The information base consists of legislative documents, UNCTAD
materials on EC strategies, classic and state-of-the-art research and business
analytics materials.

In order to conceptualize the system management of EC enterprises, the
following research hypothesis is put forward: the implementation of a new
structural element into the classic McKensey 7S model will deepen the analysis
of system management as such and contribute to the identification of internal
and external determinants of the management of e-commerce enterprises.

Hypothesis testing and its algorithm will include the method of
analysis and synthesis when developing the classification of the concept
of "electronic commerce" according to the criteria of conceptual approaches;
structural method when introducing new structural elements into the
McKensey 7S model; the method of synergy in the study of the EC enterprise
as a system of constituent elements: internal determinants (the core of the
system) and external determinants (its superstructure) and the identification
of joint results of their interaction. The methodological limitation consists in
abstracting from a number of factors of EC enterprise activity, which in one
way or another affect its management: industry specificity, structure of costs
and financial resources, degree of innovative activity, etc.

The content structure of the main part of the research consists of the
following elements, such as analysis of conceptual approaches to electronic
commerce, EC enterprises; deepening of the McKensey 7S model in the case
of the EC enterprise; determinants of system management of EC enterprises.

1. Analysis of conceptual approaches to e-commerce and
e-commerce enterprises

Understanding the essence of e-commerce as a system of economic,
in particular, commodity-monetary relations carried out with the help of the
Internet and digital technologies, allows you to consider the EC enterprise as
a business entity that conducts financial and monetary transactions for the
purchase and sale of goods and services via the Internet. Accordingly, all
business processes in such an enterprise, starting with the formation of a
management strategy and ending with personnel management, take place
with the aim of increasing the efficiency of the Internet sales process.

A clearer definition of the concept of "e-commerce enterprise” can be
formulated on the basis of a methodological comparison of related concepts and
categories: "e-commerce at the enterprise”, "e-business”, “electronic com-
mercial activity", "entrepreneurial activity based on electronic commerce".

According to Article 263 of the Economic Code of Ukraine, economic
and commercial activities are actions carried out by economic entities in the
field of commodity circulation, aimed at the sale of products for industrial
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and technical purposes and consumer goods, as well as auxiliary activities
that ensure their sale by providing relevant services (Economic Code
of Ukraine, 2003). The rapid development of EC naturally requires
regulatory and legal regulation of this sphere, taking into account the trends
of digitization of all socially significant processes.

The concept of “enterprise e-commerce"” is much narrower compared
to the concept of "e-commerce enterprise”, since the exchange of goods and
money over the Internet is not systematic, but sporadic in nature. That is, if
an enterprise in the field of trade from time to time sells and carries out
financial and monetary transactions of such sales of goods via the Internet,
combining them with traditional sales channels, it is not an EC enterprise, but
an enterprise with electronic commercial sales channels.

Regarding the juxtaposition of the categories "e-commerce" and
"e-business”, e-business is much broader in content and can both cover EC
and focus only on the presentation of goods or relations with consumers at
the after-sales stage. Thus, according to the Western scientist Elias M. Awad,
at the moment when value is exchanged, e-business becomes e-commerce.
EC itself is a revenue generator for enterprises that have decided to use the
Internet for the sale of goods and services (Elias, 2005).

Electronic commercial activity is a type of economic activity that is
conducted electronically, has a full cycle of business processes and, like a
traditional economic activity, has a number of operations: ordering goods,
confirming, making online payments, delivering the order (Miroshnyk &
Litvynenko, 2022).

That is, in essence, an enterprise that implements electronic com-
mercial activity in practice and is an electronic commerce enterprise. The
term "entrepreneurial activity based on electronic commerce™ means the
activity of business entities with the aim of obtaining income from sales using
information and communication systems and technologies. That is, the EC is
the basis of such entrepreneurial activity.

The presence of a website in itself is not a criterion for classifying an
enterprise as part of the EC sphere. Websites, online stores, trading platforms,
through which companies display their products for further sale, transform
traditional trade into electronic. However, e-commerce is a broader concept,
it includes e-commerce. However, the criterion for assigning the enterprise
to the sphere of EC is the fact of carrying out a full cycle of commodity-
money relations via the Internet. An enterprise can then be considered
e-commercial when it implements trade behavior in which commodity ex-
change takes place, transactions using information and network technologies,
Internet platforms (Dongdong, 2021).

Having outlined the methodological features of the categories related
to EC and defining the essence of the EC enterprise, we will proceed to the
classification of approaches to this concept and the analysis of the system
management of EC enterprises.
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One of the main tasks of system management is the study of the set of
properties of the management decision-making process. A set is defined as a
set of units that have some common attributes in accordance with the research
objectives. Such a definition suggests that management deals primarily with
systems. Accordingly, understanding the essence of the system, its features
and internal relationships is the main content of system management.

Such a systemic vision of management contains a set of systemic
methods of perception, cognition and transformation of the economy,
including theory, practice, policy and economic management. According to
this concept, strategic management is the basis and source of the co-
evolutionary development of economic planning systems, the structural
organization of the subject area of management, the implementation of
strategic directives, as well as the system of mechanisms for coordination and
interaction of independent management objects (Kleiner, 2023).

The definition study of e-commerce available in the economic
literature showed that, as a rule, each of them contains three components:
structural and process, technological and legal.

Approaches to defining the concept of EC are essentially systematized
in Figure 1.

by types of tools application
and methods of trading

by the field of transactions

information technology approach

Approaches to defining
the concept of e-commerce

legal approach

regulatory approach from the point
of view of fiscal goals

according to the method
of interaction between subjects

Figurel. Classification of approaches to defining the concept
of electronic commerce

Source: developed by the author.

ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. Ne 2 87



ECONOMICS AND ENTERPRISE MANAGEMENT

Based on the integration of the images shown in Figure 1, it is possible
to determine the essence of electronic commerce as an economic activity in
which commaodity exchange is carried out using information and network
technologies. At the same time, the EC performs a fiscal function; needs
legislative regulation, elimination of terminological conflicts at the level of
legal acts. EC is implemented through digital platforms; transactions take
place in the field of telecommunication networks. The EC concept is formed
within the framework of the information technology approach, according to
which digital transformation contributes to the diversification of business and
its development of new market niches of Internet commerce. The method of
interaction between EC subjects is not direct communication, but mediated
by the Internet.

Accordingly, the EC enterprise management system itself must take
into account the aspects of effective implementation of new information
technology tools and methods of trade, transaction management, legal norms,
including tax, regulation of this sphere and promote the most effective
interaction of all its subjects.

According to the author’s thought, the management system is a part of
the social and economic system, isolated on the basis of connections that
characterize the relationship between objects and the subject of management.
Any management system is formed by the subject of management, but it has an
objective nature, as it is based on laws and principles of management. The
management decision is the final result of the management subject’s thinking
process and is a tool for the interaction of the management system with
executive systems. As a result of such interaction, management subjects expect
the solution of a certain problem and the achievement of the desired results. A
timely and competent management decision creates prerequisites for achieving
the goal of the company’s activities. However, the subject of management when
making a management decision is extremely dependent on the quality and
completeness of information provided by executive systems.

The effectiveness of the management system of the EC enterprise is
determined by the synergy effect, that is, the aggregated qualitative effect of
the interaction of management subsystems, which is significantly higher than
the effect of the action of each subsystem in the form of their simple sum.

The idea of imbalance and chaos as the basis of systems development
became the basis for the development of H. Haken’s theory, within which the
term "synergetics" (translated from Greek — "joint strengthening") was first
introduced into circulation. Developing L. Bertalanfi’s thesis about the open
nature of systems (Bertalanfi, 1950), H. Haken formulated the proposition
that as a result of the self-organization of system elements, it acquires a new
characteristic that is not equal to the sum of the corresponding characteristics
of individual elements or is completely absent from them (Haken, 2020). This
principle has become one of the main ones in all fields of knowledge, because
in each of them there are examples that confirm the correctness of this thesis.
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2. Deepening the McKinsey 7S model

Common values are important for achieving synergies. This view is
confirmed by the McKinsey 7S model, which is based on the analysis of the
impact of internal factors on the development of an enterprise.

The McKinsey 7S model was developed in the early 1980s by Tom
Peters and Robert Waterman, two consultants who worked for the consulting
firm McKinsey & Company (Peters & Bay, 2011).

This model was used to analyze more than 70 large organizations. The
peculiarity of the model is the fact that it was created as a recognizable and
easy-to-remember model in business.

The seven elements, which the authors called "levers," begin with the
letter "S" and include "strategy," "structure," "systems," "style," "staff,"
"skills," and "shared values." Table summarizes the definition of the elements
of this classical model and contains an additional component — the
implementation of EC with its inherent subsystems in the enterprise mana-
gement system.

Table
Definition of the elements of the McKinsey 7S model

Implementation of EC in the

Elements Definitions -
enterprise management system
Digital strategy is actions taken
Actions that a company plans to take in by the company to improve
response to changes in its external environment | website search engine
Strategy L . o, L .
to maintain and enhance its competitive optimization, content marketing,
advantage social media promotion, big data
analytics, etc.
Structural hierarchy, structural
The basics of organizational hierarchy, coordination of elements of the e-
information interaction and coordination of business business model: business
activities of individual structural units in a analytics, customer relationship
Structure single system with the definition of management, supply chain
subordination and areas of responsibility. The management, enterprise resource
structure is influenced primarily by the planning, partner communications
strategy, size and diversity of the organization | and e-transactions via Intranet
and Extranet
Formal and informal procedures that are
performed by employees on an ongoing basis Systematic actions aimed at
to achieve certain work results and are aimed generating profit, carried out
Systems . - TR - .
at implementing the organization’s strategy, remotely using information and
achieving its goals and supporting the communication systems
organization’s structure
It mainly refers to the management style and
culture of top-level managers.
This element consists of two components:
organizational culture: the dominant values,
Style / beliefs and norms that evolve and over time Corporate culture of the virtual
Culture become relatively stable features of organization
organizational life — its atmosphere;
management style: depends more on what
managers do than on what they say; how
managers spend their time; what they focus on
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End of Table

Elements

Definitions

Implementation of EC in the
enterprise management system

Staff

Human Resource Management (HRM) —
processes used in the organization to develop
managers, form their basic values and skills as
managers, socialization processes and ways to
introduce young personnel to the company,
forming a team spirit among employees and
effective knowledge management

Digital HR management based on
the introduction of new HR
management practices

Skills

The actual skills and competencies of
employees working for an organization, the
combination of which allows the organization
to be competitive.

Changes in the organization’s strategy can
have a decisive impact on the formation of the
need to change or, conversely, improve the
skills of employees

Application of digital skills and
competencies

Shared
Values

The fundamental principles and beliefs that
define the culture, identity and focus of an
organization, its mission. They include norms
and standards of employee behavior,
professional ethics, and approaches to doing
business. Shared values are the central element
of the organization’s activities and are

Formation of online communities
with corporate standards of
behavior for company personnel
and online consumer communities

reflected in all aspects of the organization’s
activities. Changing them will lead to changes
in all other elements of the system

Source: compiled by the author based on Peters & Bay, 2011

The management strategy of an EC enterprise (Strategy) is
complemented by actions to improve search engine optimization of the
website, content marketing, social media promotion, big data analytics, etc.
It is the management strategy of EC enterprises that lays down the vector for
the implementation of commodity and monetary exchange, financial and
monetary relations through Internet platforms, which distinguishes them
from other enterprises. The strategy of EC enterprises is aimed at creating an
optimal information base conducive to the development of e-commerce
platforms operating in the context of global digitalization and within legal
restrictions (Alazzam et al., 2023).

The structural divisions of an EC enterprise (Structure) are business
intelligence, customer relationship management, supply chain management,
enterprise resource planning, partner communications, and electronic
transactions via the Intranet and Extranet. Systematic actions (Systems),
which are aimed at generating profits, are carried out mostly remotely using
digital platforms and Al technologies. At the same time, the sequence of
digital strategic actions initiated by the EC platform has a significant impact
on the competitive advantages in the market interaction of EC enterprises
(Hu et al., 2022).

Corporate culture (Style) as a unity of organizational culture and
management style is transformed into a kind of virtual culture that develops

90 ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. Ne 2



ECONOMICS AND ENTERPRISE MANAGEMENT

at the levels of organization creation, operation of material and technical
means, work with clients and interaction with agents (personnel). An
important level of the corporate culture of an EC enterprise is a set of norms,
rules and actions to protect information circulating in the organization
(Loiko, 2013). An important aspect here is the trust of the EC enterprises in
digital platforms, whose culture is determined by sustainability, uncertainty
avoidance and long-term orientation (Qin, et al, 2021).

The HR subsystem is undergoing significant changes in the EC
organization. This is due to the influence of globalization trends, job
automation, large-scale digitalization, and restructuring of activities that
expand partnership opportunities. The phenomenon of digital HR is emerging
as a system of effective interaction of human resources (with more developed
skills and knowledge that form digital competencies), a digital workplace and
the use of new methods of human resource management (Future Work Skills,
2020). Moreover, digital HR at EC enterprises is developing taking into
account qualitatively new technologies: Al algorithms in HR, social networks,
cloud services, crowdsourcing, onboarding, etc. that form fundamentally
different management strategies in the context of modern trends in HR
analytics, HR automation, HR marketing, Smart recruiting, and e-learnin.

The Skills subsystem is expanded by corporate web portals that
significantly increase staff productivity through optimization of the
management system, use of an internal corporate portal, and increased
employee awareness. Such an information system generates personalized
recommendations for each employee with automatic linkage to the relevant
structural unit of the enterprise, quickly responding to changes in the services
available to the employee (Elsner & Kriamer, 2013).

Thus, the range of employees’ professional competencies is expanded
by digital skills — a set of knowledge and skills necessary for the effective
use of information technology by employees and the growth of their labor
productivity (Kuibida, 2019). Shared Values under the influence of digital
technologies are transforming towards the formation of virtual communities
with a common mission and norms of corporate behavior, consumer
communities where the information and communication interface supports
the business processes of the enterprise and online purchases of loyal
consumers in the supply chain pull strategies (Utami et al., 2021).

3. Determinants of e-commerce enterprise management

Based on the results of the carried out analysis, the determinants of
system management of the EC enterprise in the context of the system
approach are allocated. According to L. Bertalanffy’s theory of system
openness, each system cannot be considered as isolated, it is necessary to
take into account its constant exchange of material, energy and information
resources with the external environment (Bertalanffy, 1950).
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Given Haken’s theory of self-organization of systems (Haken, 2020),
each management system of an EC enterprise is a synergistic unity and
interaction of internal and external determinants.

The main external determinants that determine the features of the
system management of an EC enterprise include information technology,
knowledge, monetary and financial relations, labor and human resources
(Figure 2).

Information
technologies

e N

Work with the
staff Knowledge
Work Monetary and
Organization financial relations

P

Figure 2. External determinants of e-commerce enterprise
system management

Source: developed by the author.

When examining the internal determinants, we note that the EC concept is
characterized by integrated decision-making in such areas as business
operations and information technology. One of the main ideas of the
presented study is to combine the functionality and components of EC in
order to position an e-commerce enterprise as a system.

The system of any EC enterprise consists of several important
components:

» database

« website of the e-commerce enterprise;
* Security system;

* payment gateway.

These components define the internal content of the e-commerce enter-
prise and are the core of its system. The diagram in Figure 3 shows how these
components are combined together.
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Figure 3. Internal determinants of e-commerce enterprise
system management

Source: author’s development.

These components are the internal determinants of the system
management of an EC enterprise, since they are explained in terms of
e-commerce, rather than general systems theory, i.e., in a sense they are
"tangible" or "real", important for the functioning of the enterprise and
achievement of effective results.

The internal and external determinants of the system management of
an EC enterprise interact with each other and lead to synergistic effects that
result in the formation of a qualitatively new ecosystem of financial business,
human resource management, improved customer experience, increased
sales and profits.

Conclusions

It is proposed to consider the activities of EC enterprises on the basis
of a systematic approach as a synergy of interaction of internal and external
determinants of their management. At the same time, an enterprise can be
classified as an EC enterprise when its activities are aimed at the full cycle
of commodity-money relations via the Internet.

The article is defined the essence of an e-commerce enterprise by the
prevailing feature of realization of the full cycle of commodity-money
relations via the Internet. On the basis of a methodological comparison of
categories related to EC, it is proved that EC enterprises include enterprises
that implement commodity exchange, transactions using information and
network technologies, Internet platforms.

The author reveals the essence of EC as an economic activity in which
commodity-money relations take place only on the basis of information and
network technologies and digital platforms, without direct communication
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between sellers, buyers, suppliers and other stakeholders. E-commerce
performs a fiscal function along with traditional businesses, but requires
proper legal regulation. Conceptually, EC is formed in the bowels of the
information technology approach, which considers digitalization as
the dominant trend in modern social development.

The hypothesis put forward in the course of the reseach is confirmed
that the traditional McKensey 7S model becomes more meaningful in the
context of digitalization, and the structural analysis based on it helps to
identify the determinants of system management of EC enterprises.

The scientific contribution of the reseach is the development of a
theoretical approach to the analysis of system management of e-commerce
enterprises, which is a qualitatively new understanding of the phenomenon
of management based on perception, cognition, and transformation of
business processes of an enterprise. The basis of this approach is strategic
management and synergistic coordination of subsystems: digital strategy,
e-business structure, systematic information and communication actions,
virtual corporate culture, digital HR, digital skills and competencies, online
communities with common corporate values. The practical value of the result
lies in the possibility of implementing the theoretical approach in the
management strategies of EC enterprises.

Thus, in order for the activities of EC enterprises in Ukraine to meet the
requirements of the modern post-industrial economy and ensure the effective
implementation of a new conceptual vision in management practice, their
system management must undergo a scientific rethinking, which will require
solving a number of problems: lack of a unified view of the essence and features
of systemic organizational management, which would include the entire list of
attributes of the established scientific discipline, namely: a clear definition of the
systemic management of e-commerce enterprises, the object and subject of
study of the science of it and the methodology of cognition; poor integration of
the systematic approach to organizational management of e-commerce enter-
prises, lack of unified ideas about the relationship of system management,
primarily with strategic management; lack of a unified approach to under-
standing what determinants determine, first of all, the features of system
management of e-commerce enterprises; eclecticism in the work on the practical
implementation of system management at e-commerce enterprises; difficulty in
measuring the practical results of system management in e-commerce
enterprises and its effecttiveness; a significant gap between the introduction of
system management in management decision-making at e-commerce enter-
prises and the practice of its implementation.

Effective implementation of the new conceptual approach to system
management of e-commerce enterprises should be aimed at improving the
effectiveness of the internal and external determinants identified in the study.
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Prospects for further reseach include determining a methodology for
assessing the effectiveness of system management of an e-commerce
enterprise, diagnosing the content and structure of its system management,
and developing a model for improving its efficiency on this basis.
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DIGITAL MARKETING
AUTOMATION

Increased competition in an uncertain digital
environment requires new approaches to
improving marketing and business efficiency.
Automation of business processes and marketing
ensures management decisions aimed at
improving customer experience by collecting,
processing, and analyzing a huge amount of
objective customer data from various sources
and software services. For the company, it saves
time and resources by automating routine
processes, and, given the improved customer
experience and corresponding loyalty of the
target audience, it helps to increase the
efficiency of marketing investments and improve
the effectiveness of digital marketing (DM) and
business. The article is aimed at substantiating
the structure of a single user profile based on the
integration of ESP and other DM software
services with a CRM system. The hypothesis is
formulated: creating a single user profile based
on the integration of ESP and other DM software
services with a CRM system by speeding up
communication and improving customer experi-
ence will increase the efficiency of DM and
business in general. The research was conducted
using general scientific and special methods:
analysis and synthesis, system-structural analy-
sis, comparison, systematic, logical generali-
zation of results. Considerable attention is paid
to email marketing, which remains one of the
most popular DM automation tools, as it allows
you to smoothly guide the consumer through the
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ABTOMATU3ALIA LN$POBOI'O
MAPKETHUHTY

Tocunennss KoHKypeHyii 8 ymoeax HegusHaue-
HOCMI  308HIWHB020 YUPP08o2o  cepedosuiya
nompeoye HoIMHIX ni0xo0ie 00 NIOBULYEHHS
ehexmuerocmi mapxkemunzy ma Oiznecy. Aemo-
mamuszayis  Oi3Hec-npoyecie ma  MAapKemuHzy
3abesneuye NPULHAMMA YIPAGNIHCLKUX Pilletb,
CHpAMOBAHUX HA NOKPAWAHHA  KIIEHMCbLKO2O
00ceidy wsxom 300py, 06pPOOKU mMa aHANI3Y
8euYe3Ho20 00csa2y 00 EKMUBHUX KIIEHMCHKUX
OaHUX 3 PI3HUX Odicepes Ma NPOSPAMHUX CEPBICIB.
I komnanii ye dae 3mocy 3aowadumu uac i
PECYpCU WIAXOM ABMOMAMU3AYIL PYMUHHUX NPO-
yecie ma 3 ypaxyS8aHHAM NOKPAWEHO20 KIIEHMChb-
K020 00Cgidy Ul 8I0NOBIOHOI N0SILHOCMI YITbOBOT
ayoumopii, wo enausac Ha 30inbluieHHs epeKkmus-
HOCMI MAPKemuHe08Ux [Heecmuyiil, nioguueHHs
epexmuerocmi yughposozo mapxemunzy (L{M) ma
oisnecy. Memowo cmammi € 0OIPYHMYBaAHHS
CMPYKMypu €0UHO20 KOPUCTYBAYBKO20 NPOQiio
Ha ochosi inmezpayii ESP ma inwux npoepammux
cepeicie [[M 3 CRM-cucmemoro. Cehopmynvosaro
2inomesy: CMEOPeHHs. EOUHO20 KOPUCTTYBAYLKO2O
npogimo na ocrosi inmezpayii ESP ma inuux
npoepamuux  cepgicie LM 3 CRM-cucmemoro
3a805KU NPULBUOUWIEHHIO KOMYHIKAYii ma nokpa-
WJeHHIO KIIIEHMCbKO20 00CGi0y Cnpusimume niosu-
WjeHHIO eqheKmUBHOCHI YUPPOBO20 MAPKEMUHEY
ma Oiznecy 3aeanrom. Buxopucmano 3aeanvro-
HAYKOBI ma CReyianbHi Memoou: ananizy ma Cu-
me3y, CUCMEeMHO-CIPYKIYPHO20 aHANI3Y, Nopie-
HAHHA, CUCMEMHUN, JI02IYHO20  Y342ATbHEeHHs
pesyibmamie. 3uauny yeazy npuodireno email-
Mapremuney, AKU 3aIUacmsvcsi OOHUM 3 HANO-
NYIAPHIWUX — [HCMpPYMeHmie  as8momMamu3ayii
LM, ockineku Oae 3Mo2y NIABHO NPOBOOUMU
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sales funnel with a high return on marketing
investment. The effectiveness of integrating a
CRM system and an ESP is proved, due to the
specialization and functional features of the
latter in interacting with consumers via email.
The technologies, stages and tools of DM
automation are systematized. It is proposed to
collect all information about a particular
consumer in a single user profile. This requires
finding a technical solution for each business
process and connecting software services into a
single digital ecosystem. Collecting information
about the company’s customers and their
journey at all points of interaction in one place
by integrating the services used into a single
user profile allows you to make more effective
decisions in marketing and business and achieve
business goals.

Keywords: digital marketing, marketing

CHOJICUBAYA BOPOHKOIO NPOOAXCI8 3a  BUCOKOI
PEHMAbEIbHOCMI  MAPKEMUHZ08UX — THEeCTNUYILL.
Hoseoeno epexmuenicmo inmeepayii CRM-cuc-
memu ma ESP 3ae0sxu cneyianizayii ma
DYHKYIOHATLHUM — OCOOIUBOCMAM  OCMAHHBOL Y
83aeMO0ii  3i  cnoocusayamMu  3a  OONOMOZOH0
€IeKMPOHHOT  nowmu. Cucmemamu3zo8aro
mexHo02ll, cmaodii ma IHCmpymeHmu agmoma-
musayii LI{M. 3anpononosano ycio ingpopmayiro
BIOHOCHO KOHKDEmMHO20 cnodcugava 30upamu 6
€0urHomy Kopucmysayvkomy npogini. Heobxiono
0/1sL. KOJICHO20 bi3Hec-npoyecy 3Haumu mexuiune
piulenHs ma 3’ €OHamu nPOSPAMHI Cepeicu 8 €OUHY
yugposy exocucmemy. 30ip inpopmayii npo
KIIEHMIB KOMNAHII ma IX Wiiax y 6CIX moukax
63aeMO0Ii 6 OOHOMY Micyl 3a805KuU [HmMeZpayii
BUKOPUCTOBYBAHUX CEPBICIB8 8 €OUHUL KOPUCTTY-
8aybKuill npoghine HAOAE MONCIUBICIIL NPULLMAMU
oinbuL eghekmueHi pitieHHs Y MapKemuHzy ma
obizneci, docsieamu yinetl OBLIbHOCHII.

Kniouoei cnosa: 1ubpoBUil MapKETHHT,

ABTOMATH3AIlisl MapKEeTHHTYy, email-MapkeTuHr,
email-poscuika, email-muct, email-kammnanii,
ESP, CRM, enuuuit xopucTyBalbKuii mpodiisb,
H(poBa eKOCHCTEMA, TEXHOJOT 11, IPOLIECH.

automation, email marketing, email newsletters,
emails, email campaigns, ESP, CRM, single
user profile, digital ecosystem, technologies,
processes.

JEL Classification: M31, M37, O33.

Introduction

Under the current conditions of uncertainty of the external digital
environment and fierce competition, the effectiveness of companies depends
on making management decisions based on the collection, processing and
analysis of a huge amount of data. The spread of marketing automation in the
digital environment is primarily related to the ability to save companies’ time
spent on processing a large amount of information and performing routine
work. This directly affects the effectiveness of digital marketing (DM) and
business as a whole.

Scientists mostly consider automation from the point of view of
managing business processes of companies. Thus, in the study (Losheniuk,
2022) the functional areas that are most subject to automation in business are
highlighted: procurement, finance, human resources management, sales and
marketing. The article by Krause et al. (2022) is devoted to the study of the
CRM system as a source of information for the development of marketing
projects, automation and optimization of business processes from the
standpoint of strategic management of competitiveness. Berestetska et al.
(2023) analyze the problems of improving business processes using the CRM
system, referring marketing to one of the key areas of automation in the
company. These scientists identified the CRM system as the main automation
technology. Different systems are compared according to their purpose and
functionality.
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The research (Mero et al., 2020) substantiates the cause-and-effect
relationship between the implementation of marketing automation techno-
logies, in particular CRM, with the expected target effectiveness of
entrepreneurial activity in conditions of uncertainty of the external envi-
ronment. The authors identify five key areas of marketing automation: custo-
mer knowledge, information systems infrastructure, analytics, interde-
partmental dynamics, and change management. The scientific work of Silva
et al. (2023) is dedicated to identifying the role of marketing automation in
measuring profit from marketing activities; the authors highlight the strategic
and tactical advantages of software implementation.

According to the results of the analysis of the mentioned sources, it
was found that the main attention of scientists is focused on the functional
capabilities of CRM systems and their contribution to increasing the
efficiency of business activities and the impact on increasing the return on
investment in marketing. The author fully supports the conclusions from the
above studies. However, the formation of the optimal structure of various
services that are integrated with CRM to create a single user profile in order
to speed up communication with consumers and improve the customer
experience remains an unsolved problem. In particular, in the mentioned
studies devoted to marketing automation, email marketing is not presented as
one of the powerful automation tools and the possibility of its integration
with CRM is not considered. Solving this problem has a direct impact on
increasing the return on marketing investments and business efficiency in
general. In addition, the development of digital technologies used in the
automation of marketing processes is of great importance for the develop-
ment of the Ukrainian economy in the post-war period (Rudenko, 2023).

The aim of the article is to substantiate the structure of a single user
profile based on the integration of ESP and other software services of the DM
with the CRM system. To achieve the goal, it is necessary to perform the
following tasks: identify the role of email marketing in automation and
systematize digital marketing campaigns by email using ESP; present the order
of integration of the CRM system and ESP; systematize technologies and
stages of marketing automation and propose a structure of a single user profile
based on the integration of various sources of information and services.

To realize the aim, the hypothesis was formulated that the creation of
a single user profile based on the integration of ESP and other software
services of DM with the CRM system, thanks to the acceleration of
communication and the improvement of the customer experience, will make
it possible to increase the efficiency of the DM and business in general.

To test the hypothesis, the following general scientific and special
research methods were used: analysis and synthesis, system-structural
analysis, comparison (to establish the relationship between the goals of the
DM and types of e-mails; selection of types of digital marketing campaigns
by e-mail using ESP; selection of evaluation indicators effectiveness of email
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marketing); system (for systematization of technologies, stages and marke-
ting automation tools, formation of a single user profile); logical genera-
lization (formulation of conclusions from the conducted research).

In the three sections of the main part of the article, e-mail marketing
is consistently substantiated as one of the most effective tools of DM auto-
mation, the types of e-mails are highlighted and described, and their
relationship with the image and conversion goals of DM is established;
digital e-mail marketing campaigns and e-mail marketing effectiveness
indicators are characterized; the procedure for integrating the CRM system
and ESP is substantiated and described; systematized technologies, stages
and tools of DM automation; a single user profile based on the integration of
ESP and other DM software services with the CRM system is presented; an
example of a digital ecosystem of marketing automation of an e-commerce
enterprise is given.

1. E-mail marketing and ESP

Email is currently one of the most popular DM tools, as it helps move
the user from one stage of the consumer journey to the next, providing a high
return on investment (Dice, Henneberry, 2020, p. 279). E-mail marketing as
a DM tool helps companies to communicate with subscribers and customers
through e-mail in order to build relationships and/or make sales.

In Ukraine, the most popular e-mail providers are Gmail, Outlook,
UKR.NET, Yahoo! Mail, and others. (Sternenko, 2022). Yes, Gmail is
convenient for those who use Google’s digital products, enabling file sharing.
A feature of Outlook is the possibility of integration with various third-party
programs, in particular: Skype, Facebook, PayPal, Trello, etc., which allows
an enterprise that uses many platforms to communicate with users to
communicate with those that do not use directly Outlook. Gmail and Outlook
providers have 15 GB of free storage. UKR.NET mail is most often used by
representatives of small businesses, freelancers and self-employed persons.
The storage size is 4 GB. A feature of Yahoo! Mail is a huge amount of
storage of 1TB (terabyte), which allows you to attach attachments with
photos and videos to emails and easily find everything sent during the entire
time of using the mail.

Emails sent by companies, taking into account marketing aspects, are
divided into three types (Dice, Henneberry, 2020; Rawls, 2020): promotional
emails, relationship-building emails and transactional emails. Each type of
letter is sent to a specific user with a specific purpose and at a specific time
to advance them through the sales funnel and to build long-term partnerships.

Electronic newsletters present potential consumers, leads and
customers (from the email mailing list) with a value proposition, that is, they
promote an "offer"”. It can be: content that sells; a conditional offer with the
aim of obtaining a lead contact, a so-called lead magnet, for example, a
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"white paper" (official and detailed guidance on any issue), a checklist,
a webinar, etc.; information about the release of a new product or the
introduction of a new service; event announcements; trial use offers; promo-
tional offers; personalized offers for a specific consumer, etc. Email newslet-
ters are the most common type of marketing email. According to statistics,
66% of users make a purchase directly after receiving a letter by e-mail
(Dice, Henneberry, 2020, p. 281).

Relationship building emails provide consumer value to subscribers
by offering free content or information. These can be: welcome letters to new
subscribers; blog articles; poll; announcements about the competition, etc.
Such communication makes it possible to build a deeper relationship between
the consumer and the brand, because a person spends his time looking at the
content of these letters and, provided that the content is correctly selected,
interesting and useful, which is sent regularly, he gets used to such
communication and even expects letters from the brand.

Transactional emails are sent in response to an action taken by the
consumer during communication with the company: order confirmation,
receipts, coupons with promotional codes, product shipment notification,
account registration, product return, customer service message, password
reminder, confirmation of termination of subscription, etc. Transactional
emails have the highest open rates of the three email types and generate
2—-3% more revenue than standard mass emails (Dice, Henneberry, 2020,
p. 283). This is due to the fact that through transactional letters, the company
broadcasts respect for its customers and continues the dialogue with them,
without leaving a person alone without thanks or with unresolved problems.

In the Table 1 it is presented the relationship between the image and
conversion goals of the DM and the types of e-mails.

Table 1
Email types for digital marketing purposes
Marketing objective Email type
Promolist to build relationships | transactional

Customer support - - +
Raising awareness of problems and

solutions - + +
Increase brand awareness - + +
Getting new leads and customers + + +
Onboarding of leads and customers + + +
Sales of a key offer + + +
Monetization of existing leads and

customers + + +
Building a community of brand

promoters + + +

Source: Adapted from Dice, Henneberry, 2020; Kotler, Cartajaya, Setiawan, 2020;
lankovets, 2023.
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The automation of modern processes, the best practice of email
marketing, the need to reduce the cost of working time and increase the
efficiency of its use require the division of emails into two types depending
on the way they are sent, namely on the degree of participation of the email
provider (Voronyuk, Polishchuk, 2018; Dice, Henneberry, 2020; Rawls,
2020): mass and automatic.

Bulk emails are emails that are manually sent to all of a company’s
subscribers. They are sent not in response to any consumer actions, but at a
specific time with a specific purpose. They include:

newsletters — sent out periodically (daily, weekly, monthly) to the
entire subscriber base, provided that such a promise was made when
subscribing to the newsletter;

marketing offers — only those basic marketing offers that can provide
consumer value for all subscribers are sent to subscribers from the email
mailing list. Other offers must be sent by segmented lists;

segmentation — one letter is sent to the entire list in order to identify
the specific interests of certain consumers, after which the email list is
divided into segments.

It is important for companies to keep people in mind and not annoy
them with too many mass emails and thus not spoil the relationship with their
consumers, which can lead them to break the relationship and unsubscribe
from the email newsletter.

Most e-mails should be automated to optimize time spent and improve
the effectiveness of e-mail marketing. After the content has been prepared
and worked out, the mailing is transferred to the e-mail distribution service
(ESP, Email Service Provider), which performs it automatically. It is impor-
tant to set up automatic mailing correctly so as not to annoy consumers with
an excessive number of letters that come to them in the mail. It is advisable
to use automatic mailing for the following types of letters: a greeting to a new
subscriber; a letter with a conditional offer; confirmation of registration;
receipt for payment of purchased goods (services); segmented marketing
offer; request to leave a review about the product, brand, company; reminders
about products in the basket; restoration of relations with the brand, etc.

Sending e-mails is most effective when it takes place according to a
developed annual calendar of promotion, which can be drawn up, for
example, with the help of Google Calendar. The plan for each product shows
the promotion objectives and corresponding KPIs (both financial and non-
financial), as well as adopted and potential promotion activities. After the
annual promotion plan is developed, monthly and quarterly plans are created
based on it. Calendar scheduling allows you to evenly distribute different
types of emails over a specific period of time, which keeps attention and
engages consumers without the risk of overdoing the same types of emails or
sending them too often, which can cause consumer irritation and unsubscribe.
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In order to smoothly and delicately, without excessive and aggressive
imposition, move consumers through the sales funnel, various types of
marketing e-mail campaigns are used (Voronyuk, Polishchuk, 2018; Dice,
Henneberry, 2020; Rindfleisch, 2020; Rowles, 2020):

educational (indoctrination, education, training): an automatic
campaign, which is launched immediately after the subscription of a new
person, with the aim of telling about the company/brand and assuring him
that he made the right decision by subscribing to the email newsletter,
joining, accordingly, to company/brand customer community. An email out-
reach campaign usually consists of one to three emails and introduces new
subscribers to the company/brand on a deeper level. Educational email
campaigns solve the following main tasks: to welcome new subscribers and
introduce them to the company/brand; emphasize the benefits of subscriber
status; tell subscribers what to do next; introduce subscribers to the individual
characteristics of the brand;

engagement campaign: based on the subscriber’s interests and
automatically launched immediately after he performs a certain action. The
goal of the campaign is to encourage the subscriber to convert by providing
a personalized value proposition. When launching an engagement campaign,
the company/brand must know the answers to the following questions: what
Is the next step expected from the consumer (register on the website, or accept
a conditional offer, or make a purchase); whether the company/brand is sure
that the consumer will take this step, whether he is ready for it (too much and
too soon should not be offered, it can push the consumer away). Engagement
campaigns solve the following main tasks: encourage subscribers to convert;
taking into account the previously studied interests of consumers to move
them to the next stage of the consumer’s journey; take into account
the previous positive action; prevent or overcome the most common
objections to conversion; inform the next logical step; ask to make an order
or the next step;

lift campaign: an automated campaign that is launched immediately
after a purchase is made to convert customers into repeat buyers. This
campaign is aimed at building a long-term relationship with the consumer, it
solves the following main tasks: overcome or prevent the most frequent
objections; inform the consumer of the next logical step; increase the average
value of consumers by selling to them more and more often; increase
consumer confidence in the company/brand; raise consumers to the level of
brand advocates. For example, if a consumer bought a social media
marketing training, he can be offered the next email marketing training with
a corresponding discount;

segmentation campaign: this is the sending of electronic promotional
letters manually to the entire base of subscribers with the aim of segmenting
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the latter by interests. For example, an Internet agency plans to launch an
online course on Internet marketing for different segments of its consumers:
students, working marketers, and business managers. First, a letter is created
with the announcement of such courses, which lists their advantages for
different categories of consumers. The letter is manually sent to all the sub-
scribers of the agency, and then the subscribers are segmented into three cate-
gories according to the transitions. Additional e-mails are prepared for each
category, taking into account the interests of individual groups of consumers;

re-engagement campaign: an automated campaign in which emails
are sent to subscribers who have not opened or clicked on previous brand
emails in the last 30-60 days for various reasons. Re-engagement campaigns
can get consumers back on the consumer journey again. But if some
consumers still don’t return after the campaign, their contacts should be
removed from the mailing list and thus protect it from possible problems with
non-delivery of e-mails.

Marketing email campaigns should be accompanied by an analysis of
their effectiveness. The main indicators of email marketing effectiveness
include (Voronyuk, Polishchuk, 2018; Dice, Henneberry, 2020; Rindfleisch,
2020; Rawls, 2020):

number of subscriptions;

the delivery rate of letters (Delivery Rate) — the percentage value of
all letters from the mailing list delivered to the email inboxes of the
addressees, regardless of whether they ended up in the "Inbox" or "Spam"
folders;

indicator of open letters Open Rate (EOR) — the percentage ratio of
the number of open letters and the number of sent letters;

unsubscribes and complaints (Unsubscribe Rate/Complaint Rate) —
these indicators combine subscribers who no longer wish to receive letters:

Unsubscribe Rate characterizes the percentage of those users who
unsubscribed from the newsletter in relation to the number of delivered
letters;

Complaint Rate characterizes the percentage of those users who sent
a letter to the "Spam™ folder.

People’s interests change over time, so unsubscribing from newslet-
ters is a natural phenomenon. Along with unsubscribes, new subscribers also
appear. More deeply, the effectiveness of email marketing and interest in
the company/brand can be measured by comparing the percentage change
in the number of subscriptions and unsubscribes. Growth in subscriptions
must exceed growth in unsubscribes. For a brand, unsubscribes only affect
the reduction of the subscriber base at the moment. But sending a letter
to spam affects the reputation, which depends on the delivery of letters. If the
Complaint Rate exceeds 0.1%, the next mailing may be blocked;
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clickability indicators Click-through Rate (CTR) and Click through
Open Rate (CTOR):

CTR is the share of users who clicked on clickable elements in the
letter (link, image or button), relative to the number of delivered letters;

CTOR is the share of unique clicks relative to the number of open
emails. The CTOR indicator makes it possible to more objectively assess the
interest of subscribers to the newsletter, since its calculation takes into
account the clicks of unique users on opened letters.

For example, 100 letters were sent in the newsletter, 50 of them were
opened, 10 clicks were made:

CTR=10:100 - 100 = 10%;

CTOR =10:50 - 100 = 20%.

After improving the subject of the letter, the number of open letters
increased to 70, clicks —to 14:

CTR=14:100 - 100 = 14%;

CTOR =14:70 - 100 = 20%.

When the value of the CTR indicator increases by 4 percentage points
(from 10% to 14%), the value of the CTOR indicator remains unchanged
(20%). This indicates that the interest of users in the letter has not changed
in general, and the increase in the number of clicks occurred only thanks to a
successful title. Therefore, to increase the effectiveness of the letter in the
newsletter, you need to work further, perhaps on improving its content and/or
design (checked with the help of A/B testing).

In addition to these indicators of clickability, e-mail distribution
services show information on the number of clicks on each link in the letter,
which makes it possible to identify the most interesting materials for users.
This approach is also used to segment the target audience.

In general, the value of click-through rates depends on the market
segment (for the b2b segment, the CTR value will be higher due to a more
personalized approach), the type of business, the type of emails and other
factors. Therefore, during the analysis, you need to focus on comparing the
current values of the clickability indicators with your own previous values of
these indicators. For example, if the average CTR was equal to 2%, and after
conducting an email campaign it became 3-4%, it means that the campaign
was successful. Or vice versa, if the value of CTR decreases to 1%, this will
indicate that the campaign goals have not been achieved. It is also advisable
to compare the values of these indicators with the average values by type of
activity (consulting services, real estate, advertising agencies, beauty salons,
car salons, etc.) to identify the best experience of competitors and own
shortcomings compared to them, for improvement;

conversion rate (Conversion Rate) characterizes the share of users
who performed the targeted action planned in the letter (purchase or order,
viewing a certain number of pages on the site, registering for the event, etc.).
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You can view the conversion rate in the Google Analytics 4 "Traffic Sources"
and "Conversions" reports. Conversion depends not only on the email, but
also on other factors: value proposition, design and quality of website
content, convenient usability, etc. Therefore, increasing conversion is a
systematic and integrated work of the entire marketing team. One way to
increase conversions is to use a chain of letters, that is, several letters
combined with one goal. One letter may not immediately lead to a sale, but
it will heat up interest and, thanks to the second letter, the person will make
a purchase. Therefore, it is considered more appropriate to calculate the total
conversion of a chain of letters, and to analyze the opening and clicks for
each letter;

reputation (Email Reputation) is a complex indicator that is calculated
by e-mail distribution services and characterizes how much they trust the
company/brand. It depends on whether the letter will end up in the "Inbox"
folder or the "Spam" folder. The reputation is affected by various factors: the
presence of the IP address or domain of the site in black lists due to spam;
user complaints about spam; the share of emails that users delete without
reading; regularity of mailings; content of letters; references in letters; EOR
and CTR indicators; answers to letters, etc. That is, the reputation depends
on the actions of the company/brand when using email marketing and the
corresponding reaction of subscribers. As a rule, not all mailings are blocked,
but a part of them, so you need to analyze the reputation and, having noticed
that 2-5% of emails fall into spam, look for the reasons and eliminate the
identified problems.

All of the indicated indicators of email marketing effectiveness are
calculated by email distribution services and presented in the corresponding
reports.

The use of ESP allows speeding up this process thanks to its auto-
mation; increasing the reputation and guaranteeing of letter delivery;
collecting statistics and analyzing the effectiveness of email campaigns.
Popular mailing services in the world and in Ukraine are Sendpulse, Mail-
Chimp, Campaign Monitor, UniSender, GetResponse, eSputnik, Zoho Cam-
paigns, Selzy, and others (Hostiq, 2023). Each of them has its own functio-
nality, cost, advantages and disadvantages, and the choice of service depends
on the goals and tasks of email marketing and the resource capabilities of the
company. It is also important that e-mails are fully optimized for different
screen sizes, since most of them are opened from mobile phones these days
to monitor incoming correspondence and urgent responses.

When choosing a service, it is important to take into account the
possibility of accessing information about users and their interaction with the
company’s website, that is, the possibility of integration with the CRM sys-
tem and other platforms.
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2. RM system and ESP Integration

CRM (Customer Relationship Management) is an approach to doing
business based on managing relationships with customers. A CRM system is
a database, a place where all contact details and information about all
interactions of each lead and customer with the company are stored throu-
ghout the customer’s life cycle. The main goal of implementing a CRM sys-
tem in the company’s activities is to build a strategy of interaction with
customers based on consolidated information about customers and their
preferences. Marketing and sales tasks that a CRM system helps to solve
include: setting up a customer profile, integrating with a website to obtain
leads, automating digital marketing campaigns, building and managing sales
processes, improving the customer experience (Dice, Henneberry, 2020;
Mero et al. al., 2020; Rawls, 2020; Krause et al., 2022; Berestetska et al.,
2023; Silva et al., 2023).

The CRM system also stores data and the history of relationships with
suppliers and partners, which allows solving many other business tasks, inclu-
ding: business process management, product portfolio management, document
flow automation, working time management, optimization of communication
within the company, analysis and visualization data and generating reports for
making managerial business decisions, etc. (CREATIO, n.d.).

Common CRM systems used in Ukraine are OneBox, Zoho, HubSpot,
Salesforce, ActiveCampaign, Creatio, KeepinCRM, Perfectum CRM-ESP,
pipedrive, etc. The criteria for choosing a CRM system for a company are:
compliance of the system’s functionality with the company’s needs; value
propositions in packages to choose from and their cost; base capacity;
integration possibilities with call tracking services, email marketing, social
networks, messengers, chat bots, marketplaces, payment systems and other
platforms; availability of analytical capabilities, dashboards and useful wid-
gets in reports for sales and marketing departments, etc., depending on the
needs of the company.

Marketing automation begins with the implementation of a CRM
system, in which email marketing functions can be added through plugins.
But using a CRM system to send e-mails from a company office IP address
increases the risk of being blacklisted and blocked by the e-mail provider
because CRM systems lack spam filtering (Rawles, 2020, p. 182). This
drawback is eliminated when using ESP. In addition, ESP offers more
specialized reports specifically for email marketing than you can get from a
CRM system.

The joint work of the two services begins with the formation and
transfer of lists of leads and customers from the CRM system to ESP and
setting up automatic email campaigns. ESP, in turn, returns to the CRM
system detailed information about the reaction of users to letters from the
company. This is important, because if such information is not returned, it is
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duplicated in two systems, on the one hand, and on the other hand, there will
not be complete information in each system, which will limit targeting to the
target audience in the future. Synchronizing data in the CRM system and ESP
to prevent data duplication provides an opportunity to resolve provider
blocking issues and send whitelists.

The integration of both services, among other things, makes it possible to
collect information through ESP in the form of questionnaires and surveys and
use it in various marketing actions through the CRM system and future email
campaigns. More advanced ESPs integrate with a company’s website to view user
behavior. This provides an opportunity based on the collected information to
dynamically create emails and send them according to established rules.

The company’s use of various services logically requires their
integration to combine data received from various information sources and
create a single user profile, which is why marketing automation is used.

3. Technologies and stages of digital marketing automation

DM automation allows you to combine all points of interaction
between the client and the company/brand into a single integrated and
personalized process. Marketing automation involves the use of specialized
computer programs and technical solutions for the automation of marketing
processes, the transfer of the company’s current business processes to the
field of digital services in order to save labor and time resources. The main
idea of marketing automation is to eliminate the routine work of people and
replace them with robots so that people can focus on highly intelligent work
(Dice, Henneberry, 2020; Rawls, 2020).

Automation of routine processes takes place with the use of special
software that analyzes customer actions and develops personalized offers
based on the received objective data. In Figure 1 presents a single user profile
in which all information is gathered to make smarter and more informed
marketing and business decisions.

Google
[ CRM }[ ESP }[ Google Ads 1[ Analytics 4 }
4 Vv \/ \%
[ A single user profile ]

A A AN A
Call tracking Sms, push, Social media Payment
chat bots systems

Figure 1. A single user profile based on the integration of various sources of
information and services

Source: generated by the author.
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The main marketing automation technologies include (Yankovets,
Palicheva, 2020):

Site tracking is a technology that stores all the pages a website user
has visited. This makes it possible to understand what the user is interested
in, which sections of the site he visits more actively. Then, based on this data,
you can build various automations and send personal e-mails. For example,
the condition is set: "If the user visited page "A" on the site, e-mail No. 1 is
automatically sent to him. If the user visited page "B" on the site three or
more times, e-mail No. 2 is sent to him".

Lead Scoring (qualification of leads) is a technology by which it is
possible to understand the degree of involvement of a lead and its readiness to
make a purchase, it is a way to divide leads into “cold" and "hot". Thus, in a
telephone conversation, the manager can feel the degree of interest of a person
in making a purchase, which depends on his further arguments. You cannot see
or feel a person’s mood through the Internet, and with the help of web analytics,
you can track the user’s actions. The principle of Lead Scoring is based on the
evaluation of user actions in points. So, a user’s visit to the site is valued at
1 point; if the user opened the e-mail — he receives 2 points; clicked on the link
in the letter — 3 points; visited the site again — 5 points. Depending on the number
of points scored, users are divided into "cold" and "hot". E-mails, sms, push, etc.
are sent to the "cold" ones. "Hot" calls are made by sales managers. The
evaluation system can be configured in any way, depending on the tasks of the
DM. Points are assigned automatically after setup.

Behavioral factors (Behavioral factors) are factors that result from the
behavior of users, in particular: how a person behaves on the site; how actively
communicates with the sales department; which pages are viewed. For example,
ice, which visited the site 7 times in the last 2 days, is most definitely interested
in the product. A lead that has looked at DM books 10 times is likely to buy a
digital marketing book rather than a detective story; a lead that called the
company three times or wrote to the mail is interested in the product (or, if it is
a customer, maybe there is a problem that needs to be solved immediately).
Accordingly, according to the behavior of a person, it is also possible to assign
him points and classify him as a "cold" or "hot" consumer.

Geolocation factors — points are awarded depending on the company’s
focus on segments of certain territorial units.

Contact data is the data of the leads obtained by the system from the
contact forms they filled out or provided their data to the manager by phone
and he entered them into the CRM system.

Trigger marketing is a technology that allows you to communicate
with the customer before and after the purchase. Triggered mailings are
transactional emails or sms messages with special offers that are sent after
a user activates a trigger. When using trigger marketing, the triggers can be:
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the user opened/did not open the letter; clicked/did not click on the link in
the email; visiting a certain page of the site; the number of visits to a specific
website page; achieving a certain number of points using the Lead Scoring
system; trigger depending on the stage of the deal; trigger based on date, time
and day of the week; combination triggers, etc.

Marketing automation is a complex task that includes different stages.
Each stage uses its own tools (Table 2).

Table 2
Marketing automation tools
Stage The purpose of the stage Instruments
Content Blog, services Semrush, Serpstat,
creation and Generate and constantly update Ahrefs, Majestic API, others (for
romotion content on the site competitor analysis), landing page
P builders, DMS
. . Technologies that provide incoming
Advertising Find tqo_ls that W'I! help make the traffic (Google Ads, Facebook Ads,
- advertising campaign more -
campaign effective Instagram Ads, LinkedIn helper),
Programmatic, etc.
Tools for obtaining contact data,
Lead Find tools to help collect contact communication channe!s
. . - (subscription pop-up windows,
conversion information from users . .
subscription offers, email, sms, push,
chatbot), etc.
Automatically return the lead to
. the sales funnel through various
Interaction S " .
. communication channels, "warm Email, sms, push, chat bots, calls
with leads " - AT
up" him without the participation
of people with the help of content
CRM system, Lead Scoring, tools for
Lead . lead movement through various
Help managers optimize sales ;
management stages of the sales funnel (email, sms,
push, chat bots, calls)
Find a solution that will allow you
. Payment acceptance systems that
- to automatically accept payments . .
Billing - : must be integrated into the CRM
on the site and transfer this data to system (PayPal, LigPay)
the CRM system Y yral, Ligray
Analytics of | Measure the indicators and Google Analytics 4, Google Data
advertising calculate the return of each studio, Microsoft Power Bl, OWOX
campaigns advertising source/channel BI, etc

Source: compiled by the author according to Mero et al., 2020; Rawls, 2020; Yankovets, Pali-
cheva, 2020; Krause et al., 2022; Loshenyuk, 2022; Berestetska et al., 2023; CREATIO, n.d.

Marketing automation includes various processes that are solved by
various programs and then collected in business analytics services (Figure 2).
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Google Ads  ©imaiichimp

Figure 2. An example of an e-commerce enterprise/brand marketing automation
ecosystem

Source: generated by the author.

There is no single software, single CRM system, single mailing
service that will solve all business and marketing problems. It is important
for an enterprise to understand its business processes, find a technical
solution for each of them, and then connect software solutions into a single
digital environment (digital ecosystem). Marketing automation is, in fact, an
ecosystem that has a common connection through an API (an application
programming interface through which different computer programs interact
with each other).

From an implementation perspective, marketing automation and
creating a single user profile is a challenging task. This is influenced by
various factors: the cost of automation systems and the need to configure
them; technical incompatibility with existing programs used by the company;
establishing own rules, training people and continuous improvement.
Therefore, the process from the start of work on the implementation of the
automation system at the initial cost to obtaining a satisfactory result can last
1.5 years or more (Rawles, 2020, p. 190). But these difficulties, if the
implementation process is properly organized, are temporary. Gathering
information about the company’s customers and their journey at all points of
interaction in one place thanks to the integration of the used services into a
single user profile contributes to more effective decisions in marketing and
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business. Thus, personalization and two-way dialogue with customers allows
you to improve brand reputation, form and expand a loyal audience, which
ensures the improvement of financial results and the development of the
company/brand in the digital environment in the long term.

Conclusions

DM automation is driven by great competition in the uncertain market
environment and ensures, thanks to the collection, processing and analysis of
a huge amount of objective customer data, the adoption of management
decisions aimed at improving the customer experience, reducing time and
resources, which directly affects the improvement of the efficiency of digital
marketing and business in general.

One of the most popular DM automation tools, which provides a high
level of profitability of marketing investments, remains e-mail. The most
common e-mail providers in Ukraine are Gmail, Outlook, UKR.NET,
Yahoo! Mail. To build long-term partnerships with customers, companies use
three types of emails: promotional emails, relationship-building emails, and
transactional emails. Each of them is used to realize the image and conversion
goals of digital marketing. Depending on the degree of involvement of the
email provider, emails are divided into two types such as bulk and automated.
Five types of digital marketing email campaigns are used to carefully
advance the consumer through the sales funnel: educational, engaging,
uplifting, segmentation, and re-engagement. The effectiveness of email
marketing is measured using the following indicators: the number of
subscriptions, the indicators of the delivery of letters and open letters,
subscriptions and complaints, indicators of clickability and conversion, a
comprehensive indicator of reputation. These indicators are calculated by
email distribution services (ESP) and presented in the corresponding reports.

Marketing automation in the company begins with the implementation
of the CRM system, the main purpose of which is to build a strategy of
interaction with customers based on consolidated information about them and
their preferences. The integration of ESP and the CRM system provides an
opportunity to eliminate the shortcomings of the latter thanks to the ESP
functionality, which improves interaction with consumers using e-mail:
filtering spam, returning consumer reactions to letters, no duplication of data,
the possibility of more accurate targeting of the target audience by identified
segments, conducting surveys using questionnaires, creating dynamic e-
mails and sending them according to established rules, etc.

DM automation ensures the unification of all points of interaction of
the client with the company/brand into a single integrated and personalized
process with the help of specialized computer programs and technical
solutions. It is allowed to analyze customer actions and develop personalized
offers based on the obtained objective data. To make effective and informed
marketing and business decisions, it is important to collect all information
about a specific consumer in a single user profile. Marketing automation is a
complex task that includes various technologies and processes that are solved
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by various programs and then collected in business intelligence services. The
main ones include: CRM, ESP, Google Ads, Google Analytics 4, Call
tracking, SMS, push, chat bots, Social media, and Payment systems. It is
important for the company to understand its business processes, find
a technical solution for each of them and connect software solutions into a
single digital ecosystem. This will make it possible to simplify and speed up
communication with consumers, which will improve their customer
experience. In addition, it will save time and resources for the company due
to the automation of routine processes and taking into account the improved
customer experience and, accordingly, the increase in the loyalty of the target
audience and the effectiveness of digital marketing and business.
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INFLUENCE MARKETING
IN SOCIAL MEDIA

This article aims to comprehensively explo-
re the evolving landscape of influence mar-
keting, specifically focusing on its impact on
brand perception and consumer engagement.
Delving into influencer characteristics, the
evolution of marketing strategies, and successful
campaigns, the study seeks to illuminate the
multifaceted dynamics that contribute to the
effectiveness of influence marketing in the digital
era. The analysis reveals that influence mar-
keting serves as a cornerstone for building
authentic connections in an era marked by
digital saturation. Insights into emerging trends,
such as the rise of nano-influencers and
purpose-driven collaborations, underscore the
pivotal role influencers play in shaping brand
narratives. Innovations like virtual reality integ-
ration further highlight the dynamic nature of
influence marketing. The emphasis on long-form
storytelling, sustainability, and genuine enga-
gement reinforces the enduring importance of
influencers as cultural mediators and trusted
conduits between brands and consumers. The
scientific novelty lies in a nuanced exploration of
influence marketing, transcending traditional
promotional strategies. The study delves into the
psychological impact of influencer endorse-
ments, the effectiveness of specific content
formats, and ethical considerations surrounding
virtual influencers. By addressing these dime-
nsions, the research contributes to a deeper
understanding of influence marketing dynamics,
providing valuable insights for researchers and
industry professionals alike. The practical value
of this research is two-fold. Firstly, it offers
marketers actionable insights into navigating
challenges, adapting to emerging trends, and
refining influencer strategies. Secondly, the
exploration of ethical considerations and the
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IH®JIIOEHC-MAPKETHUHT
Y COLIAJIBHUX MEPEXAX

Tonosnoro memoro ybo2o QOCHiOJNCEHH €
6CIMAHOBIEHHS NEPCNEKMUB POIGUMKY THGDIFOeHC—-
MapKemuHzy 3 QKYeHmoM Hd 1020 6NIu8 Hd
CnputiHamms Openoy ma 3aiyYeHHs. CHOJICUBAUIS.
Ananizylouu  xapakmepucmuxu  iHguoencepis,
PO36UMOK MAPKEMUH208UX CIpameziti ma YCniuHi
PEKNAMHI KAMRAHTT, PO32TSIHYMO OUHAMIKY CIMAHO8-
JIEHHsL  eqheKMUSHOCMI  THQIIOEHC-MAPKeMUHey 6
yughposy enoxy. Ingmioenc-mapkemune € 6a306010
MapKemuHz08010  cmpamezito 0 noOy0osu
NOBHOYIHHUX 36 SI3KI8 8 eNOXy, W0 XapaKmepusy-
embcs yughposoro Hacuyericmro. Po3yminna Hogux
meHOeHYill — 30L1bUeHHs KIIbKOCMI HAHO-IH@o-
eHcepie ma 3pocmawms Kilbkocmi Konabopayitl
nIOKpecmoe  KIo4Yo8y poib, 5Ky  Gidizparoms
inghmoencepu y hopmyeanni 3HaHHs ma cnputi-
Hamms Opendy. Taki innosayii, sK iHmespayis
sipmyanvHoi  peanvHocmi, we Oitbuie nioKpec-
JHOIOMb OUHAMIYHULL Xapakmep iHguoeHc-mapKe-
munzy. Haeonoc na odoeeompusanomy cmopime-
JUH2Y, CMANOMY PO3GUMKY MA WUPOMY 3ATYV4eHHI
NOCUIOE  3HAYYWicmb  IHIIOeHCepi8 K KYilb-
MYPHUX NOCEPeOHUKI8 Ma HAOIHUX NPOBIOHUKIE
Midc Opendamu ma cnoxcusayamu. JlemanpHo
PO32TAAHYMO PO3GUMOK THDIIOEHC-MAPKEMUH2Y, WO
BUXOOUNL 30 PAMKU MPAOUYITHUX cmpameeitl
NPOCY8AHHS,  3AYBANCEHO HA  NCUXONOSIYHOMY
cnputinsimmi Hghoencepis, egpexmusHocmi oKpe-
MUX opmamie KOHMeHmy ma emudHuUx MipKy-
BAHHAX, NOB AZAHUX 3 GIPMYANLHUMU THTIOEHC e-
pamu. Buguenns yux acnexmis cnpusie 21mboxkomy
PO3YMIHHIO OUHAMIKU PO3GUMK) THIIOEHC-MaApKe-
muney, Haoalouu  YiHwy  inopmayiio  0na
0docioHuKie ma npogecionanis eanysi. [lpakmuuna
YIHHICMb Yb020 OOCTIONCEHHS. MAE 084 HANPSIMU:
no-nepute, NPONOHYE MAPKEMON02aM 3MICIOBHY
iHghopmayito npo me, sk opicumyeamucs 6 npoo-
JlemMax, aoanmyeamucsi 00 HOBUX MeHOeHYil ma
600CKOHAIIOBAMU CIPAME2iL NIUBY HA CHONCU-
6aua; no-opyze, BUGUEHHs eMUYHUX MIPKVBAHb Md
BNIUBY MEXHON02I HA IHpIIOeHC-MapKemuHe Ha0ae
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impact of technologies in influence marketing
equips industry professsionals with the knowledge
needed to make informed decisions, fostering
responsible and effective influencer campaigns.
This article encourages continuous inquiry, ensu-
ring that influence marketing remains not only a
dynamic force in the digital landscape but also an
ethically grounded and impactful strategy for

3HAHHS, HeOOXIOHI OISt NPULIHSLMMS OOTPYHMOBAHUX
PIileHb, Wo CRpUsiE 3DOCMAHHIO KLIbKOCMI 8I0N0-
GIOAILHUX A eQEeKMUGHUX [HPIIOEHC-MAPKEmMUH-
206ux kamnanii. Lla npays 3a0xouye 0o nocmitiHux
00Ci0dHCe Db, 2apanmyioyy, wo iHgmoeHc-mapke-
MUHE 3TUUAEMbCSL He e OUHAMIYHOI CUTOIO0 8
yughposomy aanowiagmi, ane i € emuyHO OOIPYH-
MOBAHOI0 Ma epeKmusHoI0 cmpamezieto nooy0osu
38’A3Ki6 3 OpeHOOM.

building brand connections.

Kniouoei cnoea: iH(pIMOEHC-MapKETHHT,
CIPUHAHATTA OpeHAy, 3aIlydeHHS CIIO)KHBAYiB,
HAHO-IHQUIIOGHCEPH,  IHTETpalis  BipTyaJbHOL
PEaNIbHOCTI, €THYHI MipKyBaHHsI, HOBI TPEH/IH.

Keywords: influence marketing, brand
perception, consumer engagement, nano-influ-
encers, virtual reality integration, ethical consi-
derations, emerging trends.

JEL Classification: M 31.

Introduction

In the rapidly evolving landscape of digital communication, the
ascension of social media influencers stands as a defining phenomenon,
reshaping the dynamics of contemporary marketing. Influencers, once
regarded as mere content creators, have metamorphosed into influential
figures with the ability to sway and captivate diverse audiences across an
array of online platforms (Haenlein et al., 2020).

This transformative surge is emblematic of a paradigm shift, where
traditional marketing strategies are eclipsed by the authentic and relatable
content disseminated by influencers. As we navigate the intricacies of this
digital era, social media influencers have emerged as cultural architects,
shaping trends, opinions, and consumer behaviors. Their rise is not merely a
consequence of technological advancements but a reflection of a societal
shift towards seeking genuine connections and relatable voices in an
increasingly virtual world.

In the dynamic expanse of today’s digital landscape, social media
influencers wield a transformative influence that extends beyond traditional
marketing boundaries (Oduro et al., 2021). Their significance lies in their
capacity to redefine how brands establish connections with their target
demographics, navigating the intricate terrain of consumer engagement with
finesse. These influencers have evolved into cultural curators, offering a
genuine and compelling bridge between brands and their audience. The
omnipresence of social media platforms has facilitated an unprecedented
reach for influencers, enabling them to cultivate expansive and dedicated
followings across diverse demographics. What sets influence marketing apart
Is its departure from conventional advertising approaches. Influencers don’t
merely endorse products; they share authentic stories, personal experiences,
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and expert insights, fostering a profound sense of trust and authenticity
within their audience.

This trust becomes a potent force, a linchpin for molding brand
perceptions (Dennis et al., 2001). Unlike traditional advertising, where the
message is often viewed with skepticism, consumers are more inclined to
trust recommendations from influencers they perceive as authentic and
relatable. The power dynamic has shifted, and consumers now seek genuine
connections in their online interactions. Social media influencers, through
their authenticity and accessibility, have become instrumental in fulfilling
this demand. Their role extends beyond being mere conduits for promotional
content; they are influential tastemakers who shape trends and have a
palpable impact on consumer behavior and purchasing decisions.

In the era where digital engagement is not just a trend but a way of
life, the relationship between brands and social media influencers is
symbiotic. It goes beyond transactions, embodying a deeper connection that
resonates with the values and aspirations of the target audience (Shen et al.,
2022). Social media influencers are not just conduits for brand messages;
they are architects of digital narratives, weaving stories that captivate,
inspire, and drive meaningful engagement. Their pivotal role in
contemporary marketing strategies underscores the evolving landscape
where authenticity, relatability, and genuine connection reign supreme
(AlFarraj et al., 2021). As brands navigate this landscape, understanding and
harnessing the influence of social media influencers stand as imperative
components in shaping a compelling and resonant brand narrative.

This article embarks on a comprehensive exploration, aiming to
illuminate the transformative influence wielded by social media influencers
on the intricate facets of brand perception and consumer engagement. Our
central thesis posits that these influencers, with their ability to craft authentic
narratives, establish relatable connections, and command expansive
audiences, hold a pivotal role in shaping the nuanced perceptions audiences
harbor towards brands. Going beyond conventional advertising, we contend
that social media influencers act as cultural architects, shaping the narrative
landscape of the digital space and fundamentally influencing the way
consumers interact with brands.

Our analysis endeavors to uncover the layers of complexity inherent
in this symbiotic relationship. We assert that the influence of social media
influencers is not confined to surface-level endorsements but permeates the
core of consumer engagement strategies. By examining influencers as more
than conduits for promotional content, we aim to unravel their roles as
trendsetters, opinion leaders, and authentic storytellers. Through this lens,
our exploration seeks to decipher the strategies, mechanisms, and dynamics
that underscore the successful integration of influencers into contemporary
marketing methodologies.
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Furthermore, we posit that the impact of social media influencers is
deeply entwined with the evolving expectations of today’s consumers. The
thesis contends that these influencers, with their authenticity and relatability,
navigate the digital landscape to fulfill the consumer demand for genuine
connections. As we unravel the layers of this complex relationship, our
analysis strives to uncover not only how influencers shape brand narratives
but also how they serve as conduits for meaningful interactions, driving
consumer engagement beyond transactional relationships.

Our research is aimed to provide a profound understanding of the
multifaceted role of social media influencers in shaping brand narratives and
driving consumer engagement strategies. Through a deep and nuanced
analysis, we aspire to contribute valuable insights that empower brands to
navigate the evolving digital landscape strategically, fostering authentic
connections that resonate with the contemporary consumer.

The surge in social media platforms has revolutionized marketing
strategies, placing influencers at the forefront of brand promotion and
consumer engagement. This literature review delves into the multifaceted
impact of social media influencers, drawing insights from various studies that
explore influence marketing strategies, ethical considerations, effects on
SMEs, and the dynamics of influencer-consumer relationships across differ-
rent demographics.

Kim and Kim (2021) present a nuanced view of influence marketing,
underscoring the intricacies in establishing trust between influencers and
their audience. This trust forms the foundation for influencers to impact brand
perception and consumer engagement. Vrontis et al. (2021) provide a com-
prehensive framework through a systematic review, shedding light on the
diverse strategies employed in influence marketing campaigns, offering
valuable insights into the dynamics influencing brand perception.

Borchers and Enke (2022) contribute to the review by examining the
ethical considerations within the influencer industry. Transparency and
authenticity in influencer-brand collaborations are crucial factors that influ-
ence brand perception and long-term consumer engagement. Establishing
ethical practices is pivotal for maintaining positive brand associations. Fang
et al. (2022) explore the effects of entrepreneurial orientation, social media,
and innovation capabilities on SME performance. This research suggests that
influence marketing can be a strategic tool for SMEs, contributing to
improved brand perception and increased consumer engagement, particularly
in emerging markets.

Reinikainen et al. (2020) contribute valuable insights into parasocial
relationships, emphasizing the role of credibility in influencer-consumer
connections. Credibility directly influences brand perception and enga-
gement, highlighting the importance of the relational aspect in the influence
marketing landscape. Pinto and Paramita (2021) focus on Generation Z,
uncovering the influential role of social media influencers in shaping brand
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loyalty. The mediating effect of purchase intention among this demographic
showcases the pathway through which influencers impact consumer enga-
gement and brand perception.

Gautam and Jaitly (2021) investigate the influence of social media
influencers on customer engagement and brand perception. The content and
engagement strategies employed by influencers directly contribute to shaping
how consumers perceive and engage with brands. Duh and Thabethe (2021)
explore Instagram influencers, providing platform-specific insights into the
attributes impacting consumer brand engagement. Understanding engage-
ment nuances on Instagram is critical for brands seeking to enhance both
brand perception and consumer engagement.

AlFarraj et al. (2021) extend our understanding by examining influ-
encers’ credibility dimensions in the aesthetic dermatology industry. The
attractiveness, trustworthiness, and expertise of influencers directly influence
purchase intentions, illustrating the specific impact on brand perception in a
distinct industry. Shan et al. (2020) investigate the effects of self-influencer
congruence, parasocial identification, and perceived endorser motive when
influencers endorse brands. This research contributes to understanding the
psychological mechanisms underlying influence marketing effectiveness and
its impact on brand perception.

Shen et al. (2022) delve into the contractual aspects of influence
marketing, comparing participation-based contracts with sales-based
contracts. This research provides insights into the various models employed
by brands when collaborating with influencers, influencing both brand
perception and consumer engagement. Dennis et al. (2001) provide a
historical perspective by exploring the fit and appropriation effects in group
support systems. Although not directly related to influence marketing, this
meta-analysis highlights the importance of fit in collaborative systems,
offering a broader context for understanding the dynamics of influencer-
brand collaborations.

Oduro et al. (2021) examine the relationship between corporate social
responsibility (CSR) and SME performance. This meta-analysis offers
insights into the broader context of corporate practices that may influence
brand perceptions, indirectly affecting consumer engagement. Haenlein et al.
(2020) provide practical guidance on navigating the new era of influence
marketing, focusing on success strategies across platforms like Instagram,
TikTok, and others. This review enhances our understanding of the evolving
nature of influence marketing and its impact on brand perception and
consumer engagement. Medvedieva (2023) in her work graphically depicted
the process of influence media planning, which includes 6 stages.

Cheung et al. (2022) investigate the role of social media influencers’
content characteristics in shaping consumers’ online brand-related activities.
This research provides insights into the types of content that drive consumer
engagement with brands online, contributing to our understanding of
consumer interactions facilitated by influencers.

122 ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. Ne 2



MARKETING

This comprehensive literature review is synthesized the key findings
from diverse studies, providing a holistic understanding of the impact of
social media influencers on brand perception and consumer engagement. As
businesses continue to leverage influencers for marketing purposes, a
nuanced comprehension of strategies, ethical considerations, and audience
dynamics becomes imperative for crafting effective campaigns that positi-
vely influence brand perception and foster meaningful consumer enga-
gement. Further research may explore emerging trends and consider the
evolving nature of social media platforms to refine our understanding of the
impact of influencers on brand-consumer relationships in the contemporary
digital landscape.

A qualitative research approach was employed to delve into the impact
of social media influencers on brand perception and consumer engagement.
A diverse set of influencers was systematically selected, considering
variables such as follower count, niche expertise, and platform preferences.
This deliberate curation ensured a comprehensive exploration of the influ-
encer landscape, capturing varied perspectives within the digital realm.

Content analysis was utilized as a qualitative research method to
scrutinize the digital content produced by the selected influencers. This
involved a systematic review of influencers’ posts, captions, and interactions
with their audience. Through this process, recurring themes, patterns, and
sentiments were identified, offering insights into the influencers’ role in
shaping brand narratives and fostering consumer engagement.

Thematic analysis was applied to the qualitative data derived from the
content analysis. This method allowed for the identification and exploration
of recurring themes within the influencers’ content, providing a nuanced
understanding of their impact on brand perception and consumer enga-
gement. By distilling patterns from the data, this approach contributed depth
to the qualitative insights garnered from the influencers’ digital presence.

A thorough review of secondary literature was conducted to contex-
tualize our qualitative findings within the broader academic and industry
discourse. The literature review encompassed studies, articles, and reports
related to influence marketing, brand perception, and consumer engagement.
This process not only informed our research design but also helped establish
a theoretical framework for interpreting the qualitative data.

The qualitative data obtained from content and thematic analysis were
systematically compared and contrasted with insights derived from the
secondary literature. This comparative analysis aimed to validate and enrich
our findings, ensuring that the qualitative exploration of social media influ-
encers aligned with existing knowledge and contributed novel perspectives.

Ethical considerations were rigorously observed throughout the re-
search process. The study adhered to ethical guidelines, respecting the
privacy and rights of both influencers and their audience. No personal
information was disclosed, and the analysis focused solely on publicly
available digital content.
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In the dynamic realm of digital marketing, this article undertakes a
comprehensive exploration of the profound impact social media influencers
exert on brand perception and consumer engagement. The overarching
motivation is to dissect the intricate dynamics governing influence marketing,
providing valuable insights for marketers, researchers, and industry profess-
sionals alike. The primary objective of this research is to unveil the multifaceted
influence of social media influencers, transcending conventional marketing
strategies. By delving into influencer characteristics, the evolution of marketing
strategies, and the anatomy of successful campaigns, we aim to contribute to a
nuanced understanding of the mechanisms that drive effective influence
marketing in the contemporary digital era.

At the core of this research, the hypothesis that influencers play a pivotal
role in shaping brand perception and driving consumer engagement is estimated.
We posit that their authenticity, storytelling prowess, and strategic
collaborations significantly impact how audiences perceive brands, fostering a
sense of relatability and trust. The main body of the article is meticulously
structured into several sections, each addressing key aspects of influence
marketing and its impact on brand perception and consumer engagement.

The first section conducts an in-depth analysis of influencer chara-
cteristics, focusing on traits such as authenticity and relatability to understand
their role in shaping brand image. Following this, the exploration of the
evolution of influencer types aims to unravel the shift from traditional adver-
tising to more nuanced storytelling and community building. The subsequent
section, centered around successful campaign case studies, illustrates tan-
gible impacts and provides insights into strategic collaborations that
transcend industries. Moving forward, the examination of the interplay bet-
ween influencers and brand perception reveals how influencers contribute to
the establishment of a relatable brand image.

Continuing the exploration, the article delves into the pivotal role of
influencers in driving consumer engagement. This section not only presents
strategies for collaboration but also introduces metrics for measurement,
offering a comprehensive view of consumer engagement dynamics. Addres-
sing potential challenges, transparency issues, and the impact of contro-
versies, the subsequent section provides a detailed analysis of the ethical
landscape within influence marketing. Finally, the article unveils emerging
trends and innovations, forecasting the future landscape and providing
insights into the evolving dynamics of this influential marketing strategy.

Summarizing key findings, the conclusion emphasizes the multifa-
ceted influence of social media influencers. The analysis of characteristics,
evolution, successful campaigns, challenges, and future trends culminates in
a call for ongoing exploration and innovation in influence marketing. This
structurally coherent framework ensures a clear, concise, and logically
sequenced presentation of the research findings, offering readers a compre-
hensive understanding of the multifaceted world of influence marketing.
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1. Statistics on the growth of influence marketing

In recent years, influence marketing has experienced exponential
growth, becoming a cornerstone of digital advertising strategies. The
following statistics underscore the substantial rise and impact of influence
marketing across various industries and platforms (Table 1).

Table 1
Global influence marketing growth (2018-2023)
Influence marketing 0

Year spending (USD billion) Growth rate, %
2018 6.5 -
2019 8.0 23.1
2020 9.7 21.3
2021 13.8 423
2022 17.2 24.6
2023

(Projected) 21.9 273

Source: Statista (2023).

The data depicted in Table 1 not only showcases the substantial
growth of influence marketing spending globally but also provides insight
into the industry’s trajectory, emphasizing its escalating significance within
digital advertising budgets. The progression from 2018 to the projected
figures for 2023 reveals a remarkable upward trend, where the influence
marketing sector is anticipated to nearly quadruple in size.

This surge can be attributed to several factors contributing to the
growing prominence of influence marketing. Firstly, as consumers increa-
singly gravitate towards digital platforms for information and entertainment,
brands are strategically allocating more resources to influencer collabo-
rations to tap into the vast and engaged audiences these influencers com-
mand. The organic and authentic nature of influencer content resonates with
audiences, offering a compelling alternative to traditional advertising
methods.

Furthermore, the projected growth underscores the evolving role of
influencers as pivotal partners in brand promotion and consumer engage-
ment. Brands are recognizing the unique ability of influencers to establish
genuine connections with their followers, fostering trust and credibility that
Is often challenging to achieve through traditional advertising channels. As a
result, influence marketing has become an integral component of digital
advertising strategies, reflecting a strategic shift in resource allocation to
leverage the persuasive power of influencer endorsements.
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The anticipated quadrupling of influence marketing spending signifies
a maturation of the industry, where brands are not only acknowledging its
potential but are increasingly relying on it as a primary driver of their
marketing initiatives (Gautam & Jaitly, 2021). As consumer behavior
evolves, influenced by social media and digital content consumption, the
industry’s growth trajectory aligns with the shifting landscape of advertising,
where personalized and authentic interactions take precedence.

The data in Table 1 encapsulates more than just numerical growth; it
encapsulates a paradigm shift in how brands engage with their audience. The
fourfold increase in spending signifies a strategic recognition of the profound
impact influencers wield in shaping brand narratives and fostering consumer trust.

Table 2 provides a nuanced glimpse into the landscape of influence
marketing strategies, illuminating the dominance of certain social media
platforms and the strategic choices made by marketers.

Table 2
Social media platforms dominating influence marketing, %

Platform Percentage of marketers leveraging influencers
Instagram 93

YouTube 78

TikTok 63
Facebook 31

Twitter 24

Source: Influence marketing hub (2023).

As we can see from the Table 2, leading the way is Instagram,
emerging as the preferred choice for a staggering 93% of marketers who
leverage influencers on the platform. This preference can be attributed to
Instagram’s visually-driven nature, interactive features, and diverse user
demographics, making it an ideal canvas for influencers to connect authen-
tically with their audiences.

The high percentage of marketers utilizing influencers on Instagram
underscores the platform’s effectiveness in reaching and engaging target
demographics (Pinto and Paramita, 2021). The visual-centric nature of
Instagram allows for compelling storytelling and authentic content creation,
providing a platform where influencers can seamlessly integrate brand
messaging into their narratives. This trend also aligns with the platform’s
continuous innovation, introducing features like Stories, IGTV, and Reels,
offering diverse formats for influencer collaborations.

Following closely behind are YouTube and TikTok, with 78% and
63% of marketers, respectively, leveraging influencers on these platforms.
This dynamic highlight the diversification of influencer collaborations across
various channels, reflecting the evolving preferences and behaviors of digital
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audiences. YouTube, with its longer-form content, serves as a platform where
influencers can delve deeper into topics and engage audiences through
tutorials, reviews, and lifestyle content. TikTok, on the other hand, capita-
lizes on short-form, creative content, offering a vibrant space for influencers
to capture the attention of a younger, highly-engaged audience.

This diversification indicates that marketers are strategically adapting
their influence marketing strategies to align with the unique strengths and
characteristics of each platform. It emphasizes the importance of considering
the nature of the audience, content format, and engagement mechanisms
when selecting platforms for influencer collaborations. The data suggests that
successful influence marketing campaigns are those that recognize the distin-
ctive features of each platform, tailoring content to suit the preferences and
behaviors of the target audience.

Table 2 not only provides a snapshot of current trends but unveils a
strategic landscape where marketers are navigating the dynamic interplay of
platforms. The dominance of Instagram, coupled with the substantial
presence on YouTube and TikTok, signifies a sophisticated approach to
influence marketing, where versatility and platform-specific strategies are
key components in achieving successful brand collaborations and fostering
meaningful consumer engagement.

In the ever-evolving landscape of influence marketing, case studies
serve as illuminating beacons, providing insights into the transformative
power of strategic collaborations between brands and influencers. Here are
two compelling case studies that vividly showcase the success of influencer
campaigns in driving brand visibility, engagement, and business outcomes:

Nike’s Collaboration with Cristiano Ronaldo (leveraging Ronaldo’s
immense global following, Nike’s campaign reached over 200 million
people, resulting in a significant boost in sales and brand engagement);

Fashion Nova on Instagram (with partnerships with various fashion
influencers on Instagram, Fashion Nova experienced a rapid rise, becoming
one of the most searched-for fashion brands on the platform) (Influence
Marketing Hub, 2023).

The provided examples of successful influencer campaigns
underscore the transformative impact that influence marketing can have on
brand visibility, sales, and engagement. These cases go beyond mere
endorsements, portraying the strategic brilliance of aligning with influencers
who possess a powerful resonance with their audiences.

Nike’s collaboration with Cristiano Ronaldo exemplifies the global
reach and influence that a high-profile influencer can bring to a brand.
Leveraging Ronaldo’s immense popularity and massive global following,
Nike’s campaign managed to reach over 200 million people. This staggering
outreach not only enhanced brand visibility but also translated into tangible
results, with a significant boost in sales and heightened brand engagement.
The success of this collaboration highlights the potential of influence
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marketing to transcend geographical boundaries, effectively reaching and
resonating with diverse audiences on a global scale.

Fashion Nova’s ascent to becoming one of the most searched-for fa-
shion brands on Instagram provides another compelling example of influence
marketing’s impact. Through strategic partnerships with various fashion
influencers on the platform, Fashion Nova harnessed the visual and
interactive nature of Instagram to rapidly ascend in the highly competitive
fashion industry. The collaboration resulted in increased brand discovery,
engagement, and a notable surge in online searches for the brand. This case
exemplifies how influence marketing, when strategically aligned with the
platform’s strengths and the preferences of its user base, can propel a brand
to the forefront of consumer consciousness.

These examples collectively highlight the tangible outcomes that
strategic influencer collaborations can achieve, transcending industry
boundaries. The success stories of Nike and Fashion Nova underscore the
dynamic nature of influence marketing, where authentic partnerships with
influencers who authentically resonate with their audiences can drive not
only brand visibility but also lead to measurable business outcomes. In
essence, these examples showcase the transformative power of influence
marketing, emphasizing the strategic importance of aligning with influencers
who seamlessly integrate with a brand’s identity and effectively connect with
their target demographic.

2. Exploration of the reach and impact of influencers on various
platforms

The influence of social media influencers is not uniform across
platforms; it’s a dynamic landscape where the nature of content, audience
demographics, and engagement mechanisms vary significantly (Pinto and
Paramita, 2021).

Instagram stands as a powerhouse for influence marketing, offering a
visually-driven environment that resonates with over a billion monthly active
users. Influencers on Instagram leverage the platform’s emphasis on aesthetics,
storytelling, and engagement. The platform’s Stories, IGTV, and Reels features
provide influencers with diverse formats to connect with their audience authentic-
cally. The highly interactive nature of Instagram fosters direct engagement, and
the platform’s Explore page serves as a discoverability hub, expanding an
influencer’s reach beyond their immediate followers.

YouTube, known for its longer-form content, creates an environment
where influencers can delve into detailed narratives, tutorials, reviews, and
lifestyle content. The platform’s vast user base and search-friendly nature
make it conducive for influencers to build niche communities around specific
topics. Influencers on YouTube often establish deeper connections with their
audience through in-depth content, leading to higher levels of trust and
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engagement. The platform’s algorithm encourages content discoverability,
contributing to sustained visibility and influence.

TikTok has emerged as a frontrunner in short-form, creative content,
captivating the attention of a predominantly younger audience. Influencers
on TikTok thrive on the platform’s algorithm-driven exposure, with the
potential for videos to go viral and reach millions swiftly. The platform’s
unique duet and collaboration features enhance the interconnectedness of
influencers, fostering trends and challenges that quickly permeate the
community. TikTok’s emphasis on authenticity and entertainment creates an
environment where influencers can rapidly amass substantial followings.

Twitter, with its real-time nature, provides a space where influencers
can engage in immediate and dynamic conversations. Influencers on Twitter
often establish themselves as thought leaders, sharing opinions, insights, and
participating in trending discussions. The platform’s retweet and like
functionalities contribute to content amplification, allowing influencers to
extend their reach beyond their follower count. Twitter’s role in breaking
news and fostering discourse makes it a unique space for influencers to shape
conversations and influence public opinion.

While often overshadowed by other platforms, Facebook remains a
significant space for influence marketing. With a diverse user base,
influencers on Facebook focus on community building and leveraging
various content formats, including text, images, and videos. Facebook
Groups serve as hubs for niche communities, and live video features enhance
real-time interaction. Influencers on Facebook often adopt a multi-format
approach, tailoring content to suit the preferences of their audience within the
platform’s expansive ecosystem.

The exploration of influencers across various platforms reveals a
dynamic landscape where content, engagement mechanisms, and audience
dynamics play pivotal roles. Successful influencer strategies hinge on
understanding the unique attributes of each platform and tailoring content to
resonate authentically with the audience’s expectations. As we navigate this
diverse influencer landscape, it becomes evident that the most impactful
campaigns are those that leverage the inherent strengths of each platform,
creating a harmonious interplay between content, influencer authenticity, and
audience engagement.

3. Peculiarities of interaction between influencers, brands and
CONSUMErs

3.1. Influence formation of an influential person on brand perception

Social media influencers are individuals who have established credi-
bility and a large following on various social media platforms (Che-
ung et al., 2022). They leverage their expertise, authenticity, and engaging
content to influence their audience’s opinions, behaviors, and purchasing
decisions.
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Table 3 outlining the characteristics of social media influencers provi-
des valuable insights into the dynamic landscape of influence marketing.

Table 3
Characteristics of social media influencers

Characteristics Description

Influencers typically have a substantial following on platforms like
Reach and audience Instagram, YouTube, TikTok, or Twitter. Their audience can range
from niche to broad demographics

Influencers create authentic and relatable content, often sharing
Content authenticity personal experiences, opinions, or expertise. Authenticity is a key
factor in building trust with their audience

High engagement rates, including likes, comments, and shares,

Engagement levels demonstrate the influencer’s ability to connect with and captivate their
audience
Many influencers specialize in specific niches such as fashion, beauty,
Niche expertise fitness, travel, or technology. Their expertise enhances their credibility

within their chosen domain.

Influencers may be active on multiple platforms, adapting their content
to suit each one, showcasing versatility and adaptability

Partnerships with brands and other influencers showcase their
influence and contribute to their overall brand image

Platform diversity

Collaborations

Source: own development.

The exploration of the characteristics of social media influencers un-
veils nuanced facets crucial for understanding their impact on brand percep-
tion and consumer engagement. The magnitude of an influencer’s following
across platforms is more than just a metric; it’s a gateway to potential
consumer reach. Beyond numerical metrics, the diversity of an influencer’s
audience, spanning from niche communities to broad demographics, allows
brands to tailor their messaging for optimal resonance. Authenticity emerges
as the linchpin of influence marketing success. Influencers craft content that
is not merely promotional but authentic, weaving in personal experiences,
opinions, or domain expertise. This authenticity fosters a genuine connection
with their audience, becoming a powerful conduit for positively shaping
brand perception.

Beyond mere follower counts, high engagement metrics signify an
influencer’s ability to cultivate a community that actively participates in
discussions. Elevated likes, comments, and shares indicate a deeper connec-
tion, providing brands with a valuable channel for heightened consumer
engagement and interaction. Niche expertise elevates an influencer’s credi-
bility within specific domains. Whether it’s fashion, beauty, fitness, or
technology, influencers with focused expertise become conduits for brands
seeking authentic collaborations. This expertise ensures that the influencer’s
endorsement aligns seamlessly with the brand, enhancing the impact on the
target audience.
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Influencers’ adeptness at navigating multiple platforms is a testament
to their versatility. Adapting content to suit the unique dynamics of each
platform showcases a deep understanding of their audience. Brands,
leveraging this diversity, gain access to a multifaceted approach for reaching
a broader audience and staying attuned to evolving social media trends.
Collaborations, both with brands and fellow influencers, serve as powerful
endorsements. Beyond being promotional, successful collaborations enhance
an influencer’s credibility and influence. Brands benefit by aligning with
influencers who have a history of authentic partnerships, amplifying the
positive impact on brand perception.

The interconnected nature of these characteristics paints a holistic
picture of social media influencers as pivotal conduits for brand messaging
(Shan et al., 2020). The interplay of reach, authenticity, engagement,
expertise, platform adaptability, and collaborations collectively shapes the
influencer’s impact on brand perception, establishing a framework for
fostering meaningful and sustained consumer engagement.

As influence marketing has evolved, various categories of influencers
have emerged (Table 4).

Table 4
Evolution of influencer types

Influencer Types Description

Have a large following, often in the millions. They are recognizable
figures and may collaborate with major brands

Have a smaller, more niche audience but often boast higher engagement
rates. ldeal for targeted marketing efforts

Typically have a smaller following but highly engaged. They often focus
on specific local or niche communities

Macro-Influencers

Micro-Influencers

Nano-Influencers

Source: own development.

Table 4 delving into the evolution of influencer types presents a rich
tapestry of the ever-evolving landscape of influence marketing, showcasing
the distinct characteristics and significance of each category.

Macro-influencers boast a massive following, often reaching into the
millions. They are recognizable figures, frequently collaborating with major
brands. The prominence of macro-influencers lies in their widespread reach,
allowing brands to tap into expansive audiences. Recognizable figures lend
credibility and familiarity, creating a potential gateway for brands to access
diverse markets.

Micro-influencers have a smaller, more niche audience but tend to exhibit
higher engagement rates. They are ideal for targeted marketing efforts. Micro-
influencers, despite their smaller reach, offer unique advantages. Their niche
audience is often more engaged and trusts their opinions, making them powerful
advocates for targeted brand messaging. The authenticity associated with micro-
influencers is a key asset for brands seeking genuine connections.
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Nano-influencers typically have a smaller following but highly enga-
ged. They often focus on specific local or niche communities. The rise of
nano-influencers signifies a shift towards hyper-local and hyper-engaged
communities. While their reach may be limited, the depth of engagement and
influence within specific niches can lead to highly impactful marketing
campaigns, particularly for brands targeting localized markets.

The progression from macro to micro to nano influencers reflects a
strategic diversification in influence marketing approaches. Brands are
increasingly recognizing the value of targeted, authentic connections over
sheer follower numbers. Collaborations with macro-influencers are akin to
mainstream advertising, whereas micro and nano influencers bring a more
grassroots, community-driven approach. This evolution aligns with a broader
societal shift towards valuing authenticity and individualized connections in
the digital landscape.

Brands need to align their influencer strategy with their specific goals
(Duh and Thabethe, 2021). Macro-influencers offer broad visibility, micro-
influencers offer engagement, and nano-influencers offer localized authen-
ticity. Combining influencer types in a holistic strategy allows brands to
leverage the strengths of each category, creating a comprehensive approach
that resonates with diverse audience segments.

Regardless of the influencer category, the human element remains
pivotal. Audiences crave authenticity, relatability, and genuine connections.
Successful influence marketing recognizes and integrates these human-
centric elements, irrespective of follower counts.

The evolution of influencer types signifies a nuanced shift towards
authenticity, targeted engagement, and community-driven connections.
Understanding the strengths and strategic implications of each category
empowers brands to navigate the influence marketing landscape with preci-
sion and relevance.

3.2. Brand perception and social media influencers

In the contemporary landscape of digital marketing, the symbiotic
relationship between brands and social media influencers plays a pivotal role
in shaping brand perception.

Social media influencers emerge as transformative architects of brand
perception, orchestrating a profound influence that transcends traditional
marketing boundaries. Their impact extends beyond promotional content, delving
into the realms of storytelling, authenticity, and relatability, sculpting a narrative
that resonates intimately with their audience. Through strategic collaborations,
authentic storytelling, and a curated visual language, influencers possess the
unique ability to shape and mold the narrative surrounding a brand.

Influencers navigate the digital landscape with a strategic finesse that
transforms brand engagement into an immersive experience. By strategically
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collaborating with influencers whose values align with the brand’s ethos,
companies can tap into a curated narrative that seamlessly integrates with the
influencer’s personal brand. These collaborations extend beyond mere
endorsements, becoming a harmonious symphony where the influencer acts
as a cultural mediator, translating brand messages into a language that
resonates authentically with their audience.

The power of influencers lies in their ability to craft narratives that
transcend the traditional boundaries of advertising. Authentic storytelling
becomes a catalyst for building emotional connections. Whether through
captivating lifestyle shots, genuine product reviews, or behind-the-scenes
glimpses, influencers weave a narrative that extends beyond product features,
emphasizing the experience and value a brand brings to their lives. This
authentic storytelling creates an emotional resonance, fostering a sense of
intimacy that traditional advertising struggles to replicate.

Influencers curate content that serves as cultural currency within their
dedicated communities. This curated content is more than a visual spectacle;
it becomes a means of cultural expression that mirrors the influencer’s
lifestyle, values, and aspirations. Each post, video, or story contributes to the
establishment of a visual identity that defines not only the influencer but also
the brands they choose to associate with. In this symbiotic relationship,
brands become woven into the fabric of cultural conversations, leveraging
influencers as conduits for cultural relevance.

Endorsements by influencers are not just transactional; they become
authentic touchpoints that resonate with the genuine experiences of the
influencer. When an influencer authentically connects with a brand, their
endorsement becomes a testament to the brand’s credibility. Personal
experiences shared by influencers humanize the brand, offering a transparent
view into the influencer’s relationship with the products or services. This
transparency builds trust, fostering positive perceptions that extend beyond
marketing messages into the realm of genuine connection.

Social media influencers are narrative sculptors, infusing brands with
a cultural richness that transcends the transactional nature of traditional
advertising. Through strategic collaborations, authentic storytelling, and a
curated visual language, influencers create a narrative tapestry that resonates
deeply with their audience, transforming brand perception into a dynamic and
authentic experience within dedicated communities. In this interconnected
digital era, influencers emerge as cultural conduits, shaping not only what we
buy but how we perceive and engage with the brands that become woven into
the fabric of our daily lives.

The linchpin of successful influence marketing reveals itself as the
bedrock of trust and authenticity. Within an era marked by discerning audien-
ces and an ever-expanding digital realm, the pursuit of genuine connections
is paramount. Influencers, with their authentic narratives and relatable
personas, emerge as the architects of this trust, bridging the perceptual gap
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between brands and consumers. Their ability to cultivate an authentic voice,
coupled with a genuine connection with their audience, establishes a precious
currency in the digital age-trust.

At the heart of influence marketing’s success lies the authenticity
embedded in the narratives crafted by influencers. In a world inundated with
polished advertising messages, audiences crave realness and relatability.
Influencers, by sharing authentic stories from their lives, experiences, and
values, build a bridge of trust with their followers. The authenticity of their
content resonates with audiences seeking more than just promotional
material; it becomes a source of genuine connection and shared experiences.

Influencers, often celebrated for their relatable personas, stand as
living testimonials to the brands they endorse. Their lifestyles, preferences,
and candid moments create a sense of familiarity, transforming the influencer
from a distant figure to a trusted friend. This relatability is a catalyst for trust,
as audiences feel a genuine connection with influencers who mirror their
aspirations, challenges, and daily lives. In this context, influence marketing
becomes a powerful tool for brands to position themselves as approachable
and relatable entities in the eyes of their target audience.

In the era of skepticism, where consumers approach marketing messages
with a discerning eye, the trust established by influencers acts as a formidable
bridge. Skeptical consumers, inundated with traditional advertising tactics, place
immense value on recommendations from individuals they perceive as authen-
tic. Influencers, as trusted voices within their niche communities, act as
intermediaries, transforming skepticism into belief. Their endorsement becomes
a form of social proof, assuring audiences that the brand is not just a product but
an authentic choice backed by someone they trust.

In this nuanced context, influencer partnerships evolve beyond mere
promotional endeavors; they become strategic avenues for brands to cultivate
trust and build authentic relationships. Through influencer collaborations,
brands gain access to the trust reservoir established by influencers, allowing
them to tap into a dedicated audience base. The ongoing relationship between
influencers and their followers provides a fertile ground for brands to sow the
seeds of trust, cultivating enduring connections that extend beyond individual
campaigns.

At the core of influence marketing’s success is the recognition that
trust and authenticity are not just buzzwords but essential elements that forge
meaningful connections. Influencers, with their authentic narratives and
relatable personas, become conduits for brands to traverse the terrain of
skepticism and build enduring relationships with their target audience. In this
symbiotic dance, influence marketing emerges as more than a transaction; it
becomes a journey towards fostering positive brand perceptions rooted in
trust and authenticity.

Influencers transcend their traditional role as mere conduits for
promotional content; they emerge as instrumental architects shaping and
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reinforcing a brand’s identity and values. The essence of this transformative
role lies in the strategic alignment between influencers and brands, forging a
partnership that extends beyond transactional promotion to the creation of
a cohesive brand narrative rooted in shared ethos.

Influencers, chosen with precision, act as strategic partners in the
communication of a consistent and coherent brand message. Companies
strategically align with influencers whose personal brand ethos harmonizes
with the values and mission of the brand. This alignment ensures that
the influencer seamlessly integrates the brand into their content, creating
a narrative that not only endorses the product but embodies the overarching
values of the brand. The result is a unified and cohesive messaging strategy
that resonates authentically with the audience.

Far beyond being mere endorsers, influencers evolve into brand
ambassadors who personify and amplify the values, mission, and personality
of the brand. Their role extends beyond the promotion of products; they
become living embodiments of the brand identity. Through their daily lives,
interactions, and content creation, influencers breathe life into the brand
narrative, infusing it with a human touch that resonates with their audience.
This personal connection builds a more profound and lasting impression, as
the brand’s story becomes intertwined with the influencer’s own journey.

The alignment between influencers and brands contributes to the
weaving of a cohesive brand narrative that extends beyond the confines of
traditional advertising methods. Influencers, with their authentic storytelling
and relatable personas, become storytellers who contribute chapters to the
evolving narrative of the brand. This dynamic storytelling approach engages
audiences in a continuous dialogue, fostering a sense of community
and connection that transcends the limitations of one-off campaigns.

The impact of influencers on brand identity is not confined to
transactional exchanges; it reflects a deeper and more meaningful connection
with the values and aspirations of the target audience. Through the shared
values communicated by influencers, brands solidify their position in the
hearts and minds of consumers. This connection extends beyond product
preferences to a shared identity, where consumers see the brand not just as
a provider of goods but as a reflection of their own values and lifestyle.

Influencers metamorphose into architects of brand identity, contri-
buting to a narrative that extends beyond promotional endeavors. The strate-
gic alignment between influencers and brands transcends the transactional
nature of marketing, fostering a connection that resonates with the audience
on a profound level. Through this symbiotic relationship, influence
marketing becomes a powerful tool not only for driving short-term sales but
for cultivating enduring brand loyalty anchored in shared values and authen-
tic storytelling.

The intersection of brand perception and social media influencers is
a dynamic realm where authenticity, trust, and alignment of values create
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a powerful synergy. As brands navigate this landscape, understanding the
intricate ways in which influencers contribute to brand perception becomes
imperative for crafting strategies that resonate authentically with today’s
discerning consumers.

3.3. Consumer engagement through social media influencers

In the dynamic landscape of digital marketing, the role of social media
influencers extends beyond brand promotion; it serves as a catalyst for
consumer engagement.

Social media influencers play a pivotal role in driving consumer engage-
ment, creating a two-way dialogue between brands and their audience. Through
authentic content, relatable narratives, and interactive features, influencers
captivate and sustain the attention of their followers. This engagement extends
beyond passive consumption to active participation, fostering a sense of com-
munity and connection. Influencers act as catalysts, turning audiences into active
participants in brand stories, discussions, and experiences, thereby amplifying the
overall impact of a marketing campaign (Table 5).

Table 5
Types of consumer engagement metrics

Metric Description Analysis

Interactions (likes,
comments, shares) per
follower

Engagement rate

Measures the depth of audience involvement;
higher rates indicate a more engaged audience

Percentage of viewers
who clicked on
included links

Click-through
rate (CTR)

Reflects the effectiveness of influencer content
in driving audience to take action. Higher
CTRs suggest strong content resonance

Quantity and quality
of comments
generated

Comments and
conversations

Indicates the level of active engagement and
the potential for community-building around
the content

Frequency of brand
mentions and tags by
the audience

Brand mentions
and tags

Demonstrates the extent to which the brand is
organically integrated into audience
conversations

Growth in influencer’s
follower count during
campaign

Follower growth

Reflects the campaign’s impact on expanding
the brand’s reach through the influencer’s
audience

Survey and Direct feedback on
feedback audience sentiments
responses and preferences

Provides qualitative insights into audience
perceptions and preferences for more tailored
future campaigns

Source: own development.

The effectiveness of consumer engagement through influencers
hinges on the synergy between brands and influencers. Strategic collabo-
ration is essential for creating content that resonates authentically with the
target audience. This involves aligning brand values with the influencer’s
persona, allowing for seamless integration of brand messaging into the
influencer’s content. Additionally, fostering creativity and granting influ-
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encers creative freedom within brand guidelines contributes to the develop-
ment of compelling content that stimulates audience engagement. Estab-
lishing clear communication channels, setting mutual expectations, and buil-
ding long-term relationships are pivotal elements in creating impactful and
enduring collaborations (Table 6).

Table 6

Key strategies for collaborating with influencers

Strategy

Description

Analysis

Brand-influencer
alignment

Aligning brand values
with the influencer’s
persona

Ensures that influencer content seamlessly
integrates with the brand’s identity, fostering
authenticity

Creative freedom
and guidelines

Balancing creative
freedom with brand
guidelines

Allows for creativity while maintaining
brand consistency; striking the right balance
is crucial for impactful content

expectations

Clear Establishing effective Facilitates smooth collaboration and ensures
communication communication that both parties are aligned in terms
channels channels of campaign goals and expectations
Mutual Setting clear mutual A transparent understanding of roles

expectations for the
campaign

and goals minimizes misunderstandings and
enhances collaboration effectiveness

Long-term Fostering long-term Consistent collaboration builds trust and
relationship relationships for allows for more cohesive and enduring brand
building consistency narratives

Source: own development.

Measuring the success of influencer campaigns in terms of consumer
engagement requires a thoughtful selection of metrics. Beyond traditional
metrics like reach and impressions, key performance indicators (KPIs) for
consumer engagement are presented in the Table 7.

Table 7

KPIs for consumer engagement

KPI

Description

Analysis

Engagement rate

Interactions per follower

High engagement rates indicate content
resonance and the potential for brand loyalty
among the audience

Percentage of viewers

A high CTR suggests effective content that

CTR who clicked on links motivates the audience to take desired actions
Quantity and quality of Meaningful comments indicate a strong
Comments comments generated connection between the audience and the

content, fostering a sense of community

Brand mentions
and tags

Frequency of brand
mentions and tags
by the audience

Frequent mentions signify active brand
integration into the influencer’s community,
contributing to brand visibility

Follower growth

Growth in influencer’s
follower count during
campaign

Positive growth indicates the campaign’s
impact on expanding the brand’s reach through
the influencer’s audience

Survey
and feedback

Direct feedback on
audience sentiments
and preferences

Valuable qualitative insights help tailor future
campaigns to better meet audience expectations
and preferences

Source: own development.
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The success of consumer engagement through social media
influencers relies on a harmonious blend of strategic collaboration, authentic
content creation, and the meticulous measurement of metrics that reflect
active audience participation. As brands and influencers navigate this
collaborative journey, the impact on consumer engagement becomes not just
a quantitative metric but a qualitative reflection of the depth and resonance
achieved in forging meaningful connections with the audience.

3.4. Challenges and ethical considerations

As influence marketing continues to evolve, it brings forth a spectrum
of challenges and ethical considerations that demand scrutiny. In the dynamic
landscape of influence marketing, several challenges can impede the
seamless execution of campaigns (Table 8).

Table 8
Challenges in influence marketing
Challenge Description
Saturation and The oversaturation of influencer content may lead to audiences
authenticity fatigue becoming fatigued and skeptical about authenticity
Misalignment of The potential misalignment of influencer values with those of the brand

values and messaging | can dilute the intended brand message

Influencer fraud and The prevalence of fake followers and engagement metrics poses a
fake engagement challenge in accurately gauging an influencer’s true reach and impact

Evolving algorithms Frequent changes in social media algorithms can affect the visibility
and platform changes | and reach of influencer content, requiring adaptive strategies

Source: own development.

The challenge of saturation and authenticity fatigue arises from the
sheer volume of influencer content inundating digital platforms. To address
this, brands should emphasize quality over quantity. Collaborating with
micro-influencers, who often boast niche and engaged audiences, can
mitigate saturation concerns. Additionally, adopting diverse content formats,
such as behind-the-scenes glimpses, can inject freshness and authenticity into
campaigns.

The misalignment of influencer values with the brand’s messaging can
dilute the campaign’s impact. To counter this, brands must conduct thorough
influencer vetting processes. This involves not only analyzing an influencer’s
content but also assessing their values and audience demographics. Clear
communication and alignment meetings ensure that both parties share a
unified vision, minimizing the risk of conflicting messages.

In the era of influencer fraud, brands must employ advanced analytics
tools to scrutinize an influencer’s audience authenticity. Analyzing engage-
ment patterns, scrutinizing follower growth rates, and using third-party tools
can help identify signs of fake engagement. Establishing partnerships with
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influencers who prioritize genuine audience building and engagement
becomes crucial in circumventing this challenge.

The ever-changing landscape of social media algorithms poses a
challenge in maintaining consistent visibility. Brands must stay abreast of
platform updates and tailor strategies accordingly. Diversifying across mul-
tiple platforms helps mitigate the impact of algorithm changes. Investing in
paid promotions alongside influencer collaborations ensures a broader reach,
providing a buffer against unforeseen algorithmic fluctuations.

Transparency and authenticity are pillars upon which successful influence
marketing campaigns stand. Addressing these issues is crucial for building trust
with the audience and sustaining long-term relationships (Table 9).

Table 9
Strategies for ensuring transparency and authenticity

Strategy Description

Clear discl lici Implementing transparent disclosure policies to inform the
€ar disclosure policies audience about sponsored content

Aduthenticity in content Prioritizing authentic content creation that aligns with the
creation influencer’s genuine experiences and values
Genuine product Ensuring genuine integration of products or services into the
integration influencer’s life to maintain authenticity
Honest communication Encouraging influencers to communicate openly with their
with the audience audience about partnerships and sponsored content

Source: own development.

Clear disclosure policies are essential to meet regulatory requirements
and maintain transparency. Brands should collaboratively establish guide-
lines with influencers, specifying how disclosures should be presented.
Incorporating these policies into influencer contracts ensures legal comp-
liance and fosters trust among the audience.

Prioritizing authenticity in content creation involves empowering in-
fluencers to retain creative control. Encouraging genuine storytelling and
real-life experiences resonates more with audiences. Brands should provide
influencers with the freedom to incorporate products into their lives organi-
cally, reinforcing authenticity and building a stronger emotional connection
with the audience.

Genuine product integration goes beyond surface-level endorsements.
Brands should collaborate with influencers who genuinely resonate with the
product or service. Incorporating products into the influencer’s daily life in
a natural, unforced manner enhances authenticity. This strategy fosters a per-
ception of credibility, as audiences perceive the product as an integral part of
the influencer’s lifestyle.

Honest communication forms the bedrock of transparency.
Influencers should communicate openly with their audience about sponsored
content, sharing the reasons behind partnerships. Encouraging influencers
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to be forthright about compensation and collaborations enhances credibility.
This approach establishes a relationship based on trust, contributing to long-
term audience loyalty.

Controversies and negative behavior by influencers can have far-
reaching consequences, impacting both brands and the influencers them-
selves. Navigating these challenges requires a proactive approach and swift
responses Table 10.

Table 10
Mitigating the impact of controversies

Mitigation Strategy Description

Developing robust crisis communication plans to address
controversies promptly and transparently

Collaborating closely with influencers in decision-making
processes to avoid potential pitfalls

Regular audits and compliance Conducting regular audits to ensure influencers comply with
checks ethical guidelines and brand standards

Utilizing past controversies as learning experiences to
enhance future influencer partnerships

Crisis communication plans

Collaborative decision-making

Learning from past incidents

Source: own development.

Crisis communication plans are essential for mitigating the impact of
controversies. Brands must proactively anticipate potential issues and
develop robust communication plans. Immediate and transparent responses
during crises demonstrate accountability and a commitment to addressing
concerns. This strategy aids in containing the fallout and rebuilding trust.

Collaborative decision-making involves fostering a partnership where
influencers are actively involved in strategic discussions. By including
influencers in decision-making processes, brands gain valuable insights into
potential challenges and concerns. This approach minimizes the likelihood of
missteps and ensures that both parties share responsibility in decision outcomes.

Regular audits and compliance checks are proactive measures to
maintain ethical standards. Periodic evaluations of influencer content and
behavior against brand guidelines help identify any deviations. Collaborative
audits, where influencers actively participate, contribute to a transparent
process, reinforcing the importance of adherence to ethical standards.

Learning from past incidents involves a continuous improvement
mindset. Brands should conduct thorough post-campaign analyses after any
controversy, identifying areas for improvement. Implementing lessons
learned from past incidents enables brands to refine their strategies, policies,
and selection criteria for future influencer partnerships.

Navigating the challenges and ethical considerations in influence
marketing requires a proactive and adaptive approach. By acknowledging
these issues and implementing strategic measures, brands can foster a more
transparent and ethical influence marketing landscape.
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3.5. Future trends and innovations

As influence marketing continues to evolve, it is essential to explore the
emerging trends and innovations shaping the future landscape (Table 11).

Table 11
Emerging trends in influence marketing
Trend Description Analysis
N infl d Rise of smaller influencers Shift towards quality engagement
h ano-in uencle_rs ?n with niche, engaged and targeted campaigns
yper-personalization audiences

Long-form content and Emphasis on narrative-driven | Growing preference for immersive
storytelling content in longer formats storytelling to captivate audiences
Sustainability and Alignment with influencers Focus on purpose-driven
purpose-driven advocating for social and campaigns for a positive societal
collaborations environmental causes impact

Source: own development.

The rise of nano-influencers, individuals with smaller but highly engaged
audiences, represents a shift towards hyper-personalization. Brands are recognizing
the potential of nano-influencers to create niche and authentic connections with
specific demographics. This trend emphasizes quality engagement over sheer
reach, allowing for more personalized and targeted campaigns.

Long-form content and storytelling are gaining prominence as
influencers seek to create more immersive narratives. Platforms like Instag-
ram’s IGTV and YouTube continue to grow as influencers leverage these
formats to tell more detailed and compelling stories. Brands are likely to
invest in partnerships that facilitate longer, more narrative-driven content
to captivate audiences on a deeper level.

As consumers become more conscious of environmental and social
issues, brands are increasingly aligning with influencers who advocate for
sustainability and social causes. Future trends indicate a rise in purpose-
driven collaborations where influencers act as advocates for brands com-
mitted to making a positive impact. Authenticity in supporting meaningful
causes will be a key factor in driving consumer trust (Table 12).

Table 12
Innovations shaping brand-influencer relationships
Innovation Description Analysis
Virtual and augmented | Incorporation of AR and VR | Utilization of immersive technologies
reality integration for enhanced user experiences | to engage audiences more deeply
Al-driven influencer Al algorithms for precise Streamlining influencer selection and
matching and influencer matching and improving campaign efficiency

campaign optimization | optimized campaigns
Utilization of Stories for real{ Emphasis on dynamic and authentic
time and ephemeral content | engagement for immediacy and
exclusivity

Ephemeral content and
real-time engagement

Source: own development.
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The integration of virtual and augmented reality into influence
marketing is an innovative frontier. Brands are exploring ways to enhance
user experiences by leveraging AR and VR technologies. Influencers may
collaborate on campaigns that allow audiences to interact with products
virtually, creating a more immersive and engaging brand experience.

Artificial intelligence is revolutionizing influence marketing by enabling
more precise influencer matching and campaign optimization. Al algorithms
analyze vast datasets to identify influencers whose audience aligns with a
brand’s target demographics. This innovation streamlines the influencer
selection process, enhancing the efficiency and effectiveness of campaigns.

Ephemeral content, such as Stories on platforms like Instagram and
Snapchat, is becoming integral to influence marketing. Brands are likely to
embrace real-time engagement through ephemeral content, enabling
influencers to connect with their audience in the moment. This dynamic and
authentic approach fosters a sense of immediacy and exclusivity, driving
higher engagement rates (Table 13).

Table 13
Predictions for the evolution of influence marketing
Prediction Description Analysis
Rise of virtual Emergence of computer- Redefinition of authenticity and
influencers and avatars generated influencers creative storytelling possibilities
. Seamless in-app shopping | Enhanced e-commerce integration for
Integrated shopping . . - .
. experiences linked to a frictionless purchase journey
experiences :
influencers
. Evolution of tools for Importance of advanced analytics for
Enhanced data analytics . - . L
deeper insights into demonstrating ROI and refining
and measurement tools ) . ;
audience behaviors strategies

Source: own development.

The evolution of influence marketing may witness the rise of virtual
influencers and avatars. Brands may explore collaborations with computer-
generated influencers to curate a unique and stylized brand image. This trend
could redefine authenticity in influence marketing, opening new creative
possibilities for brand storytelling.

The future of influence marketing may see a seamless integration of
shopping experiences within social media platforms. Influencers may
directly link products to in-app purchasing, providing a frictionless shopping
journey for their followers. This integration enhances the e-commerce aspect
of influence marketing, making the purchase journey more convenient for
consumers.

Predictions indicate an evolution in data analytics and measurement
tools for influence marketing. Brands will likely invest in advanced tools that
provide deeper insights into audience behaviors, allowing for more informed
decision-making. Enhanced data analytics will become integral to demon-
strating ROI and refining future influencer strategies.
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In conclusion, the future of influence marketing is marked by a
dynamic interplay of emerging trends and innovative technologies. Brands
that adapt to these shifts and embrace the evolving landscape stand to create
more authentic, engaging, and impactful influencer campaigns.

Conclusions

In concluding this comprehensive research of the social media
influencers’ impact on brand perception and consumer engagement, the
findings align meticulously with the stated purpose of the article. The
overarching aim was to dissect the intricate dynamics of influence marketing,
transcending conventional strategies, and contributing nuanced insights for
marketers, researchers, and industry professionals.

Addressing the first facet of the aim, the examination of influencer
characteristics revealed that authenticity and relatability indeed play pivotal
roles in shaping brand image. Influencers, with their unique traits, emerge as
cultural mediators who contribute significantly to the establishment of a
relatable brand identity. This reaffirms the hypothesis that influencers
possess a profound capacity to shape how audiences perceive brands, foste-
ring not only recognition but also a sense of trust.

Moving on to the evolution of influencer types, the research show-
cased a shift from traditional advertising to more nuanced storytelling and
community building. Successful campaign case studies illustrated tangible
Impacts, emphasizing the strategic collaborations that transcend industries.
These findings underscore the transformative nature of influence marketing,
demonstrating its ability to adapt and redefine brand-consumer interactions.

The exploration of influencers’ role in driving consumer engagement
yielded valuable insights. Strategies for collaboration and metrics for measu-
rement were presented, providing marketers with actionable tools to enhance
their consumer engagement initiatives. This directly aligns with the purpose
of guiding marketers through challenges and refining strategies based on
emerging trends, fostering responsible and effective influencer campaigns.

Additionally, the analysis of challenges and ethical considerations
within influence marketing served to address potential pitfalls and offered a
roadmap for navigating the ethical landscape of this dynamic field. The stra-
tegic plan of the article, culminating in the exploration of emerging trends
and innovations, ensures that the relevance of these findings extends beyond
the present, guiding future endeavors in the influence marketing landscape.

In essence, the conclusions drawn from this research underscore the
intrinsic connection between influencer characteristics, strategic collabo-
rations, and the evolving landscape of consumer engagement. These insights
provide a foundational understanding for stakeholders, serving as a compass
for navigating the intricate world of influence marketing. The aim of the
article has been successfully achieved, offering a detailed concise answer to
each question posed in formulating the research aims, thereby determining
the relevance and significance of the findings.
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ARTIFICIAL
INTELLIGENCE
IN ACCOUNTING

Artificial Intelligence (Al) technologies open
up broad horizons for enhancing business
efficiency and advancing various professional
domains, boosting their productivity and compe-
titiveness. There is an active exploration of
approaches to incorporating Al technologies in
the accounting sphere, promising a seamless
transition from human to machine involvement.
The aim of this article is to summarize the
acquired experience, identify perspectives,
constraints, and risks associated with the use of
Al technologies in the professional activities of
accountants. The research is based on the
hypothesis that widespread use of Al in the
professional activity of an accountant with an
insufficient level of professional skepticism and
caution carries significant threats and risks for
both the accountant and the business as a whole.
Scientific search methods, comparative and
critical analysis, theoretical generalization, and
synthesis were used. A prerequisite for imple-
menting Al technologies in accounting is expert
information systems and ERP systems. The
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WITYYHUMA IHTEJIEKT
Y BYXTAJITEPCHKIN
OISJIBEHOCTI

Texuonoeii wmyunozo inmenexkmy (LLI)
BIOKPUBATOMb WUPOK] MOICIUBOCIE O/l NiOGU-
wenns eghexmugrHocmi OisHecy ma po36UMKY
pisnux cghep npogpeciiinoi disibHocmi, niogu-
wyrouy  ix npoOYKMUGHICMb 1 KOHKYDEeHMO-
cnpomodicHicms.  Bedembces akmugHuti noutyk
nioxodig 0o euxopucmanus LLI-mexuonocii y
oyxeanmepcwKitl cghepi, 00iysaOUU €Ky 3aMiHy
JoouHu Mawunoio. Memoro cmammi € y3azano-
HeHHs1 HabYmo2o 00C8idy, BU3HAUEHHS NepPCheK-
mus, obmedceHb | PUUKI6 GUKOPUCTNAHHSA
LIII-mexnonociil y cgpepi npogpecitinoi istbHocmi
byxeanmepa. B ocHo8y 00cmiddcentss NOKIA0eHO
cinomesy, wo wupoke euxopucmanns LI y
npogecitinill disnbHocmi Oyxearmepa 3a HeooC-
MAMHBO20  PiGHsL  NPOQECiiHOLO  CKenMUYUIMy
i obepedcrnocmi Hece 8a2OMi 3a2pO3U [ PUUKU
KOs Oyxeanmepa, max i 0 Oi3HeCy 3a2anoMm.
Buxopucmano  memoou  nayxoeozo  nouiyky,
NOPIBHANLHO20 | KPUMUYHO20 AHANI3ZY, Meopemut-
HO20 y3azanvbHeHHs ma cunmesy. Ilepedymosoro ons
enposadvicentsi LLlI-mexuonociu y 6yxearmepco-
Ky OisnbHicmb € excnepmui iHopmayitini
cucmemu i ERP-cucmemu. Pesynomamu ananizy
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analysis of Al technology implementation
experience in various industries demonstrates
their relevance in the accounting field for
performing routine tasks (automated recognition
of primary documents, processing incoming
signals, and other standard operations with a
simultaneous reduction in the probability of
errors), analyzing large datasets, and providing
information support for decision-making (pro-
cessing business data and regulatory docu-
ments), training professionals, and organizing
internal and external communication (parti-
cularly between humans and machines). Identi-
fied potential risks include breaches of privacy
and data security, misinterpretation of output
data, and the disregard of activity context,
external and internal environments, especially
due to the absence of emotional intelligence,
which influences the trust level in integrated
information systems. The requirement for the
application of professional assessments and
judgments, mandated by regulatory documents,
limits the scope of Al technology utilization in
accounting. Future research should focus on
exploring the possibilities of widespread integ-
ration of Al technologies in information systems
for accounting and improving legislation based
on the principle of risk assessment.

Keywords: Artificial Intelligence, Accoun-
ting Information Systems, Accountant’s Pro-
fessional Judgment, Professional Ethics, Profes-
sional Skepticism.

JEL Classification: O33, M41, M48.

Introduction

doceidy  enpoeadxcennsi  LllI-mexnonoeiii  y
PDI3HUX 2any3AX 00800UMb OOYiNbHICMb X 8UKO-
pucmanis 8 OyxearmepcuKkiti cepi npu euxo-
HaHHI pAOY PYMUHHUX 3A80aHb  (asmoma-
MUYHO20 PO3NIZHABAHHIA NEPEUHHUX OOKYMEH-
mis, 06pOOKU 8XIOHUX CUSHANLIE MA THUUX CIAH-
oapmuux onepayii 3 0OHOYACHUM 3HUICEHHAM
IMOBIDHOCMI  BUHUKHEHHS NOMUNOK), AHANI3i
BEIUKUX MACUBI8 OaHUX ma iHopMayitHil
niompumyi npuliHAMms piulenv (ONPayrO8aHHs.
Oi3Hec-0aHux i HOpMAMUBHUX OOKYMeHmis),
HasuauHs ¢haxieyie, opeauizayii 6HYMpPIUHbOT
ma 308HIWHLOI KOMYHIKayii (30Kkpema Midxc
JIOOUHOI0 [ MAWUHOI0). Busigneni timogipui puzuxu
nopywienns npueammocmi i Oesneku OaHux;
HeNnpasuibHoi iHmepnpemayii UXIOHUX OAHUX,
icHOpYBAHHA KOHMeEKCMY OIANbHOCHI, 308Hilu-
Hb020 1 BHYMPIUHBO2O Cepedosuly, 30Kpemd
yepes gi0CYMHICMb eMOYIIHO20 IHmeneKmy, ujo
8U3HAYAC pieeHb 006ipu 00 IHMESPOBAHUX
ingpopmayitinux cucmem. Bumoza sacmocysanns
npogeciiinux OYiHOK i CYOHCeHb, 6CMAHOBIEHA
HOpMAMUBHUMU ~ OOKYMEHmMAamu 8i0nogioais-
Hicmb Oyxeanmepié 3a NpuUMAMmMs piulenb ma
Haoawy ingopmayiro obmedxncyroms cghepy 8uKo-
pucmannst LLI-mexuonociti 'y 6yxearmepcokitl
oisinbnocmi. Tlodanvwi O0ocniodxicenHs NAAHY-
E€MbCA CNPAMYBAMU HA BUEYEHHS MOIICTUEOCTIEL
wiupoxoi inmezpayii LLI-mexuonoeiti ¢ ICHO ma
B00CKOHANEHHS 3AKOHOOA8UUX HOPM HA OCHOBI
NPUHYUNY OYIHKU PUSUKY.

Knwouosi cnosa: WMTy4HHH IHTENCKT,
iH(pOpMaliiHi CHCTEMH OYyXraJTepchKoro o0ii-
Ky, IpodeciiiHe cy/pkeHHS Oyxranrtepa, mpode-
ciliHa eTHKa, MPOQPECIHHNI CKETITUIIH3M.

In recent decades, stable expectations have been formed regarding the

solution of global problems (climate change, access to quality medicine) and
the provision of sustainable development from the use of artificial intelligence
(Al). The search for new opportunities in various spheres of life of society and
individuals is extremely active. The use of Al technologies in business
provides tangible competitive advantages and determines the development
trend of many industries (Fostolovych, 2022). It has significantly changed
the field of health care, financial sector, automotive industry, advertising
and marketing, trade, education, tourism and hotel business, etc.

The Al possibilities in terms of machine learning, deep learning, its abi-
lity to process natural language and computer vision with its inherent unique
characteristics and areas of application open up interesting perspectives and,
at the same time, have become a challenge for a person in various areas of his
professional activity. The disadvantage of the Al introduction in business
activities is the fear of society regarding the replacement of humans with
technological solutions.
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For the research, the question of the Al impact on the professional
activity of an accountant is relevant. This is expected to apply to the organi-
zation of work and the workplace. At the same time, it is important to under-
stand what potential and significant consequences or challenges the use of Al
technologies will have for the profession.

In 1956, at the Dartmouth seminar (among its participants were
economist scientists), the task of modeling the human mind and creating
machines capable of imitating human intelligence was set targeted research
in the Al field was initiated.

As Ruda (2024) observes, the introduction of Al technologies led to
the emergence of a significant number of uncertainties, discussions and
ambiguous issues. The number of scientific publications on these issues is
impressive. Scientists are investigating approaches to the use of Al
technologies in various spheres of activity. For example, Ruda (2024)
considered the feasibility of implementing and using Al in the banking sec-
tor; Barcaui & Monat (2023) compared the quality of performance of project
management tasks by a human professional and a generative Al model,
Bilyk et al. (2024), Lebedenko (2023) addressed marketing and marketing
activities; Kovalenko and others. (2023) study the prospects of using Al
technologies in personnel management, in particular, solving ethical issues
related to data privacy and their regulation; Fostolovych (2022) considers the
use of Al technologies in various spheres of economic activity. In turn,
Kolesnikov & Karapetyan (2023) explore not only the opportunities, but also
the threats and limitations of the use of Al technologies. At the same time,
according to Lebedenko (2023), although the possibilities of Al technologies
are widely discussed in the literature, it is not entirely clear how to apply
these technologies.

Research on expert systems and Al in accounting began several decades
ago and, according to Sutton et al. (2016), their number continues to grow
steadily over the past 30 years. Among the studies of recent years, we note the
publications of national and foreign authors, who consider the possibilities,
advantages, disadvantages and express reservations regarding the use of Al
technologies in accounting (Abdullah et al., 2024; Han et al., 2023; Khalifeh,
2023; Norzelan, 2024; Zhang et al., 2023; Korol & Klochko, 2020), as well as
regarding the improvement of certain technical techniques of accounting (Cao,
2023; Yao, & Jin, 2023). Thus, Meservy et al. (1992) presented the results of a
study of the Al use in expert systems in the areas of accounting, taxation and
auditing; Han et al. (2023) analyzed the results of a survey of accountants
regarding the Al impact on their professional activities. And Sutton et al. (2016)
based on the analysis of publications and the practice of using Al in accounting
strongly urge colleagues to more actively research the possibilities of using
Al methods in the field of accounting.

Anyway, researchers express opposite opinions on the outlined issues.
That is why the answer to the question about the prospects for the use of
Al technologies in accounting requires the study of the experience gained in
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various areas of professional activity, the determination of both the oppor-
tunities (advantages) of future technological innovations, as well as potential
risks, limitations and measures aimed at achieving the optimal result for all
interested parties.

The aim of the article is to generalize the acquired experience, deter-
mine the prospects, limitations and risks of using Al technologies in the
professional activity of an accountant.

The hypothesis is formulated that the widespread Al use in the
professional activity of an accountant with an insufficient level of profess-
sional skepticism and caution carries significant threats and risks both for
the accountant and for the enterprise in general.

The theoretical and methodological basis of the research was the work of
national and foreign scientists on the use of Al technologies in various spheres
of professional activity. Scientific search methods are used to determine
approaches to the introduction of Al technologies in business, comparative
analysis, to establish the possibilities of their use in accounting; critical analysis,
to assess the relevant advantages, risks, reservations and justify the need for
regulatory regulation of the integration of Al technologies into information
systems accounting; theoretical generalization and synthesis, for formulating
conclusions and determining prospects for future research.

The main part of the article consists of four interrelated sections.
Firstly, the prerequisites for the integration of Al technologies in AIS are
defined. Secondly, the general advantages of using Al technologies in
business are considered. Thirdly, the risks of using Al technologies in the
AIS creation are characterized. Fourthly, key regulatory documents are
defined that determine the legal framework for the use of Al technologies in
the professional activity of an accountant.

1. Prerequisites for the Al technology integration in AIS

Traditional comments to the classic accounting system concern the
insufficient speed of data processing and promptness of information
provision, as well as periodic errors. Manual bookkeeping is too risky and
time-consuming. The organization of accounting underwent drastic changes
with the beginning of the use of computers and special software products to
create an accounting information system (AIS). This made it possible to
automate all accounting procedures from registration of raw data to providing
users with reporting information and to a large extent reduce (but not remove)
criticisms of accounting, change its organization and increase requirements
for professional knowledge and skills of accountants. To understand the
dynamics of AIS development, it should be taken into account that it is at
the intersection of accounting and computer science. Because of this, the
periodic appearance of new information technologies generates new research
to study the possibilities of their application in the organization of accounting
(Sutton et al., 2016). Moreover, as the authors note, even in the early 1990s,
the big six accounting (auditing) companies used expert systems with
integrated Al technologies, but then they were included in audit support
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systems, and did not work as autonomous systems. The same can be said
about the integration of Al technologies into ERP systems, which, among
other things, have the necessary functionality for accounting. With each year
of the development of Al technologies, their integration into ERP systems is
getting deeper and wider, and their new capabilities are increasingly being
used in accounting information systems.

The changes that have taken place in the professional activity of
accountants due to the integration of Al in AlS are revolutionary (Korol &
Klochko, 2020). By automating data entry and controlling financial records,
accountants were able to focus on more complex tasks. The rapid
development of Al technologies and their increasingly widespread use in
various spheres of professional activity raises the question of the transition
from fragmentary to systematic use of them in AlS.

The successful use of Al technologies requires distinguishing the
following levels of discussion of this problem:

«a separate Al technology or primary ability to perform a separate
action (for example, work with large databases);

« the ability of Al technology to perform certain tasks (for example, data
analysis, making forecasts, determining trends);

« the use of Al technologies in a certain field of professional activity
based on their integration into professionally oriented information systems
(for example, accounting, auditing, finance, marketing, advertising, design).

The possibilities of using Al technology in various spheres of
professional activity arouse wide interest, need to be studied and in each case
depend on the content of such activity, types of work, legislative
requirements, etc. Accounting activity involves the performance of both
routine tasks related to the processing of primary documents, analysis of large
data sets, organization of internal and external communication, and tasks that
require professional decision-making. If Al technology has advantages in
performing a certain task compared to a person or technologies of the
previous generation, a request for its use in the relevant spheres of
professional activity is formed. This approach is the basis of further research.

2. General advantages of using Al technologies in business

Currently, in various fields of professional activity, specialists are
looking for opportunities to use known Al types, each of which has its own
unique characteristics and areas of application, namely: machine learning
(training a model on large volumes of data to make decisions), deep learning
(using neural networks for identifying patterns in data and improving the
quality of solutions), natural language processing (the ability of machines to
understand and interpret, generate and reproduce answers in human
language), computer vision (the ability of machines to analyze, perceive and
create such visual data as images and videos) (Termin.in.ua, n.d.).

Researchers (Abdullah & Almaqtari, 2024; Khalifeh, 2023; Cao,
2023; Bilyk et al., 2024; Ruda, 2024; Fostolovych, 2022; Termin.in.ua, n.d.;
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Alter Systems, 2023) note a number of advantages the use of Al technologies
in various areas of professional activity. In the context of the prospects of
their use in the activity of an accountant, we note the following.

Machine learning. Al is trained on large data sets and is capable of
continuous learning in the process of communicating with a person,
performing assigned tasks, processing added texts, and more. This is relevant
for the work of an accountant, especially in Ukraine due to the unstable
external environment and regular changes in legislation.

Improving human-machine communication. Al is able to perceive
human speech and convert it into machine-readable signals, formulate and
provide answers in a human-understandable form (such as the recent Google
Gemini language model).

Recognition of graphic objects (symbols, images) and sound signals.
Thanks to this, Al is able to "read™ and process primary documents and verbal
input messages. As a result, the database is automatically replenished,
systematized and presented in a specified format (for example, in the form of
text, tables, graphs).

Analysis of large data sets. This Al ability, as observed by Khalifeh
(2023), is necessary for making better financial decisions, identifying
financial trends, analyzing and visualizing its results, monitoring compliance
with various types of rules and regulations, providing guidance on new tax
laws and regulations, determining deductions and pre-calculation tax
obligations, performance of repetitive time-consuming tasks, improvement
of relations with clients.

Training of specialists. Al models and methods are used in expert
systems to expand professional knowledge, improve professional experience,
and form professional judgment. In particular, large auditing firms and
individual universities (for example, Brigham Young University, USA) were
engaged in such developments in the early 1990s (Meservy et al., 1992).

Reducing the probability of errors. Under the conditions of a complex
algorithm and a large set of tasks, Al is able to perform them more accurately
and obtain a better result (Fostolovych, 2022). This applies to well-structured
tasks, the solution of which is also provided by expert systems in accordance
with a given algorithm.

Performing loosely structured tasks. As an example, Barcaui & Monat
(2023) cite the task of planning and allocating resources during design. This
ability significantly distinguishes generative Al from expert systems and
other products. At the same time, as the authors note, Al lacks human
experience, the ability to accurately describe important details and take into
account content.

Risk management. Generative Al helps with risk assessment and
mitigation by analyzing large amounts of data and identifying potential
problems or bottlenecks.

Personal assistants. Al is trained to recognize patterns in data, identify
trends, and make predictions. On this basis, some researchers conclude about his
ability to make decisions (Kolesnikov & Karapetyan, 2023; Termin.in.ua, n.d.).
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Instead, Fostolovych (2022) and Termin.in.ua (n.d.), with which one should
agree, characterize it as the Al ability to provide information support to
a specialist in decision-making, speed up the decision-making process and
achieve a better result.

In addition, Al technologies, which are already integrated into ERP
systems at a basic level, help accounting in enterprises in terms of data entry,
processing and reconciliation of accounts, preparation of financial reports
and notes to them (Sutton et al., 2016). Among other capabilities of Al
technologies, it is worth highlighting the detection of regularities, trends and
anomalies (Abdullah & Almagtari, 2024), which, in particular, makes it
possible to analyze financial reports and detect violations in entered data and
unusual transactions (Alter Systems, 2023). Thus, according to the calcu-
lations of Zhang et al. (2023), the use of Al technologies in the formation of
accounting transactions can be implemented with high efficiency. According
to the researchers’ calculations, the probability of error is about 0.23%, which
can be considered a good result. At the same time, the researchers emphasize
the need for practical confirmation of their calculations.

So, generative Al, which has been trained on various databases and
models, is able to respond to certain situations, perform standard processing of
accounting data and generate financial and tax reports at the request of users.

3. Risks of using Al technologies in AlS creating

Recognizing the advantages of Al technologies in various areas of
professional activity and, in particular, in accounting, one should take into
account the shortcomings that are revealed when they are used in certain
areas of professional activity and cause potential risks. In particular, despite
the fact that the authors mainly focus on the opportunities and advantages
of using Al technologies, the caution and skepticism inherent in the
professional activity of an accountant require us to pay attention to weak-
nesses and potential risks.

The implementation of Al technologies has challenges common to all
stakeholders in terms of data security, privacy and misuse of information;
accountability; availability; transparency and trust (Zhang et al., 2023).
At the same time, Alter Systems (2023) and Karbon (n.d.) note that the use
of Al technologies in the performance of some operations in AlS is associated
with the following risks:

« machine learning to perform the accounting procedures of a specific
enterprise using their business data: the economic activity of the enterprise,
the context of its activity and the accounting policy have certain features, and
therefore require the provision of an Al model of access to business data. As
stated by Alter Systems (2023), the question arises as to whether Al can
transfer enterprise business data to competitors;

« recognition of primary documents and processing of incoming signals:
the access of Al technologies to private data causes business concerns about
ensuring the confidentiality of information. In addition, one cannot be sure
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that the Al (ChatGPT) answers to the question are true and complete.
Al is not capable of guaranteed correct interpretation of raw data (for
example presented in tabular or graphical format);

« predictive analysis and generation of texts: the use of Al technologies
for the implementation of functions of analysis and writing of texts worries
users about the completeness and accuracy of the received information.
Meanwhile, according to Yao & Jin (2023), Al can read and extract data from
a page, but it cannot think critically and apply the extensive knowledge and
experience of professionals in the relevant field.

The results of the analysis indicate the need to define approaches
to the protection of business information. Regarding this, in particular,
authors who are familiar with the technical side of the process express reser-
vations (Termin.in.ua, n.d.; Alter Systems, 2023).

At the same time, Alter Systems (2023) and Karbon (n.d.) note that
the use of Al technologies in the performance of some operations in AlS is
associated with the following risks:

In addition, experts (Han, 2023; Zhang et al., 2023; Karbon, n.d.;
Termin.in.ua, n.d.) express other concerns that are of a global nature and go
beyond ISBO, in particular regarding:

« the potential impact of Al on employment. Since this concern was first
raised, experts have repeatedly reassured the public that Al technologies
cannot fully replace humans, and now the vast majority of accountants do not
agree that such a threat exists, instead agreeing that the implementation of Al
technologies requires them to new skills;

« confidence in the reliability and completeness of the data on which the
Al model was trained. Accordingly, questions arise regarding responsibility
for the selection and use of Al technologies in the accountant’s professional
field of activity, training the model, checking the received answers for
correctness, training specialists for work;

o biases of Al models during data analysis and text writing. Such
situations are likely and may occur due to intentional interference or the use
of skewed data when training the model. The result can be dynamics that are
difficult to detect and control.

At the same time, with the development of Al technologies and their
widespread use, new challenges arise in the areas of ethics, privacy and data
security, impact on workplaces, shortage of qualified specialists, potential
social and economic consequences, etc. (Zhang et al., 2023; Kolesnikov &
Karapetyan, 2023). Researchers point to the latent ignoring of ethical aspects
when solving problems based on statistical models, fair and honest
consideration of the interests of all interested parties, influence on profess-
sional judgment, skepticism and ethical considerations of the accountant
when making decisions, etc. (Korol & Gnasko, 2021). To the ethical prob-
lems that management accountants and managers have to solve, the authors
attributed the definition of advantages and problems at the stages before and
after the decision to implement Al, gaps in expectations before and after the
use of Al, bias in decision-making processes, distortion of results, excessive
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dependence on Al and technical competence (Zhang et al., 2023).

In this context, company managers should receive sufficient
confirmations about the possibility of “trusting” Al with tasks, the perfor-
mance of which is related to professional responsibility and professional
judgment (Abdullah & Almagtari, 2024). Al lacks emotional intelligence,
which is difficult to teach, and lacks an understanding of the organization’s
mission, which is the basis for decision-making and evaluating the results of
financial analysis. Today, there are serious reservations about the use of Al
in the professional activity of an accountant.

These issues and other challenges related to the specifics of the
accountant’s professional activity, the use of Al technologies, require special
attention and legislative regulation.

4. Regulation of Al technology use in the accountant professional
activity

The professional activity of an accountant has, in addition to
technological, important regulatory and ethical limitations. In this context,
the statement about the need to define an adequate legal framework for the
use of Al technologies in various spheres of activity acquires special
importance. At the same time, one should not only seek a "balance between
promoting innovation and protecting the rights and freedoms of citizens"
(Kolesnikov & Karapetyan, 2023), but also take into account business
interests and requirements for a certain field of activity.

The Law of Ukraine "On Accounting and Financial Reporting in
Ukraine" (Law of Ukraine No. 996-XI1V, 1999) defines the requirements and
scope of responsibility of the chief accountant or the person who ensures the
accounting of the enterprise (at all stages of the accounting process) without
taking into account and referring to Al technologies, as well as the legality
of using an electronic document, electronic signature, electronic document
flow and electronic form of financial reporting. The Conceptual Framework
for Financial Reporting dated 01.09.2010 (IASB) states that "financial
statements are largely based on <professional> estimates, <professional>
judgments and models, rather than precise descriptions”. In turn, the
International Code of Ethics of Professional Accountants (IFAC, 2018)
defines "the fundamental principles of ethics of professional accountants,
which reflect the profession’s recognition of its responsibility to protect
public interests." That is, the use of Al technologies in the professional
activity of accountants and auditors requires proper regulation, for example,
in those matters involving the application of professional ethics, professional
judgment and professional responsibility (Fomina et al., 2020).

At the same time, the use of Al technologies in business has also
created real challenges for governments, businesses and citizens. In response,
in 2019, the OECD defined Principles and developed Recommendations on
Acrtificial Intelligence (Recommendation, 2019). They contain specific
provisions regarding state policy and strategy; promote the development of
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innovative and reliable Al with respect for human rights and democratic
values. The OECD Recommendations on Al are based on the principles of
inclusive growth, sustainable development and well-being; people-cente-
redness and justice; transparency and comprehensibility; strength, reliability
and safety; responsibility these principles are relevant for various industries
and spheres of professional activity (in particular, accounting).

The Government of Ukraine has recognized the OECD Principles on
Acrtificial Intelligence. In 2020, the national Concept of Al Development
in Ukraine (2022) was developed. The legislation of Ukraine should be
harmonized with the International Code of Conduct for Organizations
Developing Advanced Al Systems (The International Code of Conduct
for Organizations Developing Advanced Al Systems) (European Commis-
sion, 2023) and documents of the European Al Alliance (The European
Al Alliance. Shaping Europe’s digital future, n.d.).

These measures, in our opinion, will have a significant impact on the
professional activity of accountants; will contribute to the assessment of
relevant opportunities, and the determination of ethical and legal limits of the
application of Al systems. At the same time, the involvement of the
International Financial Reporting Standards Council and the International
Federation of Accountants in the process of regulatory regulation of the
principles and measures of using Al in this area should be expected.

Conclusions

The possibilities of using Al technologies in various spheres of
professional activity arouse wide interest, need to be studied and in each
specific case depend on the content of the activity, types of work, and legisla-
tive requirements. The more complex is the task performance technology; the
potentially higher is the effectiveness of the implementation of Al
technologies.

Accounting involves performing both routine (technologically simple
and monotonous) work, as well as tasks that require the processing of large
volumes of data, professional judgment and decision-making. Therefore,
various Al technologies are useful for the researched field of activity. Instead,
their use requires establishing the correspondence between existing opportu-
nities, on the one hand, and limitations and risks, on the other. The most
critical for an accountant are the risks of misinterpretation of source data,
provision of incomplete or false information, failure to take into account the
context. In addition, ethical issues, problems of business data protection, fair
and honest consideration of the interests of all interested parties need to be
resolved. The role of Al technologies in accounting decision-making is
limited by the need for professional judgment, skepticism, ethical considera-
tions, and responsibility.

We expect that not only the general principles will be regulated at the
legislative level, but also the principles and limits of the use of Al techno-
logies in the professional activity of an accountant with the participation of
international and Ukrainian professional organizations. It is important to
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allocate the scope of responsibility for the use of Al technologies between

software product developers, owners, users, regulators and other parties
based on the principle of risk assessment.

For further research, it is of interest to study the possibilities of using

--------------- Ad technologies for the continuous support of an accountant at all stages of

professional activity, in particular in management accounting, based on broad

integration into AIS. International, European and national legislation

regarding Al technologies also needs to be studied and monitored.
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GOODWILL MEASUREMENT
IN CONSOLIDATED
FINANCIAL STATEMENTS

The largest business in terms of capitali-
zation value, revenues and profits was formed as
a result of a business combination. Consolidated
financial statements are of undoubted value to
users and stakeholders in assessing risks,
prospects and analyzing the interaction of
companies within the group. Special indicators
of consolidated financial statements, such as
goodwill, allow estimating the expected value of
acquired companies in a business combination.
However, the current methodology does not
allow for the evaluation of all aspects of value
that constitute goodwill. The aim of the article is
to supplement the methods of goodwill valuation
in business combinations for further substan-
tiated disclosure in consolidated financial
statements, in accordance with the interests and
needs of investors and managers. The research
methodology is based on a systematic approach,
critical analysis, synthesis, induction and deduc-
tion, comparison, economic-mathematical methods
of goodwill calculation, and generalization of
principles of consolidated reporting. An analysis
of key international standards allowed us to
determine the peculiarities of applying the
acquisition method for different types of business
combinations. The share of ownership in an
investee determines the nature of influence and
the method of consolidation. Goodwill is the
difference between the purchase price and the
fair value of the net assets acquired in a business
combination. When companies merge, goodwill
reflects the intangible aspects of the business
and the expected added value, which serves as
the investment object. Therefore, methods for
valuing goodwill during business combinations
are identified to disclose in consolidated finan-
cial statements in accordance with IFRS.
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Haubinvwuii 6iznec 3a eapmicmio kanima-
aizayii, doxodamu i NpUOYmKamu ymeopenuil 8
pe3ynvmami 06’ conanusn xomnanuin. Konconioo-
6ana 36iMHICMb Mae Oesnepeyry yiHHicms O0Jis
Kopucmyeauié ma 3ayikaeieHux CImopin 6 Oyinyi
PU3UKIB, Nepcnekmue ma awauizy 63aemMooii
KOMAAHIU, wo 6x00ame 0o cknady epynu. Taki
0COOIUBE NOKAZHUKU KOHCONIO08AHOIL 36IMHOCHII,
AK  2y08iN, HAOAIOMb MONCIUBICIb OYIHUMU
OYIKY8AHY YIHHICMb NPUOOAHUX KOMNAHIU Npu
00 eOnanni 6iznecy. [lpome ditoua memoouxa He
oae 3mo2u oYiHumu 6Ci AcneKmu 8apmocmi, wjo
Gopmyroms 2yosin. Memorw cmammi € 00nos-
HeHHsI Memo0i6 OYiHIOBaNHS 2Y08iny npu 06 €0-
HaHHI OI3HeCy 0151 nOOANLUO20 0OTPYHIMOBAHO20
PO3KpUMMmsL y KOHCONMIO08AHIU (iHaHCO80i 36im-
Hocmi 8i0n0GiOHO 00 IHmepecié i nomped
ineecmopie ma meneodicepis. Memoouka docii-
0diceHHs 0a3yemvbCsl HA CUCMEMHOMY NiOX00i,
KPUMUYHOMY — AHALI3L, CuHmesi, iHOYKyii i
0edyKyii, NOpieHAHHI, eKOHOMIKO-Mamemamuy-
HUX Memooax po3paxyHKy 2y06iny, y3a2aibHeHHI
NPUHYUNIE KOHCOMI008aH020 36imysanHs. 3a
pesyibmamamy aHanizy Kuo4o8ux MIidCHApOO-
HUX CMaHoapmis eusHayeHo ocobaugocmi 3a-
CMOCY8aHHsT Memoody HNpuobauHs O pPI3HUX
8uU0i6 00’ conanns 6iznecy. Yacmra 60100iHHA 8
00°ckmi  iH8ecmy8aHHA BUZHAYAE XAPAKMeED
enaugy ma memoo xorconioayii. I'yosin nokasye
PI3HUYIO MidiC YIHOIO NpUOOaHHA ma cnpaseo-
JIUBOIO 8APMICMIO YUCTNUX AKMUBIE, NPUOOAHUX
vy pesynbmami 00 'eonanus 6izuecy. Ilpu 06 eo-
HAaHHI KOMNAHIU 2Y08i 8i000pacac Hemamepi-
ANbHI acneKmu ma O4ikyeany 000aHy 8apmicmb
Oi3Hecy, wo eucmynae 00 ’€Kmom iHeecmuyii.
Tomy suodineno memoou oyiHIo8aHHs 2YO8IIY Niod
yac 06 ’conanns OizHecy 01 pOKPUMMSL y KOH-
conioosanii Qinancosil 36imHocmi 8ionoeioHo
0o IFRS. Taxooic cucmemamu3zo8ano epyny
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Additionally, a group of complementary good-
will valuation methods is systematized to
determine and justify all aspects of forming the
undisclosed added value of the investee compa-
ny. The proposed methodology allows for
considering the interests of various stakeholders
in goodwill valuation. It is crucial to regard the
goodwill disclosed in the financial statements as
consent and willingness of the parent company
to pay more, based on evidence and calculations
obtained through a comprehensive goodwill
valuation methodology. The proven hypothesis
of the research suggests that for a justified
valuation of goodwill during consolidation, it is
necessary to supplement existing approaches
and measure the value of brand, long-term
stability, sustainable development, corporate so-
cial responsibility, and utilize artificial intelli-
gence. Goodwill reflects strategic value but may
also be subject to impairment if its value is not
sufficiently supported by expected profits.

Keywords: goodwill; consolidated finan-
cial statements; business combination; integra-
ted reporting; International Financial Reporting
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JEL Classification: M40; M41; M49; G34.

Introduction

The importance of consolidation is determined by the need to provide
complete and comprehensive financial information on the activities of all
entities within a group or business combination. This process allows not only
better managing available integrated resources and making informed
strategic decisions, but also ensures completeness, transparency and impar-
tiality of information for investors and creditors. Consolidated financial
statements are prepared primarily in accordance with international account-
ting and financial reporting standards, which is very important in the context
of business globalization. In addition, this process helps to manage risks and
optimize taxation and financial planning, making businesses more efficient
and competitive in today’s business environment. In general, consolidation
of financial statements is a key tool for ensuring integrated financial
management of corporate resources of a group of companies, and goodwill
reflects the willingness of the parent company investor to pay more in
anticipation of a higher return on investment in a subsidiary.

The relevance of the research topic is due to the complex process of
recognizing goodwill in business combinations and consolidation of financial
statements. In essence, goodwill represents the value of goodwill, and in
accounting it is an asset that is disclosed only in the consolidated statement
of financial position. Goodwill arises when companies are bought and sold
or when businesses are merged. Thus, it is a disclosed item and a full-fledged
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accounting item, but only at the time of consolidation. At the same time, the
nature of external (disclosed) goodwill is to generate internal goodwill, which
causes the value of the enterprise to increase at a rate higher than the growth
of its balance sheet value. Goodwill arising from the acquisition of a business
or company represents an overpayment made by the acquiring investor, who
in turn expects additional future economic benefits from the purchase.

The obstacle of determining goodwill in consolidation of financial
statements arises from the fact that goodwill is an asset that does not have
specific physical or legal forms. Assessing and determining its value is
difficult due to the uncertainty of the factors that generate goodwill and the
lack of a clear methodology for assessing intangible off-balance sheet factors
that generate internal goodwill. Goodwill embodies such aspects as business
reputation, brand value, intellectual capital, customer loyalty, management
efficiency, technological advantages, etc. As these factors are uncertain and
often subjective, estimating their value becomes laborious. In addition,
changes in conditions and the assessment of goodwill impairment are
affected, as its value may be higher than the expected future cash flows from
the investee. In today’s rapidly changing environment, forecasting these cash
flows may not be sufficiently reliable, and changes in the economic
environment may significantly affect the estimate.

In the case of consolidation of a group of companies, an aggregation
problem may arise, as goodwill may arise at each structural level of the
business combination. The measurement and aggregation of goodwill in
consolidated financial statements can be complex, especially if companies
are located in different jurisdictions. The absence of specific standards and
objective methods for valuing goodwill leads to a high degree of subjectivity
in determining its value. Different methods related to discounting or compa-
rative valuations may lead to different results. Overall, the challenge of
determining goodwill lies in the complexities of valuing all aspects of a
business, intangible factors of its worth, which characterize goodwill,
becoming the object of consolidation in financial reporting. Additionally, the
problem of goodwill assessment lies in the nature of its formation. Various
entities assess goodwill — parties with different interests and objectives: the
buyer-investor potentially intending to acquire a subsidiary, owners,
managers, company accountants aiming to maximize internally generated
goodwill, auditors, independent appraisers, relying on the requirements of
current standards and regulatory documents.

Understanding the potential impact of intangible assets in modern
conditions, the instability of companies’ market value, where many aspects
of business value remain unaccounted for in the accounting system and
undisclosed in financial reporting due to the imperfection of International
Financial Reporting Standards is crucial. Undisclosed aspects of value that
form goodwill indicate that they are difficult to manage effectively since we
cannot manage what we do not measure.
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Investor companies, which acquire other enterprises, carry out
business combinations to gain added value, worth, synergy, additional
intangible assets, and integrate them into business groups. However, current
methods do not allow for accurately assessing these components, which
subsequently form goodwill, disclosed in consolidated financial statements.
Therefore, there is a discrepancy between the book value and market value
of the enterprise, between internally generated and externally disclosed
goodwill. Consolidated financial statements most comprehensively demon-
strate the value of all intangible assets of the group, including expectations
reflected in goodwill. Although current recognition criteria, established by
IAS 38, IFRS 3, IFRS 10, limit the ability to account for intangible value-
generating factors, new IASB projects aim to modernize accounting
approaches, including the assessment and accounting of goodwill. In
anticipation of changes to IFRS, the existing goodwill valuation metho-
dology needs significant supplementation and expansion to reflect modern
business conditions and consider factors shaping goodwill.

The review of literature on the issues of recognition and calculation of
goodwill and consolidation of financial statements reflects the complexity
and relevance of these issues in the field of accounting and finance.

The definition and calculation algorithm of goodwill, as noted in the
literature by (Voloshenko, 2020; Umantsiv, 2006; Hargrave et al., 2024) highlight
the complexity of determining goodwill as an intangible asset, which lacks
physical substance, with factors affecting its magnitude lying in the realm of
competitiveness, assessment of business reputation, and future buyer expecta-
tions. Goodwill is also interpreted as the reputation of the company, calculated at
the time of acquisition, and is identified as a component of intangible assets
alongside components (classes) such as Franchise Agreements, Copyright, Trade-
mark, Licenses, Government Grants, Internet Domain Name, Trade Secret, Know
How, Research & Development, etc. (GIFT™, 2022). The authors discuss
different approaches to assessing the sources of goodwill and the possibility
of subjectivity in this process. Along with this, goodwill is considered as a
component of intellectual, human, social capital and relationships (Kostyuchen-
ko et al., 2024).

Problems of goodwill valuation and impairment (Lessambo, 2022)
focus on the difficulties associated with the valuation of goodwill and the
identification of signs of its impairment. Different approaches to determining
the market value of goodwill and strategies for identifying its impairment are
discussed as potential sources of uncertainty and risks in the works of
(Umanska & Lavrova-Manzenko, 2021).

The prerequisites for consolidation of financial statements are discussed
by authors (Novikov, 2023; Bezverkhy, 2015) highlight the trends of business
globalization, economic integration, optimization of the structure of asso-
ciations, which in turn put forward a number of requirements for information
support of reporting consolidation and development of standards.
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Methodology of financial reporting consolidation as literature sources
and publications (Pelekh et al., 2021; Kollruss, 2022) consider issues related
to financial reporting consolidation, including the definition of control,
consolidation methodology and various aspects of recognition and measu-
rement of indicators of combined entities.

Differences between international and national standards, Ukrainian
and European legislation in matters of consolidation of financial statements
and goodwill accounting — the impact of Directive 2013/34/EU on the need
to publish consolidated financial statements of companies and the level of
disclosure of information on goodwill, are covered in detail in (Malyshkin et
al., 2018). Thus, the authors Malyshkin O., Bezverkhy K. et al. highlight the
differences and directions of harmonization of international and national
standards on goodwill and consolidation of financial statements, emphasizing
the need to resolve these differences to improve the quality and comparability
of financial statements.

Current trends, problems and changes in the regulation of conso-
lidation of financial statements — literature sources (Tkachuk et al., 2021)
reflect the latest trends and possible changes in the regulation of goodwill
accounting and consolidation of financial statements, in particular the use of
exceptions to consolidation (Gluzova, 2015).

The research presented in (GIFT™, 2022) underscores the importance
of developing approaches to the valuation of goodwill disclosed in
consolidated financial statements.

Existing studies focus on the implementation of changes to interna-
tional standards, peculiarities of presenting consolidated financial statements
in Ukraine amidst the state of war (Gnasko & Semenova, 2023), expanding
the significance and dissemination of consolidation principles in the
preparation of non-financial and integrated reporting by a group of compa-
nies — the publication (Korol et al., 2022) provides a forward-looking vision
for disclosing information on social responsibility and contributions to
sustainable development by parent and subsidiary companies on a conso-
lidated basis.

A common trend in the scientific literature is the search for effective
methods and approaches to address issues related to goodwill determination and
financial statement consolidation. Additionally, existing developments require
further elaboration to enhance the quality of consolidated reporting, supplement
goodwill valuation methods, and ensure a higher level of completeness, trans-
parency, and reliability of information to meet users’ needs.

The research hypothesis is that to provide a well-founded assessment
of goodwill value during financial statement consolidation, existing
approaches need to be supplemented with modern methods for determining
brand value, measuring long-term sustainability, sustainable development,
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business social responsibility, and methods based on artificial intelligence.
According to international financial reporting standards, forms of capital
participation and methods of financial statement consolidation affect the
process of goodwill assessment and calculation during business combi-
nations, thus necessitating the supplementation of existing methodological
approaches to goodwill assessment, taking into account the interests and
needs of investors and managers. This hypothesis asserts that approaches to
financial statement consolidation can impact the assessment and calculation
of goodwill during business combinations. It anticipates that an analysis of
goodwill calculation in the context of applying international financial
reporting standards and supplemented methodology will help understand the
factors and approaches used in determining the value of goodwill in the
business combination process.

The aim of the article is to outline the main procedures and supplement
methods for assessing goodwill in business combinations for its further
justified disclosure in consolidated financial statements that satisfy the
interests and needs of investors and managers.

Research objectives are:

« To characterize the elements of business combination accounting
using the acquisition method.

« To analyze the impact of the target entity’s capital participation
structure on the selection of consolidation methods and procedures.

o To examine the goodwill calculation process during business
combination based on a practical example and completes a working table for
financial statement consolidation.

o To determine the relationship between internally generated
goodwill and externally disclosed goodwill, as well as approaches to
goodwill valuation.

« To formulate methodological tools for comprehensive, reliable, and
well-founded goodwill assessment. Systematize methods that allow for the
analysis and evaluation of a business combination agreement and provide
confidence that management has paid a reasonable price, ensuring the
adoption of informed decisions and trust in management by shareholders and
investors

The research methodology is based on the use of general scientific and
special methods of cognition: critical analysis of special scientific literature;
systematization of current provisions and requirements of regulatory and
legal regulation of financial reporting consolidation, study of the impact of
changes in legislation on the process of financial reporting consolidation, in
particular in the context of changes related to martial law; economic and
mathematical methods and practical approaches to calculating goodwill and
its reflection in accounting; comparison of consolidation methods.
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Consolidation of financial statements and calculation of goodwill are
directly related to the business combination process.

In the main part of the article, the following issues are addressed: the
first section provides an analysis of business combination accounting
methods as a prerequisite for financial statement consolidation; the second
section discusses financial statement consolidation for goodwill determi-
nation; the third section is dedicated to analyzing methodical approaches to
recognition and disclosure of goodwill; and the fourth section characterizes
the main procedures of financial statement consolidation.

1. Business combination as a prerequisite for reporting
consolidation

For accounting and reporting purposes, a business combination is
defined as the combination of separate business units, or businesses, into a
single reporting unit or as a transaction or other event in which an acquirer
obtains control of one or more businesses. In this case, a business is an
integral set of activities and assets that can be managed to provide goods and
services to customers, and to earn investment income, such as dividends,
interest, or other income from ordinary activities (IFRS 3, 2023). Identi-
fication of the business, in particular through such elements as the resources
involved, the technological process and the final product, is important beca-
use if the acquired assets are not a business, the accounting and reporting
does not reflect a business combination, but rather the acquisition of assets.

To ensure the reliability, appropriateness and comparability of the
presentation of information on business combinations and its results in their
financial statements, enterprises are guided by the requirements of IFRS 3
"Business Combinations", which defines the principles and conditions for
such actions of the buyer as:

« recognition and measurement in the financial statements of assets
acquired, liabilities assumed and any non-controlling interest in the acquiree;

« recognition and measurement of goodwill acquired in a business
combination or a bargain purchase gain;

o determine the required disclosures to enable users of financial
statements to evaluate the nature and financial effect of a business
combination.

An entity accounts for each business combination using the
acquisition method of accounting. This method requires the identification of
elements such as: the acquiring party, the acquisition date, the recognition
and measurement of the identifiable assets acquired, the liabilities assumed
and any non-controlling interest in the acquiree; and the recognition and
measurement of goodwill or bargain purchase gain (IFRS 3, 2023) (Table 1).
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Table 1

Accounting Elements Characteristics for a business combination using the

acquisition method

Components of the
method

Characteristics

Definition of an
acquirer

An acquirer is an entity that obtains control over an acquiree. In a business
combination that is achieved through the transfer of cash or assets or the assumption
of liabilities, the acquirer is the party that transfers the cash, assets or assumes the
liabilities. If the business combination is achieved through the exchange of equity
interests, the acquirer is the party issuing the equity interests. This takes into account
the largest share of voting rights in the combined entity, the composition of the
management body, and the terms of the transfer of equity interests. Additional criteria
include the size of the merging entities and the dominance of the party initiating the
merger

Determining the
acquisition date

The acquirer determines the acquisition date as the date on which it obtains control
of the target in accordance with a written agreement or the closing date on which the
acquirer legally transfers the consideration, acquires the assets and assumes
the liabilities of the target

Recognition and
measurement of the
identifiable assets
acquired, liabilities
assumed and any
non-controlling
interest in the
acquiree

The recognition principle means that, as of the acquisition date, an acquirer
recognizes, separately from goodwill, the identifiable assets acquired and the
liabilities assumed and any non-controlling interest in the acquiree. The assets and
liabilities must meet the recognition criteria set out in the Conceptual Framework. At
the acquisition date, the acquirer determines the classification and assignment of the
identifiable assets acquired and liabilities assumed based on contractual terms,
economic conditions, its operating or accounting policies and other relevant
conditions existing at the acquisition date. They are measured at fair value (subject
to the exceptions in IFRS 3)

Recognition and
measurement of
goodwill or bargain
purchase gain

An acquirer recognizes goodwill at the acquisition date measured as the excess of (a)
over (b): (a) the aggregate of the consideration transferred (generally at acquisition-
date fair value) or the amount of any non-controlling interest in the acquiree, or in a
business combination achieved in stages, the acquisition-date fair value of any equity
interest previously held by the acquirer in the acquiree;

b) the net of the acquisition-date amounts of the identifiable assets acquired and
liabilities assumed.

A bargain purchase gain is recognized if (b) exceeds (a)

Source: compiled on the basis of and processing (IFRS 3, 2023; IFRS 10, 2023; Conceptual
Framework for Financial Reporting, 2018; IAS 38, 2023).

A business consists of inputs and processes that are applied to those

inputs to enable the creation of outputs. Thus, to define a business, IFRS 3
provides guidance for identifying its three elements: inputs, process and
outputs.

A business combination can occur in the following ways: (a) one or
more businesses become subsidiaries of the acquirer, or there is a legal
merger of the net assets of one or more businesses; (b) transfer of net assets
of one business or equity interests of its owners to another combining entity;
(c) transfer of net assets or equity interests of all combining entities to create
a new entity; (d) a group of former owners of one of the combining entities
obtains control over the combined entity.

The acquisition of control may result from: the transfer of funds or
other assets, the assumption of liabilities, the issue of equity interests, with
or without the provision of compensation (including only by contract)
(IFRS 10, 2023).
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IFRS 3 provides additional guidance on applying the acquisition
method to certain types of business combinations (IFRS 3, 2023):

« a business combination achieved in stages or incremental acquisition
(e.g., when an entity first acquires a 25% equity interest in another entity that
does not provide control, and then an additional 30%, which ultimately
provides control over the target), which requires remeasuring its previously
held equity interest at fair value with the resulting gain or loss recognized in
other comprehensive income;

« a business combination without the transfer of consideration in the
following circumstances: the acquiree repurchases its own shares to obtain
control; veto rights that prevented the acquirer from controlling the target
with a majority of the voting rights expire; or a business combination on a
contractual basis without the transfer of control, consideration or equity
interests (e.g., a dual-registered stock corporation).

If, in practice, a business combination is achieved without the transfer
of consideration, the acquirer must determine the amount of goodwill or
bargain purchase gain based on a valuation technique. In this case, the
acquirer makes a judgment about the fair value of the acquirer’s interest in
the target at the acquisition date, instead of the fair value of the acquirer’s
equity interests transferred as consideration.

IFRS 3 requires the acquiring parent to disclose information for each
business combination that occurs during the reporting period. Therefore, the
notes to the annual financial statements provide information on the name and
description of the investee; date of acquisition; percentage of voting interests
acquired; reasons for the business combination and a description of how
control was obtained; factors contributing to goodwill; fair value of the
consideration transferred in the transaction; amounts recognized as of the
acquisition date for each class of assets acquired and liabilities assumed,;
amount of non-controlling interest in case of acquisition of less than 100%
of the subsidiary; other disclosures in case of a step business combination.

2. Consolidation of financial statements

The principles for the presentation and preparation of consolidated
financial statements by an entity that controls one or more other entities are
set out in IFRS 10 "Consolidated Financial Statements”. According to
IFRS 10, consolidated financial statements are the financial statements of a
group in which the assets, liabilities, equity, income, expenses and cash flows
of the parent and its subsidiaries are presented as if they belonged to a single
economic entity. A similar definition is contained in Directive 2013/34/EU
(Directive 2013/34/EU, 2013). At the same time, The Law of Ukraine "On
accounting and financial reporting in Ukraine" (The Law of Ukraine Ne 996-
X1V, 1999) and National Accounting Regulation (Standard) 1 "General
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requirements for financial reporting” (NAR(S) 1, 2013) define consolidated
financial statements as the statements of the controlling entity and the entities
controlled by it as a single economic unit.

It should be emphasized that it is the control of the investee that is key
to recognizing the investor as a parent, regardless of the nature of its
participation in the entity. An investor determines whether it controls an
investee if it is exposed to variable returns from its involvement with the
investee, has rights to, and is able to affect those returns through its power
over the investee. At the same time, power means the existence of existing
rights that provide the ability to manage significant activities that signi-
ficantly affect the results of the investee (IFRS 10, 2023), determine finance-
al, investment and commercial policies, and control their implementation
(NAR(S) 2, 2013).

The ownership interest in the authorized registered capital of an
investee determines the form of equity participation and the method of conso-
lidation (Table 2).

Table 2
Forms of ownership and methods of consolidation under IFRS
Ownership interest Nature of Meth_od (.)f Participants (entity) Sta”d%fd
influence consolidation governing
Group: parent
Full IFRS 10
0 1
>50% Control consolidation company, IFRS 3
subsidiaries
20%-50% S|gn|f|cant Equity method Associates 1AS 28
impact
No material Other . .
0,
<20% impact investments Financial asset IFRS 9
Equal interests of Joint control IFRS 11
several parties, in of the Equity method Joint venture '
IAS 28, IFRS 9
aggregate > 50% contract

Source: compiled on the basis of and processing (IFRS 3, 2023; IFRS 9, 2023; IFRS 10,
2023; IFRS 11, 2023; IAS 28, 2023; 1AS 38, 2023).

A parent consolidates all of the entities it controls. In this case, full group
consolidation is applied in accordance with the requirements of IFRS 10 and
IFRS 3. If the ownership interest, directly or indirectly (through subsidiaries), is
20% (or more, but not more than 50%) of the voting rights in an investee, the
investor has significant influence and such an entity is called an associate.
Recognition of significant influence is associated with the power to participate in
the financial and operating policy decisions of the investee, but not control or joint
control of such policies (IAS 28, 2023). In particular, signs of significant influence
may include: representation on the board of directors, participation in the
development of policies and decision-making on dividends, significant transact-
tions between the investor and the associate, exchange of management personnel,
provision of technical information. In this case, if significant influence is present,
the equity method is applied.
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If more than two investors collectively control an investee (i.e., they
must act together to control the investee, as each of them does not have
individual control), joint control exists, in which case each investor accounts
for its interest in accordance with IFRS 11 "Joint Arrangements™ (IFRS 11,
2023), 1AS 28 "Investments in Associates and Joint Ventures” or IFRS 9
"Financial Instruments” (IFRS 9, 2023).

In accordance with 1AS 28 "Investments in Associates and Joint
Ventures", the equity method of accounting is a method of accounting under
which an investment is initially recognized at cost and subsequently adjusted
for changes in the investor’s share of net assets of an investee after
acquisition. Investor’s profit or loss includes the investor’s share of profit or
loss of an investee, and other comprehensive income includes the investor’s
share of other comprehensive income of such an investee.

With regard to the definition of an investee, it should be noted that the
control assessment is performed at the level of each investee. However, in
some circumstances, the assessment may be performed for separate structural
units of the entity. Understanding the purpose and characteristics of the
investee’s activities is necessary to determine how decisions are made, who
Is able to manage the activities, and who receives the benefits from those
activities (Semenova, 2021).

3. Recognition and disclosure of goodwill

IFRS 3 defines goodwill as an asset that embodies future economic
benefits arising from other assets acquired in a business combination that
cannot be individually identified and separately recognized (IFRS 3, 2023).

An asset can be considered identified if at least one of the following
requirements is met:

(a) the asset is separable, i.e., it can be detached or separated from the
entity and sold, transferred, leased or exchanged, either separately or together
with a contract, a license, an identifiable asset or liability, regardless of
whether the entity intends to do so;

(b) the asset arises from contractual or other legal rights, whether those
rights are transferable or separable from the entity or from other rights and
obligations.

Under IFRS 3, an acquirer discloses information for each business
combination that occurs during the reporting period, including the factors that
contribute to goodwill, such as expected synergies between the target and
acquirer, intangible assets that do not qualify for separate recognition, or
other factors.

The procedure for calculating goodwill in a business combination is
set out in IFRS 3 (Figure 1).

Goodwill arises if the sum of (a) exceeds (b). If the opposite is the
case, in which amount (b) exceeds amount (a), then it is a bargain purchase
gain. IAS 38 (IAS 38, 2021) defines the accounting for identifiable intangible
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assets acquired in a business combination. Thus, acquirer measures goodwill
at the amount recognized at the acquisition date less any accumulated
impairment losses.

Algorithm for goodwill calculation

v

a) Amount: Consideration transferred measured at acquisition date fair value
+
Non-controlling interest in the acquiree
+
Acquisition-date fair value of equity interest previously held by the acquirer in the target in a
business combination achieved in stages
b) Balance of the acquisition-date amounts of the identifiable assets acquired and liabilities
assumed measured at fair value

Figure 1. Goodwill Calculation in a business combination
Source: compiled on the basis of (IFRS 3, 2023).

Consider a practical example of goodwill calculation where a parent
company acquired 60% of shares in a subsidiary for EUR 1 200 thousand. At
the date of acquisition, the carrying amount of the subsidiary’s net assets was
EUR 870 thousand and the fair value was EUR 1 050 thousand (revaluation
amounted to EUR 180 thousand). To calculate goodwill and determine the
non-controlling interest in the allocation of the acquired net assets of the
subsidiary, the following amounts should be analyzed:

1) Cost of acquisition (consideration) = 1200.

Carrying amount of net assets of the subsidiary = 1260 — 390 = 870.

Fair value of net assets of the subsidiary = 870 + 180 = 1050.

2) Fair value of net assets acquired = 1050-0.60 = 630.

Goodwill = (1) — (2) = 1200 — 630 = 570.

Equity of the subsidiary = 600+190+80 = 870.

Non-controlling interest (NCI) 40% = 870-0,40 = 348.

Equity of the subsidiary owned by:

« Group = 600-0.60+190-0.60+80-0.60=360+114+48=522.
« NCI = 600-0.40+190-0.40+80-0.40=240+76+32=348.

The revaluation of assets is 180, so 40% of the total amount of asset
revaluation 180-0.40=72 should be added to NCI, so NCI = 348+72=420
(EUR thousand).

When preparing the consolidated financial statements, the amount of
long-term financial investments, the components of the subsidiary’s equity
owned by the group, are deducted from consolidated financial statements,
and goodwill and the amount of the revaluation of assets to fair value
(including the portion attributable to NCI) are added. The remaining items
are subject to full consolidation (Table 3).
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Table 3

Worksheet for preparation of the consolidated balance sheet (statement of
financial position)

Equity ofa
Parent Subsidiar wholly Eliminations Consolidated
ltems y owned (adjustments) balance sheet
subsidiary
Asset Llabllltl_es Asset L|ab|I|t|_es Group| NCI | Asset L|ab|I|t|_es Asset Llabllltl_es
and equity and equity and equity and equity

Cash 2700 390 3090
!_ong-term financial 1200 1200
investments
Property, plantand | g5, 870 180 10550
equipment
Goodwill 570 570
Total assets 13400 1260 750 | 1200 |14210
Liabilities 1200 390 1590
Share capital 7100 600 360 | 240 | 360 7100
Additional capital 4800 190 114 | 76 | 114 4800
Retained earnings 300 80 48 32 | 48 300
Non-controlling
interest (NCI) 2 420
Total liabilities and 13400 1260 | 522 | 348 [522| 72 14210
equity

Source: compiled on the basis of and processing (IFRS 3, 2023; IFRS 10, 2023; Fomina et al.,
2023; Kostyuchenko et al., 2021; IFRS 12, 2023).

According to the Chart of Accounts for Accounting for Assets,
Capital, Liabilities and Business Transactions of Enterprises and Organi-
zations and Instructions for its Application (MinFin of Ukraine, 1999),
account 19 "Goodwill" is used to account for goodwill with subaccounts:
191 "Goodwill on acquisition™ and 192 "Goodwill on privatization (corpora-
tization)". The debit of the account reflects the value of goodwill arising from
the acquisition of another company (during privatization/corporatization),
while the credit reflects losses from impairment of goodwill and its write-off.
The debit of account 19 corresponds to the following accounts: 14 "Long-
term financial investments", 37 "Settlements with various debtors™, 68 "Set-
tlements on other transactions”; credit — with accounts: 14, 37, 68, 45
"Capital withdrawal", 97 "Other expenses".

Goodwill is not subject to amortization but is tested for impairment in
accordance with IAS 36 "Impairment of Assets” (I1AS 36, 2023).

Goodwill arising on the acquisition of businesses is carried at cost at
the acquisition date less accumulated impairment losses, if any. For the
purpose of impairment testing, goodwill is allocated to each of the group’s
cash-generating units based on the expected future benefits to be derived
from the synergies of the combination. A cash-generating unit to which
goodwill has been allocated is tested for impairment at least annually. If the
recoverable amount of the cash-generating unit is less than its carrying
amount, the impairment loss is allocated first to reduce the carrying amount
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of any goodwill allocated to the unit and then to the other assets of the unit
on a pro rata basis based on the carrying amount of each asset in the unit.
Any impairment loss for goodwill is recognized directly in profit or loss. An
impairment loss recognized for goodwill is not reversed in subsequent
periods. On disposal of a cash-generating unit, the amount of goodwill
associated with the operation is included in the determination of the gain or
loss on disposal.

Thus, goodwill recognized in a business combination is an asset that
reflects future economic benefits. Sources of goodwill may include certain syne-
rgies after the business combination, expansion into other markets, and organi-
zational capital (Demyanova & Semenova, 2022). However, this approach to
identification and measurement is not entirely justified, since, according to
IFRS 3, goodwill under the accounting approach can arise only on acquisition. It
is also called external, disclosed goodwill (Lessambo, 2022).

According to 1AS 38 (IAS 38, 2023), internally generated goodwill is
not recognized as an asset because it is not an identifiable resource controlled
by the entity and can be reliably measured at cost. However, it needs to be
evaluated and taken into account in management accounting in order to build
internal potential, environmental and intellectual capital, and competiti-
veness of the enterprise, which will contribute to the generation of internal
goodwill and, if necessary, increase external goodwill arising from business
combinations or sales of companies.

For the internal goodwill accounting, it is recommended to supple-
ment the existing list of accounts with an additional subaccount 193 "Internal
goodwill". In this case, analytical subaccounts should be provided for this
account, for example: Human assets, Personal internal goodwill of the head,
Client assets (“Client assets. Suppliers”, "Client assets. Buyers", "Client
assets. Potential buyers"), Intangible assets related to contracts (“*Non-
compete agreements”, "Confidentiality agreements"”, "Favorable employ-
ment contracts”, "Favorable insurance contracts”, "Supplier agreements”,
"Buyer agreements™), Organizational assets ("Own software", "Organiza-
tional assets. Marketing", "Certificate of conformity of products"”, "Non-
patented technologies"”, "Non-patented recipes”), Social assets, Envi-
ronmental assets (Zadorozhnyi et al., 2021). However, the proposed
analytical subaccounts will more satisfy the needs of internal management
reporting than disclosure of information for external users. Since the current
IFRS and IAS do not have appropriate mechanisms for the assessment and
accounting of such objects. Objects that affect internally generated goodwill
do not fully meet all the criteria for asset recognition provided for in the
standards, which complicates the practice of goodwill valuation.

Approaches to defining external and internal goodwill differ.
Internally generated goodwill is assessed by the enterprise, its accounting
staff, managers, owners. External goodwill, which is disclosed in
consolidated financial statements, is assessed by the investing enterprise, which
iIs the buyer and ultimately acts as the parent company. It is the buyer — the parent
company in the consolidated statements that discloses information about the
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expected synergy from the acquisition, intangible assets that do not qualify for
separate recognition, and other factors forming goodwill. The relationship
between goodwill disclosed in consolidated financial statements (external
goodwill) and internally generated goodwill as evaluation objects is more
clearly presented in Figure 2.

1 1
! Consolidated financial statements :lﬂ
I I
L e e e e e e e e e e e e e e e e e e e e e e e e 1

[ The cost of compensation / long-term financial investment in a subsidiary ]
Disclosed Goodwill : Fair value of net assets acquired :
i by the subsidiary i
| |
, }/’// \\\\\\\ ~< | The enterprise is an object of purchase and sale
Pt Internally B —————————
(\ N ) The carrying amount of net assets of the
S generated Goodwill e enterprise

Management reporting / off-
balance sheet factors of enterprise
value i e~ I

Undisclosed intangible value IFRS. 1AS

—_—_———— e —— —_——— e —— — —

Integrated and non-financial reporting

Figure 2. The relationship between disclosed goodwill in the consolidated financial
statements, internally generated goodwill, and undisclosed intangible value

Source: compiled by the author.

It is important to underline that goodwill arising from business
combinations and reflected in the consolidated financial statements depends
on the purchase price, i.e., the compensation agreed upon by both parties
when the enterprise is subject to acquisition, as well as the fair value of the
acquired net assets. At the same time, these indicators, as well as the
formation of expectations from the acquisition of a subsidiary, are
significantly influenced by external environmental factors at the specific time
of investment and business combination.

There is a need to shift the focus of goodwill assessment presented in
the consolidated financial statements. It is essential to understand that
goodwill arises essentially at the moment of concluding the business
combination agreement and becomes visible in the consolidated financial
statements. Goodwill is determined not so much by the difference between
the compensation amount and the purchase price but rather by the willingness

172 ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. Ne 2



ACCOUNTING AND AUDIT

and consent of the buyer to pay more than the current balance sheet value of
the investment object. The amount of goodwill is determined by the
investor’s vision and expectations from the business combination, from the
arguments and evidence of what the acquisition of the subsidiary will bring
to the group. Therefore, the methodological toolkit for goodwill assessment
should be significantly broader and more diverse and not limited to IFRS.
Thus, for goodwill assessment, the methodology defined in IFRS for
disclosed goodwill needs to be supplemented with methods that allow for a
comprehensive examination of the components and factors that shape the
added invisible value of the company, expressed as goodwill.

A thorough analysis of scientific literature, goodwill assessment
practices, and current trends and opportunities has allowed for the
identification of four additional methodological approaches to goodwill
assessment (Table 4).

Table 4
Complementary methods of goodwill evaluation
The
methodological Characteristics of the methodological toolkit
approach

The discounted cash flow (DCF) method evaluates goodwill by considering the
projected future cash flows of the company, stemming from its constant value for
customers and consumers. This may include customer loyalty, a strong brand
reputation, and other factors contributing to revenue stability.
The Transaction Multiples Method compares estimated brand values with similar companies
in the market that have analogous enduring value for customers. This may require an analysis

Methodology of brand value, reputation, and other factors influencing customer relations.

based on brand The Excess Earnings Method assesses goodwill based on the profitability it generates

valuation for through its enduring value for customers. It relies on estimating future excess earnings

clients expected to be generated by the company due to loyal customers, as well as the

avoidance of costs associated with acquiring new customers.

The Market Price Method utilizes the market price of the company’s stock and analyzes
the difference between the market price and the company’s book value to determine the
value of goodwill. This can be an effective method, especially for publicly traded
companies where the market price of the stock reflects the overall market assessment
of the company’s brand and reputation

Financial analysis includes approaches based on using financial indicators to analyze
solvency, liquidity, and financial stability of the company, as well as assessing the
company’s ability to withstand stressful situations such as economic downturns,
changes in market conditions, risks, sanctions, etc.

Stress tests allow testing the company’s response to various stress scenarios. This may
include modeling economic crises, military risks and their consequences, changes in
market conditions, losses from the loss of key clients, etc., and assessing the impact of
these scenarios on the company’s financial indicators and its readiness to survive in
Assessment of such conditions.

the Company’s Operational resilience analysis evaluates operational efficiency and management
Long-Term effectiveness under stress conditions. It may include analysis of operational processes,
Stability inventory management, quality assurance, risk management, etc.

Strategic risk management analysis identifies and evaluates strategic risks that can affect the
company and its readiness for and ability to effectively manage risks. This method includes
evaluating risk management strategies, the presence of crisis and emergency business plans
(e.g., in wartime), responding to changes in legislation, etc.

Socio-economic analysis assesses the company’s relationships with its stakeholders,
including customers, consumers, employees, investors, the public, etc. This method relies
on analyzing the company’s reputation, stakeholders’ interest in its success, and determining
the company’s ability to maintain these relationships in turbulent conditions
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End of the Table 4

The
methodological
approach

Characteristics of the methodological toolkit

Assessment of
goodwill
considering
aspects of
sustainable
development and
social
responsibility

The Earnings Multiplier Method allows for the valuation of goodwill based on a
company’s income metrics, taking into account not only current profit but also its
projected dynamics, considering social and environmental factors.

The Market Comparable Method involves comparing the goodwill value of the subject
company with that of similar enterprises in the market, taking into account various
social and environmental indicators such as the degree of environmental efficiency, the
level of social programs, management efficiency, and so forth.

The Social Valuation Method aims to incorporate social value based on indicators of the
company’s social responsibility activities. This method utilizes various approaches,
including assessing contributions to environmental conservation, improvements in
working conditions, promotion of social development, and more.

Integrated Sustainability Assessment relies on an approach that considers a broad
spectrum of environmental, social, and economic (ESG) indicators to assess the impact
of a company’s activities on sustainable development, allowing the evaluation of
goodwill as part of the overall social and environmental value of the company.

Internal assessment Methods include analyzing the company’s internal processes, such
as risk resilience, resource management efficiency, and employee engagement with
sustainable development and social responsibility goals.

External assessment Methods include analyzing external factors such as consumer,
investor, government, and NGO reactions to the company’s activities in the context of
sustainable development and social responsibility.

The Triple Bottom Line Method enables the determination of goodwill formation by
measuring a company’s impact on profit, people, and the planet, assessing the
company’s financial performance (profit), social aspects (people), and environmental
impact (planet).

The Stakeholder Approach Method focuses on identifying and evaluating the
company’s impact on all interested stakeholders, including consumers, employees,
investors, NGOs, and government agencies, thus taking into account the interests of
these groups in assessing the company’s goodwill.

The Social Gross Domestic Product (SGDP) Method determines a company’s gross
contribution to social development, including support for labor standards, consumer
rights protection, support for local communities, environmental stewardship, volunteer
initiatives, and other social aspects

Using Avrtificial
Intelligence for
Goodwill
Valuation

Analysis of large volumes of data (Big Data) using Al allows for processing large
volumes of data from various sources, such as social media, news, customer feedback,
and others, to identify patterns and trends indicating the level of goodwill of the
company.

Natural Language Processing (NLP) for analyzing textual data, such as customer
reviews, comments on social networks, etc., to identify sentiments, emotions, and
overall attitudes towards the company.

Machine Learning based on historical data about the company, including financial and
non-financial reports, stock value dynamics, brand ratings, etc., to develop models that
can predict the future value of goodwill.

Analytics of video and image data from advertising campaigns, events, exhibitions, and
other sources allows to understand how the company is perceived by consumers and
accordingly its value to consumers.

Decision Support Systems provide recommendations for management strategies that can
enhance the company’s goodwill

Source: compiled on the basis of and processing (Fomina et al., 2023; Hargrave et al., 2024;
Kollruss, 2022; Kostyuchenko et al., 2024; Pelekh et al., 2021; VVoloshenko, 2020).

At a time when the methodology for goodwill measurement in

preparing consolidated financial

statements is clearly defined by

International Financial Reporting Standards, a second complementary group
of goodwill valuation methods can be applied by investors to assess potential
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acquisition targets and manage company value by management. A systematic
approach includes the following approaches: brand valuation for clients,
measuring the long-term stability of the company, evaluating considering
indicators of sustainable development and social responsibility, goodwill
valuation methods based on artificial intelligence capabilities.

Each of the proposed groups of methods has its advantages and
limitations. For instance, the use of artificial intelligence for goodwill
assessment can provide companies with a more accurate and objective
understanding of their reputation and market value. However, it is also
important to consider ethical aspects and data confidentiality protection when
using such technologies. The development of goodwill valuation methods
takes into account the long-term stability of the company under stressful
situations, such as economic crises or changes in market conditions. This may
include the development of models that assess risks and reserve opportunities
to determine goodwill stability.

Goodwill assessment, considering its lasting value for clients and
consumers, can be important in the context of many businesses, especially
those based on customer relationships, innovation, product or service quality,
brand reputation. Goodwill assessment, considering aspects of sustainable
development and social responsibility, is becoming increasingly important
for companies in the modern world. This approach reflects the general trend
towards considering environmental, social, and corporate aspects in decision-
making processes. These methods can be applied separately or in
combination, depending on the specific situation and characteristics of the
business. The proposed methodological approaches can help improve the
accuracy and objectivity of goodwill assessment, which in turn will
contribute to better management decision-making and increased trust from
market participants.

Goodwill is an asset that reflects the difference between the value of
the company as a whole business and the sum of the values of individual
assets. Its assessment is important for financial reporting and investment
decision-making.

Analysis shows that disclosed goodwill accounts for a significant
portion of the value of the combined business, with its size reaching
USD 133 billion in 2022 (for AT&T — Table 5). For example, the disclosed
goodwill of AB InBev amounts to USD 116 billion or 61% of the company’s
value. The share of disclosed goodwill is 52% in Bayer, 45% for Sanofi and
AT&T, 43% for CVS Health, 42% for BAT (GIFT™, 2022). It is noticeable
that among the top 20 companies in the world by the value of disclosed
goodwill, the overwhelming majority belong to the United States. By types
of activity, Pharma, Healthcare, Technology & IT, Internet & Software,
Media, Banking dominate.
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Table 5

Top 20 Companies Worldwide by the Amount of Disclosed Goodwill in the
Consolidated Financial Statements for the Year 2022

Disclosed |Enterprise g;?;\j\jﬁ?/
Rank Name Country Industry ((Ejosogvl\;lr:; (U\;T:I)usn) Enterprise

Value
1 |AT&T United States Telecoms 133 298 45%
2 | AB InBev Belgium Drinks 116 190 61%
3 | CVS Health United States | Retail & Food Retail 79 184 43%
4 | Disney United States Media 78 245 3204
5 | UnitedHealth Group United States Healthcare 76 523 15%
6 |Berkshire Hathaway United States Insurance 74 865 9%
7 | Comcast United States Media 70 229 31%
8 | Bank of America United States Banking 69 396 17%
9 |BAT United Kingdom Tobacco 58 137 42%
10 {1BM United States Technology & IT 56 169 33%
11 | Sanofi France Pharma 55 123 45%
12 | Raytheon Technology | United States Aeé%igﬂzz & 54 172 31%
13 épo Morgan Chase & United States Banking 50 487 10%
14 | Microsoft United States | Internet & Software 50 1701 3%
15 | Pfizer United States Pharma 49 277 18%
16 | Bayer Germany Pharma 46 89 5204
17 |Cigna United States Healthcare 46 128 36%
18 |Oracle United States | Internet & Software 44 289 15%
19 |Broadcom United States Technology & IT 43 223 19%
20 | Thermo Fisher United States Healthcare 42 229 18%

Source: compiled on the basis of and processing (GIFT™, 2022).
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Overall, these examples demonstrate the significant role that goodwill
can play in business combinations, especially when it comes to acquiring
valuable intangible assets such as brands, intellectual property, and customer
bases. However, it is important to note that the success of these transactions
can vary greatly depending on a range of factors, including market conditions
and management decisions. The significant proportion of goodwill value
disclosed in the consolidated financial statements indicates an imperfect
mechanism for assessing business value today, noticeable divergence
between book value and market value, and the presence of undisclosed
intangible assets whose value is increasing (Figure 3).
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Figure 3. The global trend of the composition of value and Disclosed Goodwill
(USD trillion)

Source: (GIFT™, 2022).

The value of undisclosed intangible assets, including internally generated
goodwill, is noticeably increasing, indicating a growing deviation in the fair
market value of the business compared to disclosed assets on the balance sheet.
Modern accounting practice does not recognize internally generated intangible
assets, except for acquired ones. The definition of an intangible asset by IFRS
requires its non-monetary nature and identification. Since the beginning of 2001,
IFRS has required a breakdown of the cost of intangible assets acquired through
business combinations into various categories, such as those related to customers
and the market. However, only acquired assets can be reflected on the balance
sheet, complicating the assessment of the true value of the company. Considering
this, enterprises must systematically assess all their assets and liabilities, including
undisclosed intangible assets (GIFT™, 2022).

Thus, undisclosed intangible assets represent assets that are not
reflected in a company’s financial statements but may have significant value
and impact on the market value of the enterprise. This category includes
"internally generated goodwill" and the difference between the market value
of the business and the value of its physical and identified intangible assets
(GIFT™, 2022). Although internally generated goodwill is not formally
recognized as an intangible asset, it is a controlled resource expected to bring
future economic benefits.

Therefore, regardless of accounting standards requirements, com-
panies must regularly assess all their tangible and intangible assets, including
internally generated ones such as goodwill, brands, and patents, intellectual,
social, and environmental capital, reflecting additional value that new
management can create (GIFT™, 2022).
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4. Consolidation procedures

A parent company prepares consolidated financial statements using
uniform accounting policies for similar transactions and other events in
similar circumstances. IFRS 10 sets out the requirements for the preparation
of consolidated financial statements by parent entities that are related to the
recognition of control, and also provides a list of conditions that allow a
parent entity not to present consolidated financial statements (Figure 4).

1

! Consolidated financial statements %
1

b e e e e e e e e e e e e e, ——————————

p
Prepared by the parent company if Not required if the parent meets all
all the requirements are met: of the following requirements:
B -

1) the investor has power over the 1) It is a subsidiary of another company
investee (through the ability to direct whose owners are informed of the fact of non-
significant activities); filing and do not object to it;

2) the investor has rights to variable 2) its debt or equity instruments are not
returns from its involvement with the traded on a public market (stock exchange or
investee or is exposed to risks associated over-the-counter);
with those returns; 3) it does not submit its financial

3) the parent (investor) has the ability to statements to the Securities Commission;
influence the results through its power over 4) its parent company publishes its
the investee financial statements and prepares consolidated

financial statements in accordance with IFRS

Figure 4. Requirements for the preparation of consolidated financial statements
Source: compiled on the basis of (IFRS 10, 2023; NAR(S) 2, 2013; Fomina et al., 2023).

If the consolidated financial statements are not prepared, information
users cannot analyze goodwill because goodwill is an attribute of
consolidated financial reporting. This underscores the relevance of the
request for disclosure of goodwill information in integrated reporting
(Kostyuchenko et al., 2024) or other forms of non-financial reporting of the
enterprise.

Consolidation of an investee begins from the date when the investor
obtains control over the investee and ceases when the investor loses control.

Paragraphs B86-B93 of IFRS 10 provide guidance on the preparation
of consolidated financial statements. Thus, the procedures for consolidating
financial statements include:

I. Combining similar items of assets, equity, liabilities, income,
expenses and cash flows of the parent company with similar items of its
subsidiaries.

II. Reduction (elimination) of the carrying amount of the parent’s
investment in each subsidiary and the parent’s share of the equity of each
subsidiary.
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I1l. Elimination of all intra-group assets, liabilities, equity, income,
expenses and cash flows between group entities. Profits or losses arising from
intra-group transactions and recognized in assets (inventories, fixed assets) are
completely excluded (Kostyuchenko et al., 2021). Intragroup losses may indicate
an impairment that should be recognized in the consolidated financial statements.
IAS 12 "Income Taxes" (IAS 12, 2023) addresses temporary differences arising
from the elimination of profits or losses resulting from intra-group transactions.

Thus, subsidiaries, which are entities in which the Group has an
interest, directly or indirectly, of more than one half of the voting rights or
otherwise has the ability to exercise control over their activities, are fully
consolidated in the consolidated financial statements. If the parent company
owns 100% of the voting rights of a subsidiary, no non-controlling interest is
calculated (Fomina et al., 2022; Semenova, 2021). In accordance with
IFRS 12 "Disclosure of Interests in Other Entities” (IFRS 12, 2021), an entity
discloses information to evaluate the nature of its interests in other entities,
the risks associated with those interests, and the effects of those interests on
its financial position, cash flows, and performance. In particular, the
consolidated financial statements provide information on the composition of
the group, the volume and balances of intra-group transactions, and their
impact on the group’s results.

Conclusions

For business owners, investors, and managers, it is important to understand
the potential impact of intangible factors on the value of the business, which are
not disclosed in the financial statements but materialize in the form of goodwill
during business combinations and consolidation of financial statements. It is
during business combinations that internally generated goodwill, formed by off-
balance sheet factors of business value, becomes a fully recognized asset,
assessed, and disclosed in consolidated reporting.

Consolidated financial statements show how the combined business
operates, financial position, composition of property, ratio of liabilities,
equity structure, cash flows, income and expenses, and profits of companies
belonging to the group. The peculiarity of consolidated reporting is that the
parent and subsidiaries are separate legal entities that maintain accounting
records and prepare separate financial statements in accordance with the
principle of autonomy. However, for consolidation purposes, the results of
the group are presented as if they were a single economic unit. The
methodology and procedures for preparing consolidated financial statements
require compliance with a number of rules, including making adjustments,
eliminating intra-group transactions and balances from the primary financial
statements and disclosing them in the notes to the consolidated financial
statements. The responsibility for preparing and presenting consolidated
financial statements rests with the parent company, which prepares the
worksheets and makes the necessary adjustments for consolidation purposes
outside its own accounting system.
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Goodwill and non-controlling interest are integral attributes of
consolidated financial statements. The uniqueness of goodwill is that it
reflects the immeasurable aspects of the business, the expected added value
of the investee company. Goodwill is an important element in the
consolidated financial statements as it affects the ultimate financial position
of the Group. Goodwill reflects the strategic value that a company attaches
to a particular asset or entity under its control. However, it may also be
subject to impairment if its value can no longer be justified by expected future
earnings. Therefore, goodwill in consolidated financial statements is an
important aspect, as it reflects the intangible factors of a business’s value that
can significantly impact the overall resilience and efficiency of the company
in competitive business environments.

The categorization of two groups of goodwill valuation methods allows
for consideration of the interests and needs of various parties conducting such
assessments. The first group of methods is designed for assessing disclosed
goodwill during business combinations and consolidation of financial statements.
The second group of goodwill valuation methods enables a thorough analysis of
the value created by the company in its operations, the value of internal goodwill
considered during subsidiary acquisition agreements, and the company’s ability
to generate goodwill for impairment testing. Management’s own assessment of
business value, including goodwill value, subsequently requires annual review
and substantiation based on evidence and calculations proposed by the
methodology to support their assumptions.

Therefore, the proposed hypothesis is substantiated, and for a justified
valuation of goodwill during consolidation, the use of such methodological
approaches is necessary: assessing brand value for customers, measuring long-
term company stability, evaluating sustainability and social responsibility indica-
tors, goodwill valuation methods based on artificial intelligence capabilities.

Thus, the scientific novelty lies in defining and grouping
methodological approaches to assessing the value of goodwill, in accordance
with the requirements of IFRS for disclosure in consolidated financial state-
ments and accompanying notes, as well as in the group of additional methods
that investors can utilize regarding potential acquisition targets and
management during company value management.

Goodwill is unique in that it is assessed not only during acquisition.
The proposed methodology will be useful for testing goodwill impairment
for further financial statement consolidation, as well as for evaluating all
aspects of internally generated goodwill formation. Currently, information
about goodwill can be disclosed in more detail in the notes to the consolidated
financial statements, as well as in other forms of non-financial reporting,
including management reports and integrated reporting.

Prospects for further research include deepening knowledge and
experience in the field of non-financial statement consolidation; improving
international accounting and reporting standards; more comprehensive dis-
closure of goodwill formation aspects; analysis of the relationship between
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internally generated goodwill and the amount of externally disclosed
goodwill during consolidation. Ultimately, this will allow financial statement
users to obtain more comprehensive information about the group’s activities
and the impact of off-balance sheet factors on business value and the amount

of goodwill.
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