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The relevance of the research topic is 
determined by the need to adapt to rapid global 
changes in the electric power industry, which is 
associated with a change in the structure of the 
energy balance, the strengthening of geopo-
litical factors, the impact of climate change, 
economic globalization, new regulatory require-
ments, and the rapid development of energy 
storage technologies and smart networks. These 
changes lead, on the one hand, to challenges in 
ensuring energy security, and on the other hand, 
contribute to significant price volatility in the 
electricity market. As a result of the influence of 
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ЦІНОВІ ТРЕНДИ СВІТОВОГО 
ЕЛЕКТРОЕНЕРГЕТИЧНОГО 

РИНКУ  
 

Актуальність теми дослідження визнача-
ється необхідністю адаптації до швидких гло-
бальних змін в електроенергетичній галузі, що 
повʼязано зі зміною структури енергетичного 
балансу, посиленням геополітичних факторів, 
впливом кліматичних змін, економічною глоба-
лізацією, новими регуляторними вимогами та 
стрімким розвитком технологій зберігання 
енергії та інтелектуальних мереж. Ці зміни 
призводять, з одного боку, до викликів у 
забезпеченні енергетичної безпеки, а з іншого – 
сприяють значній волатильності цін на ринку 
електроенергетики. Внаслідок впливу глобаль-
них цінових тенденцій і пріоритетів розвитку 
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global price trends and world energy develop-
ment priorities on the domestic electricity sector, 
the study of these trends is of great importance 
for Ukraine. The aim of the research is to 
establish the price trends of the global electricity 
market with the determination of the key factors 
of price growth in the context of challenges for 
Ukraine regarding the stabilization of electricity 
prices. The research is based on the hypothesis 
that the factors that determine the trajectory of 
price changes on the international electricity 
market are also characteristic of the Ukrainian 
electricity market. The research was conducted 
using the methods of statistical analysis, syn-
thesis, grouping, tabular and graphical display 
of results. A retrospective analysis of price dyna-
mics on the global energy market was carried 
out, which showed a faster pace of price changes 
for energy products than for other products, with 
a faster increase in oil prices than for coal. The 
current trends in the development of changes in 
electricity prices were analyzed, the reasons for 
their rapid growth in 2021 were identified, and 
it was noted that in some countries, such as the 
USA and China, prices remained stable. Using 
the example of the EU countries, it has been 
analytically proven that electricity tariffs depend 
on the price structure. The factors that affect 
pricing in the field of electricity in the world are 
determined: energy prices, global crisis pheno-
mena, the amount of available supply, weather 
conditions, supply chain problems, grid infra-
structure and distribution, the structure of the 
electricity market, the share occupied by taxes 
and fees in electricity prices and the purchasing 
power of the population. The current state of the 
electricity market of Ukraine is analyzed, which 
is characterized by a price imbalance, especially 
in the retail sector, a settlement crisis between 
the main market participants, a lack of real 
competition, limited transparency of the market 
and opportunities for manipulation on it, and the 
imperfection of the legislative framework. These 
factors are exacerbated by external negative 
influences in the form of a full-scale Russian 
invasion due to the destruction of electric power 
infrastructure and loss of capacity. 

 
Keywords:  electricity, electricity price, 

global electricity market, energy security, elect-
ricity sector of Ukraine. 

  

світової енергетики на вітчизняний електро-
енергетичний сектор дослідження цих трендів 
має важливе значення для України. Мета 
статті полягає у встановленні цінових тенден-
цій світового ринку електричної енергії з 
визначенням ключових чинників зростання цін у 
контексті викликів для України щодо стабі-
лізації цін на електроенергію. В основу дослі-
дження покладено гіпотезу про те, що чинники, 
які визначають траєкторію зміни цін на 
міжнародному ринку електроенергії, властиві 
також й для українського електроенерге-
тичного ринку. Дослідження проведено з вико-
ристанням методів статистичного аналізу, 
синтезу, групування, табличного та графічного 
відображення результатів. Здійснено ретро-
спективний аналіз цінової динаміки на світо-
вому енергетичному ринку, який показав швидші 
темпи змін цін на енергетичні товари, ніж на 
іншу продукцію, при цьому швидше зростання 
цін на нафту, ніж на вугілля. Проаналізовано 
сучасні тренди розвитку зміни цін на електро-
енергію, ідентифіковано причини їх стрімкого 
зростання у 2021 р., до того ж зауважено, що в 
деяких країнах, як-от США та Китай, ціни 
залишалися стабільними. На прикладі країн ЄС 
аналітично доведено, що тарифи на електро-
енергію залежать від структури ціни. Визна-
чено чинники, які впливають на ціноутворення у 
сфері електроенергетики у світі: ціни на 
енергоносії, світові кризові явища, обсяг 
доступної пропозиції, погодні умови, проблеми 
ланцюга поставок, грід-інфраструктура та 
розподіл, структура ринку електроенергії, 
частка, яку займають податки та збори в ціні 
на електроенергію та купівельна спроможність 
населення. Проаналізовано сучасний стан 
електроенергетичного ринку України, який 
характеризується ціновим дисбалансом, особ-
ливо у роздрібному секторі, кризою розрахунків 
між основними учасниками ринку, відсутністю 
реальної конкуренції, обмеженою прозорістю 
ринку й можливостями маніпулювання на 
ньому, недосконалістю законодавчої бази. Ці 
фактори посилюються зовнішніми негатив-
ними впливами у вигляді повномасштабного 
російського вторгнення через руйнування 
електроенергетичної інфраструктури та 
втрату потужностей. 

 
Ключові слова: електроенергетика, ціна на 

електроенергію, світовий електроенергетич-
ний ринок, енергетична безпека, електро-
енергетичний сектор України. 
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Introduction 
A well-developed energy system is a key factor in social and economic 

development, which is achieved by ensuring everyoneʼs access to affordable, 
reliable, sustainable and modern energy. Therefore, the creation of energy 
policy is one of the most important areas of activity of state authorities. 

Between 2010 and 2020, the global level of access to electricity increased 
significantly from 83 to 91%. The number of people without access to the grid 
decreased from 1.2 billion in 2010 to 733 million in 2020. In 2020, 76% of the 
worldʼs population without access to electricity lived in 20 countries, 15 of which 
were in southern Africa of the Sahara (IEA; IRENA, 2022). 

The last 4 years were as a period of almost unprecedented upheavals 
in the European and global energy markets, a time of great international 
economic and political instability. First, the 2020 COVID-19 pandemic, 
which led to a sudden sharp drop in energy demand and energy prices, as 
lockdown restrictions around the world caused household consumption and 
industrial production to fall. The gradual opening of society in 2021 and the 
rapid recovery of demand have contributed to a rapid increase in energy 
prices – to higher price levels than ever before. The origins of the second of 
these shocks, the gas supply crisis, were laid back in the summer of 2021, 
when Russian state-owned Gazprom failed to replenish its gas storage 
facilities in Western Europe and refused to offer additional supplies of natural 
gas on European spot markets. The crisis was further aggravated by Russiaʼs 
preparations for the invasion of Ukraine and its beginning in February 2022. 
Sanctions and counter-sanctions led to a sudden reduction in Russian gas 
supplies to the EU, which could not be compensated in time with an 
additional gas pipeline or LNG gas or other fuel. 

The combination of these economic and geopolitical factors has 
caused gas and electricity prices in Europe to rise to peaks that no one could 
have previously predicted, with serious consequences for European 
households, industry, the economy in general and public finances. Together, 
they have focused an unprecedented level of attention on various aspects  
of energy policy, especially on security of supply, the competitiveness of 
European industry, the survival of small and medium-sized enterprises 
(SMEs) and energy affordability for European households. 

The importance of the research topic is enhanced by the fact that  
in 2021 there was an increase in both energy consumption and prices, which 
significantly contributed to the growth of household expenses in this area. 
This can lead to an increase in the number of households at risk of energy 
poverty (Sharma et al., 2021). Recently, the problem has worsened due to the 
war in Ukraine. Energy poverty is a serious problem for the EU (European 
Commission, 2020) as it can lead to further inequities and inequalities, which 
can have a negative impact on health (Sovacool, 2017). 

Electricity is an important determinant of social and economic 
development (Ouédraogo, 2010). In the long run, this has positive effects on 
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economic development as well as private and public sector development, 
including education and health (Zhang, 2019). These relationships are often 
multidimensional (Aklin et al., 2016) and multidirectional (Riva, 2018). 

Close attention of foreign scientists is paid to the issue of price trends 
in the development of the electric power industry. In the work of Dragasevic 
et al. (2021) investigated the electricity market of Montenegro by applying a 
regression model, conducted a study of factors affecting the price of 
electricity, such as electricity production costs, transmission and distribution 
costs, as well as fees for market organization and electricity supply. 

The effect of market deregulation (the purpose of which is to open the 
market to competitors (another electricity producer)) on reducing the price of 
electricity was studied by Andersson & Bergman (1995). The authors found 
that deregulation by default does not mean that individual producers will not 
affect the market price, which can make the fight against price uncertainty 
even more intense. 

A study of electricity consumption and its impact on demand in 
various market forms is given in Ying et al. (2017). 

Electricity is the second largest source of final energy consumption by 
households (Eurostat, 2020), which is mostly used for lighting and the 
operation of household appliances (Cabeza et al., 2014), and is also a source 
of heating and cooling (Krarti & Aldubyan, 2021). 

The literature is described numerous examples of energy injustice and 
inequality that directly or indirectly affect households. The emergence of 
energy inequity can lead to uneven distribution of risks and benefits across 
multiple dimensions, including countries, social groups, and individuals. As 
stated in the work of Banerjee et al. (2017), energy injustice and inequality 
can be associated with all forms and stages of energy collection and 
transformation from collection to final use. 

An example of energy injustice and imbalance is the energy burden 
that occurs when some households pay a disproportionately high percentage 
of their income to cover the cost of energy services. Bednar & Reames (2020) 
provide another example of energy poverty, where households cannot afford 
the energy needed to support daily life. 

Recent studies have measured the impact of renewable sources on 
total energy consumption (Frodyma, 2017; Burgos-Payán et al., 2012; Ćosić 
et al., 2012; Brand & Zingerle, 2011), but there are relatively few studies that 
focus on the impact of renewable energy on the price of electricity (Perez & 
Garcia-Rendon, 2021; Azofra et al., 2015; Moreno et al., 2012) and, as a 
result, on changing the market structure. 

The very price of energy carriers was the subject of many 
investigations. This is partly influenced by the wholesale market price as well 
as the distribution fee (Zhimin Wang et al., 2013). The wholesale market 
price is not fully passed on to the consumer due to various types of surcharges 
at the national level. For this reason, it is not a fully liberalized market. In the 
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work of Pepermans, you can find a description of the process of liberalization 
of the electricity market in the EU (2019). The EUʼs introduction of three 
directives in this area did not bring significant changes in this regard, for 
example, it did not reduce concentration or reduce energy prices. As noted 
by Lave et al., the situation may continue until a suitable competitive market 
is established (2004). 

Therefore, a thorough analysis of foreign sources showed that, along 
with studies of individual price formation factors and their impact on 
household incomes, there are few studies devoted to current trends in 
electricity price dynamics in the context of the causes and consequences of 
such price shocks. This leads to the need for a scientific search for new ways 
and answers to the rapid increase in electricity prices in the direction of 
determining the causes and identifying the factors that lead to such an 
increase in order to predict and develop appropriate solutions to price shocks. 

The energy sector of Ukraine is an important part of the global energy 
system, so it cannot remain aloof from the main directions of its development. 
Its priority should not be so much meeting current needs as preparing for the 
challenges that will determine the future, taking into account global energy 
trends. 

The aim of the research is to establish the price trends of the world 
electricity market with the determination of the key factors of price growth 
in the context of challenges for Ukraine regarding the stabilization of 
electricity prices. The article puts forward a hypothesis regarding the 
significant impact of price trends on the world electricity market on  
the formation of electricity prices in Ukraine. 

The main methods of research and implementation of the assigned 
tasks are methods of statistical analysis, synthesis, grouping, tabular and 
graphical display of results. Analytical and statistical data of Global Financial 
Data (GFD), European Commission (EC), International Energy Agency 
(IEA), Eurostat, Low Carbon Ukraine (LCU) project, GMK Center, National 
Commission for State Regulation in the spheres were used of Energy and 
Utilities (NCSR). 

The structure of the research consists of four sections. The first one is 
devoted to retrospective studies of the formation of electricity prices in the 
world, the second section examines the current dynamics of prices on the global 
electricity market, the third section identifies the factors influencing pricing 
in the field of electricity, the fourth section defines the current trends of the 
electricity market of Ukraine. 

 
1. Historical aspects of electricity price formation in the world  
 
Looking back in history, from the 1200s to the 1800s, the main energy 

resource of the economy was firewood, while coal and lamp oil acted as 
secondary resources. Each in its own way provided different types of energy 
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for cooking, heating and electricity. Global Financial Data (GFD) data for 
firewood prices start from 1252, coal prices from 1447, and lamp oil prices 
from 1272. Although firewood was the main energy source from 1200-x  
to the 1800s, in the 1800s they were gradually replaced by electricity and gas. 
This is how energy was introduced directly into the house (Why are 
electricity prices rising again?, 2023). 

In the 1860s, oil was discovered in Pennsylvania, which quickly 
replaced other sources of energy. At that time, the price of a barrel of oil was 
20 dollars. US, but due to oversupply, the price quickly dropped to 10 cents 
by the end of 1861, making it extremely cheap. 

Interestingly, by combining historical data for coal, coal gas, 
firewood, lamp oil, whale blubber, petroleum oil and natural gas, the GFD 
has created a commodity energy price index spanning the past 750 years. 

Various studies have compared the behavior of energy prices with the 
prices of agricultural and industrial goods over the last century. Among  
the three, energy prices have increased the most, more than 500 times over 
the past 750 years, while manufactured goods have seen the least increase in 
price. A study of the dynamics shows that there were long periods of 
hundreds of years when the price of energy hardly changed, in particular 
between 1350 and 1550 and between 1700 and 1900. However, the 1900s 
and 2000s turned out to be a wild period, but in general growing changes in 
prices for energy carriers and other goods. It should be noted that industrial 
goods, in particular metals and non-food agricultural goods, have 
consistently increased in price less than other goods. In fact, the fall in the 
prices of manufactured goods in the 1930s returned the index to the level of 
the mid-16th century. Since then, prices for industrial goods have risen faster 
than for agricultural goods, but still not as fast as energy prices. Of the three 
main commodity indices that the GFD calculates for energy, agriculture and 
industry, the energy index has grown the most over the past 750 years. 
Between 1252 and 1970, energy prices increased 60 times. 

Over the past 50 years, energy prices have rapidly outpaced 
agricultural commodity prices, particularly due to significant price increases 
in the 1970s and 2000s.Commodity prices have changed dramatically since 
1970. From 1970 to 2016, the agricultural index increased almost fourfold, 
the industrial index increased tenfold, and the energy index increased 
thirtyfold! Thanks to comprehensive research, it is possible to understand the 
anomalous behavior of commodity prices, which has existed for the past 40 
years and has broken the 700-year trend of relatively uniform growth in 
energy prices in the first place. 

Interestingly, three global spikes occurred during wars: the 1810s 
during the Napoleonic Wars and the Wars of 1812, the 1860s during the 
American Civil War, and the 1910s during World War I. The first two spikes 
were followed by forty-year price falls as a return to the peacetime average. 
After the last two spikes in energy prices in the 1970s and 2000s, there has 
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yet to be a reversion to the mean. While supply-side factors, primarily 
shortages, caused energy prices to soar in the 1970s, strong demand from 
China and other countries led to higher prices in the 2000s. and industrial 
goods have similar prices, while the growth of prices for agricultural products 
was more stable. 

Of course, the interplay between coal and oil prices with respect to the 
effect on the hindsight of energy prices is remarkable. Over the long term, 
the price of coal has risen steadily, following a 500-year trend that began in 
the 1500s. Even more surprising is the fact that the prices of oil and other 
energy resources showed no upward trend from the late 1500s to the 1930s 
During the 1900s, both oil and coal prices increased steadily, but over the 
past 100 years, oil prices have risen five times faster than coal prices due to 
the increased demand for oil relative to coal. 

The dynamics of prices over the centuries demonstrate that the rise in 
electricity prices is characterized by the globality of the process and 
periodicity. This process is present in most countries of the world and occurs 
under the influence of global and country-specific factors. In the framework 
of tariff increases, states mostly provide assistance to consumers (especially 
households), which is taken into account in the budget of countries. But, 
despite this, citizens all over the world face rising energy prices and an 
increase in the cost of living. 

In the world, it is political and economic factors that cause a global 
energy shortage, such as fluctuations in the prices of coal and oil. This leads 
to changes in the price of electricity for retailers, and therefore the price of 
electricity for customers. 

 
2. Current electricity price trends 
 
The reduction in economic activity in 2020 due to the quarantine 

measures related to COVID-19 led to historically low wholesale electricity 
prices in 2020: the EU day-ahead average price was €36/MWh. 

The economic recovery following the easing of measures related to 
COVID-19, together with rising tensions with Russia, culminating in the 
Russian invasion of Ukraine, led to an increase in wholesale electricity 
prices, which reached an unprecedented level in the EU: average price a day 
ahead in the first half of 2022 (199 EUR/MWh) is four times higher than the 
average price in 2010-2020. 

In the first half of 2021, the recovery of the global economy was the 
main driver of wholesale prices, together with increased spending on carbon 
emission allowances in response to the proposed plans to strengthen the EU 
energy system under the Commissionʼs Fit for 55 proposal. The increase in 
gas prices, partly driven by the preparation Russia before the war, caused an 
increase in electricity prices from the 3rd quarter. 2021. Limited short-term 
options for replacing gas-based electricity generation with other fuels, as well 
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as shortages in hydropower (due to low water levels) and nuclear power (both 
due to unplanned repairs and scheduled shutdowns) also caused prices to 
remain high for a long period. 

Around the world, other regions also saw an increase in electricity 
prices. Japan has experienced the same price increases as the EU due to its 
heavy reliance on LNG imports for power generation. Several other G20 
countries (South Korea, Turkey, India, South Africa) also showed significant 
price growth in 2021 (and continued into 2022), but the rest of the G20 did 
not. For example, prices in the USA remain low and stable compared to the 
EU (Figure 1). 

Prices in Japan increased significantly after the 2011 Fukushima 
accident and the subsequent closure of the nationʼs nuclear power plants, and 
remained significantly higher than in the EU until 2016. Between 2016 and 2020, 
prices were somewhat comparable, although prices remained higher in Japan, 
even through the peak of Japanese prices in December 2020 – January 2021 
due to cold weather, LNG supply shortages and failures in the market 
mechanism (Koichiro, 2021). In both markets, electricity prices are driven by 
global LNG prices and followed similar growth trajectories through 2022. 

 
Figure 1.  Dynamics of average monthly wholesale electricity prices per day in the 

EU, the US, the UK, Japan and China 
Source: (Study on energy prices and costs, 2024). 

Chinaʼs wholesale electricity markets are still developing, but proxy 
prices (for large industrial consumers) have been relatively stable with a 
small continuous decline between 2017 and 2020. Data beyond 2020 are not 
available, but upward pressure on prices in 2021 and 2022 is considered 
strong due to rising coal prices (Integral, 2022). 
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Electricity prices in the United Kingdom have not been much 
different from the EU average over time, usually being slightly higher than 
the EU average. Their similarity stems from most of the same market factors, 
as well as the large capacity (both electricity and gas) between the EU and 
the UK. 

Regarding trends in wholesale electricity prices in other G20 
countries (Australia, Brazil, Canada, India, Indonesia, Mexico, Russia, Saudi 
Arabia, South Africa, and Turkey), it can be noted that consistently low 
electricity prices were observed in Canada and Russia between 2008  
and 2022. The former are due to a large amount of hydropower and nuclear power 
generation (they together provide more than 80% of the electricity balance), and 
the latter are due to artificially low (subsidized) prices. Prices in Brazil and South 
Korea are highly volatile, reaching peaks between 2012 and 2015. 

None of these countries experienced the same price spike as the  
EU-27 in 2021–2022. However, similar price spikes are evident in many (but 
not all) other G20 countries, notably India, South Africa, Turkey and South 
Korea. Prices in other countries did not rise as much, they are mainly 
correlated with countries that are mostly self-sufficient in fuel for electricity 
production. 

Renewable energy continued to grow in the EUʼs electricity mix to 36% 
in 2021, particularly thanks to increased wind and solar generation. Fossil fuel 
demand for power generation has been slowly declining, but current high gas 
prices have led to increased use of coal and lignite for power generation and 
increased LNG imports to offset reduced pipeline gas supplies from Russia. 

Also, 2021–2022 a reduction in nuclear power production was 
noticed, due to plant decommissioning and unplanned maintenance outages 
(mainly in France), which further contributed to the tension in the supply of 
electricity in the EU. 

Although there are some differences in prices between European 
regions, prices in all regions showed the same trend of very high prices. The 
northern region was the only region where prices were significantly lower, 
but still high, a result of hydropower being often a marginal technology due 
to advantages, while in most other regions expensive fossil fuel plants are the 
marginal unit. From 2021 onwards, regions with a high dependence on fossil 
fuels and limited connectivity, such as Italy and the UK, will consistently 
have slightly higher prices. 

The increase in retail electricity prices for household consumers 
between 2019 and 2021 is due mainly to the increase in wholesale prices, as 
already indicated. In the case of households, the average retail price in the 
EU-27 increased by 8% (+16 EUR/MWh) to 231 EUR/MWh in 2021. 

Data for the first half of 2022 showed that retail prices are lagging behind 
wholesale price trends, with average household prices rising to €311/MWh 
(+32%). A significant tax cut (by 43%) has helped moderate this increase, with 
average taxes around €20/MWh lower by mid-2022 than in 2021. 
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The rapid development of the wholesale electricity market resulted in 
electricity prices for households being lower than the wholesale price in most 
EU markets. This shortage is an important factor in the financial difficulties 
and bankruptcy of some electricity suppliers. 

Compared to the international level, retail prices for households in the 
EU remain higher than in almost all G20 countries. Only prices in Australia, 
Great Britain and Japan are at a similar level. Industrial prices also rose, 
except in China and the US. This indicates a deterioration in the global 
industrial competitiveness of the EU, as prices in the EU were among the 
highest before the energy crisis. 

Electricity prices vary widely around the world, and sometimes even 
within a country, depending on factors such as infrastructure, geographic 
location, and politically determined taxes and fees. 

Regarding the component prices for households, for example in 2021, the 
share of energy supply, network costs and taxes in the total price is very 
different between EU member states. In Figure 2 shows that while energy 
and supply costs tend to account for the largest share of the total price, the 
shares of the various components vary widely. For example, in Germany and 
Denmark, the costs of energy and supplies are much lower than the costs of 
taxes and other charges. In countries such as Malta and Greece, the cost  
of electricity and supply is over 60% of the total. Network costs are the lowest 
in Bulgaria, Denmark, Portugal and Italy. The highest network costs are 
recorded in Belgium (€105/MWh), Ireland (€94/MWh) and Sweden 
(€80/MWh). The lowest component of taxes and fees is in Malta. In the  
EU-27, the share of taxes and charges in the total price of electricity for 
households decreased by 4%, while network costs increased by 6% and 
energy and supply increased by 23% between 2019 and 2021. 

 
Figure 2. Composition of electricity prices for EU households in 2021,  

% of total price 
Source: (Study on energy prices and costs, 2024) 
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Thanks to the large production of crude oil and natural gas, countries 
such as Iran, Qatar and Russia have some of the lowest electricity prices in 
the world – in these countries, the average family pays less than 0.1 USD. 
US per kWh. In contrast, countries that depend on imported fossil fuels for 
electricity production are more vulnerable to fluctuations in market prices. 
The largest importers of natural gas in Europe in 2022 were Italy and 
Germany, where this source of energy makes up a significant share in the 
structure of the energy balance. The countries have some of the highest 
electricity prices in the world, having been hit by the energy crisis of 2022. 
Overall, Western Europe is the most expensive region to purchase electricity 
for households, while many major energy producing countries, such as 
Russia and Saudi Arabia, offer their residents the cheapest average rates. 

The factors that influenced the formation of the electricity price are: 
the global energy crisis, high inflation and interest rates, the energy transition 
to net zero and decarbonization, digitalization and decentralization. Along 
with this, many other common factors underlie these factors, such as weather 
conditions and market forces, which are mentioned a lot and amplify or offset 
their effects. These drivers and trends are expected to continue to influence 
to varying degrees in 2024 and require shaping responses from governments, 
regulators, utilities and customers. In general, according to the analysis of 
recent years, a decrease in the demand for electricity in developed economies 
was predicted due to the permanent consequences of the global energy crisis 
and the slowdown in economic growth. In 2024, when expectations about the 
economic outlook show improvement, global electricity demand growth is 
expected to recover to 3.3% (Raza, 2023, December 31). 

Since the beginning of 2024, electricity prices in Europe have been 
declining significantly. Thus, in February, average monthly wholesale 
electricity prices per day in major European markets fell, with most of them 
reaching their lowest level since the first half of 2021: 

Sweden – 44.4 EUR/MWh (-45%); 
Spain – 39.9 EUR/MWh (-35%); 
France – 58.4 EUR/MWh (-23.8%); 
Germany – 61.36 EUR/MWh (-19.9%); 
Italy – 87.6 EUR/MWh (-11.6% m/m) (Yermolenko, 2024). 
In Ukraine, the weighted average price of electricity on the day-ahead 

market (DAM) in February 2024 decreased by 15.3% compared to the 
previous month to UAH 3268.6/MWh (EUR 78.6 at the exchange rate of 
UAH 41.59/EUR). Total demand for the period decreased by 13.16% mom. 

According to the data of The European Energy Exchange (EEX), the 
Central European exchange of electricity and related products, the base 
settlement price of electricity futures on the German market in March 2024 
was 61.27 EUR/MWh, on the French market – 58.81 EUR/MWh h., Spain – 
19.83 EUR/MWh, Italy – 84.73 EUR/MWh (Yermolenko, 2024). 
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From the point of view of maintaining current trends in the future, two 
logical conclusions can be drawn. First, the prices of energy products  
are rising faster than the prices of other products. Second, oil prices are 
increasing faster than coal prices. The reality of supply and demand in the 
market further reinforces these trends. In developed countries, energy 
consumption per unit of production is decreasing, and this is to some extent 
offsetting the increase in energy demand in emerging markets. Countries 
such as China, which are heavily dependent on oil imports, are reducing their 
energy dependence through the development of solar energy and improved 
energy storage. Services play an increasing role in both developed and 
emerging markets, and as the share of services in GDP increases, the 
economyʼs relative dependence on oil and coal will decrease. The overall 
potential trend of energy supply and demand depends on technology and how 
quickly solar and innovative technologies can improve, as well as how much 
fracking and related technologies can increase the amount of oil that can be 
extracted from the ground. Due to the global warming effect of carbon 
energy, the world is trying to reduce its dependence on coal and oil, and of 
course this has an effect on the cost of electricity. 

That seems unlikely now, the researchers say, but the system model has 
shown no signs of change over the past 100 years. Currently, the safest thing is 
to increase the prices of raw materials, especially energy (Taylor, 2017). As a 
result of the generalization of the trends of changes in world electricity prices, 
it is possible to single out the key factors that significantly affect the price 
change. 

 
3. Factors affecting the price in the electricity sector 
 
The price of fuel is one of the main factors affecting energy pricing 

and electricity tariffs for the population. The price of oil, natural gas and coal 
fluctuates depending on global factors such as production volumes, refinery 
output, tariffs and transportation costs. 

Natural gas is one of the most used types of fuel in power plants. The 
laws of supply and demand, along with regional factors, affect the price of 
natural gas and other fuels. When natural gas prices rise, electricity prices are 
likely to rise. As the demand for a commodity like natural gas increases, so 
does the price. Likewise, when demand decreases, prices can fall. 

This is because, thanks to the current market clearing mechanism, 
electricity prices are determined by the auction clearing price determined by 
the marginal technology. Previously, this technology was coal, and after 
several periods of higher demand – gas. The increase in the cost of carbon 
emissions in recent years has led to higher coal prices and market prices, 
while lower gas prices have caused lower market prices for gas stations. 
Consequently, marginal technologies in many markets have slowly tran-
sitioned to gas production. This is especially relevant for times of market 
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shortage, when gas installations have become a common high-cost "balan-
cing" unit. 

This dependence between electricity prices and gas prices has 
strengthened in recent years. Compared to previous years, 80% of gas plants 
in the EU purchase gas under futures contracts. Consequently, gas futures 
prices, such as those at the Dutch TTF hub, influence prices in electricity 
markets over many time frames, and often average prices. The Russian 
invasion of Ukraine demonstrated that there is a close relationship between 
electricity prices and gas futures prices. You can clearly see this relationship 
in Figure 3, which shows an increase in gas prices, followed by a significant 
increase in prices in the European electricity market. Economic recovery 
following the COVID-19 pandemic has also boosted demand for gas and 
electricity, putting additional demand-side pressure on market prices. 

 
Figure 3. Day-ahead gas prices (NL TTF hub futures), day-ahead electricity prices 

(European Electricity Benchmark) and the average energy component of retail 
price development for households since 2020 (index 1 = average price in 2019) 

Source: (Study on energy prices and costs, 2024). 
The relationship between the price of gas and the price of electricity 

varies across Europe. By 2020, most gas (96%) in Europe was already 
purchased using futures contracts, so electricity prices were highly dependent 
on gas price fluctuations. However, in the Mediterranean (53%), Scandinavia 
and the Baltics (66%) and South-Eastern Europe (84%) a larger share is 
traded through indices linked to oil prices (which rose less than oil futures 
gas). Therefore, the vulnerability of electricity prices in these regions to 
fluctuations in gas prices was lower. 

Another important factor is world events, such as wars or health crises, 
which can also affect energy prices. If conflict causes large-scale changes in 
energy demand, it could affect the availability of commodities like natural 
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gas and oil or slow down global supply chains. So average consumers may 
notice a change in their bill growth. 

For example, Russiaʼs invasion of Ukraine led to a significant increase 
in electricity prices due to concerns about natural gas supplies. During 2022, 
wholesale energy prices in Europe increased by 237% (Gazzani &  
Ferriani, 2022). Such price increases are a typical result of global disruptions, 
but some events can lead to lower demand. For example, during the 
quarantine due to COVID-19, the demand for electricity fell (COVID-19 
impact on electricity, 2021) as a number of businesses closed down, which 
reduced electricity prices for a while. 

Geopolitical conflicts can have a long-term impact on the cost of 
electricity. In times of uncertainty, investors are less likely to provide capital for 
grid improvements or renewable energy projects. This hesitancy could delay 
progress that could make electricity more reliable and cheaper in the future. 

The amount of available supply can also affect electricity tariffs. If 
there is a surplus, prices may fall; and when supplies are scarce, energy prices 
often rise. 

In addition to supply and demand, other factors influence energy pri-
cing. Among other factors that can cause energy prices to rise, the following 
can be distinguished: 

Weather conditions, including extreme temperatures and other 
changes in weather conditions, are a common cause of power outages and 
increased energy demand. According to Climate Central, 83% of power outa-
ges were weather-related (Surging Weather-related Power Outages, 2022) 
between 2000 and 2021. This percentage increased significantly in the 
following decade, with a further increase in weather-related outages  
from 2011 to 2021 by 78%. Such disruptions could cause an increase in 
wholesale electricity prices (Wholesale U.S. electricity prices, 2023), which 
utility companies usually pass on to consumers in the form of higher tariffs. 

Extreme temperatures can also cause utility bills to spike. Demand for 
electricity increases as people turn on energy-intensive appliances, such as 
furnaces or air conditioners, so prices rise. A vivid example of this was 
observed in Texas (USA) in the summer of 2023, when prices from the 
annual average of $101. US per MWh rose to $5,000. USA per MWh. 

While consumers can expect some seasonal fluctuations in prices as a 
matter of course, unpredictable extreme weather events tend to have a much 
greater impact on electricity costs. 

Supply chain problems, which can be expressed by disruptions in the 
supply of spare parts for turbines and other equipment from the manufacturer 
to the power plant (Thomson et al., 2022). For example, delivery delays can 
affect repairs, maintenance, and system improvements because needed parts 
or equipment could not arrive in time due to a transportation delay. 

In addition, limited access to raw materials can stop renewable energy 
projects. In addition to logistical bottlenecks or high shipping costs, energy 
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companies may have to source materials for solar panels or battery systems 
from risky countries where transportation is a problem or supply is unstable. 

Failure to upgrade or repair systems can delay cost savings and lead 
to failures or inefficiencies, ultimately driving up energy prices. 

Grid infrastructure and distribution. It takes time to add high-voltage 
power lines and switches to the grid, so supply may not grow as fast as 
demand. Damage to the network infrastructure, in turn, can limit the amount 
of electricity available to consumers. 

Structure of the electricity market. The rules governing electricity 
markets vary greatly by location, but there are two main types of market 
structures in the United States: regulated and deregulated markets (Under-
standing Electricity Market Frameworks & Policies, 2024). A regulated 
market is one in which one public utility company controls most of the 
electricity generation and infrastructure. A deregulated market allows electri-
city to be bought and sold between different electricity suppliers, with a 
public entity responsible for only certain aspects of the transmission 
infrastructure. 

Examining the presence of the largest electric power companies by 
market capitalization from a list of 240 units in the world, it can be considered 
that the US electric power market is the most deregulated (Table 1). 

 
Table 1 

Number of the largest electricity companies in the world 
 as of May 01, 2024 

Largest electricity companies by country (240 companies) 
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Source: compiled by the authors according to (Largest electricity companies by market  
cap, n. d.). 

But the impact of this factor cannot be considered unambiguous, as 
deregulation aims to encourage competition and ultimately lower prices for 
consumers, but the results in practice vary. A deregulated market tends to 
have an uneven distribution of electricity and more volatile price swings, and 
according to a New York Times report, customers in deregulated markets pay 
an average of $40 more per month than customers in regulated electricity 
markets (Penn, 2023, January 4). 

For the final consumer, an influential factor on the final tariff is the 
share of taxes and fees in the price of electricity. 



STATE AND MARKET 

 

ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. № 4 19 
 

In addition, another factor is the purchasing power of the population. 
Looking at the general trends of global purchasing power, an increasing trend 
is recorded across countries. A significant drop in opportunities to purchase 
electricity can be observed on the domestic market. This trend is caused by 
the increase in electricity tariffs for household consumers from 01.06.2024 
by Resolution of the CMU No. 632 dated 31.05.2024, regarding the 
establishment of a single fixed price for electricity for all residents of  
Ukraine – 4/32 hryvnias/kWh. regardless of the volume of consumption, and 
accordingly, a slight increase in the minimum income of citizens. In addition, 
the incomparable increase in the minimum wage and the fall in the national 
currency additionally do not provide an opportunity for a progressive 
increase in purchasing power. 

 
4. Electricity market of Ukraine 
 
Two and a half years of war became a difficult test for energy 

companies and enterprises that produce, sell, distribute and supply electricity. 
The main reasons for this were the decrease in consumption by commercial 
consumers, massive shelling by the Russian occupiers of the energy 
infrastructure in 2022-2023, and huge debts created as a result of an 
unbalanced model of assigning special responsibilities to state-owned 
companies. Analysts of the energy sector emphasize that the existing 
mechanism for providing the population with electricity (PSO) ensures a low 
price for electricity for the population at the expense of potentially profitable 
state-owned companies: mainly "Energoatom", which is the operator of 
nuclear power plants and "Ukrhydroenergo" which is the operator of 
hydroelectric plants. Despite the instability of the surrounding conditions, 
several market participants were able to earn significant profits in 2023. 

Electricity prices in Ukraine have gradually increased over the past  
10 years: from UAH 0.35 to UAH 1.51 in 2023, and then rapidly to UAH 
4.32 per kWh in 2024, i.e. by 186%. Such an increase in the cost of electricity 
hit Ukrainians hard during the war years: from UAH 1.51 in 2023 to UAH 
2.64 at the beginning of 2024, and to UAH 4.32 per kWh from June 2024. 
Experts state that the sharp increase in electricity bills is caused by several 
factors, but most of it can be attributed to the huge investment in the countryʼs 
crumbling energy infrastructure. At the same time, utility providers are 
working to upgrade and increase generation capacity to keep up with higher 
demand, which will be driven in part by artificial intelligence. 

Until 2019, an inefficient monopolized model of relations in the field 
of electricity sales operated in Ukraine, where pricing was under the control 
of centralized management, which negatively affected all market 
participants. Since July 1, 2019, a new electricity market model based on the 
rules and standards of the European Union has been implemented in Ukraine. 
This allowed Ukraine to improve the system of buying and selling electricity, 
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and now the updated market is constantly undergoing qualitative changes 
(Metelenko et al., 2023). 

According to this model of the electricity market in Ukraine, 
companies that are engaged in: generation (producers); transportation of 
electricity; direct supply of electricity to the consumer (Figure 4). 

The electric power system of Ukraine includes the following 
producers: 4 nuclear power plants; 15 thermal power plants (of which 2 are 
in uncontrolled territory); 43 thermal power plants (of which 10 are in 
uncontrolled territory). Hydropower consists of 8 hydroelectric power 
stations and 3 hydroelectric power stations, the largest of which are 6 large 
hydroelectric power stations on the Dnipro River and the Tashlytsky 
hydroelectric power station on the South Bug River. The largest solar power 
plant in  

Ukraine is located in the Dnipropetrovsk region; it has the second largest 
capacity in Europe. Zaporizhzhia region has the largest wind power plant. 

 

 
Figure 4. Model of the electricity market in Ukraine 

Source: compiled by the authors according to (National Commission for State Regulation 
of Energy and Utilities, 2018). 

A sharp decrease in electricity production in 2022 is caused by a full-
scale Russian invasion, temporary occupation of certain territories, and 
missile strikes. As a result, Ukraine lost about 10 GW of various generation 
capacities, of which 6 GW is accounted for by Zaporizhzhya NPP. In 
addition, about 1/4 of the installed capacity of renewable energy sources is 
currently located in the occupied territories, including 75% of wind farms 

 
MANUFACTUR

ERS: 
- TPPs and CHPs 

 
 

- RES 
 
 

- NUCLEAR 
POWER PLANTS 

 
- HPPs and PSPPs 

 

Organizing the purchase and sale of 
electricity in the wholesale market: 

 
 
 
 
 
 
 
 
 
 
 
 
 

Bilateral agreements 
market 

Day-ahead 
market 

Balancing 
market 

Ancillary 
services 
market 

 
Ensuring the 

reliability 
and quality 

of electricity 

Ancillary  
services  

market 
 

Frequency 
control and power 

balance 
maintenance 

MARKETING
/TRANSMISSION 

 

SYSTEM OPERATOR 

Non-
household 
consumers 

Household 
consumers 

An independent operator 
(equidistant from all 
market participants) 

that manages the energy 
system. Its functions: 

Operator 
(system 

operator)

Balancing 
market 

operator 

Operator of the 
ancillary 

services market 
Settlement 

administrator 
Commercial 
accounting 

administrator 

Electricity 
suppliers 

Large 
consumers 

Guaranteed 
suppliers 

Electricity 
supply companies 

Electricity 
supply companies 



STATE AND MARKET 

 

ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. № 4 21 
 

and up to 15% of solar energy facilities. The demand for energy products has 
decreased significantly due to the mass evacuation of the population and the 
suspension of business activities. Previously, the main consumer of 
electricity was industry, which used 42% of total electricity consumption in 
the pre-war year. In 2022, this indicator decreased to 33%, and overall 
industrial consumption decreased by 45%. 

In 2022, the share of electricity consumed by the population reached 
a record 38% of the total volume (in 2021 – 31%). This happened against the 
background of a significant economic downturn, a significant decrease in 
production volumes, and other factors. Currently, the population is the largest 
consumer of electricity in Ukraine. 

Demand and supply in the power system must always be balanced to 
avoid interruptions in the supply of electricity. This creates a need for 
markets where transmission system operators (TSOs) can purchase the 
energy needed to balance the grid close to the time of physical delivery – in 
balancing markets. "Imbalance" trading takes place in this segment. Electri-
city prices in the balancing market are usually higher than in the day-ahead 
market, and this market is often characterized by sharp price fluctuations. 

Proponents of liberal policies are unanimously in favor of the abolition 
of price restrictions in all segments of the electricity market, warning that 
further maintenance of these restrictions may lead to a reduction in foreign 
investment, a decrease in the necessary reserves and a decrease in the level 
of energy security. This, in turn, may complicate Ukraineʼs compliance with 
the requirements of EU legislation and harm the process of full integration 
with the EU electricity market. Currently, the situation is such that, on the 
one hand, energy companies support the idea of completely abolishing price 
restrictions in order to be able to sell electricity at higher prices. On the other 
hand, Ukrainian consumer enterprises oppose the increase in electricity 
prices, as it will increase the cost of their products and reduce compe-
titiveness. For the public, an increase in wholesale electricity prices means 
an increase in the cost of goods and services. 

The market price mostly for consumers and suppliers at free prices (cost 
of electricity) is formed on the basis of electricity purchase prices and tariffs in 
four market segments: on the market of bilateral contracts (BCC), where 
contract prices apply; on the day-ahead market (DAN); on the intraday market 
(IDR) and the balancing market (BR), which are organized segments with 
hourly prices (Metelenko et al., 2023). The most transparent segment of the 
energy market, which best reflects the real ratio of supply and demand, is RDN. 

Studies show that the main factors affecting the level of electricity 
prices for consumers at free prices in the conditions of market pricing are the 
following: price dynamics in various wholesale market segments; formation 
of tariffs for services of operators of distribution systems (OSR) and 
transmission systems (OSP); cost of electricity supplier services; a system of 
commercial electricity accounting for legal entities, which is based on market 
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principles. The price depends on several factors, such as consumption 
volumes, payment schedule, payment discipline and consumption schedule 
during the day. 

According to the results of the Report of the Low Carbon Ukraine 
(LCU) project, which is part of the International Climate Initiative (IСI) and 
financed by the German government (Low Carbon Ukraine, 2020, 
September, 4), it is stated that among the main problems of the electricity 
market of Ukraine is the lack of real competition. High market concentration 
allows all market participants to adapt. The authors note that in 2020, the 
final tariff in Europe for the population was much higher than in Ukraine, for 
small commercial consumers – the same or slightly higher, and for large 
consumers – sometimes electricity is cheaper in Europe. The reason for this 
is the market power of individual players, in particular R. Akhmetovʼs 
DTEK. This company, which has a share of 75.1%, definitely demonstrates 
dominance and dominance in terms of proposals among the studied 
companies. The closest competitor, Ukrhydroenergo, has a market share of 
only 16.5% (Table 2). 

Table 2 
The most profitable companies of the national electricity market in 2023 

 

Position 
Company Owner Revenue in 

2023, UAH 
billion 

Share, % 

1 Ukrhydroenergo State 48.6 16,5 
2 D.Trading DTEK. Rinat 

Akhmetov 
165.7 56,1 

3 DTEK Kyiv power grids 5.7 1,9 

4 DTEK Kyiv regional power 
grids 7.6 2,6 

5 DTEK Pokrovska SES 1.7 0,6 
6 DTEK Odesa Power Grids 6.9 2,3 
7 Kyiv energy services 34.2 11,6 
8 Electricity trading group Tolk. Yuriy Boyko 7.6 2,5 

9 ERU Trading THE E.R.U. Yaroslav 
Mudryi 13.6 4,6 

10 Poltavaoblenergo Privat. Ihor 
Kolomoisky 3.9 1,3 

In total  295.4 100.0 
Source: compiled from (YouControl, n. d.). 

 
Previously, on the Ukrainian electricity market, only one company had 

the signs of a monopoly – "Energoatom", whose share of production in the 
total amount of electricity exceeded 50%. But the so-called "state monopoly" 
in world practice does not abuse its monopoly position and in fact protects 
the rights to available resources of consumers under the control of the state. 
From the point of view of the situation that has developed in the electricity 
market of Ukraine, it is difficult to think about competitive pricing conditions 
for electricity in the domestic market and protection from the private 
monopolist. 
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A possible promising option for reducing the price of electricity in 
Ukraine may be a nationwide transition to renewable energy sources as an 
alternative form of energy supply, but this is associated with significant 
initial costs. Solar and wind farms are still more expensive to build than 
natural gas generators, although construction costs for all three have fallen in 
recent years. The expansion of wind and solar power will also require new 
transmission infrastructure. 

In addition, it is hardly possible to build large solar power plants in 
the urban centers of the country. They must be built in rural areas that require 
an additional power grid. Utility customers are currently bearing the brunt of 
these investments, but in the long term, these sources offer financial benefits, 
namely that they can produce cheaper electricity with less price volatility, 
which can benefit end users. However, higher future demand presents an 
increasing challenge. The global acceleration is due to the growth of artificial 
intelligence. According to The Wall Street Journal, AI demand for electricity 
in the U.S. could be five to six times the total amount needed to charge 
American electric vehicles. Analysts say artificial intelligence data 
processing, not electric cars, is now the "biggest challenge" for grid planners. 
So, to improve reliability and avoid permanent outages, the North American 
Electric Reliability Corporation (NERC) recommended expanding the 
transmission network, adding new power sources and making existing 
resources more reliable. This will take time and money, which means higher 
energy bills for consumers in a global environment (Penn, 2023, January 4). 

It is noted that in most countries of the world, electricity is supplied 
through utility companies, which have been granted a monopoly. Economists 
generally discourage monopolies, but electricity has traditionally been 
considered a special case. The bottom line is that it is analytically cheaper for 
one firm to operate several large plants than for many companies to operate 
smaller plants, and in general the nature of electricity markets favors 
centralization and large companies. But on the other hand, in todayʼs world, 
the improvement of technology has led to the fact that monopolies on electric 
services have become obsolete. The emergence of smaller, competitive 
power plants and the reduction of transaction costs between consumers and 
suppliers make systems of retail choice possible. 

In general, the available scientific research unequivocally refutes the 
idea that a monopoly is the most efficient market structure for the retail sale 
of electricity. World practices show that electricity prices, for example in the 
USA, which allow a wide retail choice, are generally lower than they would 
be under monopolies. Under competitive conditions, prices more accurately 
reflect marginal costs. In addition, in the States with the most developed retail 
markets, there is evidence of product differentiation, which can create 
additional value for consumers. Contrary to natural monopoly theory, no 
studies have found that retail competition per se has caused price increases, 
although several studies have found that imperfections in the market structure 
led to price increases. 
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Studies of duopolistic competition between utilities that engage in both 
retail and distribution produce results qualitatively similar to those of states that 
have introduced retail competition. Econometric studies show that under 
conditions of duopoly, electricity companies have lower costs and charge lower 
prices than under conditions of monopoly (Ellig, 2021, September 13).  

Therefore, regardless of the form of retail competition, there is no 
economic justification for the monopolization of retail electricity trade. 

Due to todayʼs global challenges in Ukraine, the issue of providing the 
countryʼs population with high-quality, affordable electrical energy becomes 
especially urgent. This year, Ukraine is extremely experiencing a significant 
shortage of electricity, which leads to emergency power outages in the 
country. If previously power outages affected only industrial or critical 
infrastructure facilities, now household consumers are affected as well. The 
problem is that the total capacity of the power plants is not enough to cover 
the consumption, and the imports are not enough to cover the deficit (due to 
cold in winter or due to heat in summer). 

Due to Russian shelling, Ukraine lost 8 GW of capacity (Visit 
Ukraine, 2024)1, which further complicates the situation regarding the 
provision of electricity to the population. On the one hand, this demonstrates 
the need to adapt to modern circumstances, speed up restorations, and 
accumulate actions in the researched direction. On the other hand, a global 
understanding and reorientation to international practices of regulation of the 
countryʼs electric energy supply system is necessary in order to be ready for 
the critical challenges of today and current transformations. 

It is advisable for state regulators to ensure that the monopoly on 
electricity services is limited only where it is economically necessary. The 
emergence of other competitive market participants and the reduction of 
transaction costs between consumers and suppliers make retail choice 
systems possible. The state should encourage consumer choice by reforming 
traditional monopolies to offer more options through retail choice. Offering 
more choice will allow consumers to find products that better suit their needs. 

 
Conclusions  
Historical global energy commodity price dynamics show periodicity 

and show that energy commodity prices are increasing faster than other 
commodity prices, while oil prices are increasing faster than coal prices. It 
has been established that price growth occurs under the influence of global 
and country-specific factors. Global energy shortages, caused by a number 
of political and economic factors, are driving up electricity prices for 
retailers. Despite the fact that most countries provide budgetary assistance to 
households in the face of rising tariffs, end consumers around the world face 
rising energy prices and rising costs of living. 

                                                           
1 It was a matter of time: why are the power cuts in Ukraine happening again and are there any 
schedules? https://visitukraine.today/blog/3946/it-was-a-matter-of-time-why-are-the-power-cuts-
in-ukraine-happening-again-and-are-there-any-schedules 
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The economic recovery after COVID-19, along with rising tensions 
with Russia, culminating in the Russian invasion of Ukraine, has led to an 
unprecedented spike in wholesale electricity prices, especially in the EU. The 
main reasons for this were the increase in gas prices and the impossibility of 
replacing it in the short term with other types of fuel, as well as the shortage 
of hydro and nuclear energy. In addition to the EU, price increases occurred 
in many countries – Japan, South Korea, Turkey, India, Brazil, South Africa, 
but in the USA and China and some other countries, which are mostly self-
sufficient in fuel for electricity production, prices remained relatively stable. 

Electricity prices vary widely around the world, and sometimes even 
within a country, depending on factors such as infrastructure, geographic 
location, and politically determined taxes and fees. Among EU member 
states, the components of the total price vary greatly: the highest component 
of taxes and fees is in Denmark, Germany and Portugal; Malta and Greece 
have the highest level of electricity and supply costs, the highest network 
costs were recorded in Belgium, Ireland and Sweden. 

Factors affecting pricing in the field of electricity in the world have 
been identified. These include: energy prices, global crisis phenomena, the 
amount of available supply, weather conditions, supply chain problems, grid 
infrastructure and distribution, electricity market structure, the share of taxes 
and fees in the price of electricity, and the purchasing power of the 
population. The close correlation between gas futures prices and electricity 
prices is substantiated, especially during the Russian invasion of Ukraine. 
The ambiguity of the factor of deregulation in the electricity market is 
proven, since the deregulated market is prone to uneven distribution of 
electricity and sharper price fluctuations. 

Ukraineʼs electricity market, like other sectors of the economy, is 
currently in a crisis situation. Due to the war, the energy infrastructure was 
destroyed, causing a shortage of electricity and rising prices. Along with this, 
the market is characterized by a price imbalance, especially in the retail sector, 
a crisis of settlements between the main market participants, a lack of real 
competition, limited transparency of the market and possibilities of mani-
pulation on it, imperfection of the legislative framework, etc. This requires a 
global approach to understanding problems and a reorientation to international 
practices of regulating the countryʼs electric energy supply system in order to be 
ready for todayʼs critical challenges and ongoing transformations. 
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EVOLUTION OF MONOPOLY 
REGULATION 

 
The monopolistic organization of markets is 

as deeply rooted as the competitive one. It requi-
res market actors to take this into consideration. 
It requires national regulators to counteract it or 
at least to restrict the freedom of monopolists to 
the extent that they cannot abuse their market 
power and negatively affect public welfare. Both 
the ways of monopolization and the ways of 
counteracting it are evolving, constantly upset-
ting the balance between competition and mono-
poly, requiring new ways of regulating mono-
polies. The authors research the evolution of 
monopoly regulation: from spot prohibitions of 
anticompetitive practices in ancient times to the 
systemic balancing of competitive and state 
mechanisms of monopoly regulation today. The 
article is systematized all approaches to mono-
poly regulation into three groups, such as: 
antitrust regulation as control and counteraction 
to abuse of dominant position by a monopolist; 
direct regulation of permitted monopolies, 
including licensing, price regulation and regula-
tion of access to a key resource; structural 
reform of monopolistic industries and introduce-
tion of competition in the potentially competitive 
segments of it – outside the bottleneck in the 
value chain, where a key resource of a permitted 
monopoly is exploited. The combination of the 
theoretical foundations of state monopoly 
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ЕВОЛЮЦІЯ РЕГУЛЮВАННЯ 
МОНОПОЛІЙ 

 
Монопольна організація ринків має таке ж 

глибоке коріння, як і конкурентна, що вимагає 
від ринкових акторів рахуватися з цим, а націо-
нальних регуляторів цьому протидіяти або 
принаймні обмежувати свободу монополістів 
настільки, щоб вони не могли зловживати наяв-
ною у них ринковою владою і негативно впли-
вати на суспільний добробут. При цьому як 
способи монополізації, так і способи протидії їй 
еволюціонують, постійно порушуючи баланс 
між конкуренцією і монополією, потребуючи 
нових способів регулювання монополій. Авто-
рами досліджено еволюцію регулювання моно-
полій: від точкових заборон антиконкурентних 
практик у стародавні часи до системного ба-
лансування конкурентного і державного меха-
нізмів регулювання монополій сьогодні. Усі під-
ходи до регулювання монополій системати-
зовано у три групи: антимонопольне регулю-
вання як контроль та протидія зловживанням 
домінівним становищем монополістом; пряме 
регулювання дозволених монополій, що охоплює 
ліцензування, цінове регулювання та регулю-
вання доступу до ключового ресурсу; струк-
турне реформування монопольних галузей та 
запровадження конкуренції при реалізації потен-
ційно конкурентних видів діяльності за межами 
вузького місця у ланцюгу вартості – експлуа-
тації ключового ресурсу дозволеної монополії. 
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regulation with the practice of such regulation 
within each approach illustrates the synergy of 
their joint application and opens up prospects 
for their exploitation not only for traditional 
forms of monopoly, but also for neo-monopolies 
that are emerged in the digital unregulated 
sector. 

 
 
Keywords:  competition, monopoly, anti-

trust regulation, key resource of a natural mono-
poly, access regulation, vertical unbundling.  

Поєднання теоретичних засад державного ре-
гулювання монополій із практикою такого регу-
лювання у межах кожного підходу ілюструє 
синергію їх спільного застосування та відкриває 
перспективи їх експлуатації не тільки для тра-
диційних форм монополії, але й для неомонопо-
лій, які формуються у цифровому нерегульо-
ваному просторі. 

Ключові  слова:  конкуренція, монополія, 
антимонопольне регулювання, ключовий ресурс 
природної монополії, регулювання доступу, вер-
тикальне відокремлення.

JEL Classification: L40, L42, L43 L98. 
 

Introduction 
Despite the fact that monopolies were known to ancient societies and 

were described by the classics of political economy, such as Smith (1776), 
Ricardo (1817), Mill (1848), Marshall (1890), and others, their systemic 
regulation is quite young. It started with the Sherman Antitrust Act of 1890. 
Were there any attempts to regulate monopolies before that? Of course, there 
were. Among them are the Hammurabi Code of Laws (more than 2 thousands 
years BC), the Constitution of Zeno (483 BC), the Code of Julian Laws 
(50 years BC), Diocletianʼs Edict on Prices (301 AD), Justinianʼs Code 
(529 AD), the English Statute of Labourers (1351), etc. However, none of 
these attempts can be called systemic. They illustrate the struggle against 
certain manifestations of monopoly rather than monopoly itself.  

The Sherman Act has a different nature. Having been drafted in the 
era of monopolies (at the turn of the nineteenth and twentieth centuries), 
when the latter no longer just abused their power within individual local 
markets but began to multiply their influence on a national scale, it was the 
first attempt to counter monopoly systematically, covering not only the scope 
of abuse, but also the ways of establishing a monopoly (Sherman Antitrust 
Act, 1890).  

The Sherman Act was the starting shot for both legislative changes in 
a number of countries and the development of new economic theories that 
justified these changes and approaches to antitrust regulation. In the more 
than a hundred years since then, the "Structure-Conduct-Performance 
Paradigm", theories of market organization, contestable markets, market 
power, public welfare, efficiency, harm, economic regulation and regulatory 
capture, and a number of others have been developed, theoretically 
substantiated and empirically tested. They have formed the basics of antitrust 
regulation. Among their authors are Nobel Prize winners Stigler (1975), 
Tirole (1988), Williamson (1975), as well as no less eminent Bergson (1973), 
Baumol et al. (1982), Gilbert (2023), Woodcook (2023), Mason (1957), 
Robinson (1933), Rhoades (1985), Page (1980), Posner (1973), Hovenkamp 
(2024), Shapiro (2021), Davis and Schmalensee (2019), etc. In Ukraine, the 
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problem of monopolies regulation was studied by Bazylevych (2005), 
Borovyk (2013), Abakumenko et al. (2017), Ihnatiuk (2010), Lagutin (2015), 
Mykhalchyshyn (2016), Umantsiv (2019), Fyliuk (2009), Yasko (2013). 
These authors mostly focused their research on certain areas of antitrust 
regulation, studying in depth certain phenomena of monopolistic behaviour 
through the prism of various theories mentioned above, as well as the 
corresponding regulatory practices. However, there is no evolutionary 
overview of conceptual approaches to monopoly regulation in the economic 
literature.  

In this article, the authorsʼ aim is to systematize the existing con-
ceptual approaches to antitrust regulation, taking into account their evo-
lutionary order and illustrating the interrelation of the theory and practice of 
antitrust regulation. The article is based on the hypothesis of a dialectical 
interrelation between the "first and second best" (in the categories of welfare 
economics and the Lipsey-Lancaster concept) in antitrust regulation, which 
constant interaction brings the maximizing of public welfare. In order to 
verify this, the article applies the content analysis of theoretical concepts of 
monopoly regulation and an empirical analysis of practices of antitrust 
regulation in retrospect and interconnection. They are the subject to 
comparative analysis and analytical grouping.  

The first section of the article considers antitrust regulation as a 
component of the stateʼs competition policy with a logical tendency to "first 
best" – ensuring conditions for competitive self-regulation. The second 
section reveals alternatives of ensuring the "second best" in cases where 
monopolistic market organization is prioritized from the standpoint of public 
welfare. The third section of the article illustrates a compromise between the 
"first and second best" in monopolized industries on the basis of their 
structural reorganization. The conclusions summarize the results of the 
analysis, summarizing the conceptual framework of monopoly regulation and 
identifying the prospects for regulating monopoly and neo-monopoly. 

 
1. Antitrust regulation as a component of competition policy 
 
The era of monopolies at the turn of the XIX–XX centuries grew out 

of the era of pure competition of the previous period, which logically led to 
the idealization of the market mechanism, recently described by 
Smith (1776). The market mechanism as the "first best" was recognized as 
the ideal one to be strived for in antitrust regulation, and the regulation itself 
involved the use of rather harsh tools – up to the destruction of monopolies. 
An example of the latter is the 1911 split of Standard Oil into 34 independent 
companies, including ExxonMobil and Chevron (Standard Oil Co. of New 
Jersey v. United States, 1911). A similar fate befell AT&T in 1982, which was 
divided into seven independent "Baby Bells" (United States v. AT&T, 1982). 
However, we should pay tribute to the American regulator, which managed 
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to maintain a balance between competition protection and freedom of 
enterprise. Neither a hundred years ago nor now, a monopoly was and is not 
considered an a priori violation, only anticompetitive practices of the 
monopolist are.  

In the 1930s, the Structure-Conduct-Performance Paradigm develop-
ped by Harvard Business School economists (Bain, 1956, p. 9–11) was 
introduced and became the basis of antitrust regulation for many years. The 
paradigm substantiated the relationship between market structure, conduct of 
market players and market consequences of their business, effectively 
untying the hands of small companies and requiring caution in behaviour 
from large ones. Those firms whose market share exceeds 35/40/60% 
(depending on the limit set by national legislation), are subject to a number 
of behavioural restrictions: 

• prohibition of imposing unfair purchase or selling prices or other 
unfair trading conditions; 

• prohibition of limiting production, markets or technical development, 
refusal to purchase/sell goods in the absence of alternative sources of 
sale/purchase; 

• prohibition of price discrimination or price personalization; 
• prohibition of making the conclusion of contracts subject to 

acceptance by the other parties of supplementary obligations which, by their 
nature or according to commercial usage, have no connection with the subject 
of such contracts; 

• prohibition of erecting barriers to market access (exit from the market) or 
elimination of sellers, buyers, other business entities, etc. (Consolidated version 
of the Treaty on the Functioning of the European Union, Art. 102, 2012; Sherman 
Antitrust Act, sec. 3, 1890; Clayton Antitrust Act, sec. 2, 1914; Law of Ukraine 
"On Protection of Economic Competition", Art. 13, 2001). 

Thus, antitrust regulation as an element of competition policy has for 
many years been characterized by control over the activities of significant 
market participants to ensure that their actions or inactions comply with the 
established requirements and to bring them to liability in case of non-
compliance, ranging from fines to split, as per the Standard Oil model.  

It is obvious that in the almost one hundred years since then, the tools 
for determining the dominant position as a source of market power of a 
monopolist, as well as the list of prohibited practices, have been significantly 
improved. The latter, for example, have been supplemented by the prohi-
bition of self-preferences, blocking of multihoming, etc. (Digital Markets 
Act, 2022). However, the conceptual approach to regulating a monopoly in  
a potentially competitive environment has not changed. Another matter is the 
regulation of natural monopolies or other markets, the monopolistic 
organization of which is a priority for society compared to a competitive one, 
whether due to the appropriate balance of demand and costs, or due to 
national security, social protection, etc. 



STATE AND MARKET 

 

ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. № 4 33 
 

2. Regulation of permitted monopolies 
 
Tollison and Wagner (1991, p. 483), describing traditional approaches to 

the regulation of permitted monopolies on the example of natural monopolies, 
wrote: "there are three options for dealing with a natural monopoly: (1) leave it 
along and accept the monopoly outcome, (2) regulate it to bring about the 
competitive outcome, or (3) bring it under public ownership as an alternative 
way of attaining competitive outcome". Obviously, the first of the proposed 
options is unacceptable, while the last two are actually aimed at the same  
thing – ensuring competitive outcome despite the monopolistic market structure. 
The only difference is in the way it is achieved.  

State ownership as a solution to the problem of natural, administrative 
or any other permitted monopoly was widespread in European countries of 
the second half of the twentieth century and the USSR. In Ukraine, such 
naturally monopolistic industries as railroad transportation, water supply and 
sewerage are still in state / municipal ownership. Meanwhile, the recognition 
of the lack of efficiency of the state as an owner is a proven fact, confirmed 
by a number of empirical studies (Bitros, 2003; Megginson & Netter, 2001; 
Goldeng et al., 2008; Arocena, & Oliveros, 2012; Gakhar & Phukon, 2018; 
Lazzarini et al., 2021), and Peltzman (1971) in the 1970s empirically proved 
that public and private monopolies produce the same result in terms of price, 
indicating the inefficiency of state ownership in solving the problem of 
natural monopoly. These factors became the main prerequisites for the large-
scale privatization of state monopolies in Europe in the late twentieth century, 
launched by M. Thatcher. However, privatization did not mean choosing the 
first option proposed by Tollison and Wagner (1991), but rather the second 
one. Along with large-scale privatization, a large-scale reform of state 
regulation of natural and similar monopolies began. 

Since traditional microeconomic theory defines the competitive 
outcome (as the aim of state regulation of monopoly) through the parameters 
of price and output, it is logical that monopoly regulation has long focused 
on the price segment, having developed a wide range of price regulation 
methods. Among them: 

• marginal cost regulation, which ensures maximum approximation to the 
stated aim of regulation by setting the monopolistʼs prices at the level of 
marginal costs. This method ensures allocative efficiency, but does not meet the 
requirements of X-efficiency, because for a natural monopoly operating on  
the downward sloping curve of long-run average costs, average costs are usually 
higher than marginal costs, which means that the regulated price does not cover 
average costs, requiring subsidization of natural monopoly activities; 

• average cost regulation, which provides for the coverage of costs and 
normal profit by deviating from the competitive equilibrium. It is implemented 
in models of price cap regulation, regulation of profit margins, Ramsey pricing, 
nonlinear pricing and through application of multi-part tariffs; 
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• incentive regulation, which provides not only for short-term coverage 
of average costs, but also for creating incentives to reduce them in the long-
run by allowing the monopolist to withdraw the savings in a pre-agreed 
proportion and during the regulatory period (RPI-X and RAB-regulation). 

The more revolutionary consequence of the late twentieth century 
reform was the introduction of the regulation of access to the key resource of 
a monopoly (e.g., a naturally monopolistic network). It is about ensuring the 
right of independent participants in adjacent markets to use the monopolistʼs 
facilities to carry out their own business activities, preventing the leverage of 
monopoly power between markets. 

Seemingly a fairly straightforward legal task, access regulation is 
actually a complex procedure that includes determining the list of networks 
and the range of business entities subject to regulation, regulating the range 
of adjacent services, determining the capacity of the monopoly network, 
establishing the procedure for servicing users in case of insufficient capacity, 
etc. The latter in the open access model can be realized in accordance with 
different concepts: third-party access or public carrier. The former means the 
monopolistʼs obligation to provide access to the key resource at the request 
of a third party only if there is free (unallocated) capacity. The second means 
the redistribution of the key resource (network capacity) among participants 
of the adjacent market in proportion to the volume of services provided by 
them when a new player is connected (Borovyk, 2013, p. 85). The former 
meets the parameters of X-efficiency, but in the face of a shortage of a key 
resource, it breaches the parameters of allocative efficiency. The latter, on 
the contrary, is focused on ensuring allocative efficiency, destroying the 
foundations of X-efficiency and complicating the planning and imple-
mentation of economic activities, giving rise to the risk of non-fulfilment of 
contracts. It is not difficult to guess that this balance of advantages and 
disadvantages is increasingly tipping the regulatory scales in favour of the 
first concept. The institution of short-term access to a naturally monopolistic 
market (to a key resource), obtained through a competitive process, such as 
daily, weekly or monthly auctions, is commonly used as a safeguard against 
the perpetuation of unfair allocation of network capacity. 

Finally, the traditional tool for regulating monopolies is licensing of 
monopolistic activities. It is not innovative, but it cannot be omitted from the 
analysis. Its task is to assess the capacity and ability of a potential licensee to 
operate in a monopolistic market, guaranteeing the proper level of quality  
of the monopolistic service and the development of the network as a key 
resource, and to ensure control over the fulfilment of licensing requirements. 
And while this tool has not changed much functionally over time, the list of 
control points has expanded significantly, covering not only basic quality 
parameters, such as a list of gas/water/electricity supply quality indicators, 
the procedure and amount of compensation for non-compliance, but also 
business reputation, parameters of the regulatory compliance program, 
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standard technical requirements for grid connection, etc (Resolution of 
NCREPU No. 1388, 2017, November 9; Resolution of NCREPU No. 201, 
2017, February 16; Resolution of  NCREPU No. 307, 2017, March 22). 

 
3. Introduction of competition in naturally monopolistic industries 
 
Until the end of the 1960s, the introduction of competition in the 

natural monopoly industries was considered an oxymoron, until Demsetz in 
his article Why regulate utilities? (1968) substantiated the feasibility of using 
a competitive mechanism for the struggle for the status of a natural mono-
poly. His idea was to introduce auctions for the right to operate in the field 
of natural monopoly for a predetermined period of time (the so-called fran-
chise bidding). The bidding instrument is not the price of a conditional patent 
or license that confirms such a right, but the price of a service of a future 
natural monopoly. The winner is not the one who offers the highest price, but 
the one who offers the lowest one. Thus, competition at the entrance to a 
naturally monopolistic industry/market or the so-called competition for the 
market (Demsetz competition) is a substitute for competition within a natu-
rally monopolistic industry/market, performing the same function that was 
assigned to state regulation in the face of market failure due to economies of 
scale – ensuring competitive equilibrium. Of course, there are still risks  
of bid rigging, reduced incentives to develop a key resource, manipulation of 
the quality of the service of natural monopoly, etc., but it should be noted that 
the Demsetz approach is now actively used by independent regulators as an 
element of the system of state regulation of natural monopolies. 

Demsetzʼs role in the evolution of approaches to state regulation of 
natural monopolies is not limited to the mentioned above. His breakthrough 
study was the trigger for criticizing the theory of natural monopoly, the 
foundations of which have remained unchanged since the time of Mill (1849), 
while scientific and technological progress has significantly changed the 
relationship between demand and costs in the public utility sector as a typical 
natural monopoly. The logical outcome of this criticism was a rethinking of the 
integrity of the natural monopoly industry. It has become increasingly clear that 
not all natural monopoly industries, whether in the electricity, gas or railroad 
sectors, meet the requirements of the natural monopoly and require state 
protection. Usually, such industries have a bottleneck – a transmission network 
or a network of railways, which is a key resource of a naturally monopolistic 
industry, while electricity generation, gas production, their sale on wholesale 
and/or retail energy markets, as well as rail transporttation could easily be 
realized on a competitive basis. This means that it is possible to reduce the extent 
of substitution of "first best" for "second best" by limiting imperfect state 
regulation to those markets where it is strictly necessary, while other markets in 
the industry can operate competitively. 
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The US Congress was the first to listen to these arguments, and by 
adopting the Energy Policy Act (1992), it launched an era of liberalization of 
the traditionally naturally monopolistic energy sector on the basis of intro-
ducing competition and vertical unbundling. In 1996, a similar reform was 
launched in the EU, implemented successively in the first three EU energy 
packages (1998, 2003 and 2009) (EUʼs Internal Energy Market, 2024), which 
resulted in the natural monopoly of the transmission and distribution of 
electricity and gas, while other activities in the industry were fully liberalized 
and implemented on the basis of competition. 

Different European countries have chosen different ways to 
implement the third energy package. Belgium, Denmark, Estonia, Lithuania, 
the Netherlands, Portugal, etc. (Figure) chose the most stringent 
liberalization option – ownership unbundling (OU-model), which required 
previously vertically integrated energy companies to completely alienate 
their gas and electricity networks. Moreover, no supply or production 
company is allowed to hold a majority stake in or interfere with the operation 
of an electricity transmission operator or gas transmission system operator 
(The Third Energy Package, 2009). 

 a) electric power industry   b) gas sector 

Models of vertical unbundling in the EU energy sector 
Sourse: (CEER, 2016, p. 14–15). 

Romania chose the Independent System Operator (ISO) model, 
according to which energy supply companies retain formal ownership of gas 
or electricity transmission networks, but must outsource the operation, main-
tenance and investment in network development to an independent company. 
France, Greece, Hungary, and Croatia in the electricity sector and Austria, 
Greece, Slovakia, Slovenia, and the Czech Republic in the gas sector have 
chosen the Independent Transmission Operator (ITO) model, according to 
which the energy supply companies can still own and operate the gas or 
electricity networks, but must do so through a subsidiary. All important deci-
sions must be made independently of the parent company (CEER, 2016). 
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Equally popular is the combination of several models within a country. 
For example, Ukraine has a mixed model, where gas and electricity trans-
mission functions are done by independent operators at the trunk level accor-
ding to the OU-model, and at the distribution level – according to the ITO-
model (The Law of Ukraine "On the Electricity Market", Art. 25, 2017; The 
Law of Ukraine "On the Natural Gas Market", Art. 23, 2015). 

The models are different, but the essence is the same: to minimize  
state regulation under the approaches described in the second section of the 
article to an extremely limited list of truly naturally monopolistic markets, 
while maximizing the exemption of potentially competitive markets from sta-
te regulation and restoring the competitive mechanism to them. 

Conclusions 
Summarizing the described evolution, we can state the dialectical 

interrelation between not only competition and monopoly, but also 
competitive and state mechanisms of market regulation to prevent monopoly 
and loss of public welfare. None of the above regulatory approaches contra-
dicts the others. On the contrary, they ensure synergy of their implementation 
in modern mixed economies: in a limited number of bottlenecks of the 
national economy, where monopoly organization is more beneficial for 
society than competitive one, the regulatory approaches described in Section 
2 should be applied, and competition should be developed in the rest of the 
markets, both by controlling abuse and reducing incentives for monopo-
lization, and by structural reforms of highly concentrated industries. This 
includes not only the natural monopolies used as a model in the article above, 
but also the neo-monopolies that are growing in the digital space. Google, 
Microsoft, Apple, Amazon, etc. are vertically integrated giants that have 
extended their monopoly far beyond the network effect bottlenecks and 
exploit it in a huge number of adjacent markets that could exist much more 
efficiently in a competitive environment, while for bottlenecks, there are 
always licensing, price regulation and access regulation. 
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DETERMINANTS OF LABOR 
MARKET RESILIENCE 

 

It is noted that the resilience of the labor 
market is an important category of social and 
economic development in conditions of perma-
nent shocks and uncertainty. Global challenges, 
the unpredictability of cyclical fluctuations of 
the economy, information asymmetry of the mar-
ket, the influence of behavioral factors often 
determine the dynamics and movement vectors 
of various types of markets, including the labor 
market, raising the question of strengthening its 
fundamental foundations and effective func-
tioning despite numerical limitations and risks. 
Hence the need to study all the multifaceted 
factors and challenges to the functioning of the 
labor market and to substantiate on this basis 
the paradigm of resilience of the labor market in 
conditions of systemic uncertainty. It is substan-
tiated that the determinants of the labor market 
resilience are cyclical and structural factors that 
determine the ability of the labor market to 
avoid, withstand or recover from shock effects. 
Significant demographic changes in the number, 
gender-age composition of the population, 
changes in technological patterns, and introduc-
tion of technological innovations, often repeated 
cyclical economic downturns; military and poli-
tical conflicts change the sphere of employment 
of the population in various countries of the 
world and demonstrate the general internal 
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ДЕТЕРМІНАНТИ СТІЙКОСТІ 
РИНКУ ПРАЦІ  

 
Стійкість ринку праці є важливою кате-

горією соціально-економічного розвитку в 
умовах перманентних потрясінь та невиз-
наченості. Глобальні виклики, непрогно-
зованість циклічних коливань економіки, 
інформаційна асиметрія ринку, вплив чин-
ників поведінкового характеру часто визна-
чають динаміку та вектори розвитку 
зокрема і ринку праці, ставлячи питання про 
посилення його фундаментальних основ та 
ефективне функціонування, попри чисельні 
обмеження і ризики. Звідси й випливає 
потреба у дослідженні усієї багатоманіт-
ності факторів та викликів функціонуванню 
ринку праці й обґрунтування на цій основі  
парадигми стійкості ринку праці в умовах 
системної невизначеності. Детермінантами 
стійкості ринку праці є циклічні та струк-
турні чинники, які визначають здатність 
ринку праці уникнути, витримати або 
відновитися від шокових впливів. Істотні 
демографічні зміни в чисельності, статево-
віковому складі населення, зміна технологіч-
них укладів, впровадження інновацій, часто 
повторювані циклічні спади економіки, війсь-
ково-політичні конфлікти змінюють сферу 
зайнятості населення у різних країнах світу 
та демонструють загальну внутрішню чут-
ливість ринку праці до шокових впливів. 
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sensitivity of the labor market to shock effects. It 
is emphasized that the task of the state and 
business is to ensure macroeconomic stability, 
develop human capital, social protection of the 
population, increase the level of employment, 
stable and predictable economic growth, and 
promote the flexibility of the labor market 
through the development of various forms of 
employment, such as remote or part-time. As a 
result, a favorable market environment will 
serve as an indicator of the development of 
innovations, the successful functioning of small 
and medium-sized enterprises, which will form 
innovative workplaces in the future and increase 
the resilience of the labor market as a whole. 

 
Keywords: labor market, resilience, unem-

ployment, employment, Russian-Ukrainian war. 

Завданням держави та бізнесу є забез-
печення макроекономічної стабільності, роз-
виток людського капіталу, соціальний 
захист населення, підвищення рівня зайня-
тості, стабільне і прогнозоване економічне 
зростання, сприяння гнучкості ринку праці 
шляхом розвитку різних форм зайнятості, 
як-от дистанційна або часткова. Як наслі-
док – сприятливе ринкове середовище слугу-
ватиме індикатором розвитку інновацій, 
успішного функціонування малих та середніх 
підприємств, які формуватимуть інновацій-
ні робочі місця у майбутньому та підвищува-
тимуть стійкість ринку праці в цілому. 
 

Ключові  слова : ринок праці, стійкість, 
безробіття, зайнятість, російсько-українська 
війна.

JEL Classification: E24, J21, J60, J68. 

 

Introduction 
Conditions of global instability, including financial and economic 

crises, political and military conflicts, pandemics and other force majeure 
circumstances, have a significant impact on labor markets, creating new 
challenges for employers, employees and public institutions. 

Ukrainian and foreign scientists are actively studying the issue of 
ensuring the resilience of labor markets in various countries. A study by 
Martínez et al. (2023) is devoted to the financial crisis that hit the world 
economy in 2008 and negatively affected the entire spectrum of European 
economies, in particular, causing a drop in economic activity, as well as a 
deterioration in labor market indicators. The analysis by researchers of the 
labor markets of European countries reveals the existence of certain factors 
related to its resilience, including economic, social, professional, demographic 
and political, despite the varying degree of intensity of influence of these 
factors on European markets and the existence of territorial differences in 
their functioning. 

The work of Mustra et al. (2020) concerns the relationship between 
regional innovation performance and labor force resilience among EU 
regions after the Great Economic Crisis. The scientists came to a conclusion 
about the differentiated effect of innovative influence on different phases of 
economic sustainability. The authorsʼ approach is based on the 
heterogeneous trajectory of resilience across EU regions, providing evidence 
that a regionally tailored innovation approach embedded in a smart 
specialization strategy is a key to achieving a more resilient workforce. 

Diodato & Weterings (2015) investigate the determinants of the 
resilience of regional labor markets to economic shocks; namely, the loca-
lization of the supply network is used to model shock propagation, the 
possibility of inter-industry and inter-regional labor mobility to analyze post-
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shock recovery. The authors emphasize that labor markets in central and 
service-oriented regions have, on average, a higher recovery rate, regardless 
of the type of shock that affected the economy. 

The overall positive impact of cohesion policy in supporting the 
resilience of European regional labor markets during economic shocks and 
the presence of regional differences in the resilience of regional labor markets 
over the past three decades are also a debated topic among scholars (Caro & 
Fratesi, 2022). 

Hijzeni et al. (2017) argue that labor market resilience is crucially 
dependent on macroeconomic and labor market policies. Macroeconomic 
policy should be based on limiting the reduction of employment during 
economic downturns and preventing cyclical unemployment from trans-
forming into structural unemployment. The authors mostly focus on active 
labor market policies that would respond decisively to limit cyclical 
unemployment. Instead, excessive employment protection for casual workers 
reduces resilience by promoting the use of temporary contracts and slowing 
job creation in the recovery process. According to the authors, the deter-
minants of the resilience of the labor market are coordinated systems of 
collective bargaining, which contribute to resilience by facilitating the pro-
cesses of adjusting wages and working hours. 

Stimulation of inclusiveness in regional labor markets, namely: the 
factor of territorial location of the labor market, fundamental changes in the 
very concept of labor and strengthening of the efficiency of regional mana-
gement, are recommended to be considered as determinants of the resilience 
of the labor market (Dijk & Edzes, 2016). 

Employment is a factor contributing to the resilience of the labor 
market. Full-time employment has the strongest effect on resilience, while 
other employment categories such as self-employment, part-time employment 
and unemployment have about half the effect. This finding is an important 
dimension for policymakers to consider, not only in creating macroeconomic 
conditions conducive to sustainable employment, but also in considering how 
workplaces can better prepare workers to deal with adverse events 
(GALLUP, 2024). 

Groups of factors that determine the resilience of the labor market are 
also studied by Ukrainian scientists, such as Blyzniuk & Yatsenko (2023), 
focusing on economic, social, political, demographic, institutional and tech-
nological factors. In their opinion, ensuring the resilience of the labor market 
requires a complex mechanism of state regulation as a system of levers of 
influence of an organizational, economic, administrative (normative) and 
psychological nature. The action of such levers is aimed at balancing supply 
and demand in the labor market, coordinating the interests of the leading 
participants in the production process, and mitigating the consequences of 
unemployment. 
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Therefore, although many problematic aspects regarding the nature of 
the resilience of the labor market have already been revealed in the special 
scientific literature, the issue of determining and evaluating the determinants 
affecting the resilience of the labor market in Ukraine and the EU, especially 
during armed conflicts, pandemics, financial instability, large-scale migra-
tion processes, needs further attention of scientists. This has become the 
focus of this research. 

The hypothesis of the article is that the level of resilience of the labor 
market is determined by structural and cyclical determinants, which are  
ensured by measures of macroeconomic stability, increasing the level of em-
ployment, development of human capital, flexibility of the labor market, 
social protection, development of technologies and innovations, regulation 
of labor migration. 

The aim of the article is to determine the key factors and directions for 
ensuring the resilience of the labor market in conditions of shock effects. 

To achieve the aim of the research, a complex of general scientific and 
special methods was used: the method of theoretical generalization is to 
reveal the content of the concept of resilience of the labor market; methods 
of system analysis and systematization are to identify key global challenges 
that determine trends in labor market development; statistical method and 
grouping method are for analyzing the level of resilience of the labor markets 
of EU countries and Ukraine; the method of scientific abstraction is for 
substantiating directions for ensuring the resilience of the labor market and 
conclusions to the conducted research. 

The structure of the article is as follows: first, the trends and key 
challenges of the labor market in conditions of global instability are analyzed; 
then the level of resilience of the labor markets of EU countries and Ukraine 
is assessed according to cyclical and structural factors; at the end, directions 
and measures to ensure the resilience of the labor market are highlighted. 

 
1. Trends and challenges of the labor market in conditions  

of global instability 
 
In the process of global transformations of the economy, the labor 

market reacts sensitively and undergoes rapid changes both in its structure 
and in development priorities. Profound demographic changes, military-
political conflicts, and the introduction of technological innovations are 
changing the spheres of employment of the population of various countries 
around the world. Countries that managed to realize these trends in advance 
and adapt to the challenges of the times can not only solve the pressing 
problems of the labor market with fewer losses, but also provide a stable basis 
for increasing labor productivity, improving the quality of life of the 
population, and increasing the efficiency of the national economy in general 
(Kolot & Gerasimenko, 2020). In the social and economic development of 
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any country, the labor market is almost the most sensitive to changes in the 
market situation, which is manifested in a quick reaction to manifestations of 
macroeconomic instability, economic turbulence and challenges of a global 
nature (Table 1). 

Table 1 
Global challenges of labor markets 

Challenges Consequences 
The COVID-19 
pandemic 

Immediately after the start of the pandemic, many enterprises were forced 
to stop their activities due to quarantine measures, which led to a significant 
increase in the unemployment rate. Industries related to tourism, hotel and 
restaurant business, entertainment and transport were particularly affected. 
The popularity of flexible work schedules and temporary contracts has 
increased, which has enabled enterprises to adapt to unstable conditions. 
The demand for specialists in the field of information technology, logistics, 
online education and e-commerce has increased 

Demographic 
crisis 

The decline in the number of young people leads to a reduction in the size 
of the working population, which creates labor shortages in many sectors 
of the economy, especially those that require manual labor or specialized 
skills. An aging population means that there will be more retirees in need 
of pension benefits and medical services. This increases the burden on 
country budgets and social systems financed by taxes on working citizens 

Russian-
Ukrainian war 

Millions of Ukrainians were forced to leave their homes because of the war 
and seek refuge in European countries. This has led to increased 
competition in the labor market in refugee-hosting countries. European 
countries face the challenges of integrating a large number of Ukrainian 
refugees into their labor markets, which requires additional efforts in the 
field of training, retraining and social support 

Migration crisis The migration crisis, which became particularly acute after 2015, when 
refugees from the Middle East, Africa and Asia started arriving in Europe, 
had a complex impact on European labor markets. The arrival of large 
numbers of migrants has boosted the working-age population in many 
European countries, reducing labor shortages, particularly in sectors that 
have experienced worker shortages such as construction, agriculture, aged 
care and low-wage services. 
European countries are increasingly turning to immigration as a way to 
replenish their workforce. This has both positive effects (reducing labor 
shortages) and challenges (social integration of migrants) 

Source: compiled by the authors. 

In the social and economic reality of the 21st century, under the 
influence of various factors, the labor market acquires a new meaning with 
its inherent challenges and opportunities. In particular, the COVID-19 
pandemic dealt a devastating blow to the economy and the labor sphere in 
Ukraine and the world, causing triple social and economic consequences and 
having a significant impact on economic growth in the future. 

The first is a supply shock. The bodies of legislative and executive 
power and local self-government administratively suspended the economic 
and entrepreneurial activity of a number of sectors of the economy, including 
tourism, public catering, transport, the sports and entertainment industry. The 
second is a demand shock. We are talking about the fact that the incomes of 
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economic entities related to the sectors of the economy, the activities of 
which are suspended, prohibited or limited, have sharply decreased. Thus, 
the vast majority of households have limited spending due to lower incomes, 
worsening consumer sentiment and the unpredictability of their future. 
Household consumption was concentrated primarily on basic necessities. The 
demand for other goods decreased sharply, which had a negative impact on 
all spheres of economic activity. The third is the shock of international trade. 
Restrictions on the free movement of goods and personnel, a significant 
reduction in migration flows, and tourist trips have led to the disruption of 
global logistics chains, a shortage of intermediate goods from countries that 
have suffered the greatest losses associated with the COVID-19 pandemic. 
This brought significant changes to all components of the global and national 
labor markets and, as a result, affected the demand, supply and price of labor 
services (Kolot & Gerasimenko, 2020). 

Among the modern trends of a demographic nature that have a 
manifestation at the global level, the most significant are: a reduction in the 
rate of population growth, an increase in the average age of the population, a 
decrease in the share of children and young people in the general structure of 
the population, an increase in the share of older age groups, an increase in 
the demographic burden on working people , decrease in the number of able-
bodied persons, intensification of migration processes, increase in the share 
of working pensioners among the labor force. It follows from this that the 
socio-labor vector of the development of the global labor market in the first 
decades of the 21st century. is formed taking into account the reduction in 
the number of young people, the growth among working people of older age, 
the decrease in the number of working people who are of working age, and 
the increase in the number of employed persons working pensioners. 

EU member states face various demographic challenges. For EU 
citizens, the most urgent demographic problems are the aging of the 
population and the reduction of the working-age population and the labor 
shortage. EU citizens agree that current demographic trends threaten the 
long-term economic prosperity and competitiveness of the EU and cause 
labor shortages. Accordingly, 85% of respondents agree that managing 
demographic change requires close cooperation between all relevant levels 
of government (EU, national, regional and local authorities) (European 
Commission, 2023). 

Changes in the number and structure of the countryʼs population play 
a significant role in determining the scale of national production. Demo-
graphic resilience is closely related to the efforts of the governments of 
countries to concentrate on their territory the necessary number of qualified 
workers for the implementation of national macroeconomic strategies, pre-
serving the usual living conditions for citizens and established commu-
nication (Nikolaiets et al., 2023). 
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In the EU countries, in particular Poland, Hungary, Slovakia, and the 
Czech Republic, the level of demographic resilience shows generally average 
values and ranges from 60 to 67% (Shkuropadska et al., 2024). This result is 
largely influenced by natural demographic processes, in particular, the 
increase in average life expectancy and the "aging" of the population, which 
is characterized by an increase in the share of elderly people in the general 
structure of the population. 

In Ukraine, according to the Institute of Demography and Quality of 
Life Problems of the National Academy of Sciences of Ukraine, at the 
beginning of 2022, the population, taking into account the annexed Crimea 
and the temporarily occupied regions of Donetsk and Luhansk regions, 
amounted to 42 million people. Already at the beginning of 2024, this number 
has decreased to approximately 35 million. According to the IMF, in 2028, 
the population of Ukraine will be 36.1 million, while the Institute of 
Demography calls the number 33.1 million (Khludzynskyi, 2024). This 
number can be significantly adjusted taking into account demographic 
transformations under the influence of natural anthropogenic processes, as 
well as the duration of the Russian-Ukrainian war and its consequences. 

The challenges and restrictions caused by the Russian-Ukrainian war 
for the world economy and the labor market are associated with social and 
economic destabilization, an increase in inflation and unemployment, the 
emergence of a food crisis, an increase in world prices for raw materials, and 
an increase in the migration crisis. The negative impact of the war in Ukraine 
is felt by many countries of the world, and the destructive effect will depend 
on its dynamics and duration. The most significant losses caused by the war 
are human losses, as well as economic problems that are felt far beyond the 
borders of Ukraine (Dijk & Edzes, 2016). Huge economic losses and a large-
scale migration crisis became the main factors in the deterioration of the 
situation in the labor market of Ukraine. By the end of 2022, the countryʼs 
GDP has decreased by more than 30%, the national currency has significantly 
depreciated, prices have risen, and the level of income of the population has 
fallen significantly. The result of the Russian Federationʼs full-scale 
aggression against Ukraine was the mass departure of Ukrainian citizens 
abroad due to threats to their personal safety. According to expertsʼ estimates, 
during 2022, almost 8 million people left, almost 5 million became internally 
displaced persons. An important factor affecting the labor market and 
employment of the population was the introduction of martial law and gene-
ral mobilization: the volume of hiring and movement of personnel changed, 
the shortage of workers of certain categories and groups on the labor market 
increased. Along with the migration processes, the mobilization directly 
affected the aggravation of the problem of the shortage of qualified 
personnel, technical workers, the shortage of which was observed in the labor 
market of Ukraine even before the full-scale invasion. The process of 
mobilization expanded the boundaries of informal employment due to the 
reluctance of some men to go to work and enter into labor agreements in 
order to avoid mobilization. Such circumstances, according to experts, to 
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some extent supported small businesses in such areas of economic activity as 
construction, woodworking, and trade. In general, all these factors in a certain 
sense affect the supply of labor and change the trajectory of the development 
of the domestic labor market (Sudokov & Lisogor, 2023). 

The migration crisis has become a controversial topic in the EU countries 
in the last decade. It influenced the holding of the Brexit referendum in 2016 
and the exit of Great Britain from the European Union as a result. Thus, in 2015, 
1.3 million people requested asylum in European countries due to the war in 
Syria and the seizure of power in certain regions of the country by the Islamic 
State group. The members of the EU presented different arguments on this issue. 
In particular, there were discussions about how many refugees each country 
could accept. Some EU countries expressed confidence that the community is 
obliged to accept as many refugees as possible, while others, on the contrary, 
considered it necessary to avoid these processes. 

Thus, in 2023, more than 220,000 people applied for asylum in 
Germany – most of them from Syria, Afghanistan, Turkey, Moldova and 
Georgia – and about 240.000 people applied a year earlier. However, this 
number pales in comparison to the 1 million refugees who arrived in 
Germany in 2015–2016, most of whom were fleeing war and persecution in 
the Middle East and Afghanistan (Wesolowski, 2023). Since the beginning 
of the large-scale Russian invasion of Ukraine, more than 8 million Ukrainian 
refugees have been recorded in Europe, including those citizens who returned 
home or went to other countries of the world (Apostrof, 2023). The first burst 
of Ukrainian migration was caused by panic, the second and third by large-
scale destruction of Ukrainian cities, as a result of which refugees lost their 
homes. As of March 3, 2022, one week after the Russian invasion, more than 
1 million refugees (2.3% of Ukraineʼs population) have been forcibly 
resettled in European countries, including Poland, as well as Hungary, 
Moldova, and Slovakia. The largest number of Ukrainian refugees is in 
neighboring Poland – 1.577 million people, in Germany – 922.000, and in 
the Czech Republic – 502.000. Over 123.000 Ukrainian citizens received 
protection in Romania, 112.000 in Slovenia, over 173.000 in Italy, more than 
171 thousand – in Spain and more than 191 thousand Ukrainians – in Great 
Britain (Nikolaets et al., 2023). 

Despite the difficulties and uncertainty, Ukrainian migrants who arrived 
in the EU as a result of the Russian-Ukrainian war are adapting well compared 
to the experiences of other refugee groups. Thus, in 2023, in Poland, where a 
powerful Ukrainian community already lives, 71% of refugees from Ukraine 
found work, in Germany the employment rate among refugees was somewhat 
lower – 24% (Wesolowski, 2023). According to experts, if the Russian-
Ukrainian war drags on, many Ukrainians who emigrated from Ukraine will be 
able to adapt well abroad, as a result of which many men will go abroad with 
their wives and children after the end of the war (Libanova, 2022). Employment 
rates for Ukrainians in EU countries are high due to the fact that they got access 
to the labor market from the first day of their arrival, many of them are highly 
qualified workers, while there was a labor shortage in the local labor market; in 
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addition, migrants had the opportunity to rely on national communities that had 
already formed in many countries. 

Therefore, modern global challenges not only shape the trajectory of 
the development of labor markets, but also affect their level of resilience, 
prompting to adapt to shocks and increase the efficiency of human resources 
management in order to ensure the resilience of economic systems. 

 
2. Assessment of the resilience level of labor markets 
 
The Global Labor Resilience Index is an annual publication of the 

international consulting company Whiteshield, which ranks 136 countries of 
the world according to the level of resilience of their labor markets. A stable 
labor market is defined as one that creates stable demand for a wide range  
of occupations and provides quality work. Resilience is defined in terms of 
the social and economic cost of economic downturns, that is, the ability  
of the economy to limit permanent deviations of production and labor market  
outcomes from pre-crisis trends after adverse cumulative shocks (White-
shield, 2024). Labor market shocks are sudden and unexpected changes that 
significantly affect employment levels, wages, working conditions, and 
overall economic stability. 

Resilient labor markets are inclusive, stable and able to withstand 
shocks due to their flexibility and adaptability. Labor market resilience can 
also be defined as the ability to avoid, withstand and recover from shocks, 
regardless of their nature. The structure of the labor market resilience index 
focuses on two determinants: structural and cyclical (Figure). 

 
Structural and cyclical factors (indicators) of the Global Labor Market resilience Index 
Source: compiled by the authors from data (Whiteshield, 2024). 

Structural, 33%

•Demography: the share 
of the population older than the 
working age 

•Countryʼs capabilities: the economic 
complexity factor

• Economic development and 
macroeconomic stability: GDP 
per capita; share of services in GDP; 
availability of natural resources; 
the amount of public debt

• Trade vulnerability: export 
concentration index; diversification 
of the economy; balance of 
payments

• Inequality: an indicator of income 
inequality of the population

Cyclical, 67%

•Absorptive capacity: support and protection of 
workers; employment level; promotion of the labor 
market; inclusiveness of youth; gender inclusiveness; 
health and well-being of the population

•Adaptation possibilities: flexibility of labor policy; 
business regulation, access to financial regulation, 
quality of infrastructure, mechanisms of redistribution 
and flexibility, skills and adaptability of employees, 
entrepreneurial activity, access to loans

•Transformative ability: regulation of the development 
of information and communication technologies, costs 
on R&D, protecting intellectual property rights, 
investing in the future workforce; penetration level of 
information and communication 
technologies; innovative environment; innovativeness 
of trade development; technology and digital 
economy; green transition ; innovative products ; level 
of education and qualifications of the future workforce

• Institutional capacity: social capital, statistical 
potential, statistical completeness of the labor market 
stability index
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The structural component assesses a countryʼs internal vulnerability 
or protective factors that may interact with shocks to further amplify or 
reduce their intensity. These factors tend to be more difficult to change in 
the short term and include, for example, demographics, levels of economic 
development and macroeconomic stability, country capabilities, trade 
vulnerability and social inequality. 

The cyclical opportunity factor measures the strength of labor 
marketsʼ response to shocks. The cyclical factor focuses more on how current 
policies can change the level of disorganization in a given labor market. The 
cyclical factor is divided into four subcategories of opportunities: 

 absorption capacity is defined as the ability to contain shock impact 
and minimize damage to workplaces and workers; 

 adaptive capacity is as the ability to quickly recover and create new 
jobs; 

 transformative capacity is defined as the ability to adapt to future 
trends and transform long-term stresses into opportunities. 

institutional capacity acts as an end-to-end factor that facilitates a 
sustainable response to all types of disruptions and at all stages of a crisis. 

In the Table 2 it is shown the data of the Global Labor Resilience Index 
for EU member states and Ukraine in 2024, based on which the overall rating 
by country and by structural and cyclical indicators was formed. 

The Global Labor Resilience Index is measured on a scale from 0 to 
100 points, according to which 5 levels are distinguished. A high level of 
resilience is measured between 80 and 100 points and indicates that countries 
have very strong labor markets with a high capacity for adaptation and 
transformation, strong institutions, high levels of innovation, stable economic 
conditions and effective political systems. 

The level above average resistance is from 60 to 79 points. EU coun-
tries with this level of labor market resilience in 2024 include Denmark, the 
Netherlands, Germany, Sweden, Finland, Austria, Luxembourg, France, 
Belgium, Ireland, Estonia, the Czech Republic, Slovenia, Spain, Slovakia, 
Portugal, Poland, Lithuania, Hungary, Malta, Italy, Latvia, Cyprus, Croatia. 
These countries have developed labor markets that demonstrate the ability to 
respond effectively to shocks, good infrastructure and social protection 
systems, but may need improvement in some areas. 

The average level of resilience of the labor market is measured from  
40 to 59 points. In 2024, Romania, Bulgaria, Greece and Ukraine showed 
such a level of resilience among EU member states. They are characterized 
by a moderate ability to adapt to shocks. Their labor markets often face 
certain structural problems that slow down their recovery from crises. 
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Table 2 
Global Labor Resilience Index of EU countries and Ukraine in 2024 

Country  

General 
rating 

(among 
136 

countries) 

Points 
Rank by 
structural 
indicators 

Points 
Rank by 
cyclical 

indicators 
Points 

Trend 
in 

2019– 
2024 

Denmark 2 78 2 76 2 79 +2 
Netherlands 3 77 3 76 5 78 +6 
Germany 5 77 1 77 6 77 +10 
Sweden 6 75 5 75 8 76 0 
Finland 7 75 22 70 4 78 –2 
Austria 8 74 4 76 12 73 +10 
Luxembourg 9 74 8 74 11 74 –1 
France 11 72 13 73 13 72 +8 
Belgium 12 72 12 73 14 72 0 
Ireland 15 71 14 72 20 70 +6 
Estonia 18 70 25 67 18 71 +6 
The Czech 
Republic 19 70 10 73 23 68 +6 

Slovenia 21 69 11 73 24 67 +8 
Spain 23 67 24 67 26 67 +16 
Slovakia 26 66 18 71 32 64 +4 
Portugal 27 66 36 64 25 67 +5 
Poland 29 65 17 71 34 62 +4 
Lithuania 30 65 34 64 27 66 +4 
Hungary 31 65 27 66 30 64 +9 
Malta 32 64 39 63 28 65 +3 
Italy 34 64 26 67 35 62 +7 
Latvia 35 63 44 61 29 64 +3 
Cyprus 37 62 54 59 31 64 0 
Croatia 40 61 30 65 43 59 +24 
Romania 41 59 38 63 47 58 +5 
Bulgaria 42 59 55 59 42 59 +29 
Greece 52 56 71 55 53 56 +14 
Ukraine 55 55 50 60 57 53 –1 

Source: compiled by the authors based on data from (Whiteshield, 2024). 

The level below the average resistance is from 20 to 39 points. 
Countries with this level have weak institutions and economic conditions, 
which hinders the ability of their labor markets to adapt quickly. They have 
some problems with unemployment and insufficient social support. 

Low level of resilience is from 0 to 19 points. Countries with this level 
of resilience are characterized by very weak labor markets that have virtually 
no capacity for effective adaptation and recovery. They have significant 
economic and political problems that hinder their development. 

It is worth noting that the Global Labor Resilience Index was also 
calculated in 2019. The analysis of the dynamics of the index makes it possible 
to understand how the labor markets, in particular, reacted to the COVID-19 
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pandemic and the Russian-Ukrainian war. The best results during this period 
were achieved by Bulgaria (up 29 positions in the ranking), Croatia (+24 
positions), Spain (+16), Greece (+14), Germany and Austria (+10). 

Ukraine dropped from 54th to 55th place in the rating for 2019– 
2024. Russiaʼs military aggression and related economic difficulties have 
significantly affected the labor market in Ukraine. However, the country is 
taking important steps in the direction of stabilizing the situation, which 
includes: improving social protection mechanisms for internally displaced 
persons; ensuring the gradual integration of people who moved from the 
temporarily occupied territories into the host communities; encouraging 
unemployed forced migrants of working age to get a job. Due to the signi-
ficant outflow of the able-bodied population from the labor market, in parti-
cular to the ranks of the Armed Forces of Ukraine, territorial defense forces, 
volunteer organizations, there is a growing need for the most rational use of 
the workforce and ensuring a favorable level of adaptability of the able-
bodied population to changes in the labor market, and this requires balanced 
state decisions (NISD, 2022). 

 
3. Directions for ensuring the labor market resilience 
 
The resilience of the labor market, under the influence of modern 

challenges and threats, lies in the plane of modification of relations between 
the state, the market and the business environment for the approval of a new 
format of interaction of these institutions in the paradigm of the new economy 
of the 21st century (Kolot & Herasymenko, 2017). This process includes the 
redistribution of roles and responsibilities between the participants of the 
triad, which contributes to increasing the efficiency of economic activity and 
ensuring stable macroeconomic development. So, the proposed directions for 
ensuring the resilience of the labor market in the Table 3, contain measures 
that take into account the triad "market – state – business". 

The state is actively working to ensure macroeconomic stability, 
development of human capital and social protection, contributing to an 
increase in the level of employment and stable economic growth. The market 
is a catalyst for the development of innovations, supporting small and 
medium-sized enterprises that create new jobs. The business provides 
initiative and flexibility in the labor market by developing different forms of 
employment, such as telecommuting or part-time employment. In addition, 
the business actively influences the market adaptation of employees by 
providing training programs, training and retraining of personnel that meet 
the needs of the modern labor market. Interaction in the triad "market –  
state – business" is necessary to achieve a balance between social, economic 
and innovative aspects of development, which ensures the resilience of the 
labor market. 
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Table 3 
Directions and measures to ensure the resilience of the labor market 

Directions Activities 
Macroeconomic 
stability 

Controlling inflation and maintaining a moderate interest rate 
A balanced fiscal policy that prevents large budget deficits 
Ensuring stable economic growth through stimulating investment and 
entrepreneurship 

Increasing the level 
of employment 

Active employment programs, including training and retraining 
Investment in infrastructure that creates new jobs 
Support for small and medium-sized businesses, which are a key 
source of jobs 

Development of 
human capital 

Ensuring access to quality education and training programs 
Developing the skills needed for the labor market, including digital and 
technical 
Vocational guidance and career counseling for young people and the 
unemployed 

Flexibility of the 
labor market 

Modernizing labor laws to ensure a balance between worker protection 
and flexibility for employers 
Promoting the development of various forms of employment, including 
remote work and part-time employment 
Encouraging entrepreneurship and self-employment 

Social protection Development of the social protection system to support the 
unemployed and low-income people 
Ensuring a minimum level of income and social benefits 
Protection of workersʼ rights, including occupational safety and health 

Innovations and 
technological 
development 

Stimulation of scientific research and development 
Integration of new technologies into production processes 
Support for startups and innovative companies 

Regulation of labor 
migration 

Creation of conditions for legal labor migration 
Integration of migrants in the labor market 
Protection of the rights of labor migrants 

Source: compiled by the authors. 
 
In September 2015, at the UN Summit on Sustainable Development 

within the framework of the 70th session of the UN General Assembly in 
New York, the global development goals until 2030 were defined. When 
formulating them, the specifics of national development of countries are 
taken into account. The following benchmarks have been defined for Ukraine 
in terms of the functioning of the labor market: provision of comprehensive 
and fair quality education and provision of lifelong learning opportunities for 
all categories of citizens; promoting progressive, inclusive and sustainable 
economic growth, full and effective employment and decent work for all; 
creation of sustainable infrastructure, promotion of comprehensive and 
sustainable industrialization and innovation (Decree of the President of 
Ukraine "On the Goals of Sustainable Development of Ukraine for the period 
until 2030", 2019, September 30). 
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The vectors of the transformation of the labor market, which in the 
future should contribute to the creation of a qualitatively new paradigm of its 
development in Ukraine and the world, should be: 

 implementation of an innovative employment model based on the 
growth of the tertiary sector of the economy and innovative types of econo-
mic activity; 

 improvement of regulatory support, organizational and information 
measures, social responsibility at all levels; 

 increasing the level of competitiveness of workplaces and the use of a 
workforce with high professional competences; 

 improvement of the collective agreement regulation regarding the 
provision of occupational safety and occupational health of personnel based 
on preventive principles; 

 implementation by state bodies, trade unions and employersʼ organi-
zations of specific practical means for developing joint decisions and rea-
ching agreements based on the concept of decent work; 

 improvement of income policy based on modernization of social 
standards; 

 development of a social state model based on the formation of socio-
economic prerequisites for a high level of quality of working life; 

 in the field of corporate social responsibility, modernization of the 
policy on strengthening the professional resilience of employees, increasing 
the efficiency of interaction between companies and stakeholders. 

In the conditions of martial law, the labor market of Ukraine needs 
significant financial support for further recovery and development. According 
to the Program of financial support of Ukraine from the European Union during 
2024-2027, 50 billion euros will be directed to financing the state budget, 
stimulating investments, as well as technical support in its implementation. The 
program defines a number of reforms that, in particular, relate to the deve-
lopment of human capital, the sphere of employment and the labor market with 
the aim of returning citizens to Ukraine. For this you need: 

 adopting a new employment policy and creating competitive working 
conditions; 

 creation and expansion of new social housing programs; 
 development of an extensive system of professional education, social 

protection and health care; 
 development of labor culture and international relations; 
 ensuring gender equality (Ukraine Facility, 2024). 

The implementation of these measures will make it possible to create 
favorable conditions for living and working in Ukraine, ensure stable econo-
mic development and increase the level of well-being of the population, 
which, in turn, will facilitate the return of citizens to their homeland and stop 
the outflow of labor force abroad. 
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Conclusions 
Large-scale changes at the global level, high turbulence and unpre-

dictability of the economic system actualize the issue of ensuring its 
resilience. The labor market is an important element of the economic system 
and reflects its nature, affects the stability, well-being and quality of life of 
the population, forms the basis for effective reproduction of the workforce. 

The trends in the development of the labor market in recent decades 
are determined by the impact of crises, geopolitical upheavals, globalization 
shifts, the intellectualization of labor, and the virtualization of social and 
labor relations under the influence of the COVID-19 pandemic, the trans-
formation of social, economic, political and social network relations. This is 
accompanied by a weakening of the resilience of the economic system in 
general and the labor market in particular. 

The article identifies the key factors of ensuring the resilience of the 
labor market in conditions of shock effects. To measure the level of resilience 
of the labor market, it is necessary to take into account both structural and 
cyclical factors (determinants). Structural factors such as demography, 
country capabilities, economic development, macroeconomic stability, trade 
vulnerability, and social inequality provide an estimate of the internal vulne-
rability of the labor market to shocks. Cyclical factors are absorptive capa-
city, adaptation, transformational capacity; institutional capacity determines 
how the current state policy can change the level of disorganization in a 
specific labor market. 

Directions for ensuring the resilience of the labor market are proposed, 
which involve the interaction of the state, the market and business in the 
process of implementing measures: 

• macroeconomic stabilization (inflation control, moderate interest rate 
support, balanced fiscal policy); 

• increasing the level of employment (active employment programs); 
• development of human capital (development of skills necessary for 

the labor market, including digital and technical); 
• promotion of innovation and technological development (support  

of startups and innovative companies); 
• formation of a flexible labor market (supporting the development of 

various forms of employment, including remote work and self-employment); 
• social protection of seeds (development of the social protection 

system to support the unemployed and low-income people); 
• regulation of labor migrations (protection of labor migrantsʼ rights, 

creation of conditions for legal labor migration, integration of migrants in the 
labor market). 

Human capital is the most valuable asset of any country, but this is 
especially felt in the conditions of martial law. The Ukrainian authorities 
should strive to do everything to ensure that citizens have the opportunity 
 to compete on equal terms in the labor market, to develop skills in accordan-
ce with its requirements, including development trends in the direction of 
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digitalization and high technologies. In the light of European integration 
processes, this will contribute to raising the level and quality of life, im-
proving the demographic situation and economic recovery in general. 

The issue of institutional provision of the labor market resilience 
of Ukraine will be the subject of further scientific research.  
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ЦИФРОВИЙ ІНСТРУМЕНТАРІЙ 
БРЕНДИНГУ ТЕРИТОРІЙ  

Для розвитку та просування сіл, селищ, міст, 
регіонів, країн у сучасному світі активно засто-
совується брендинг територій. І якщо раніше 
для ефективного брендингу та просування дос-
татньо було традиційних маркетингових 
інструментів, сьогодні обовʼязковим стає вико-
ристання методів та інструментів цифрового 
маркетингу (ЦМ). Метою статті є обґрунту-
вання й систематизація методів та інстру-
ментів цифрового маркетингу для брендингу 
територій. Під час проведення дослідження 
застосовано загальнонаукові та спеціальні 
методи: діалектичний, аналізу та синтезу, 
індукції й дедукції, порівняльного аналізу, групу-
вання, структурно-логічний, логічного узагаль-
нення результатів, а також графічний. Визна-
чено сутність та обґрунтовано принципи й 
функції брендингу територій. Виокремлено сег-
менти цільової аудиторії для просування брендів 
територій: інвестори, підприємці, населення, 
туристи. Зазначено напрями розвитку бренду 
України та її територій. Розкрито внутрішні 
та зовнішні фактори маркетингового середо-
вища територій і наведено поняття брендингу 
територій у цифровому середовищі. Обґрун-
товано й систематизовано цифрові канали, 
методи та інструменти брендингу територій. 
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Introduction 
Territory branding is gaining popularity today, helping villages, 

towns, cities, regions, and countries determine how to successfully compete 
for resources, investments, tourists, etc. Through effective branding, terri-
tories can turn their unique natural and cultural features into powerful com-
petitive advantages. A successful brand of a territory contributes to its social 
and economic development, strengthens its authority and image, and impro-
ves the quality of life of the population. 

Territory branding is becoming particularly relevant today, as most 
territories are seeking to create their own brand. This also applies to those 
Ukrainian villages, towns, cities and regions that have suffered from the war. 
For them, branding is a way to express them and attract investors for recon-
struction, return their residents and invite new ones. In todayʼs digitized 
world, it is not enough to rely on traditional marketing alone; digital marke-
ting (DM) methods and tools must be used to promote territories. 

In general, territory branding has been studied in various aspects by 
both foreign and domestic scholars (Rein et al., 1993; Anholt, 2010; 
Zaiachkovska, 2011; Bilovodska & Haydabrus, 2012; Kainova, 2014; Bory-
senko et al., 2019; Makhnachova et al., 2020; Zolyak & Horchikova, 2022; 
Klimova et al., 2023), but the scientific works of these authors did not 
consider territory branding in the digital space. The methods and tools of CM 
have been studied (Oklander et al., 2017; Grosul & Balatska, 2020; Melnyk 
& Derikolenko, 2020; Tsymbalenko, 2021, October 19; Hrechanyk et al., 
2022; Guzenko & Mishchenko, 2023, July 10; Shevchenko, 2023, July 15; 
Ponomarenko et al, 2024, February 2; Levchenko & Danilenko, 2024; Shvets 
& Vorontsovskyi, 2024), but these studies did not consider digital methods 
and tools for the purposes of territory branding either. 

The aim of the article is to substantiate and systematize digital 
marketing methods and tools for territory branding. 

To achieve this aim, the article formulates the hypothesis that the use 
of DM methods and tools promotes the promotion of a territory in the digital 
environment, increases its recognition, competitiveness and helps to attract 
resources, investments and tourist flows. 

For this hypothesis, the following general scientific and special 
research methods were used: dialectical, analysis and synthesis, induction 
and deduction, grouping (to study the DM methods and tools), structural, 
logical, and logical generalization of results (to study and summarize the 
theoretical and methodological foundations of territory branding, DM me-
thods and tools), as well as graphic (to visualize the types of territory bran-
ding and the marketing environment of the territory). 



MARKETING AND MANAGEMENT 

 

60 ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. № 4

 

The main part of the article deals with territory branding, its types, 
principles, functions and target audiences. The author outlines the directions 
of development of the brand of Ukraine and its territories. The internal and 
external factors of the marketing environment of territories are investigated, 
and the concept of branding of territories in the digital environment is formu-
lated. The main DM methods for branding the territories to which it belongs 
are identified: BigData, search engine marketing (SEM), which includes 
search engine optimization (SEO) and search engine advertising (SEA), other 
types of online advertising, email marketing, social media marketing (SMM), 
mobile marketing, 3D marketing, traditional marketing methods with the use 
of digital technologies. According to each method, the author systematizes 
the DM tools that are used in a comprehensive manner for the purposes of 
territory branding. 

 
1. The essence, principles and functions of territory branding 
 
The formation of territory marketing and territory branding began in 

the second half of the twentieth century due to growing competition between 
cities and countries. The concept of "territory marketing", according to which 
territories become goods and citizens become consumers, was first proposed 
by Kotler (Kotler, P., et al., 1993). The founder of "territory branding"  
Anholt (2010) introduced the concepts of "national branding" and "country 
branding" and noted that territories can be specifically "branded". However, for 
the most part, they simply inherited their names, which later became brands. 

To clarify the essence and definition of the concept of "branding of 
territories", the following definitions were analyzed: "brand", "territory 
brand", "branding", "territory branding". 

The concept study of "brand" has made it possible to identify the follo-
wing features: an identification tool (Zayachkovska, 2011; Sevonkaeva, 2014; 
Smerichevskyi et al., 2019; Zolyak & Horchikova, 2022); a system of attri-
butes and tools, a symbol (Zayachkovska, 2011; Zolyak & Horchikova, 2022);  
a successful trademark that creates added value (Pavlenko et al, 2008; 
Reshetnikova, 2013); intellectual property (Rud, 2021); value for the 
consumer (Zayachkovska, 2011); promise (Zolyak & Horchikova, 2022); 
consumer feelings and impressions (Zayachkovska, 2011; Sevonkaeva, 2014; 
Smerichevskyi et al., 2019; Rud, 2021). Given the essential features analyzed 
by researchers, two scientific approaches to the essence of the concept of 
"brand" can be traced: 

• identification and differentiation: as a set of identification symbols to 
distinguish from competitors (Pavlenko et al., 2008; Zayachkovska, 2011; 
Reshetnikova, 2013; Sevonkaeva, 2014; Smerichevskyi et al., 2019;  
Rud, 2021; Zolyak & Horchikova, 2022). At the same time, the set of 
identifiers constitutes the manufacturerʼs intellectual property, which has 
value and brings economic benefits in the future; 
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• value: as the sum of the properties of a product/service, consumersʼ 
experience of using it, the impressions they receive and remember, which 
creates value in the minds of consumers (Zayachkovska, 2011; Sevonkaeva, 
2014; Smerichevskyi et al., 2019; Rud, 2021). Consumers will pay a higher 
price for a brand for a product/service that is valuable to them. 

Thus, from the perspective of these approaches, we note that a brand 
is a system of identification symbols of a product/service, provided that it is 
of high quality and meets the expectations of consumers, which allow them 
to form value in the minds of the latter and, thanks to user experience, 
positive associations and impressions, which provides added value for the 
manufacturer and profitability above the market average due to consumersʼ 
willingness to pay a higher price.  

In contrast to the existing definition, this one clearly distinguishes 
between value for the consumer and value for the producer, as well as the 
ways in which the producer ensures this value as identification symbols and 
the quality of the product/service based on the identified consumer expec-
tations. Legal protection of the brand as an intangible asset that constitutes 
the manufacturerʼs intellectual property is important. 

Creating and developing a successful brand involves a systematic 
process called branding. Based on the analysis of the definitions of "bran-
ding", its essential features are identified: the process of creating and 
developing a brand (Reshetnikova, 2013; Kuzmak & Shaidiuk, 2020, De-
cember; Samodai et al., 2023); a management tool (Sevonkaeva, 2014; Dya-
dyk, 2020; Studinska, 2020; Urupa, 2023); marketing technology (Tana-
siychuk, 2023). It should be noted that any process requires management, so 
in many definitions branding is interpreted as the process of creating, 
developing, and managing a brand (Pavlenko et al., 2008; Sevonkaeva, 2014; 
Studinska, 2020, September 18; Urupa, 2023). Since a successful brand 
provides the manufacturer with additional value and higher than market 
average profitability through the creation and launch of a brand and its 
promotion, it contributes to the increase of brand capital and brand value, 
which generally contributes to the achievement of goals and increase of 
business efficiency. Therefore, branding is the process of creating, 
promoting and developing a brand in order to achieve the strategic goals of 
a business entity, increases its profitability and development efficiency. This 
definition emphasizes the importance of a strategic approach to the 
development of a business entity in the long term through the use of a brand. 
At the same time, branding as a process is managed by brand management. 
Therefore, it is not necessary to single out management in the definition of 
"branding" and, in agreement with Tanasiichuk (2023), branding should be 
considered a marketing technology. 

To clarify the essence of the concept of "territory branding", it is 
important to define what a territory is. In the context of the topic and purpose 
of the study, the territory is a "product/service" (Rein et al., 1993), which 
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makes it possible to apply the branding process to its promotion as a brand to 
achieve the goals of the territoryʼs development. 

The concepts of "marketing" or "branding" are used in the studies of 
different authors in relation to the territory, its promotion and development. 
Representatives of the first approach consider the marketing of territories 
(city, region, country) as a focus on creating an image (Kainova, 2014; TPBO, 
2015, June 26) using marketing tools and technologies (Kainova, 2014; 
Borysenko et al., 2019) to attract the entities in which the territory is 
interested (Glukha, 2014; Borysenko et al., 2019). Therefore, representatives 
of this approach refer to branding as a marketing technology. 

Representatives of the second approach study the branding of 
territories as a purposeful process of creating an image of the territory in the 
minds of people (Makhnachova et al., 2020; Zolyak & Horchikova, 2022; 
Klimova et al., 2023). The formed image of the territory will increase interest 
in it, which will help attract investment and resources. This will help promote 
and develop the area by increasing the number of tourists and the frequency 
of their visits. The main goal of branding is to create sustainable and 
recognizable associations about the territory, which will be positively 
perceived both locally and internationally. 

Each territory has geographical limitations, population, history, own 
natural resources, politics, economy, culture, etc., development goals and 
opportunities. In this research, the territory includes villages, towns, cities, 
regions, and countries. Under the territory brand (village, town, city, region, 
country), we will note a valuable intangible asset of the economy of the 
territory; an image that is formed thanks to positive associations and impres-
sions for internal and external consumers through a system of identification 
symbols that reflect the natural-geographical, historical, social, cultural, 
economic and other features of the territory, which creates value for con-
sumers and social, economic benefit for the territory. This definition takes 
into account the benefits of territory branding for both consumers and the 
territory. In addition, it is emphasized the importance of taking into account 
unique territorial features in identification symbols for the formation of stable 
positive associations and impressions arising from the mention of this 
territory. 

Territory branding in modern conditions of digitalization of society is 
understood as the process of creating, promoting and developing a territory 
brand (village, town, city, region, country) in the digital environment, taking 
into account its natural-geographical, historical, social, cultural, economic 
and other features, which creates value for consumers and social, economic 
benefit for the territory. This process is strategic and creates conditions for 
the long-term development of the territory. Accordingly, management with 
the involvement of brand management specialists is required. 

Building and developing a successful territory brand is a difficult task. 
Territory branding is a powerful tool that helps create a desired image, 
promote and popularize the territory, and contributes to the achievement of 
its development goals. 
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In Ukraine, territory branding is proposed to be divided into six 
subtypes (Levytska, 2024, March 14, p. 613) (Figure 1). To the specified 
types of territories (villages, towns, cities, regions and countries) we add 
territorial communities, which are administrative-territorial units, the achieve-
ment of the development goals of which is also facilitated by the branding of 
territories. 

 
Figure 1. Types of territory branding in Ukraine 

Source: compiled by the authors based on (Levytska, 2024, March 14, p. 613). 

Territory branding is important both for small villages and towns, and 
for large cities, regions and countries. However, it is not enough just to create 
a brand, it is necessary to systematically work on its promotion and 
development. Branding is aimed at a long-term perspective and creates value 
for consumers (residents, tourists, investors, etc.) and social and economic 
benefit for territories. In addition, it is necessary to ensure the presence of the 
brand in the digital environment to ensure its visibility and increase 
recognition. 

The main principles of territory branding include: 
reflection of uniqueness: the brand must reflect the unique charac-

teristics of the territory, its history and culture, traditions and customs, natural 
features; 

honesty/realism: the brand must correspond to reality, reflect the true 
characteristics and features of the territory, not create false ideas about it; 

formation of a unified image: the brand must create a coherent and 
consistent impression of the territory, ensure unity in communications and 
marketing activities, maintain a stable image in order to increase recognition; 

involvement of residents: for the formation and development of the 
brand, it is necessary to involve local residents, listen to their opinions and 
suggestions, as well as promote the territory with their help; 
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adaptability: the brand of the territory must be flexible and quickly 
adapt to changes, implement innovations and advanced technologies in order 
to be relevant and attractive (Gosh, 2021, April 9; Kopchak et al., 2021). 

The brand makes the territories more attractive and performs three 
main functions: a) identifies the country/region/city/town/village among 
other territories; b) forms in the target audience a sense of attachment to  
the territory and identity with it; c) acts as a guarantor of the quality of the 
territory (Bilovodska & Haydabrus, 2012, p. 37). To achieve the desired 
result, it is necessary that the brand comprehensively fulfills all three func-
tions. In addition, targeting the target audience, which is divided into four 
main segments, is equally important for the prosperity of the territory: 

investors (whom we divide into internal and external in relation to the 
territory) who are looking for new investment opportunities, therefore the 
territory should be attractive for investment; 

entrepreneurs – looking for better business opportunities, so they will 
be interested in the labor force, low taxes, better conditions for doing 
business, new business niches, etc.; 

the population (which is divided into existing, potential and former) – 
is looking for a better life, because people care about jobs, developed 
infrastructure (especially the presence of schools, kindergartens, hospitals, etc.), 
the opportunity to spend leisure time in a variety of ways, etc.; 

tourists (domestic and foreign) – looking for adventures and new 
experiences, it is important for them to have comfortable rest conditions, 
various types of tourism, high level of service, etc. (Bilovodska & Haydab-
rus, 2012; PROMIS Project, 2019; Vdovichena et al., 2020). 

Some scientists also single out the 5th segment of the target audience: 
authorities or partners (PROMIS Project, 2019; Vdovichena et al., 2020). 
However, in our opinion, they should not be added to the target audience of 
territory branding: after all, the government should not be a consumer of the 
brand, but should help create it and promote the development of the territory. 
As for partners, they can be attributed to both investors and entrepreneurs, 
especially since they have similar goals and interests. 

Therefore, the development of the brand of the territory should take 
into account the needs and wishes of the target audience, its own charac-
teristics and resources, and form a single, integrated image of the territory for 
people. Through a properly created image and positioning, the brand can 
popularize the territory in the traditional and digital environment and become 
the driving force of its development. 

 
2. Brand development of Ukraine and its territories 
 
Ukraine has great potential for the development of various types of 

tourism, in particular: ecological (green); rural; underwater; mountain; baby; 
youth; family; cultural and cognitive; health and wellness; sports; religious; 
adventure; hunting; automobile; amateur; for the elderly; for persons with 
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disabilities, etc. (Law of Ukraine "On Tourism", 1995, September 15). All of 
them can complement each other, so one territory can satisfy several tourist 
needs of different target audiences at once. 

There are also many successful brands in Ukraine that can promote 
the brand of the territory where they were created. For example, manu-
facturers of products ("Yagotynske", "Shostka", "Nizhyn", "Zhytomyrski 
lasoshchi", "Bolgrad", "Kyivhlib", etc.), clothing ("Aviatsia Halychyna"), 
services ("Credit-Dnipro", "Kyivstar", etc.), entertainment ("Quarter 95"), as 
well as events (Sorochyn Fair), factories ("Tavria"), etc. can help promote 
and develop the brand of your village, town, city, region or country in 
general. 

In 2024, the implementation of the "Made in Ukraine" program aimed 
at promoting the national brand and supporting domestic manufacturers 
began in Ukraine. This program provides a number of advantages: increased 
consumption of domestic products; growth in the level of employment; 
promotion of socio-economic development; development of small and 
medium-sized businesses; formation of a positive image of Ukraine on the 
world stage, etc. (Levytska, 2024, April 18). 

Ukraine is also becoming known in the world thanks to its people – 
prominent figures, which live or lived on its territory, were active in our 
country or have Ukrainian roots. These are outstanding historical and 
political figures (Volodymyr the Great, Yaroslav the Wise, Bohdan Khmel-
nytskyi, Pylyp Orlyk, Pavlo Skoropadskyi), writers (Taras Shevchenko, 
Lesya Ukrainka, Ivan Franko, Ivan Kotlyarevskyi, Lina Kostenko), cultural 
figures (composer Mykola Leontovych, dancer Serzh Lifar, opera singer 
Solomiya Krushelnytska, singer Kvitka Tsysyk), artists (Sonya Delaunay, 
Arkhip Kuindzhi, Kazimir Malevich), scientists (Voladymir Vernadskyi, 
Boris Paton, Ilya Mechnikov, Ivan Pului, Viktor Glushkov), doctors (Mykola 
Amosov, Oleksandr Bogomolets, Mykola Pirogov, Boris Todurov), engi-
neers and designers (Yugen Paton, Igor Sikorsky, Serhii Korolev, Oleg 
Antonov), athletes (Vitali and Volodymyr Klitschko, Andriy Shevchenko, 
Oleksandr Usyk, Serhiy Bubka, Ivan Piddubny, Vasyl Virastyuk) and many 
others (Feshchenko, b. d.). 

Some cities of Ukraine choose ambassadors for their own promotion – this 
honorary title is given to people who have authority and achievements in a certain 
field. The main task of the ambassadors is to support and promote the cities and 
regions of Ukraine. 

Also, our country has great investment opportunities. The interactive 
platform "Investment Map of Ukraine" (https://investmentmap.com.ua/ua) 
was created to display them. It demonstrates to potential investors available 
offers for investment in projects in different regions of the country in various 
spheres of activity. The European Business Association (EBA) created  
an extraterritorial business association Global Business for Ukraine 
(https://www.gb4u.org) in Ukraine, which is aimed at uniting international 
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business around Ukraine, promoting investments in the country, and 
providing assistance to global companies in search for partners and clients in 
Ukraine. 

Therefore, Ukraine has a huge potential for the development of the 
brand of the country and the brands of the territories. The country is rich in 
cultural and natural resources, which can become the basis for creating a 
unique image. For example, the Carpathians can be positioned as a place for 
active recreation and ecotourism, and Kyiv as the cultural capital of Eastern 
Europe. Branding of territories of our country is especially relevant 
nowadays, when cities, villages and even streets change their names. For 
example, Dnipropetrovsk is currently Dnipro, Dniprodzerzhynsk – Kamians-
ke, Artemivsk – Bakhmut, Kirovohrad – Kropyvnytskyi, etc. Therefore, the 
development of territory branding is necessary for the better promotion of 
individual villages, towns, cities, regions, and the entire country. It will 
contribute to the attraction of tourists, the development of the local economy 
and the increase of the countryʼs prestige. 

Because of the war with Russia, there are many destroyed and 
destroyed territories in Ukraine that need to be rebuilt. And the best way to 
attract investments for reconstruction will be the branding of territories, 
which will help determine the target audience, take into account the needs 
and wishes of existing and potential residents, and help form successful 
marketing and brand strategies. 

The branding of the territories will also contribute to the return of our com-
patriots who have currently left Ukraine and are considered refugees. At the end 
of April 2024, according to Eurostat, more than 4.2 million Ukrainian refugees 
had the status of temporary protection in EU countries (How many?, 2024,  
June 10). No one can give an exact figure for the number of refugees and  
the population of Ukraine today. However, according to some experts, the 
population of Ukraine (taking into account the occupied territories) in 2024 
will be about 31 million people (Hajduk, 2024, July 11). A decrease in the 
number of the population can lead to a demographic crisis and economic 
decline, so the main task of the state is the return of citizens to their homeland. 
Branding of territories can also help in this, because the development of 
villages, towns, cities, regions, and the country will contribute to attracting 
investments, developing infrastructure, creating new jobs, raising the 
standard of living of the population, etc. – all this can become a powerful 
incentive for the return of Ukrainians to Ukraine. 

In view of the above, we conclude that for the development of the 
brand of the territory, it is necessary to pay special attention to the marketing 
environment of the village, town, city, region or country. After all, taking 
into account all the factors affecting the territory will ensure the creation of 
a brand that will not only be attractive and recognizable, but also correspond 
to the realities and potential of the territory. 
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3. Marketing digital environment of the territory 
 
Modern territories do not develop in isolation, they constantly interact 

with others. In addition, any territory is affected by various internal and 
external factors that form the marketing environment and on which its 
effective social and economic development depends. 
We note that the marketing environment of a territory (village, town, city, 
region, country) is a set of internal (micro-environment) and external 
(macro-environment) factors and driving forces that influence marketing 
activity, image formation, brand promotion of the territory and its social 
economic development. At the same time, internal factors and forces are 
controllable, and external ones are uncontrolled or poorly controlled. 
Because of this, the marketing environment undergoes constant changes and 
requires permanent monitoring. The main components of the marketing 
environment of the territories are shown in Figure 2. 

 
Figure 2. Marketing environment of the territory 

Source: compiled by the authors. 
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As we can see from figure 2, the marketing environment of a territory 
has micro- and macro-environments, each of which is shaped by relevant 
factors and driving forces. 

In the microenvironment, the territory (village, settlement, city, region 
or country) functions directly. In addition to the territory itself, it includes: 

subsoil, natural resources: territories have their own subsoil, 
minerals, water, soil, landscapes, vegetation, animal life, etc., recreational 
areas, their own climate – all this makes the territory individual and can help 
its development; 

population: residents who permanently or temporarily live in this 
territory, former and potential residents, guests and tourists; 

culture, traditions and customs: each locality has its own customs and 
traditions, which are passed down from generation to generation, as well as 
culture, which consists of various spiritual and material values – all this 
emphasizes the originality of the territory; 

scientific and technological development shows progress in the field 
of science, technology and technology and affects the competitiveness of the 
territory, the presence of research institutes, the opening of startups,  
the creation of inventions and innovations; 

social and economic development reflects the standard of living of the 
population, which has various aspects: the level of employment and 
unemployment, the level of income of the population, social security,  
the availability of medical and educational services, housing conditions, the 
quality of the environment (ecology), the criminogenic situation, etc.; 

the structure of the economy is a component of the territory, which 
includes the territorial structural distribution of types of economic activity. 
The presence and structural distribution of enterprises of those types of 
activities that take into account the natural and socio-economic features  
of the territory, affect the employment of the population, the level of income, 
socio-economic development, etc.; 

local government: each village, town, city, region, country has its own 
government bodies that manage the territory and resolve issues of local 
importance; 

infrastructure: houses, medical institutions, transport, educational and 
cultural institutions, social welfare facilities, critical infrastructure facilities, 
etc. ensure the vitality of the territory and its functioning, as well as influence 
its investment attractiveness; 

competitors: like businesses, territories have their competitors: some 
countries compete with others. Villages, towns, cities and regions compete 
with both domestic and foreign similar territories – this forces territories to 
improve, improve the standard of living of the population, develop infrastruc-
ture and industry, ensuring socio-economic development (IMD, 2024;  
The Economist, 2024, 26 June). 

The macro-environment of the territory surrounds a village, sett-
lement, city, region or country and has a positive or negative impact on the 
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territory, thus creating opportunities or threats to its scientific, technological, 
social and economic development. The external environment of the territory 
is affected by a number of factors, the main of which are: 

historical: events and achievements of the territoryʼs past; notable 
events and figures; state and administrative institutions; conflicts, revo-
lutions, wars, etc.; 

demographic: population size and density, birth and death rates, age 
and gender composition of the population, level of urbanization, number of 
labor resources, migration processes, ethnic diversity, population com-
position, number of marriages and divorces, household structure, etc.; 

natural and ecological: natural and climatic conditions, flora and 
fauna, level of environmental pollution, natural phenomena, presence of 
treatment facilities, reserves of minerals, raw materials, natural resources, 
ecological state of the territory, availability of renewable energy sources, 
natural disasters, etc.; 

scientific and technological: the level of development of science and 
technology, scientific research activities, the emergence of new technological 
developments, innovations and inventions, etc.; 

economic: income levels, inflation, unemployment and employment, 
purchasing power of the population, stability of the national currency, rates 
of economic growth, tax rates, loan interest rates, labor productivity, gross 
domestic product, gross national product, etc.; 

political and legal: level of political and legislative stability, comp-
liance with legal norms, government institutions and authorities, political 
parties, laws and regulations, antimonopoly regulation, level of corruption of 
authorities, etc.; 

social and cultural: cultural values and traditions, accepted norms of 
behavior and morality, customs, influence of subcultures, lifestyle, behavio-
ral habits, social mobility, cultural activities and events, art and creativity, etc. 
(Mazurkevich, 2021; Kosar & Vintonyak, 2023, September 14–16). 

To create an effective marketing and brand strategy of the territory, it 
is necessary to constantly analyze the environment in which it is located and 
the factors affecting its social and economic development. This will allow 
you to identify potential threats and opportunities and adapt your marketing 
and branding strategies accordingly. 

In the conditions of total digitalization of the world, modern compa-
nies and territories are represented not only in the traditional environment, 
but also in the digital one. The digital environment is a virtual space that 
allows users to interact with each other, as well as with companies, brands, 
goods and services through the Internet and other digital platforms (Descri-
ption of the Digital Competence Framework of Ukrainian Citizens; 2021). 
Accordingly, for users to interact with the territory, it must be presented in a 
digital environment. 
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Developing the definition of the definition of "territory branding" ta-
king into account the digital environment, by territory branding in the digital 
environment we mean the process of creating, promoting and developing the 
territory brand (village, town, city, region, country) in the digital envi-
ronment, taking into account its natural, geographical, historical , social and 
cultural, economic and other features, as well as with the use of digital te-
chnologies, channels, methods and tools, which creates value for consumers 
and social, economic benefit for the territory. 

The advantages of territory branding in the digital environment are: 
more effective promotion; higher engagement and audience coverage; the 
ability to precisely target specific segments of the target audience; increasing 
recognition and loyalty to the territory, etc. 

Promoting the territory in the digital environment is helped by DM 
methods and tools, the choice of which depends on: the target audience; 
marketing goals; communication messages that need to be conveyed to the 
audience, the budget for digital marketing. 

 
4. Digital methods and tools of territory branding 
 
On the basis of the analysis of scientific sources, the DM essential 

characteristics were determined: a part of marketing activity using digital 
channels, methods, tools and technologies (Godovanyuk & Gerasimova, p. d.; 
Oklander et al., 2017; Marchuk, 2018; Yankovets, 2019); a set of measures 
and tactics for promotion in the digital environment (Oklander et al., 2017; 
Kiwop, 2020, April 16; Bubenets & Slomintsev, 2022; Guzenko & 
Mishchenko, 2023, July 10; The Investopedia Team, 2024, January 25); a 
method of marketing communication with the target audience in the digital 
environment (Oklander et al., 2017; Romanenko, 2019; Poita et al., 2023; 
Shevchenko, 2023, July 15; The Investopedia Team, 2024, January 25); 
unconventional platform (Ekiyor & Altan, 2020). Based on these essential 
features, it is substantiated that digital marketing is a type of marketing 
activity aimed at promoting goods and services, brands and personalities, 
companies and territories in virtual (online) and real (offline) environments, 
thanks to digital technologies, channels, methods and tools. In this definition, 
unlike the existing ones, the objects of promotion are detailed. 

DM channels include interactive screens (displays); digital television 
(Smart TV); POS terminals; Internet; devices that provide access to the 
Internet; local networks (extranet and intranet); mobile devices; mobile appli-
cations; Digital gadgets; website; social networks; touch screens (tablets), 
readers, etc.; PlayStation, XBox and other game consoles; digital art 
(Oklander, 2017; Bubenets, Slomintsev, 2022; Guzenko & Mishchenko, 2023; 
Shevchenko, 2023; Shvets & Vorontsovsky, 2024). 
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The DM key channels for territories in modern conditions are a 
website, a mobile device, and social networks. 

Creating an official website of a village, town, city, region, and 
country is a top priority, because every user who wants to learn more about 
a certain territory will look for information on the Internet. You can also post 
the necessary information for residents, tourists and investors on the sites. 

According to the results of the scientific source analysis, the most 
common main methods of DM were determined, such as BigData, search 
marketing (SEM), which has optimization for search engines (SEO) and 
search advertising (SEA), other types of Internet advertising, email 
marketing, marketing in social networks (SMM), mobile marketing (Oklan-
der et al., 2017, p. 46; Grosul & Balatska, 2020, p. 9; Tsymbalenko, 2021, 
October 19, p. 360; Grechanyk et al., 2022; Yankovets, 2022, p. 230). We 
add 3D marketing to the listed methods, as well as traditional marketing 
methods using digital technologies. 

We note that, for the most part, the methods and tools of digital 
marketing coincide (Melnyk & Derykolenko, 2020; Yankovets, 2022; 
Guzenko & Mishchenko, 2023; Shevchenko, 2023; Ponomarenko et al., 2024, 
February 2; Levchenko & Danilenko, 2024; Shvets & Vorontsovskyi, 2024). 
In general, DM methods and tools are key components of an effective 
marketing and brand strategy in the digital space, but they have some 
differences, that is, the methods answer the question "what to do?", while the 
tools answer the question "how to do it?". Both components are comple-
mentary and important to ensure the effectiveness of digital marketing. 

In Figure 3, the main channels, CM methods and tools are presented, 
which are proposed to be used in the territory branding. 

Letʼs take a closer look at each digital method and its tools, which are 
appropriate to use in territory branding. 

Big Data. Huge amounts of data help analyze peopleʼs behavior, 
research their needs and create personalized offers. Based on research, they 
make it possible to manage the territory more efficiently, develop 
infrastructure and improve the standard of living of the population. The main 
tools of BigData are: analytics (helps to analyze the behavior and needs of 
the audience, create a portrait of it and make predictions and planning in 
various areas related to the territory) and content marketing (visualization of 
the received data and presenting it in an accessible form). 

Search engine marketing (SEM). Since the main channel for 
obtaining information about the territory is search engines, accordingly, 
improving the visibility and positions of the territoryʼs site in search 
results is an important task. This is facilitated by SEM, which has two 
main components, namely search engine optimization (SEO) and search 
engine advertising (SEA). 
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Figure 3. Digital channels, methods and tools of territory promotion 

Source: compiled by the authors. 
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Search engine optimization (SEO) helps to organically raise the 
ranking of the site and bring it to the first positions of search results. For this, 
a semantic core is created from keywords, texts are written, content is 
optimized, and technical optimization of the site is done, etc. Although SEO 
takes a lot of time, it has a long-term effect and creates trust among users. 

SEO tools (Shmychkov, 2022; Iankovets, 2024) are divided into 
internal and external optimization. Internal optimization is: work with 
keywords and semantic core, creation and optimization of content (content 
marketing), usability analysis, as well as optimization of all other site 
elements (headings, links, metadata, etc.). External optimization includes 
link building, content marketing, guest publications, etc. In this way, the site 
of a village/village/city/region/country is popularized, which ensures that its 
positions are raised in organic search results. 

Search Advertising (SEA). Search advertising belongs to the digital 
marketing method called Internet advertising, because search advertising is 
also part of its tools. Separately for SEA, such advertising involves the 
display of contextual ads in search engines to users who have entered a 
targeted search query related to the territory (events, places of interest, etc. – 
depends on the purpose of the advertisement). Such announcements are 
distinguished by the inscription "Advertising" and have a low level of user 
trust. Search advertising, unlike SEO, is paid and has a short-term effect, 
because it works as long as there is a payment. 

Internet Advertising. Attracts the attention of the target audience, 
attracts users, increases conversions and popularizes the brand of the 
territory. Internet advertising covers all possible varieties of online adver-
tising used to promote territories. These are contextual, mobile, targeted, 
viral advertising, retargeting, video advertising, etc. The peculiarity of Inter-
net advertising is that it is paid and has a short-term effect. As long as it is 
paid, it works. Letʼs take a closer look at each online advertising tool: 

contextual advertising allows you to promote the territory in search 
engines, in particular Google, Bing and others. A user enters a search query 
related to an area and sees an ad labeled "Advertisement". This tool is suitable 
for the promotion of places of interest and events, as well as for the 
development of tourism; 

media (banner) advertising: attractive and informative banners attract 
attention, increase the recognizability of the territory and shape its image. If 
properly presented, media advertising attracts tourists and investors; 

targeted advertising allows you to target advertisements to specific 
segments of the target audience. These settings are useful if you need to meet 
the different needs of your target audience. After all, thanks to targeting, you 
can make personalized offers that will attract both existing and potential 
residents, tourists, investors, etc.; 

geotargeted advertising shows ads to a specific segment of the target 
audience based not only on the userʼs interests and preferences, but also on 
the basis of his location; 
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viral advertising is able to quickly spread content to a huge audience 
and promotes "word of mouth". It increases brand recognition, effectively 
engages the audience and spreads organically. Among the effective types of 
viral advertising: tourist videos, flash mobs, social experiments, etc.; 

retargeting re-engages users who showed interest in the territory, but 
did not take any action. Thanks to retargeting, you can remind the audience 
about the territory: its tourist spots, investment projects, upcoming events, 
etc. – depending on the userʼs interests; 

video advertising is an effective way to dynamically show the charms 
and strengths of the territory. Video advertising visualizes the expectations 
of the territory, attracts attention and is better remembered, and also has a 
high level of engagement. Examples of videos: overview of the city, pros and 
cons of living in the region, TOP-5 most visited places in the region, history 
of the city, etc.; 

native advertising allows you to naturally integrate the territory into the 
content. It is not intrusive and is perceived as friendly advice, so it has a high level 
of trust among users. Native advertising can be implemented in various formats: 
articles, videos, publications in social networks, podcasts, etc.; 

product placement involves the integration of the territory into films, 
series, animation projects, TV programs, clips, shows, etc. Media content 
effectively engages the audience, fuels interest in the territory and has a 
lasting effect. After all, viewers can watch their favorite movie or program 
several times and for more than one year. Also, product placement promotes 
film tourism, because it makes viewers want to personally visit the shown 
cities, regions or countries. By the way, territories can be present not only in 
the video sequence itself, but also in the title of the film/series, for example: 
"Kyiv by day and by night", "Emily in Paris", "Malibu Rescuers", etc. 

Email marketing promotes territories via email and informs about 
events and activities that take place in the village/township/city/ 
region/country, news, offers, etc., and also conducts email surveys. The 
disadvantage is that it is necessary to collect a database of contacts to start 
communication. The main tool of email marketing is email newsletters: 
informational (convey information about events, news, activities, changes 
occurring in the village/village/city/region/country); promotional mailings 
(with personal offers, promotions, advertising of investment projects and 
tourist destinations, etc.); Welcome newsletters (introducing new subscribers 
to the territory), etc. 

Social media marketing (SMM) helps promote a territory on social 
media, increase user awareness and improve brand awareness. For this, a 
village/village/city/region/country account is created and filled with content. 
At the same time, the profile should interest the user, benefit him and be 
attractive. Therefore, photos, videos and texts of publications should be of 
high quality and professional. It is advisable to promote territories in a 
number of social networks: Instagram, Linkedin, Facebook, YouTube, Xbox, 
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TikTok, Pinterest, etc., to reach a larger number of target audiences. The 
main SMM tools include: content marketing (photos/videos, publication 
texts); targeted advertising; video advertising; viral advertising; influence 
marketing (cooperation with influencers: bloggers and famous personalities), 
as well as live broadcasts, contests, surveys, etc. These tools will generate 
interest, engage and engage with your audience. 

Mobile marketing is the promotion of territories through mobile 
devices that have access to mobile communications or the Internet. Since 
almost everyone now has mobile devices and the time spent on gadgets is 
increasing, this method is quite effective and allows you to make perso-
nalized offers. Mobile advertising should be singled out among mobile 
marketing tools. Advertising on mobile devices can take many different 
formats, and its advantage is that people use mobile devices more often and 
for longer periods of time than computers and laptops, so it reaches a large 
audience and at the same time precisely targets the right user segments. 
Among its formats: advertising blocks, videos, announcements, etc., related 
to the territory; mobile applications (these can be tourist guides; offline and 
online maps with the designation of interesting and significant places of the 
village/township/city/region/country; applications with local services and 
services, in particular "Kyiv Digital"; applications for reservations, etc.); 
SMS-messages, Push-messages and Viber/Telegram messengers (instant 
user information; reminders, offers, etc.). 

3D Marketing. This is an innovative CM method, which is advisable 
to use for the promotion of territories. Thanks to it, objects, events, 
landmarks, architectural monuments, etc. are visualized and the effect of 
partial or full immersion is obtained. 3D marketing tools include: 

technologies of augmented reality (Augmented Reality, AR) 
complement the physical world by superimposing 3D/2D content on it in real 
time through smart devices. Demonstration takes place through applications 
or AR filters to show the historical appearance of places, future buildings, 
advertising filters, photos, notable events, etc.; 

virtual reality technologies (Virtual Reality, VR) allow you to immerse 
yourself in the digital world. This is 360-degree content that replaces reality. 
Special VR glasses or VR helmets help to move into the virtual world. 
Thanks to VR technologies, you can play games, hold events, watch 360° 
videos, and more. They allow you to dive into the past (for example, walk 
through the old streets of Kyiv), do something extreme (drift with a parachute 
over the fields of the Kherson region), see hard-to-reach places (for example, 
the quarries of Kryvorizhzhia), etc.; 

metaworld allows you to create your own game metaspace, similar to 
the real territory with its architecture, monuments, landscapes, places of 
interest, etc.; 

NFT is the creation of a product in a visual-digital form (for example, 
landmarks: the Eiffel Tower, the Motherland, a glass pedestrian bridge, etc.) 
and sell it using a non-fungible token; 
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gamification engages users in game mechanics with the territory. For 
example, creating games where events develop in a certain place or interac-
tive crosswords about countries, their culture and customs, etc. (ADVIN, n.d.). 

Traditional methods using digital technologies. Traditional methods 
of promoting territories belong to digital ones only if they contain QR codes, 
website addresses, links to social media accounts, etc. The tools of traditional 
methods are press and printed publications (for example, maps, tourist 
guides, books, etc.) that have a QR code or a link to the territoryʼs website or 
its social networks; television (when a QR code or link is placed on the screen 
or a website address is spoken by voice) and radio (when a website address 
is spoken by voice), traditional advertising and direct mail (provided that QR 
codes or links are placed that lead from the traditional to the digital 
environment ) etc. 

Therefore, the application of digital methods and tools expands 
horizons and opens new perspectives for territories. Thanks to them, the 
territory can form its own unique image in the digital environment and attract 
the audience to interact in various ways. 

 
Conclusions  
Branding the territory is a key factor in its development. A strong 

brand helps to differentiate from competitors and popularize the area both 
locally and internationally. To do this, it is necessary to clearly define 
marketing goals, research the target audience, analyze the digital marketing 
environment, and involve DM methods and tools. 

In general, digital marketing provides many advantages and 
opportunities for the development and promotion of a territoryʼs brand. 
BigData, search engine marketing (SEM), which includes search engine 
optimization (SEO) and search engine advertising (SEA), other types of 
online advertising, email marketing, social media marketing (SMM), mobile 
marketing, 3D marketing, traditional marketing methods with the use of 
digital technologies – all these methods, together with their tools, play an 
important role in the branding of territories. Their complex application helps 
to create a unique image of the territory (village/settlement/city/region/ 
country) and form an attractive image; promotes the development of tourism 
and attracts investors and new residents; increases the competitiveness of the 
territory and, as a result, ensures social and economic development and 
improves the standard of population living. This confirms the proposed 
hypothesis. 

Future research should be aimed at an in-depth analysis of DM tools 
for territory branding purposes, as well as research on territory brand 
strategies in the digital environment. 
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CONSTRUCTING  
A COMBINED BRAND 

IDENTITY 
 
Identity has acquired the status of a key 

concept in social, cultural and economic 
contexts, because it affects the formation of 
human values, beliefs, preferences and behavior, 
in particular, consumer behavior. Moreover, 
consumption itself has long been a stable form of 
organizing social life, as it focuses on almost all 
social positions, becoming an almost ideal 
identifier. Because of this, the research of the 
target audience is considered the basis of bran-
ding, because its coincidence with the brand 
identity significantly increases consumer loyalty 
to the brand. On the other hand, brands tend to 
become part of the consumerʼs self-concept, 
influencing his values and lifestyle. It highlights 
the different roles of identity as an influencer 
(consumer on the brand) and as an object of 
influence (brand on the consumer). The search 
for ways to achieve a balance between consumer 
identity and brand identity outlined the research 
hypothesis, that systemic and structural app-
roach will allow taking into account all elements 
of the consumerʼs identity in the process of 
brand identity formation and bring the "brand-
consumer" relationship to a new emotional level 
through the construction of a complex, joint 
identity. Based on the methods of scientific ana-
lysis and synthesis, conceptualization and struc-
tural modelling, the key components of consumer 
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КОНСТРУЮВАННЯ 
СПОЛУЧЕНОЇ ІДЕНТИЧНОСТІ 

БРЕНДУ 
 

Ідентичність набула статусу ключового 
поняття в соціальному, культурному та еко-
номічному контекстах, адже впливає на фор-
мування людських цінностей, переконань, 
вподобань і поведінки, зокрема споживацької. 
Причому саме споживання давно виступає 
сталою формою організації соціального 
життя, оскільки орієнтується практично на 
всі соціальні позиції, стаючи майже ідеальним 
ідентифікатором. Через це дослідження іден-
тичності цільової аудиторії розцінюється як 
основа брендингу, адже її збіг з бренд-іден-
тичністю суттєво підвищує лояльність спожи-
вачів до бренду. З іншого боку, брендам власти-
во ставати частиною Я-концепції споживача, 
впливаючи на його цінності й стиль життя. Це 
підкреслює різні ролі ідентичності як фактора 
впливу (споживача на бренд) і як обʼєкта впливу 
(бренда на споживача). Пошуки способів досяг-
нення балансу між ідентичністю споживача і 
бренд-ідентичністю окреслили гіпотезу дослі-
дження: системно-структурний підхід дасть 
змогу врахувати всі елементи ідентичності 
споживача у процесі формування ідентичності 
бренду та вивести відносини "бренд–споживач" 
на новий емоційний рівень шляхом конструю-
вання комплексної, спільної ідентичності. На 
основі методів наукового аналізу та синтезу, 
концептуалізації і структурного моделювання 
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identity and brand identity were identified. The 
structure of the consumerʼs identity has been 
improved by supplementing it with goals and 
ambitions of the consumer. A categorical 
apparatus of brand management has been 
developed due to the introduction of the concept 
of "combined brand identity", the starting condi-
tion for the construction of which is the analysis 
of the consumerʼs identity. The result of the 
proposed system-structural approach is a gene-
ralized matrix that allows forming a combined 
brand identity through a combination of diffe-
rent level factors of consumer identity and 
constituent elements of brand identity. The appli-
cation of a system-structural approach will 
provide a detailed analysis of various consumer 
segments and will allow determining which 
elements of the consumerʼs identity should be 
reproduced in the brand for each segment. This 
will help to transform the brandʼs partnership 
with the consumer into a vital priority based on 
emotional intelligence 

 

Keywords:  identity, consumer, brand iden-
tity, factors, approach, method, emotional con-
nection.  

виявлено ключові складові ідентичності спожи-
вача та бренд-ідентичності. Удосконалено 
структуру ідентичності споживача через її 
доповнення споживацькими цілями та амбі-
ціями людини. Розвинуто категорійний апарат 
бренд-менеджменту шляхом уведення поняття 
"сполучена ідентичність бренду", вихідною 
умовою конструювання якої є аналіз ідентич-
ності споживача. Результатом запропоно-
ваного системно-структурного підходу є уза-
гальнена матриця, що дає змогу сформувати 
сполучену ідентичність бренду шляхом комбі-
нації різнорівневих факторів ідентичності 
споживача та складових елементів ідентич-
ності бренду. Застосування системно-струк-
турного підходу забезпечить детальний аналіз 
різних сегментів споживачів і дозволить виз-
начити, які елементи ідентичності споживача 
доцільно відтворити у бренді для кожного сег-
мента. Це сприятиме перетворенню партнерсь-
ких відносин бренду зі споживачем на життєвий 
пріоритет на основі емоційного інтелекту. 

 
Ключові  слова:  ідентичність, спожи-

вач, бренд-ідентичність, фактори, підхід, 
метод, емоційний звʼязок. 

 
 
 
 
 

JEL Classification: B20, B40, D12, М31. 

Introduction 
The evolution of marketing has demonstrated the need to take into 

account the consumer, relationships with whom largely ensure the success of 
the brand and the companyʼs competitiveness in the market. Moreover, 
having become more knowledgeable, critical and demanding, consumers 
expect companies to have a deep understanding of their needs, preferences 
and values, and therefore they are ready to participate in the processes of 
creating and promoting brands and expect feedback.  

Over time, it has also become clear that consumers buy brands or 
products that match their self-image, thereby buying a certain lifestyle. In 
other words, consumption becomes a means of demonstrating consumer 
identity (Ilaw, 2014). That is, the brand is an expectation that lives in the 
consumerʼs mind and helps him to define and demonstrate his identity; 
express his individuality and self-realization; take into account the con-
sumerʼs characteristics in order to be chosen. On the other hand, a brand can 
transmit its values to the consumer, participate in the formation of his 
identity, integrating into the consumerʼs Self-concept (Saint Clair, 2023) and 
directly influence his desires and purchasing behavior (Zhang, 2023). In this 
case, the brand seems to dictate to the consumer that by purchasing it, he at 
the same time acquires a certain label in society: he belongs to a certain class, 
is socially responsible, such as "keeps up with the times". Thus, the aim of 
research interest also includes brand identity as a key component of its DNA, 
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which must be consistent with the identity of consumers through statements 
about the goals or values of the brand (Michel et al., 2022). This question 
requires a deeper understanding of the content of consumer identity and the 
search for ways to reconcile all its components with the brand identity.  

Issues of identity were raised in the works of scientists back in the last 
century, and went beyond the spheres of psychology and sociology in studies of 
the phenomenon of consumption. Among the significant works that have 
outlined this research direction, we should recall the theory of consumption 
divergence (Saunders, 1986), on the basis of which conclusions have been 
repeatedly drawn that consumption is largely determined by the specifics of the 
individual, and not just by production processes. Such views led to the activation 
of an alternative direction of research. Moreover, scientific searches were 
carried out both to understand consumer preferences and consumer choice of 
brand (Schneck & Holman, 1980; Heath & Scott, 1993; Ilaw, 2014; Taranenko 
& Kovshova, 2020), and for the formation of brands that meet the criteria of this 
choice (Aaker & Joachimsthaler, 2002; Kapferer, 2014; Mindrut et al., 2015; 
Laburtseva, 2016; Yahelska et al., 2023).  

Mihalcea & Catoiu (2008) justify that each person goes through the 
process of identity formation and looks for symbols with the help of which 
he can determine his self-esteem, therefore the brand preferences should be 
based on the correspondence between the brand identity and the individual 
perceptions of the consumer about himself.  

In turn, consumer identity is influenced by consumer culture, which 
determines consumer choice, so marketers must identify their diverse consu-
mers through an understanding of the relevant culture and produce goods with 
cultural and prospective identity in mind (Habib & Hossain, 2015).  

More recent works also emphasize the importance of reconciling both 
categories under consideration (von Wallpach et al., 2017; Kristal et al., 2020; 
Anaza et al., 2021). We are increasingly talking about the fact that not only the 
consumerʼs identity influences the brand, being a factor in its formation, but also 
itself is the object of the brandʼs influence, adapting to the finished brand and  
its identity (Bilyavskyi & Doguzov, 2021; Lykholat & Zadorizhna, 2021; 
Konovalenko, 2018; Iankovets, 2024). Saint Clair provides a good example of 
brand-based identity building – "I am an "Apple person" (Saint Clair, 2023).  

Alvarado-Karste & Guzmán (2020) consider emotional and rational 
brand identities, which create varying degrees of value depending on the 
cognitive style of consumers. Consumers internalize the brandʼs message or 
identify with what the brand represents. Although this has already been 
discussed in various sources, the original contribution of this work is that the 
authors attempted to tie all these concepts together. 

Studying the formation of identity, endowment of goods with sym-
bolism and personal consumption, Zhurylo et al. (2023) substantiate that 
these categories are constantly undergoing changes. Identity formation 
becomes a more "creative" process and focuses on self-expression through 
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available tools rather than simply following the crowd. Brand symbolism 
becomes more complex as brands integrate into their positioning the values 
on which people choose a particular brand.  

Accordingly, the issue of balance between identity as a factor of 
influence and identity as an object of influence in the light of the constant 
movement of symbols, values, desires and proposals remains relevant. So, in 
what case the process of researching consumerʼs behaviour can be suspended 
and the consumerʼs identity must be taken as the basis for the formation of a 
brand identity. In addition, the question of identity components remains: 
whether all the features of consumerʼs personal and social identity are taken 
into account in the brand development process. And vice versa: in what case 
it can be argued that a brandʼs identity will allow to integrate into the 
consumerʼs Self-concept in the existing format. The search for answers to 
these questions leads importance to develop a practical approach to har-
monize the categories under consideration in brand management and form a 
single, comprehensive brand identity that would include all elements of con-
sumer identity, which is extremely important in the period of mass cus-
tomization that we can observe in lately.   

The aim of the research is to substantiate the systematic and structural 
approach to the construction of a combined brand identity. To achieve the 
aim, the following tasks must be solved: 

 to carry out a structural analysis of the consumer and brand identity 
contents; 

 to reveal the content of the combined brand identity as a complex 
category in brand management based on the definition of the connections 
between consumer identity and brand identity; 

 to develop the methodological principles of constructing a combined 
brand identity. 

The hypothesis is that the systematic and structural approach will 
allow taking into account all elements of the consumerʼs identity in the 
process of forming the brandʼs identity, and at the expense of their coherence, 
construct lovemarks, moving from partnership to emotional connection. The 
hypothesis was tested on the basis of the provisions of the classical and 
modern theory of consumption, the theory of marketing, the results of scien-
tific research on branding, presented in the works of domestic and foreign 
scientists. In the process of research, the methods of systematization,  
comparison and generalization, as well as the dialectical method and 
specification were used to determine the components of consumer identity 
and brand identity, their features and justify the feasibility of constructing a 
combined identity as a complex category of brand management; a systematic 
approach, decomposition, structural analysis and synthesis to justify the 
methodological foundations of the construction of a combined identity; 
conceptualization, structural modeling, the method of morphological analysis 
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and the matrix method – in the process of developing a combined brand 
identity, as well as graphic and tabular methods.  

The main part of the article consists of two subsections divided into 
paragraphs. The first subsection is devoted to the theoretical analysis of 
identity as a category of brand management; the second is about the justi-
fication of the scientific approach and method of constructing a combined 
brand identity. 

1. Consumer identity Vs brand identity 

1.1. Consumer identity in brand management: essence and main 
components 

Based on a number of studies (Habib & Hossain, 2015; Saint  
Clair, 2023), identity can be defined as the way in which a person perceives 
and understands himself in the context of a social environment, culture, 
group or brand. That is, the consumer identity describes the perception, self-
awareness, beliefs and identification of oneself through the consumption of 
goods, services and brands. It reflects the way in which consumers define 
themselves, express their values, interests, preferences, social affiliation 
and personal characteristics through their consumer behavior. 

By the construction of consumer identity we understand the process of 
forming and expressing personal identity through interaction with a product, 
brand or service. Companiesʼ involvement in consumer identity construction 
relies on understanding how consumers use certain products or brands to 
construct and express their unique identity. 

Understanding how consumers construct their identity through 
consumption is important for companies, because products and services that 
meet the needs and desires of consumers and allow them to express their 
uniqueness will be more sought after in the market. Accordingly, in the 
context of brand management, understanding consumer identity allows 
brands to better respond to the needs and desires of their target audiences and 
build strong connections with consumers. So, on the one hand, consumers 
independently construct their identity, on the other hand, this process is 
influenced by many factors, the understanding of which allows companies to 
indirectly participate in the process of constructing the identity of consumers, 
helping them to express their uniqueness, demonstrate their values and 
belonging to certain groups.  

Based on Davydova et al. (2018), Kozlovets (2009), Zhadan et al. (2019), 
the structure of consumer identity can be described through the following 
aspects: 

 Self-definition (consumer identity helps people define themselves in 
the context of consumption; it may include such components as values, 
beliefs, lifestyle, interests and aspirations); 

 Self-expression (consumer identity enables people to express their 
personality and individuality through consumption. Choosing certain brands, 
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goods or services can be a way to express their preferences, style, taste and 
social position); 

 Social belonging (consumer identity is reflected in social belonging and 
group identification. People may feel belonging to certain consumer subcultures, 
communities or groups that reflect their values, interests and lifestyle); 

 Identification with brands (a consumerʼs identity can be associated with 
identification with certain brands. Consumers can choose brands that match 
their values, identities and create a sense of relationship with these brands). 

In our opinion, another component that can complement the consumer 
identity is the consumerʼs goals and ambitions, which gives it a strategic 
vision. Talk about seeing yourself in the future with different norms of 
behavior and/or capabilities, belonging to a different social group, switching 
to other brands, etc. 

That is, the consumer is self-determined (somehow sees himself and 
knows how he wants to be perceived by others), for this he chooses different ways 
of self-expression (through his actions, behavior, style, appearance, choice of 
products and services). He feels belonging to a certain social group (community, 
subculture) and demonstrates this through his consumption choices, in particular, 
through brands that reflect or emphasize his identity. These are brands that reflect 
his values, lifestyle or personal characteristics. However, taking into account 
aspects such as achieving success, status enhancement, self-development, health 
and well-being, promoting sustainnability or creating change in the world will 
help to further understanding how the consumer sees his goals and ambitions in 
the context of his consumption and how these goals influence on his choice and 
perception of brands. For example, a consumer may seek to purchase health 
products, sportswear, exercise equipment, or fitness center memberships in order 
to maintain or improve his health and fitness. Therefore, including consumer 
goals and ambitions in the understanding of consumer identity will help to better 
reveal the motivations and values that underline consumer choices in specific 
areas of consumption. 

 
1.2. Brand identity concept 
 
The identity concept is also applied to the brand. Although the 

development of the brand identity concept caused the variation of the 
components of this category (Aaker & Joachimsthaler, 2002; Kapferer, 2014; 
Kohli et al., 2004; Mindrut et al., 2015; Shiva, 2005; Wheeler & Meyerson, 
2024), together they all define the image and character of the brand: 

Brand values are values that reflect the principles and beliefs that the 
brand seeks to embody and share with its consumers. Values can include 
honesty, style, sustainability, innovation, quality, environmentalism, social 
responsibility, and others. 

Brand personality is a component that determines which characteristic 
or typicality of a brand consumers associate with it. It can be expressed 
through attributes that describe the brand, through the "humanization" of the 
brand – fun, reliable, elegant, adventurous, authentic, etc. 
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Brand promise is a promise or an offer that a brand makes to its con-
sumers. It defines what specific benefit or value the brand offers to its 
customers. It can be convenience, innovation, quality, personal care, unique 
experience, entertainment, etc. 

Legend, brand history and heritage reflect the history, roots and heritage 
of the brand. It can be based on traditions, values, significant events or features 
that distinguish the brand from others. A brandʼs history can strengthen its 
uniqueness and create an emotional connection with consumers. 

Brand elements are visual identity and verbal identifiers that distin-
guish the brand, such as the logo, color scheme, fonts, sound logo, slogans, 
etc. These elements help create brand awareness. 

In the process of interaction, these components form a unique brand 
identity; help determine how the brand is perceived by consumers, what value 
it offers and how it differs from competitors. A comprehensive understanding 
of these components allows brands to develop strategies, communication and 
products that meet consumer needs and form reliable relationships with 
consumers. 

 
1.3. Combined identity as a complex category in brand management 
 
Mostly, consumers want to feel a connection with the brand, to be co-

owners of its values and identity. When a consumer identity aligns with a 
brand identity, an emotional connection is created that fosters loyalty, repeat 
purchases, and positive brand image dissemination. 

Consumer identity and brand identity are two distinct but interrelated 
categories in marketing and brand management (Table 1).  

Table 1 
Meaningful filling of consumer identity and brand identity in terms of their 

comparative analysis 
Criterion Consumer identity Brand identity 

Essence It is defined as a set of ideas, beliefs, values 
and preferences that the consumer 
associates with himself 

It is defined as a set of values, 
features, image, message and way 
of identifying the brand 

Formation It is formed through interaction with 
different social groups, culture, experience 
and self-perception 

It is established by the brand 
independently as a result of strategic 
positioning and communication 

Influence Influences consumer behavior, choice of 
products and services, preferences and lo-
yalty to brands 

Influences consumersʼ perception 
of the brand, their perception of it, 
loyalty and purchase decisions 

Accent It focuses on the consumer himself, his 
values and self-perception 

Focuses on the image and way of 
presenting the brand 

Mobility Flexible because it is personal and indi-
vidual (consumers can change their inte-
rests, attitudes and values over time and this 
can affect their identity. This is especially 
important in markets with rapid change or 
new technologies) 

Can be developed strategically with 
target audience and positioning in 
mind, can be sustainable and persist 
over a long period to ensure recog-
nition 

Source: compiled by authors based on (Mindrut et al., 2015; GBS.com.ua, n. d.).  
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Although these two categories are separate, they share certain simila-
rities: 

 both categories form a key to creating a connection between 
consumers and brands; 

 consumer identity and brand identity are interconnected and can 
interact with each other; 

 with a successful interaction between the consumer and brand 
identities, an emotional connection arises, which contributes to brand loyalty 
and perception. 

Based on the above and research on the impact of consumer identity on 
brand recognition (Sturdy, n.d), it can be summarized that consumer identity 
affects various aspects of brand management: on brand strategy, on brand 
positioning, on communication and messages, on trust and loyalty.  

The dynamism of consumption and the mobility of consumer identity 
require flexibility, constant adaptation and innovation in brand management 
strategies. For example, recently, manufacturers around the world are trying to 
understand the behavior of representatives of "Generation Z" (according to the 
theory of generations Howe & Strauss (2000)), habits and characteristics of 
consumers of this group in order to form effective marketing strategies. Ukrainian 
consumers have also changed under the influence of the war, because priorities 
and consumer preferences have changed, interest in domestic goods has 
increased, environmental and patriotic consciousness has increased. 

Consumers often use products or brands that they perceive as a reflection of 
their values, interests, and personality. In turn, companies try to understand these 
consumer motivations and create products and organize marketing campaigns 
that help consumers construct their identities through consumption. This may 
include creating an impression of prestige, style, individuality or belonging to a 
particular group. Accordingly, the participation of companies in the construction 
of the consumer identity in the process of brand management requires a systemic 
and structural approach that takes into account the relationship of all brand 
elements with elements of the consumer identity to create a common identity, letʼs 
call it a combined identity, which characterizes the commonality and convergence 
between the brand and consumers, reflects not only the idea of cooperation and 
partnership between the brand and its audience, but also forms a close emotional 
connection, making the brand a priority in life.  

 
2. Methodological principles of the combined identity 

construction as a starting condition of branding 
 
2.1. Conceptualization of combined identity in brand management 
 
In order to support the interaction between the brand and the 

consumer, identity construction in brand management should be based on a 
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number of principles that will help create a connection between both parties 
and contribute to the further formation of a combined identity. 

The main principles of the combined identity construction can be 
formulated based on the general principles of marketing and brand 
management (Kotler et al., 2009; Bonuke & Charles, 2017; Chukurna & 
Solidor, 2023): 

Cooperation and interaction (studying the needs and opinions of 
consumers, open dialogue, feedback, involving the consumer in the process 
of constructing a brand identity) 

Personalization (awareness of the uniqueness of each consumer, 
provision of a personalized approach in communication and services, which 
allows consumers to feel that the brand understands their individual needs 
and lifestyle); 

Authenticity (consumers appreciate brands that are authentic and 
truthful. When constructing an identity, it is important to be true to the 
brandʼs values and mission, which helps build consumer trust and loyalty). 

Innovation and creativity (the implementation of innovative and 
creative solutions helps to create a unique identity that attracts attention and 
goes beyond the traditional); 

Unification of values (the brand should unite people around common 
values and beliefs). 

Strategic orientation and continuous development (brand identity 
must be alive and change along with changes in consumer needs and tastes). 

Systematicity (adherence to systematicity in communication, image 
and values of the brand helps maintain the stability of the identity and create 
recognition among consumers).  

From the defined principles, it follows that identity construction is a 
continuous process that requires adaptation to changes in consumer needs 
and requirements, as well as to changes in the market and competitive 
environment. It requires careful planning, systematic updating and impro-
vement to remain relevant and effective, and its complexity is due to a wide 
range of audiences with different needs and values, the multiplicity of factors 
of the identity of consumers themselves and the influence on how they 
perceive and identify brands. The formation of the brand image should be 
preceded by the research of the target audience and the formation of various 
identity options, and the implementation of communication strategies for the 
reproduction of the consumer identity requires analytical support for the 
purpose of appropriate correction if necessary (Figure 1). 

Since the platform of identity construction in the process of brand 
management is consumer research, the first stage provides for the selection 
of research approaches and methods (Table 2). 
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Figure 1. Algorithm for constructing a combined identity in brand management 

Source: compiled by the authors. 
 

Table 2 
Scientific approaches to research and modelling of consumer behavior 

Approach Content Methods 

Social  Considers the influence of the social envi-
ronment on consumer behavior 

Analysis of group dynamics, influence 
of social norms, cultural characteris-
tics and other social factors 

Psychological  Examines the psychological aspects of con-
sumer behavior, such as perception, imagi-
nation, stereotypes, the influence of emotions, 
individual characteristics and thoughts; is 
based on psychological theories and research 
methods, and its goal is to reveal the psy-
chological mechanisms that influence consu-
mer behavior 

Psychological theories and research 
methods, such as questionnaires, 
observations, interviews, experiments, 
projection methods (image projection 
techniques, associative testing, role-
playing games, projective drawings, 
situation construction) 
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Definition of goals and 
values 

Determination of goals and values that should be 
associated with the brand and correlated with key 

existing and planned (potential) components of the 
consumerʼs identity 

Target audience 
research 

Determination of unique characteristics, needs and 
desires of the target audience

Forming consumerʼs portrait 

Determination of key components of consumer identity 1 

Formation of identity 
variants 

Formation of the concept and strategy of promoting a 
specific image, lifestyle, values or associations that 

consumers associate with the brand 

Brand image formation 
Formation of a unique brand image that will reflect the 

identity of the consumer  
(using marketing and brand management tools) 

The choice of brand 
technologies and the 

formation of consumer 
experience 

Communications 

Creation of special events, exciting campaigns, interactive 
complexes or services that will reflect defined values 

Specific image and lifestyle promotion.  
Implementation of communication strategies to reproduce 

the identity of the consumer 

Feedback and analytics 

Formation of feedback mechanisms with consumers 
regarding their perception of the brand.  

Analysis of data and feedback in order to improve the 
processes of constructing the consumerʼs identity and 
adapting to the needs and expectations of the audience 
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End of the Table 1 

Approach Content Methods 
Motivational  Focuses on the study of motives, values, 

needs and beliefs that motivate consumers 
to certain behavior, for example, the 
purchase of certain goods or services; 
distinguishes two groups of motives for 
consumer behavior between people: selfish 
(aimed at the personal well-being of the 
consumer) and altruistic (aimed at the 
collective well-being of the family, social 
group and society as a whole) 

Focus groups, questionnaires, obser-
vations, interviews, experiments 

Economic: Focuses on value, benefit and cost analysis 
in the context of consumer decision making 

Factors affecting the rational choice of 
products and brands are studied 

- ordinalist  Consumers are considered capable of 
making only comparative evaluations of 
goods and services 

Qualitative research methods prevail 
(the approach does not involve 
absolutely accurate numerical values, 
but only an order of importance or 
satisfaction) 

- cardinalist  Consumers are believed to be able to assign 
specific numerical ratings to their 
impressions or preferences, allowing 
accurate comparisons to be made between 
goods and services 

Quantitative methods of research 
prevail (implies the measurement of 
utility or satisfaction from the 
consumption of goods and services in 
numerical units 

Institutional  Consumer behavior is considered irrational; 
the institutional environment of the 
consumer market is considered as its 
regulator 

Ethnographic studies, in-depth 
interviews, sociological surveys, 
cultural studies 

Synergistic  Considers consumers and brands as a dynamic 
system, the interaction of which leads to 
unpredictable results. Takes into account that 
the formation of needs is a process of 
transition from a state that corresponds to the 
orientation of consumer behavior to satisfy 
only the basic needs of existence, to a state 
where the needs to achieve life goals prevail 
under the influence of values, interests, 
inspiration, etc. 

Methods that allow you to study 
dynamic interactions and unpredic-
table phenomena (system analysis, 
structural analysis, simulation mode-
ling, agent modeling, content analysis, 
focus groups and interviews, socio-
metry) 

Motivational 
marketing  

The analysis of consumer behavior goes 
beyond the ordinary utility of goods and 
income and takes into account a number of 
personal and psychological factors (the 
consumer pays attention to value, price and 
a number of personal and psychological 
factors) 

Focus groups, in-depth interviews, 
social studies, experiments, surveys, 
questionnaires 

Source: formed on the basis of (Kolomytseva & Vasylchenko, 2022; Ratsa, 2015; Semenda 
& Semenda, 2018; Taranenko & Kovshova, 2020). 

 
Choosing consumer research methods, it is important to consider 

research objectives and available resources. Traditional methods such as 
surveys, focus groups, interviews, observations and social media analysis are 
best used in combination. For example, combining a survey with focus 
groups or interviews with observation can provide a deeper understanding of 
consumer motivations and needs. The use of non-standard methods will make 
it possible to better understand consumers and reveal unexpected motivations 
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and preferences, contribute to the discovery of new ideas and opportunities 
for innovation, which allows brands to differentiate themselves in the market 
and meet the changing needs and preferences of consumers. 

Formation of the consumerʼs portrait and determination of the key 
components of his identity is considered as the basis of brand adaptation to 
the consumer or, on the contrary, the proposal or even "imposition" of certain 
elements of identification. For example, vapers appeared as a result of the 
offer of electronic cigarettes, their active promotion and involvement of 
consumers in the vaping process, as a result of which a whole lifestyle was 
formed.  

To determine the key components of the consumerʼs identity (both at 
the stage of research and direct construction), in our opinion, it is advisable 
to turn to the method of morphological analysis proposed by F. Zwicki, due 
to the possibility of considering different solutions to the problem by decom-
posing it and combining possible implementations of individual attributes 
(Ritchey, 2002). Therefore, combining the main structural elements of 
identity will make it possible to choose the most appropriate version of it.  

Along with, as Nahorna (2011) noted, typology of identities is 
complicated by their multifacetedness. Thus, each person is aware of himself  
as a member of several communities at the same time: "identifies himself with  
a nation, state system, region, language community, social, age or professional 
group, religious denomination, etc." According to Huntington (2004),  
along with independent sources of self-identification (age, gender, belonging 
to an ethnic group, racial belonging), there are also cultural (national, 
linguistic, religious, civilizational belonging), political (party or factional 
belonging, ideological priorities), economic (work, profession, belonging to 
strata or classes), collectivist-group (social status, social roles, family, 
friends, clubs), territorial (city, region, region) identities. Accordingly, 
Nahorna (2011) operates with the concepts of identification "core" and 
"orbit", describing the combination of identities and a personʼs belonging to 
social structures, various systems of relationships and cultural values. So, in 
our opinion, it is expedient to systematize the factors of consumer identity 
formation by levels.   

 
2.2. Constructing a combined identity: a method of creativity 
 
Based on the outline and developing the ideas of the researchers 

mentioned above, we can present consumer identity (i) as a complex category 
reflecting self-definition (A), self-expression (B), social belonging (C), 
identification with brands (D), consumer goals and ambitions (E) and is 
determined by a complex of different level factors xn: 

 

൜
݅ ൌ ܣ ∙ ܤ ∙ ܥ ∙ ܦ ∙ ,ܧ
݅ ൌ ݂ሺݔଵ, ,ଶݔ ,ଷݔ .ସሻݔ

                  (1)	
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The components of identity are not fixed by certain factors and can 
flexibly respond to their dynamics. As mentioned, we suggest structuring 
different level factors using a morphological matrix (Table 3).  

Table 3 
Morphological matrix of consumer identity construction 

Factors 

Identity (i) 1. Socio-
demographic 

(x1) 

2. 
Behavioral 

(x2) 

3. 
Psychographic 

(x3) 

4. 
Geographical 

(x4) 

x11 x21 x31 x41 A. Self-
determination 

x111 x211 x311 x411 

x112 x212 x312 x412 B. Self-
expression 

… … … … 

x12 x22 x32 x42 C. Social 
belonging 

x121 x221 x321 x421 

x122 x222 x322 x422 D. 
Identification 
with brands … … … … 

x1n x2n x3n x4n 
E. Consumer 

goals and 
ambitions 

Source: compiled by the authors. 
 
That is, the identity of a conditional consumer based on the example 

of a morphological matrix (Table 3) can be represented as a morphological 
set (2): 

    ቐ

ଵଵଵݔ
ଶଵଵݔ
ଷଵଶݔ
ସଵଵݔ

ଵଶଵݔ ଵଶଶݔ ଵݔ
ଶଵଶݔ ଶଶଵݔ ଶଶଶݔ
ଷଶଵݔ
ସଵଶݔ

ଷଶଶݔ
ସଶଵݔ

ଷݔ
ସݔ

                    (2) 

 
Developing ideas of Blagopoluchna and Lyakhovska (2022), Escalas & 

Bettman (2005), Yevtushevska (2016), Zhaldak & Yatsenko (2021), and 
Nahorna (2011), we will present the factors of construction of the consumer 
identity in groups of different levels.  

The group of social and demographic factors (x1) can consist of the 
following levels:  
x11 – age; 
x12 – gender; 
x13 – family size; 
x14 – stage of the family life cycle; 
x15 – income level per month; 
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x16 – education; 
x17 – activities;  
x18 – creed; 
x19 – nationality; 
x1n – etc. 

Factor sublevels can be converted to numerical values or described by 
accepted criteria. For example, behavioral factors (x2) may include the 
following levels:  
х21 – expected benefits: 

x211 – quality: 
x2111 – perfect; 
x2112 – adequate; 
x2113 – predictable; 
x222 – price: 
x2221 – high; 
x2222 – acceptable; 
x2223 – low; 

x233 – prestige: 
x2331 – insufficient (or 1 point); 
x233n – prestigious (or up to 5 points); 
x234 – service: 
x2341 – basic (or 1 point); 
x234n – additional (or up to 5 points); 

x22 – consumer status: 
x221 – does not consume; 
x222 – consumed before; 
x223 – potential consumer; 
x224 – regular consumer; 

x23 – personal behavior: 
x231 – innovators; 
x232 – pioneers; 
x233 – early majority; 
x233 – late; 
x234 – laggards; 

x24 – degree of consumption: 
x241 – weak; 
x242 – moderate; 
x243 – active; 

x25 – a reason to buy: 
x251 – for own consumption; 
x242 – for a gift; 

x26 – degree of commitment: 
x251 – an undisputed supporter; 
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x252 – tolerant; 
x253 – a fickle follower; 
x254 – "wanderer"; 
or (absent, weak, medium, strong, absolute); 

x27 – degree of readiness for perception: 
x271 – uninformed; 
x272 – informed; 
x273 – interested; 
x274 – willing; 
x271 – intends to purchase; 

x28 – attitude to the product / brand: 
x281 – delighted; 

x282 – positive; 
x283 – indifferently; 
x284 – negative; 
x285 – aggressive 

or according to Rokeachʼs value scales; Schwartz value scales; the Fishbein 
model; by the VALS method, etc. 

Similarly, psychographic and geographical factors can be described. 
In general, their main levels can be presented as follows:   

Psychographic factors (x3): 
x31 – belonging to a social class; 
x32 – lifestyle; 
x33 – personality type; 
x34 – personal values; 
x35 – personal motives; 
x36 – interests; 
x37 – adaptation to the new product.  

Geographical factors (x4): 
x41 – demography:  

x411 – regional demography; 
x412 – economic demography; 
x413 – ethnic demography; 

x42 – administrative division;  
x43 – number of residents;  
x44 – level of infrastructure development;  

x45 – climatic conditions; 
x46 – cultural differences.  

At the planning stage, in the process of defining goals and values and 
further constructing a brand identity for a defined group of consumers and 
their identity, it is possible to build a matrix of combined identity, which is 
the result of the ratio of brand identity and consumer identity (Table 4): 
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Table 4 
Matrix of combined identity 

Consumer 
identity 

Segment 
1 

Segment 
2 

Segment 
3 

Segment 
n 

Brand 
identity 

Self-
determination … … … … Brand 

values 

Self-
expression … … … … Brand 

personality 

Social 
belonging … … … … Brand 

promise 

Identification 
with brands … … … … Legend 

(history) 

Consumer 
goals and 
ambitions 

… … … … Brand 
elements 

Source: compiled by the authors. 
Based on the results of the study, the cells of the matrix are filled, 

which will indicate how each element of the consumer identity corresponds 
to each segment and what the elements of the brandʼs identity should be in 
order to be chosen by this segment. 

For example, segment 1 may include consumers who value sustain-
nability and quality, while segment 2 may include consumers who seek 
ground-breaking and innovative solutions, so the corresponding cells may be 
filled with the values and promises offered by the brand.   

Conclusions  
The conducted research allows us to state the need to ensure the 

coincidence of the consumer identity with the brand identity in order to create 
a strong emotional connection and transfer the brand to the category of 
consumersʼ life priorities. The improved structure of the consumerʼs identity 
at the expense of its addition with consumer goals and ambitions adds to it 
and, accordingly, the branding of a strategic vision. The analysis and synthe-
sis of the structure of the brand identity using different approaches made it 
possible to identify its key components, which must be filled depending on 
the specifics of the consumer identity.    

In the search for a way to ensure the coincidence of the consumer 
identity with the brand identity, the concept of "combined identity" is pro-
posed, which characterizes the commonality and closeness between the brand 
and consumers, reflects not only the idea of cooperation and partnership 
between the brand and its audience, but also forms a close emotional con-
nection, translating brand in the status of priority in life. 
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The conceptualization of the combined identity made it possible to 
determine a set of its cognitive features in brand management, to formulate 
the principles and algorithm of its construction. The detailing of individual 
stages of the construction of a combined identity as a platform determines the 
research and modelling of consumer behavior, which operates with a wide 
range of scientific approaches. Based on their analysis, the conclusion has 
been drawn regarding the feasibility of the classical and non-traditional 
research methods combination. 

The proposed system-structural approach allows for the formation of 
a combined brand identity through the combination of various factors of the 
consumer identity and constituent elements of the brand identity and this 
confirms the proposed hypothesis. The developed concept of the combined 
identity will allow transforming the partnership of the brand with the 
consumer into the priority of the brand without the perception of substitutes 
based on emotional intelligence. The proposed matrices of consumer identity 
construction and combined brand identity can serve as a tool both for the 
analysis of different consumer segments and for determining which elements 
of the consumer identity should be reproduced in the brand identity for each 
segment. This can contribute to the creation of a brand that better meets the 
needs and values of a specific target audience on the one hand, and participate 
in the formation of consumer identity, in particular, national.   

The formation of the brand image based on the defined elements of 
the combined identity will allow taking into account a number of strategic 
and tactical elements necessary for effective branding, namely: brand 
architecture, the unique offer of the brand and its place on the market in 
comparison with competitors, customer orientation, design and emotions, 
management of the consumption experience, creating consumer trust in the 
brand by providing quality products and services. The outlined components 
of the brand may vary depending on the identity of the consumer, the 
combined identity of a specific brand and its development strategy. 

Approbation of the system-structural approach to the construction of 
a combined brand identity in various business areas is a perspective for 
further research. 
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OUTSOURCE PROCESSING 
UNDER STAFF SHORTAGE  

 
 

During the war, Ukraine has faced nume-
rous challenges, one of the most threatening of 
which is the personnel shortage. The full-scale 
war caused large-scale labor migration, a signi-
ficant number of the able-bodied population was 
mobilized into the ranks of the Armed Forces of 
Ukraine, and this became an important factor 
that led to a shortage of qualified workers. For 
many economic entities, this situation becomes 
critical and requires immediate and effective 
solutions to ensure stable work. One such solu-
tion is outsourced processing which is the trans-
fer of certain business processes to external 
companies that have the necessary resources 
and expertise. Insufficient research on out-
sourcing causes a low level of business aware-
ness of its strategic effectiveness. It is hypo-
thesized that the use of outsourced processsing 
is an effective adaptive solution to overcome the 
personnel shortage in the war in Ukraine, which 
will enable business entities to optimize costs, 
ensure continuity and flexibility of activity, and 
attract highly qualified specialists. The research 
was carried out using the methods of analysis, 
comparison, systematization, empirical studies 
and case studies, as well as horizon scanning 
and logical modeling. The challenges of outsour-
ced processing in the conditions of war are 
analyzed, examples of its successful application 
in conditions of personnel shortage are provi-
ded. The conducted studies form scientifically 
based approaches to determining the directions 
of integration of outsourced processing in the 
activities of business entities. The concept of 
outsourced processing is based on the quality 
selection of the outsourcer and its establishment 
of effective partnership relations; creates 
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АУТСОРС-ПРОЦЕСИНГ  
В УМОВАХ КАДРОВОГО 

ДЕФІЦИТУ  
 

За воєнного часу Україна стикається з 
численними викликами, серед яких одним з най-
загрозливіших є кадровий дефіцит. Повно-
масштабна війна спричинила масштабну 
трудову міграцію, значна кількість працез-
датного населення мобілізована до лав Збройних 
сил України, і це стало важливим чинником, що 
зумовило нестачу кваліфікованих працівників. 
Для багатьох економічних субʼєктів ця ситуація 
стає критичною й потребує негайних та 
ефективних рішень для забезпечення стабільної 
роботи. Одним з таких рішень є аутсорс-
процесинг – передача певних бізнес-процесів 
зовнішнім компаніям, які мають необхідні 
ресурси та експертизу. Недостатнє дослі-
дження аутсорсингу спричиняє низький рівень 
обізнаності бізнесу у його стратегічній 
ефективності. Висунуто гіпотезу, що засто-
сування аутсорс-процесингу є ефективним 
адаптаційним рішенням для подолання кадрово-
го дефіциту в умовах війни в Україні, що дасть 
змогу субʼєктам бізнесу оптимізувати витра-
ти, забезпечити безперервність і гнучкість 
діяльності, залучити висококваліфікованих 
спеціалістів. Дослідження  виконано з викорис-
танням методів аналізу, порівняння, система-
тизації, емпіричних досліджень та кейс-стаді, 
а також сканування горизонту й логічного 
моделювання. Проаналізовано виклики аутсорс-
процесингу в умовах війни, надано приклади 
успішного його застосування в умовах кадрового 
дефіциту. Проведені дослідження формують 
науково обґрунтовані підходи до визначення 
напрямів інтеграції аутсорс-процесингу в діяль-
ність субʼєктів бізнесу. Концепція аутсорс-
процесингу базується на якісному виборі аут-
сорсера та встановленні ним ефективних 

                                                           

 
Copyright © The Author(s). This is an open access article distributed under the terms of the 
Creative Commons Attribution License 4.0 (https://creativecommons.org/licenses/by/4.0/)0 

 

DOI: 10.31617/1.2024(156)06 

UDС: 657:331.108=111 



MARKETING AND MANAGEMENT 

 

104 ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. № 4

 

advantages in innovativeness and flexibility of 
business; creates conditions for optimizing time, 
effort and resources; makes it possible to attract 
the physical and intellectual potential of external 
companies, in particular to cover the shortage 
of personnel. 

 
Keywords: outsourcing, outsource-strate-

gy, personnel management, business innova-
tions, communication, scanning the horizon

партнерських відносин; формує переваги в інно-
ваційності та гнучкості бізнесу; створює умови 
для оптимізації витрат часу, зусиль та ресур-
сів; дає змогу залучати фізичний та інтелек-
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Introduction 
The large-scale mobilization and migration of the population caused 

by the war in Ukraine aggravated the problem of outflow and shortage of 
personnel and, as a result, the lack of competent personnel in all spheres  
of the economy, which necessitates the search for effective management 
approaches. Due to the development of digital technologies, "personnel 
hunger" is covered by the remote work of personnel and the use of artificial 
intelligence in certain operational cycles. An effective solution to overco-
ming military challenges is also the implementation of outsourced process-
sing, which allows you to delegate part of the companyʼs internal functions 
or processes to external performers. Focusing on the main business goals and 
competencies, reducing costs, covering the insufficiency of own resources 
and capacities, increasing efficiency and gaining access to external know-
ledge and technologies are the key advantages of its application. Therefore, 
the analysis of the current situation and the development of outsourced 
strategies for overcoming trend challenges by Ukrainian companies are 
relevant areas of research. 

The concept of outsourced processing has many vectors aimed at 
different types of business processes that are delegated to other business 
entities and form certain efficiencies: saving efforts and resources on 
processes, using more professional competencies and quality work (quality 
service), concentration on the main goals and transfer of secondary functions 
to individual performers. Therefore, the attention of scientists and businesses 
to outsourcing in recent years is quite understandable, in particular in the 
difficult conditions of martial law in Ukraine. 

Quite a lot of works are devoted to the study of outsourcing, which focuses 
on the justification of concepts and practical approaches. Regarding the 
theoretical aspects, scientific views are focused on the study of types of out-
sourcing: public institutions and services, IT outsourcing, logistics outsourcing, 
HR outsourcing, etc. Accordingly, scientists Sokolyuk & Lyashenko (2020) paid 
attention to the study of the determinants and causes of logistics outsourcing, 
from the point of view of Ukrainian manufacturing companies, who stated 
the optimality of a mixed system that combines the use of own and third-
party capacities, mostly for Ukrainian manufacturing companies. The works 
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of Morphet (2021) with the characteristics of the outsourcing of central 
public services, their features and advantages are also decisive in this 
perspective. Hansen (2023) studied the impact of outsourcing on staff 
effectiveness. Interestingly, he compared the results for outsourced workers 
and civil servants in similar positions and concluded that outsourcing has 
significant adverse effects: it causes low engagement and high levels of 
employee burnout. 

In turn, the practical approvals of outsourcing are considered in the 
article by Oakie (2021) in the context of assessing the expediency of partner-
ships with outsourcers, the features of concluding agreements and forming 
an outsourcing strategy. The author recommends using outsourcing at all 
stages of strategic development as a means of joint (company and outsourcer) 
strengthening of weaknesses and use of strengths. Management approaches 
are analyzed in the publication of Markina et al. (2020), which substantiates 
the theoretical and methodological foundations of outsourcing as one of the 
most promising areas of resource-saving development of agri-food enterp-
rises. Disadvantages and risks, as well as areas of application of outsourcing 
in banking are described in the article by Kogut et al. (2023). It is worth 
noting the study of outsourcing in business practice as an element of a 
complex business system from the point of view of systems theory and graph 
theory, interpreted by Ustimenko & Prokhorenko (2023). Scientists have 
described the complex organization of business with the aim of sustainable 
and long-term increase of its fundamental value thanks to two types of 
graphs: material and information flows, at the tops of which information 
processing and management decision-making processes are carried out. 

Analytical studies by Landay & DeArmond (2018) dedicated to the 
outsourcing of specific tasks and personnel processes are valuable for resear-
ching aspects of the application of outsourcing processing in conditions of 
personnel shortage. The authors note that the lack of work effort caused by 
personnel turnover due to numerous absenteeism, sick days and vacations, 
non-compliance with established deadlines, causes the need for the substi-
tution of certain operational functions of personnel. We also find useful 
insights in the writings of Budyakova (2020), which presents an analysis  
of the legal, economic, and organizational advantages and disadvantages of 
personnel outsourcing; and Hadetska (2020), where the volume of the Ukrai-
nian outsourcing services market is analyzed, the types and directions of 
application of various outsourcing services by enterprises in Ukraine are 
determined, and the advantages and disadvantages of HR outsourcing 
integrations are argued. 

As the analysis of the sources showed verified data on the loss of 
personnel potential in Ukraine in terms of certain factors and in general are 
practically absent. In turn, available scientific research on outsourcing 
processing has formed a theoretical basis; however, certain provisions 
require rethinking taking into account the realities of the growing shortage of 
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personnel under the threat of escalation of hostilities. In addition, the digital 
aspects of relations in the field of outsourcing need a new look, which 
strengthens the scientific and practical value of the mentioned research topic. 

The aim of this article is to determine the effectiveness of outsourced 
processing as a tool for overcoming the personnel shortage during wartime 
in Ukraine. At the same time, the key tasks are the analysis of the impact of 
military operations on the personnel situation in Ukrainian companies, 
examples of the successful use of outsourcing processing by Ukrainian 
business entities in various industries; as well as the main advantages and 
challenges that companies face when implementing outsourcing solutions; as 
well as the formation of practical recommendations for business regarding 
the effective implementation of outsourcing processing in conditions of 
personnel shortage. 

It is hypothesized that outsourcing processing is an effective solution 
in the most difficult conditions of war and personnel shortage. The metho-
dology of its confirmation was the operationalization of information sources 
through analytical tools and scientific research methods. 

The information base of the research is scientific literature on outsour-
cing, personnel management, and online platforms of companies. 

In the process of developing theoretical material, general scientific 
methods were applied, in particular analysis (comparative analysis to deter-
mine the definition of "outsourcing") and synthesis of theoretical assum-
ptions and findings. Thanks to the method of comparison and systemati-
zation, the advantages of outsourcing integration into business processes, 
which have been successfully tested by Ukrainian business entities, have 
been formulated. The horizon scanning method helped identify trends in the 
development of outsourcing and demonstrated positive prospects for its 
integration to overcome the shortage of personnel in the war and post-war 
periods; the modeling method was used to interpret the main stages of 
outsourcing strategy formation, as well as to build a road map for domestic 
business structures to overcome the "personnel famine" during the war. 

The scientific novelty consists in the development of the concepts of 
"outsourced processing" and "outsourced strategy", as well as the modeling 
of a roadmap for the integration of outsourced services into the business 
processes of economic entities, which will allow covering the "personnel 
shortage" in Ukraine. 

Limitations in the research are the lack of reliable data on the loss of 
personnel potential in Ukraine in terms of certain factors and in general. In 
the perspective of future research, it is planned to consider the compilation 
of outsourcing and design management as a symbiotic model of personnel 
management of Ukrainian companies. This will make it possible to create an 
innovative approach to anti-crisis management, taking into account modern 
aspects of overcoming psychological and physical exhaustion, shortage of 
competent personnel and other problems. 
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The content structure of the main part of the article consists of four 
sections: the first describes the causes of personnel shortages in wartime 
conditions; the second one interprets the theoretical basis of the research and 
determines the role of outsourcing in overcoming "personnel hunger"; the 
third argues the advantages of outsourcing for business; the fourth chapter 
provides practical insights into the implementation of the outsourcing 
strategy in the business processes of Ukrainian business entities. 

 
1. Reasons for personnel shortage in wartime conditions 
 
In wartime conditions, personnel shortages become a serious problem 

for many sectors of the economy, so analyzing the causes and finding 
effective tools for attracting and managing personnel is an important step to 
overcome this challenge. In order to understand in more detail the justify-
cation of directions for solving personnel problems, it is worth determining 
the key reasons for the shortage of labor in the labor market of Ukraine in 
modern conditions (Table 1). 

Table 1 
Reasons for personnel shortage in Ukraine in the war time frame 

Factor Characteristics 
Mobilization of the 
population 

Military operations lead to the mobilization of a significant part of 
the working population, which reduces the number of available 
workers for the civilian economy 

Migration Many people are forced to leave their places of residence due to 
hostilities, military threats and military evasion, which leads to a 
significant reduction in labor resources  

Fatal losses Irreversible loss of a significant portion of the countryʼs labor 
potential  

Psychological factors Stress, anxiety and uncertainty have a negative impact on the 
performance and motivation of employees 

Economic instability It reduces the attractiveness of work in certain economic sectors and 
administrative regions 

Destruction of 
infrastructure 

The destruction of the production capacities of business entities and 
infrastructure objects makes it difficult for people to return to work 

Problems in the 
educational 
environment 

Stoppages of educational processes, distancing of communications 
and a decrease in the quality of control over the development of 
educational components reduce the number and professional level of 
new specialists 

Gaps in traditionally 
male professions 

Mobilization causes downtime and stoppages in business, in 
particular, the problem of ensuring the functioning of critical 
infrastructures and strategically important sectors of the economy is 
urgent 

Source: compiled by the author. 

Today in Ukraine, the need for security and resistance to military 
invasion is extremely acute. Therefore, due to the mobilization that began in 
2014 and intensified in 2022 with the start of a full-scale war, the country is 
losing a significant share of the economically active population, its physical 
and intellectual potential. The exact number of mobilized and dead 
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servicemen is not made public for security reasons, but every year the front 
needs a significant number of defenders. In addition, according to business 
estimates, the shortage of personnel in Ukraine has already reached almost 
40% (Lytvyn, 2024). 

One should also take into account the significant migration flows since 
the beginning of the full-scale invasion of Russia, which causes threatening 
prospects for the labor market in Ukraine. Thus, as of February 1, 2022, the 
number of available population (excluding Crimea AR) was 41.1 million 
people (State Statistics, 2022). According to the Population Division of the 
United Nations Department of Economic and Social Affairs, the population 
of Ukraine in 2023 was 36.74 million people (UN, n.d.). At the same time, 
over 7.8 million border crossings by Ukrainians were recorded in the first 4 
months of 2024 (Opendatabot, 2024), of which 1.5% did not return to 
Ukraine (VU, 2024). Arithmetic calculations show a decrease in the 
population by 4.477 million people, or about 10.9%. Despite the fact that 
there are about 11.7 million economically active people, but approximately 
9–9.3 million of them actually work (Ukrinform, 2023), the losses of the 
economic potential of the Ukrainian labor market are significant and 
demonstrate negative forecasts and expectations. 

Thus, the above calculations demonstrated the deepening of the crisis 
in the labor market, which causes the need to find and involve new approa-
ches to human resource management in Ukrainian companies, capable of 
overcoming the problem of personnel outflow and attracting new personnel 
prospects, in particular through the integration of outsourced processing into 
the operational activities and processes. 

2. The role of outsource- processing in overcoming staff shortages 

Outsourcing takes many forms and can include various business pro-
cesses, from manufacturing to IT services and human resource management. 
Comparativistics of scientific sources demonstrates several approaches to 
determining the definition: 

• the companyʼs strategic decision to reduce costs and increase 
efficiency by hiring another person or company to perform tasks, provide 
services, or perform operations that were previously performed by employees 
within the company (Markina et al., 2020; Oakie, 2021; Kogut et al., 2023; 
CFI, 2024); 

• the business practice of hiring a third-party company to provide services 
or create goods that were traditionally provided by the companyʼs own emplo-
yees and personnel (Morphet, 2021; Ustymenko & Prokhorenko, 2023;  
Twin, n. d.); 

• business practice, when the company hires a third party to perform 
tasks, operations or provide services (Gadetska, 2020; Budyakova, 2020); 

• an agreement under which one company hires another company to  
be responsible for a planned or existing activity that is performed or may be 
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performed internally (Jasińska, 2018; Sokolyuk & Lyashenko, 2020; In-
bound Logistics, 2023). 

As we can see from the considered approaches, outsourcing is a 
contractual business practice of hiring external organizations or individuals 
(the outsourcer) to perform certain tasks, manage certain values (products, 
resources, knowledge), provide services or manage operations in order to 
save money, time and achieving efficiency (productivity) of the business 
entity (client) (authorʼs interpretation). 

Outsourcing can relate to both simple administrative tasks (such as 
data entry) and complex projects such as the design and management of 
facilities, networks, order processing and sales organization, etc. The use  
of outsourcing by a business entity initiates the implementation of outsourced 
processing – a complex of analytical and production operations, service 
products, delegated for execution to professional outsourcers, which helps to 
focus the management of the client company on its core competencies, 
optimize costs, increase the quality and efficiency of work, as well as creates 
opportunities to use the expertise and resources of outsourcers (authorʼs 
interpretation). 

From the above, it can be concluded that the concept of outsourced 
processing is based on the formation of relations between the supplier 
(outsourcer) and the client. The key aspects here are the client companyʼs 
need for certain services and the outsourcerʼs offer to provide such service 
products/services through its own capabilities and competencies. Accor-
dingly, the value creation potential of outsourcing relations constitutes the 
target orientations of the contractual relations between the supplier and the 
client (Figure 1). 

 
 
 
 

 

 
 
 
 
 
 
 
 

 
 
 

Figure 1. Main components of outsourcing relationships 
Source: compiled by the author according to (Solli-Sæther & Gottschalk, 2010; Inbound 
Logistics, 2023). 

 

• adjustment of certain business processes; 
• management of operations/business functions, etc.; 
• maintenance of IT products, management of information 

security; 
• provision of facility management; 
• legal, audit, accounting, tax, investment management  

and support, etc.; 
• HR management, payroll; 
• business mentoring (creation and promotion of projects, 

fundraising, crowdfunding, etc.); 
• HR mentoring (educational outsourcing); 
• logistic support (documentary and transport support); 
• marketing, advertising, PR; 
• creative processes, event management, etc.; 
• outsourcing of auxiliary productions, etc 
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The determinant that forms the value proposition of outsourcing is  
the characteristic of the business entity (client) and its understanding of the 
processes of managing resources/operations that it does not own. The second 
factor is the outsourcerʼs own capabilities (external contractor or third-party 
supplier of personnel/material and technical support). The formalization of 
their interaction is a contract (contract) containing the subject and conditions, 
as well as the coordination of interests. 

One of the aspects worth paying attention to is staff outsourcing (Staff 
Outsourcing or Employee Outsourcing), a practice in which a company transfers 
the management of its human resources to an external provider. This type of 
outsourcing will include the hiring of temporary workers, contract management, 
payroll processing, recruiting, and other HR functions (Table 2). 

Table 2 
Concepts of personnel outsourcing 

Concept  Characteristics 
Temporary Staffing Hiring temporary workers for short-term or seasonal assignments to 

cover peak business periods, holiday seasons, etc. 
Permanent Staffing Outsourcing of recruiting services to fill vacant positions 

(permanent employees) 
Workforce 
Management 

Delegation of HR management, including work scheduling, vacation 
accounting, performance management, etc 

Payroll Outsourcing Payroll processing outsourcing to ensure payment accuracy and 
compliance with legislation 

Recruitment Process 
Outsourcing (RPO) 

Using RPO to attract candidates, conduct interviews, and select the 
best candidates 

 
Source: Compiled by author from (Half, 2024; ManpowerGroup, 2024; ADP, n.d.; Davis, 2024). 

Despite the attractiveness of using personnel outsourcing, it is worth 
noting possible challenges that the business entity needs to solve independently: 

quality control: in particular, compliance with corporate culture and 
quality standards when outsourcing management; 

communication barriers: possible difficulties in interaction with 
external service providers; 

data privacy and cyber security: ensuring the protection of personal 
data of employees. 

Therefore, when making a decision to implement outsourced process-
sing, it is worth considering the benefits and risks for the company and the 
possible impact on the companyʼs brand. 

So, outsourced processing is potentially able to fill the gaps in the staf-
fing of Ukrainian business for the considered business processes and opera-
tions. However, one should be aware that the implementation of outsourced 
processing may also carry certain risks for users of outsourced services. First, 
the loss of control over key processes can lead to a decrease in the quality of 
services or products, which will negatively affect the reputation of the user 
company. Second, reliance on an outsourcer increases the risk of data privacy 
loss, as well as financial instability if the outsourcer runs into trouble. Third, 
the user companyʼs fear of losing unique knowledge or competencies that 
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may be critical to its competitiveness. Therefore, it is likely that some entrep-
reneurs will avoid outsourcing processing because of these risks. 

3. Benefits of outsource – processing under martial law 

The war is depleting Ukraineʼs material, financial, and human 
resources. Accordingly, during the war period, the main tasks are focused on 
ensuring the stable functioning of the state and business in conditions of 
increased risks and restrictions. Among such tasks, adaptation to the regime 
of air alerts, curfews, blackouts, as well as the prompt restoration of infra-
structure and the minimization of damage caused by Russiaʼs military 
aggression are of primary importance. The problem of staff shortages is alrea-
dy apparent, but mostly concerns temporary and critical needs related to 
security and business continuity. However, it acquires new dimensions and 
features in the post-war period. 

It is predicted that in the post-war period, long-term recovery prob-
lems will become key, where the lack of personnel necessary for the full 
restoration of production capacities and social relations will come to the fore. 
Added to this is the need for adaptation and rehabilitation of demobilized 
workers, many of whom may require special rehabilitation and compensatory 
measures to return to professional life. 

Outsourcing in this sense can be particularly useful and creates certain 
advantages for business and government structures in certain aspects. 

Business continuity. Outsourcing enables companies to maintain 
operational continuity even in difficult conditions. Hostilities can affect local 
businesses, causing disruptions. Transferring part of the functions to external 
organizations helps to avoid a stoppage of activity. 

Cost reduction. During a war, costs can increase due to the destruction 
of infrastructure, increased resource prices, etc. Outsourcing helps reduce 
personnel, equipment and other operating costs because external suppliers 
can offer more competitive prices. 

Flexibility and adaptability. Outsourcing allows companies to quickly 
adapt to new conditions and requirements. External providers can quickly 
scale their services according to business needs, which is especially impor-
tant in times of war when the situation can change rapidly. 

Access to specialized resources and knowledge. In wartime, difficul-
ties may arise with qualified personnel and the development of resources. 
Outsourcing provides access to specialized knowledge and technology that 
may not be available domestically. 

Risk reduction. Outsourcing helps spread the risks associated with 
doing business in wartime. Companies can avoid direct losses due to 
destructtion of property or infrastructure by delegating some operations  
to external organizations located in safer regions and locations. 

Focus on core business competencies. Outsourcing enables companies 
to focus on their core competencies and strategic tasks by delegating support 
functions to external specialists. It helps to increase efficiency and produc-
tivity in crisis conditions. 
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For a clearer understanding of the practical implementation of the 
benefits of outsourcing processing, it is worth investigating the key aspects 
of outsourcing to determine the main trends and perspectives of outsourcing 
processing. For this purpose, we will apply the method of scanning the hori-
zon, which involves a systematic study of potential events and their 
consequences (Table 3). 

Table 3 
Scanning the horizon for outsourced processing prospects 

Key aspects Scanning the horizon Drivers 
The global COVID-19
pandemic, distancing 
relations 

Pandemic and post-pandemic period: 
the pandemic has forced many companies to switch to 
remote work, which has led to an increase in demand 
for outsourcing IT services and customer service. 
Increasing demand for flexibility and adaptability 

The need for flexibility, 
information security and 
adaptation to new 
conditions 

Analysis of current 
labor market trends 

Wartime Outsourcing Trends: 
- increase in demand for outsourcing of all types due 
to shortage of personnel; 
- increased attention to socially responsible 
outsourcing that implements social initiatives, 
environmental sustainability and energy efficiency 

security policy, 
remote work, physical 
security, cyber security, 
business relocation, 
ensuring business 
continuity and 
sustainable development 

Development of 
information 
technologies and 
communications, 
labor market tools 

Global outsourcing trends: 
- integration with new technologies and social 
requirements of the modern world (digitalization 
and automation, inclusive outsourcing, robotic 
process automation (RPA) and cloud services are 
becoming an integral part of many outsourcing 
contracts); 
- global distributed workforce; 
- outsourcing based on results (pay-for-result 
models, focusing on key competencies); 
- personalization of services, creation of 
personalized products 

Development of 
technologies and 
communications, 
creation of jobs for 
vulnerable population 
groups and compliance 
with ethical standards, 
price advantages, 
qualified workforce, 
need to focus on core 
activities, optimization 
of business processes 

Internationalization 
of the business 
environment and 
changes in business 
models and the 
structure of the labor 
market 

Predicative trends of post-war outsourcing in 
Ukraine: 
further development of outsourcing is expected 
thanks to: 
- attracting international outsourcing partners to 
rebuild businesses and the economy as a whole; 
- recruitment of personnel from other countries 
(personnel outsourcing); 
- growing importance of sustainable development 
and social responsibility, inclusiveness of services 

Infrastructure 
restoration, social 
rehabilitation, economic 
transformation and 
investment boom, 
international integration, 
changes in market 
conditions, regulatory 
requirements 

Adaptation of 
business to the new 
realities of the world 
economy, 
technological 
progress and 
changes in the rights 
and expectations of 
employees 

Predictive global outsourcing trends: 
further development of outsourcing is expected 
thanks to: 
- integration of artificial intelligence, automation 
and blockchain technologies; 
- growing demand for specialized services (niche 
outsourcing, focus on quality, not just cost); 
- growing importance of sustainable development 
and social responsibility, inclusiveness of services; 
- adaptability and flexibility (flexible work methods, 
flexible contracts) 

Sustainable 
development, 
automation, 
personalization of 
services, cyber security, 
changes in market 
conditions, regulatory 
requirements 

Source: compiled by the author according to (Mazaraki et al., 2022; Shields, et al., 2022; 
Mederos, 2021; Galal et al., 2012). 
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As we can see from Table 3, businesses are gradually adapting to the 
new realities of the domestic and global economy, technological progress, 
and changes in the rights and expectations of employees. Accordingly, 
outsourcing trends reflect the transition from a cost optimization model to a 
strategic partnership that takes into account current challenges and 
opportunities. 

The advantages of outsourcing are its ability to address many 
operational and strategic challenges that companies cannot meet on their 
own. It allows companies to maintain operational continuity even in difficult 
conditions. Military operations and numerous blackouts can affect local 
businesses, causing interruptions in operations. Transferring some functions 
and operations to external organizations for processing helps to avoid 
business interruption. In addition, outsourcing distributes the risks associated 
with doing business. Companies can avoid direct losses due to the destruction 
of property or infrastructure by delegating some operations to outsourcers 
from safer regions of Ukraine or the world. Outsourcing also helps to 
overcome difficulties in accessing specialized knowledge and technologies 
through in-house resource potential. Therefore, the integration of outsourcing 
can mobilize the joint efforts of the client company and the outsourcer to 
reduce costs, increase efficiency, and allow them to focus on their core 
competencies. This is the main advantage of outsourced processing. 

4. Practical insights into the implementation of outsourcing stra-
tegy in the operational processes of business entities 

As already mentioned, in the context of the uncertainty of the military 
timeframe, business entities need strategic decision models that will allow 
them to use their own resources more efficiently, focusing on key areas of 
activity and engaging external experts to overcome operational and personnel 
problems. Therefore, developing and integrating an outsourcing strategy into 
the companyʼs overall development strategy is an effective foresight step.  

An outsourcing strategy should be viewed as a comprehensive 
approach to business management that involves the transfer of certain 
functions, tasks or processes to external organizations in order to increase 
efficiency, reduce costs and focus on the companyʼs core competencies, 
which has a number of components (Figure 2). 

As it can be seen, the implementation of the outsourcing strategy goes 
through the stages of constant monitoring of outsourcing needs, control over 
its effectiveness and risk management. 

To understand the expediency of using an outsourcing strategy, letʼs 
consider real cases of companies that used outsourcing to overcome 
personnel shortages during the war (Table 4). 
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Figure 2. Formation of an outsourcing strategy of a business entity 
Source: compiled by the author according to (Mendela & Rumyantseva, 2020; Hopkalo et al., 2024). 

Table 4 
Case studies of Ukrainian companies that have used outsourcing strategies  

to overcome staff shortages and mitigate military risks 
Company Strategic decision The results 

XYZ IT company  Services of outsourcing companies 
from Poland and India to support their 
projects 

The pace of software development has 
been maintained, the costs of hiring new 
employees have been reduced and access 
to specialists with a high level of 
competence has been obtained 

Myronivsky 
Hliboproduct  

Use of external companies for logistics, 
IT services and accounting 

Helped maintain production levels, redu-
ce downtime and reduce financial losses 

PrivatBank Use of external companies for IT 
support, cyber security and data 
processing 

Costs for hiring and training new 
employees have been reduced, 
competitiveness in the market has been 
preserved

InterContinental Kyiv 
Hotel chain 

Auditing, accounting services, IT 
support and customer service services

Uninterrupted work was ensured, 
reliable audit reports were formed 

Premier Hotels and 
Resorts Hotel chain 

Management of IT services, 
marketing, cleaning 

Uninterrupted operation of the hotel was 
ensured and costs for training new 
employees were reduced 

"Puzata Hata 
Restaurant complex 

Services of outsourcing companies to 
provide cooks and waiters from other 
regions of Ukraine and from abroad 

Contributed to avoiding work stoppages, 
reducing costs for recruiting and training 
new personnel Kanapa Restaurant 

Source: compiled by the author based on websites, social media pages, and company 
management data (XYZ, n. d.; MHP, n. d.; PrivatBank, n. d.; Premier Hotels and Resorts, n. d.; 
Puzata Hata, n. d.; Kanapa, n. d.). 

Due to the threat of war, many employees of Ukrainian companies moved 
to other safer regions, left the country or were mobilized, which led to a significant 
shortage of personnel. We can summarize based on the information from the 
Table 3, that the business orientated itself in the possibilities of outsourcing and 

Implementation of outsourcing strategy and risk management  
Identification of possible risks associated with outsourcing; development of plans to minimize/avoid them, 
possible responses to force majeure and negative events; adjustment of strategic actions and operational 

decision-making 

Monitoring and compliance control of outsourced processing  
Setting up a control system to monitor the performance of tasks by external suppliers and ensure that 

their work meets certain standards 

Conclusion of contracts 
Drafting and concluding detailed contracts that define the scope of work, quality of services, 

deadlines, and the system of rewards and penalties 

Selection of appropriate suppliers 
evaluating potential suppliers based on their experience, reputation, technological capabilities and ability 

to meet the companyʼs requirements 

Analysis of internal processes 
identification of processes and functions that can be efficiently outsourced 

Determination of goals and objectives
a clear understanding of the goals that the company seeks to achieve through outsourcing 
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effectively integrated it into operational processes, maintaining a high level of 
service, which is especially important in crisis conditions. 

Arguments for the expediency and perspective of outsourcing in 
Ukraine during and after the war also serve as expert assessments, which 
form the following statements: 

• it is important to choose outsourcing companies from countries that 
have a stable political situation and developed infrastructure to support 
business processes (Oshri et al., 2009; Semyonov, 2024); 

• communication and relationship management are key success factors 
when working with outsourcers. Regular meetings and clearly defined goals 
help to avoid many problems (Deloitte, 2019; Antonyuk, 2024); 

• outsourcing not only helps solve the problem of personnel shortage, 
but can also become a source of new ideas and innovations for business 
(Bunyak, 2021; Antonyuk, 2024); 

• outsourcing is an effective tool for reducing the costs of training and main-
taining personnel, reducing the number of tasks for employees, and also for ensu-
ring flexibility in times of crisis (Lading, 2022; Lyskanych, 2023; Fillin, 2024). 

Thus, taking into account the studied theoretical and analytical 
aspects, the experience of the considered companies and the recommend-
dations of experts, we will model a road map for overcoming the personnel 
shortage during the war in Ukraine and in the post-war period (Figure 3). 

Figure 3. Roadmap for overcoming the staff shortage during the war in Ukraine 
Source: compiled by the author according to (Bosovska & Bovsh, 2021; Deloitte, 2023; 
Cabinet of Ministers of Ukraine, 2024; ILO, 2024). 

STATE SUPPORT AND GRANTS 
- regulatory changes: adoption of legislative acts that simplify hiring procedures and ensure protection of employeesʼ rights; 
- financial assistance: provision of financial support for businesses that have suffered significant losses due to the war 
through subsidies, grants, tax breaks 

AUTOMATION AND DIGITALIZATION 
- the introduction of new technologies: the use of automation and digital technologies to reduce the need for labor; 
- integration of ERP systems: implementation of innovative company management systems to increase the efficiency of 
business processes. 

IMPROVEMENT OF WORKING CONDITIONS 
- flexible working conditions: introduction of remote work and flexible schedules to reduce the burden on employees; 
- psychological support, HR-mentoring: provision of psychological support and mentoring for employees, especially those 
working under stress and onboarding. 

INCREASE OF QUALIFICATIONS AND REQUALIFICATION 
- organization of training programs: launch of retraining programs for employees who have lost their jobs in other industries; 
- cooperation with educational institutions: expanding cooperation with universities and professional educational 
institutions to train the necessary specialists 

ATTRACTING ADDITIONAL RESOURCES 
- outsourcing and outstaffing: using external companies to perform specialized tasks or hiring temporary workers; 
- expansion of womenʼs participation: encouraging women to work in traditionally male fields; 
- use of foreign workers: attraction of foreign specialists; 
- change of threshold values of working age 

ANALYSIS OF THE CURRENT SITUATION 
- assessment of personnel losses: determination of the number and quality of personnel lost due to mobilization, migration 
and other reasons; 
- identification of key shortages: identification of industries and regions where the greatest personnel shortage is observed 
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The positions described in the roadmap should be correlated and upda-
ted with data from official websites of state/regional/local authorities, 
recruitment agencies, online media, outsourcing companies, and scientific 
research to jointly monitor human resources issues and overcome labor 
market challenges. 

Therefore, outsourcing processing is an effective strategic solution for 
integration into the companyʼs operational activities and project develop-
ment, forms auxiliary and supporting operations that ensure a high level of 
service, establish effective external and internal communications, optimize 
costs and ensure management flexibility in times of crisis, in particular in 
conditions of shortage of personnel. 

Due to the fact that the structure of the modern Ukrainian labor market 
is changing according to gender and age, we draw attention to research on 
the possibilities of involving women and teenagers (with the permission of 
parents or guardians) in certain labor operations. After all, gender and aging 
substitution – the involvement of women and representatives of different age 
groups in traditionally male professions – can become an effective way to 
overcome the personnel shortage. This approach not only fills vacancies, but 
also helps create an inclusive work environment where everyone can realize 
their potential, regardless of gender or age. Of course, such an innovative 
approach will require the creation of adaptive programs, flexible working 
conditions, mentoring support and encouragement. However, the author sees 
this as the future trend of the Ukrainian labor market and aims to analyze 
these aspects from a legal, socio-economic and ethical point of view in future 
scientific studies. 

 
Conclusions   
In the Ukrainian scientific and business environment in recent years, 

there have been tendencies to rethink management approaches and personnel 
management. The Transformation Trendbook has three markers that have 
impacted HR: the COVID-19 pandemic, artificial intelligence, and war. 
Pandemic limitations of physical communications (2019–2022) initiated the 
development of digital innovations and the organization of remote work, 
online offices, cloud businesses, and created the need for cyber protection of 
information, client and corporate data. So, one of the principles of business 
facilitation was formed as flexibility and remote work. Artificial intelligence 
has created opportunities to replace physical (robots, cobots, robotic hands) 
and intellectual work (creating texts, animations, videos, etc.). The war 
provoked the outflow of labor resources: the mobilization and migration of 
the population, creating a situation of shortage of personnel in many areas of 
the economy. Therefore, the research is aimed at finding effective ways to 
overcome this problem. 

At the same time, the hypothesis that outsourcing is an effective 
solution in the most difficult conditions of war and personnel shortage is 
partially confirmed by analytical sources, a study of practical insights of 
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business entities, and expert assessments in the field of outsourcing. 
Identified risks for the business recipient of outsourcing services, among 
which the loss of control over key processes, dependence on the quality of 
work and financial stability of the outsourcer, risks of data privacy protection, 
loss of unique knowledge or competencies of the outsourcing recipient can 
be highlighted. 

The research has been analyzed the impact of military actions on the 
personnel situation in Ukrainian companies: the reduction of competence and 
quantitative parameters of the potential of the labor market outlined future 
trends towards aging and gender substitution. Outsourcing showed the 
potential ability to partially overcome the problem of personnel shortage, as 
evidenced by the monitoring of successful insights into outsourced process-
sing of Ukrainian business entities in various industries. After all, despite the 
advantages of outsourcing integration into business, there are also numerous 
challenges that stop entrepreneurs from implementing outsourcing solutions. 

However, awareness of the prospects that form outsourcing in 
accordance with domestic and global predicative trends continues to 
contribute to its development, in particular, in overcoming problems with a 
lack of qualified personnel. 

The considered approaches to the definition of outsourcing and outsourced 
processing, the determination of the main components of outsourcing relations 
determined the main directions of the formation and implementation of the 
outsourcing strategy of a business entity in the crisis conditions of the labor 
market. It was established that the outsourcing strategy as a comprehensive 
approach should be formed both at the macro level (social policies of local 
authorities, territorial communities, the state), and at the macro level – in the 
contractual relations of business entities regarding the outsourcing of knowledge, 
personnel, technologies, competencies, etc. 

The approbation component of the research was the development of a road 
map for overcoming the personnel shortage, which worsens with the prolongation 
of martial law and the corresponding demographic iterations for an indefinite 
period of time. However, obstacles to implementation remain relevant, in 
particular due to the reluctance of entrepreneurs to take risks, as well as the 
problems of ensuring cyber security and the security of confidential data. 

In the perspective of future research, it is planned to consider the 
compilation of outsourcing and design management as a symbiotic model of 
personnel management of Ukrainian companies. This will make it possible 
to create an innovative approach to anti-crisis management, taking into acco-
unt modern aspects of overcoming psychological and physical exhausttion, 
shortage of competent personnel and other problems. In addition, the study 
of the features of gender and aging substitution – the use of the potential of 
women and representatives of different age groups in traditionally male 
professions, which can become an important factor in the stabilization and 
development of the economy in wartime conditions – is also considered a 
target scientific perspective. 
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OF THE UKRAINIAN TOURISM 

INDUSTRY  
 

With the development of tourism, a tourism 
companies or destinations become as dependent 
as possible on a wide variety of political, social 
and economic events, and this actualizes a 
number of risks and increases vulnerability to 
a potential crisis. The set of crises that befell 
Ukraine throughout the 21st century, each time 
destabilized the progressive development of the 
tourism sector, pushed entrepreneurial initia-
tives back into the past. Mitigating the impact of 
crisis phenomena on the development of tourism 
cannot be imagined without a detailed statistical 
analysis of these impacts and the level of adap-
tability of tourism as a whole and its individual 
branches. The purpose of the article is to reveal 
the impact of several large-scale crises of the 
21st century on Ukrainian tourism and study the 
degree of adaptability of its industries through a 
number of indicators, including the economic 
and financial results of the relevant business 
entities. The main hypothesis of the study was 
that different sectors of the economy, the enter-
prises of which are part of the tourism sector, are 
characterized by different degrees of adaptabi-
lity to large-scale crises. When writing the 
article, the results of several state statistical 
observations and expert assessments were used. 
The article examines in detail the ways in which 
crises and upheavals have shaped and changed 
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АНТИКРИЗОВА АДАПТАЦІЯ 
ТУРИСТИЧНОЇ ГАЛУЗІ 

УКРАЇНИ 
 

З розвитком туризму туристична компанія 
або дестинація стає максимально залежною від 
найрізноманітніших політичних, соціальних та 
економічних подій, а це актуалізує цілу низку 
ризиків і збільшує вразливість до потенційної 
кризи. Сукупність криз, що спіткала Україну 
впродовж XXI ст., щоразу дестабілізовувала 
поступальний розвиток секторів сфери 
туризму, відкидала назад у минуле підпри-
ємницькі ініціативи. Помʼякшення впливу кризо-
вих явищ на розвиток туризму неможливо уяви-
ти без детального статистичного аналізу цих 
впливів та рівня адаптивності туризму в цілому 
та його окремих галузей. Метою статті є 
розкриття впливу кількох масштабних криз  
XXI ст. на український туризм та вивчення 
ступеня адаптивності його галузей через низку 
індикаторів, включаючи економічні та фінан-
сові результати діяльності відповідних субʼєк-
тів господарювання. Основною гіпотезою дослі-
дження стало те, що різні галузі економіки, 
підприємства яких є частиною сфери туризму, 
характеризуються різним ступенем адаптив-
ності до масштабних криз. При написанні 
статті використані результати кількох дер-
жавних статистичних спостережень та 
експертні оцінки. Детально розглянуто спосо-
би, якими кризи та потрясіння сформували та 
змінили туристичний ландшафт України за 
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the tourism landscape of Ukraine in recent 
years. The study highlights the tangible, measu-
rable consequences of major shocks – from a 
sharp decrease in the number of tourists and 
their behavior patterns to sharp changes in the 
economic results of the sectorʼs enterprises. The 
work aims to provide a detailed understanding 
of the sustainability and adaptability of the two 
main sectors of tourism - the hospitality and tour 
operating sectors. This analysis highlights the 
factors that have enabled certain tourism sectors 
to withstand the crises of recent years, while 
others may have struggled to adapt and recover. 
By carefully cataloging these trends and pat-
terns, research provides information that can 
help design mitigation strategies. 

 
Keywords: tourism, tourism statistics, cri-

sis, crisis trigger. 

останні роки. Дослідження висвітлює відчутні, 
вимірювані наслідки великих потрясінь – від різ-
кого зниження кількості туристів і їх моделей 
поведінки до різких змін у економічних резуль-
татах діяльності підприємств сектору. Дослі-
дження повинно на меті забезпечити детальне 
розуміння стійкості та адаптивності двох 
основних секторів туризму – гостинності та 
туроперейтингу. Висвітлено фактори, які 
дозволили певним секторам сфери туризму 
витримати кризи останніх років, тоді як іншим, 
можливо, було важко адаптуватися та 
відновлюватися. Ретельно каталогізуючи ці 
тенденції та закономірності, дослідження дає 
інформацію, яка може допомогти розробити 
стратегії помʼякшення наслідків. 

 
Ключові слова: туризм, статистика туриз-

му, криза, тригер кризи.
 
 
 
 
 
 
 
 

JEL Classification: E27, L83, R58. 

 
Introduction 
Tourism is perceived by scientific and public mind as a significant 

catalyst for the economic and social transformation of countries and regions. 
The development of international relations, business and intercultural under-
standing, strengthening of global community and local economies, impro-
vement of living standards, preservation of heritage and traditions are not the 
only reasons why countries and certain communities are interested in inten-
sifying the tourism. At the same time, it can be argued that with the 
development of tourism, a travel company or destination becomes highly 
dependent on a wide variety of political, social and economic events, which 
updates a number of risks and increases vulnerability to a potential crisis. The 
set of crises that Ukraine faced throughout the 21st century destabilized the 
progressive development of the tourism sector at both the national and local 
levels, and set back all public and business initiatives. Mitigating the impact 
of crisis phenomena on tourism development requires the development of 
anti-crisis strategies, and this is impossible without a detailed statistical 
analysis of these impacts and the level of adaptability of tourism as a whole 
and its individual sectors. 

The impact of crises of various genesis on the tourism industry has 
always been the focus of research. It should be noted that scientific research 
on crisis phenomena in tourism began in the 70s of the 20th century (Jianchun 
Yang et al., 2021) and intensified with the growth of crises of various origins 
on a global, national or local scale, reaching their maximum in 2020 due to 
COVID-19 pandemic. All studies were quantitative or qualitative analyses of 
the impact of specific crisis events on tourism industries or destinations  
of various levels. Back in 2004, the well-known tourism researcher Brent 
Ritchie argued that there was a lack of research on crisis or disaster 
phenomena in the tourism industry, on the impacts of such events on both the 
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industry and specific organizations, and the analysis of response of the 
tourism industry to such incidents (Ritchie, 2004). The beginning of the 21st 
century was marked by a number of interesting studies of crisis phenomena 
in tourism, and the attempts to consider the crisis as a turning point for a 
tourist destination and business on its territory (Faulkner, 2001). A fairly 
common approach in science is when research focuses on a specific event 
that caused a crisis, such as a tsunami or other natural phenomena, climate 
change, terrorism, economic and financial crises, or political conflicts. As for 
the global COVID-19 crisis, which caused a large-scale suspension of 
international travel, a large number of studies by foreign and Ukrainian 
scientists were devoted to its impact on various aspects of tourism 
development at the global, national and local levels. Particularly noteworthy 
are the works of Nepochatenko (2020), Bondarenko & Duhienko (2020), 
Danylina et al. (2020), Haisheng Hu et al. (2021) and others, whose works 
deal specifically with the problems of pandemic-related crisis situations in 
the tourism sector. 

Russian aggression against Ukraine caused a number of crisis 
phenomena in the tourism sector, which also became the focus of scientific 
research. Thus, the works of Roik & Nedzvetska (2022), Tsviliy et al. (2022), 
Bobeka et al. (2023), Zarubina et al. (2022), Yermachenko et al. (2024) focus 
on the losses of Ukrainian tourism and the prospects for its recovery. 

The purpose of this article is to reveal the impact of several large-scale 
crises of the 21st century on Ukrainian tourism and to study the level of 
adaptability of its sectors through a number of indicators, including the 
economic and financial performance of relevant business entities. 

The hypothesis of the study was that different economic sectors, the 
enterprises of which are part of the tourism sector, are characterized by 
different levels of adaptability to large-scale crises. 

The article covers secondary and primary sources. When writing it, 
the results of several state statistical surveys were used: "Main Indicators of 
Economic Activity of Enterprises of the Non-Financial Services Sector", 
"Structural Changes in the Economy of the Country and its Regions", 
administrative data of the Administration of the State Border Guard Service 
of Ukraine on the passage of persons and vehicles across the state border of 
Ukraine, departure of Ukrainian citizens abroad, entry of foreigners and 
stateless persons into Ukraine, and data of the State Fiscal Service of Ukraine 
on the tourist tax amount. Comparative values are analyzed using descriptive 
statistics on the parameters of arrival of international tourists, number of 
business entities, employment in the tourism sector, sales volumes of 
business entities, and their efficiency and profitability. The dataset used 
covers the period from 2010 to 2022. The quantitative analysis is supported 
by expert opinion. It should be added that in their study, the authors relied on 
the conceptual position expressed by UNWTO and supported by the 
Methodological Recommendations for Compiling the Tourism Satellite 
Account in Ukraine, approved by the Order of the State Statistics Service of 
Ukraine No. 359 of December 29, 2017, according to which the tourism 
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sector includes, among others, such types of business as hotels and similar 
accommodation, holiday and other short-stay accommodation, camping 
grounds, recreational vehicle parks and trailer parks, other accommodation, 
tour operators, travel agencies, other booking services and related activities. 

The authors set themselves the task of recording the main crisis 
moments in the Ukrainian economy in the 21st century and analyzing the 
responses of tourism industries, in particular, hospitality and tour operation, 
to each of the crises by a number of statistical indicators (number of tourists 
and businesses, number of employees, taxes, sales, profits and profitability). 
Based on this data, it was planned to determine the level of adaptability of 
the industries, that is, their ability to overcome the crisis. 

 
1. Tourism and crisis 
 
Rather than using a clear scale or quantitative approach, UNWTO 

(2022) defines a crisis (as it relates to tourism) as "any unexpected event that 
affects traveler confidence in a destination and interferes with the ability to 
continue operating normally". Sönmez et al. (1999) use the broader term 
"tourism crisis" to describe circumstances that can threaten the normal 
operation and conduct of tourism related businesses; damage a tourist 
destinationʼs overall reputation for safety, attractiveness and comfort by 
negatively affecting visitorsʼ perceptions of that destination; and, in turn, 
cause a downturn in the local travel and tourism economy and interrupt the 
continuity of business operations for the local travel and tourism industry by 
the reduction in tourist arrivals and expenditures. Given these definitions, it 
becomes obvious that, firstly, a tourism crisis can be triggered by events of 
various origins; secondly, an important sign of a tourism crisis is the negative 
impact of these factors on the destinationʼs image and reputation; thirdly, 
changes in the image or reduction in the attractiveness of a destination(s) 
directly affect the performance of enterprises involved in serving visitors to 
certain territories. 

At the same time, Bierman argues that while the entire tourism sector 
is highly sensitive to any turbulence and instability, and no destination or 
enterprise can be completely immune to a crisis, some destinations and 
market sectors remain more resilient than others (Bierman, 2003). While it is 
impossible to eliminate all risks, their mitigation should be based on the 
initiatives to reduce business vulnerability that are aligned with effective 
crisis management at the national and local levels. 

 
2. Crisis and adaptability of tourism 
 
In his 2001 study, Faulkner (2001) noted that "crisis and disasters have 

transformational connotations, with each such event having potential positive 
(e.g., stimulus to innovation, recognition of new market, etc.), as well as 
negative outcomes". The market system tends to recover, and this is possible 
due to the ability of the enterprise and the destination to learn from crises, 
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change the policy, adapt and modify strategies that did not work effectively 
(Miller & Ritchie, 2003). 

The complex structure of the tourism market makes us talk about the 
different nature and scale of crisis impacts. For example, a tsunami in 
Southeast Asia or an earthquake in Turkey causes a drop in demand on the 
Ukrainian market for tours and air tickets mainly in these directions and 
affects almost exclusively the tour operator and aviation sectors. In this case, 
adaptability is determined by the ability to diversify the product and the 
ability to quickly reengineer business processes. However, in this study, we 
will consider in detail the large-scale crises of different origins that have 
affected all tourism industries without exception. 

 
3. Crises in the Ukrainian economy of the 21st century 
 
The first large-scale political and economic crisis in Ukraine in the  

21st century can be considered the crisis of 2014 as a result of russian 
aggression in the east of the country, when real GDP fell by 6.8%, and real 
gross value added decreased in all sectors except for agriculture and non-
market services. High fiscal pressure, financial constraints, and accelerating 
inflation led to a 10.8% drop in domestic demand. Net real exports 
contributed positively to economic growth as real imports fell more than 
exports (Institute for Economic and Policy Consulting, 2015). As for certain 
tourism sectors, the consequences of this crisis were, first of all, a sharp 
decline in the inbound tourist flow due to the annexation of territories, 
including the powerful destinations of the Autonomous Republic of Crimea 
and city of Donetsk, negative impact on the countryʼs image in target 
markets, loss of entire markets, including the Russian market, which 
traditionally accounted for up to 60% of the flow, which affected the 
hospitality industry, incoming tour operation, passenger transport and those 
economic activities involved in serving visitors. 

This crisis caused significant losses in both the outbound and domestic 
tourism sector. Again, Crimean destinations and city of Donetsk "fell out" from 
the sphere of interests of Ukrainian tourists, but an even more important 
consequence was a drop in domestic demand for relevant products and services. 

COVID-19 pandemic was the next natural economic crisis of the  
21st century that had a disastrous impact on global tourism. In 2020, 
Ukraineʼs GDP decreased by 4%, with exports and imports of goods and 
services falling by 7.8% and 12.5%, respectively. The unemployment rate 
increased to 9.5% from 8.2% in 2019 (Institute for Economic and Policy 
Consulting, 2021). The imposed quarantine restrictions affected all tourism 
sectors, forcing business entities to form reactive anti-crisis strategies. 

The reason for the third analyzed crisis was full-scale Russian military 
aggression, which began in February 2022 and continues at the time of 
writing this article. In 2022, GDP lost 29.1%, consumer spending fell by 
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27%, exports by 42%, and imports by 19% (Ekonomichna Pravda, 2023, 
May 4). Once again, the crisis affected all tourism sectors without exception, 
but also revealed strong regional differences in these changes. For example, 
the hotel sector in Lviv, Ivano-Frankivsk, Zakarpattia, and Chernivtsi regions 
suffered much smaller losses compared to those regions of Ukraine where 
active hostilities were taking place. 

 
4. Analysis of statistical data 
 
4.1. Visitor flows 
 
According to data from the State Border Guard Service of Ukraine, 

received upon request, the number of foreigners entering Ukraine critically 
decreased three times – in 2014-2015 by 48% compared to 2013, in 2020 during 
COVID-19 pandemic by 75% compared to 2019, and since the beginning of 
Russian military aggression by 46% (Figure 1). In fact, Ukrainian inbound 
tourism did not recover from COVID-19 crisis, smoothly "entering" another 
crisis, although in 2021 there was a 26% increase in the flow of foreign visitors, 
including those for tourism purposes. Although the number of foreigners entering 
Ukraine increased slightly in 2023 (by 6%), the flow is still unprecedentedly 
small, and its motivational structure is obviously significantly different from the 
pre-war one. Thus, according to the expert opinion, diplomats, volunteers, media 
workers, and public activists account for a significant share of the tourist flow 
(Kyivstar Business Hub, 2023). 

 
Figure 1. Dynamics of foreign nationals entering Ukraine and Ukrainian citizens 

leaving Ukraine, persons 

Source: data of the State Border Guard Service of Ukraine (on request). 
 

The dynamics of the flow of Ukrainians who traveled abroad during 
the study period requires some explanation. For example, the decline in the 
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outbound tourism during 2014-2015 crisis was not so critical and amounted 
to only 6%, but later there was an annual increase until 2020, when the 
number of Ukrainians traveling abroad decreased by 62%. After recovering 
to 31% in 2021, the outbound flow increased again in 2022, but this time due 
to the non-tourist component – refugees. We would like to emphasize that 
the number of Ukrainian citizens who traveled abroad for various purposes 
in 2021 was 14.726.250, and in 2022 – 15.538.488, but the distribution of 
travel purposes changed dramatically and continued to change throughout 
2022. Thus, from February 24, 2022, refugees dominated the flow, but since 
May, the share of tourists, often hidden, has appeared in it. In 2023, the 
number of departures of Ukrainian citizens decreased slightly, but  
the motivation clearly changed in favor of certain types of tourism, and the 
structure of the flow changed in favor of women. It is in terms of  
the outbound flow that a certain syncretism of the purpose and motivation  
of travel is observed, when traditional tourism motivation is intertwined with 
the desire to escape the hardships of war, the desire for security, etc. We 
believe that this important aspect is the basis for maintaining the demand for 
the outbound tourism at a certain level, and thus for maintaining the business. 

The tour operator market has responded to the changes: on the one hand, 
foreign tour operators from Moldova, Poland, Germany, and Romania entered 
the Ukrainian market, and on the other hand, national tour operators launched 
their own flights from neighboring countries or shifted their focus to bus tours.  

As for domestic tourism, there are no statistical surveys of it in 
Ukraine, but a study conducted in 2023 by the State Agency for Tourism 
Development of Ukraine (SATD) and UNICEF U-Report Ukraine project 
shows a certain intensification of tourism during the war (SATD, 2023). 

 
4.2. Taxes: sectoral and regional aspects 

 
The next group of data that can be used to assess the state of the 

tourism sector in Ukraine is data on tax revenues of business entities by type 
of economic activity related to tourism, and tourist tax. 

SATD has been monitoring the volume of tax revenues from business 
entities for 5 KVED (NACE) related to the tourism sector only since 2021, so 
from their data we can only assess the latest large-scale crisis. Thus, according 
to the agency, tax revenues from the tourism sector in 2023 increased by 32% 
compared to 2022 (Figure 2); the number of taxpayers decreased by 9%, with 
the number of legal entities decreasing by 22% and individuals by 5%, which 
indicates the nature of transformation processes; state budget revenues from 
hotel operations amounted to UAH 1.303.623, which is almost twice as much 
as the amount paid to the budget by the hotel industry in 2022 and almost  
the same as the amount paid by hotels in 2021; tax revenues from tour operators 
in 2023 increased by almost a quarter compared to 2022 – UAH 205.828 against 
UAH 167.858 (SATD, 2023). We also see an upward trend in terms of tourist 
tax (Figure 3). 
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Figure 2. Dynamics of tax revenues from 

the tourism sector, thousand hryvnias 
Source: compiled by the authors based on 
data (SATD, 2023). 

Figure 3. Dynamics of tourist tax 
revenues, hryvnias 

Source: compiled by the authors based on 
Open budget data (2024). 

 
Analyzing the situation with tax revenues regionally, we see several 

groups of Ukrainian regions, divided according to how their tourism sector 
responded to the last crisis (Table 1). Firstly, these are the regions where tax 
revenues increased during the war years: Zakarpattia, Kyiv, Lviv, Khmel-
nytskyi, and Chernivtsi regions, which first became a center for refugees 
during the military aggression and later became the main tourist destinations 
in Ukraine. It should be noted that this list also conditionally includes Ivano-
Frankivsk region, the flow to which increased in 2022, and slightly decreased 
in 2023. Secondly, these are Vinnytsia, Volyn, Zhytomyr, Poltava, Rivne, 
and Ternopil regions, whose tourism business entities initially worsened the 
indicators of tax revenues, but in 2023 improved them even compared to 
2021. Thirdly, these are city of Kyiv, Dnipropetrovsk, Mykolaiv, Odesa, 
Sumy, Kharkiv, and Cherkasy regions, which, despite some growth in 2023, 
were not able to reach the volume of the pre-war 2021. And finally, the fourth 
group includes Donetsk, Zaporizhzhia, Luhansk, Kherson, and Chernihiv 
regions, whose tax revenues from business entities continue to fall due to the 
destruction caused by the war. 

Figure 3 shows the dynamics of the volume of tourist tax in Ukraine 
for 2018-2023 (before 2018, the rules and amounts of this local tax were 
different, so they cannot be compared). It can be seen from Figure 3 that 
although the tourist tax rate is set by the decision of each specific local self-
government authority for each day of short-stay accommodation in places of 
residence (overnight) and varies depending on the community from 0.5% of 
the minimum wage – for domestic tourism and up to 5% of the minimum 
wage – for inbound tourism, as provided for in subclause 268.5.1 of clause 
268.5 of Article 268 of the Tax Code of Ukraine (Tax Code of Ukraine, 
2018), the general trend is obvious – we see "failed" touristic 2020, and a 
25% drop in the military 2022, followed by a 24% increase in 2023, which 
clearly indicates a certain recovery in the hotel sector. 
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Table 1 
Dynamics of changes (growth rates) in the volume of tax revenues  

from the tourism sector in Ukrainian regions in 2021-2023 

Region 
Volume of tax revenues from the 
tourism sector, million hryvnias Growth rates, % 

2021 2022 2023 2021/2022 2022/2023 2021/2023 
City of Kyiv 777.9 415.2 449.3 –46.6 8.2 –42.2 
Vinnytsia 27.4 23.9 29.9 –12.8 25.1 9.1 
Volyn 13.3 11.8 15.9 –11.3 34.7 19.5 
Dnipropetrovsk 98.4 69.5 98.1 –29.4 41.2 –0.3 
Donetsk 59.6 18.8 8.8 –68.5 –53.2 –85.2 
Zhytomyr 14.1 9 14.5 –36.2 61.1 2.8 
Zakarpattia 59.5 72.4 94.2 21.7 30.1 58.3 
Zaporizhzhia 98.6 26.2 12.2 –73.4 –53.4 –87.6 
Ivano-Frankivsk 132 159.7 138.8 21.0 –13.1 5.2 
Kyiv 125.4 163.9 239 30.7 45.8 90.6 
Kirovohrad 15.2 10.9 15.8 –28.3 45.0 3.9 
Lviv 215.4 273.8 345.5 27.1 26.2 60.4 
Luhansk 9.2 1.9 0.5 –79.3 –73.7 –94.6 
Mykolaiv 45.9 14.3 21.7 –68.8 51.7 –52.7 
Odesa 210.8 87.6 98.8 –58.4 12.8 –53.1 
Poltava 43.5 34.6 45.4 –20.5 31.2 4.4 
Rivne 16.2 14.1 20.1 –13.0 42.6 24.1 
Sumy 11.4 7.3 9.8 –36.0 34.2 –14.0 
Ternopil 17.3 15.1 19.6 –12.7 29.8 13.3 
Kharkiv 104.8 38.9 49.6 –62.9 27.5 –52.7 
Kherson 58.7 10.4 1.7 –82.3 –83.7 –97.1 
Khmelnytskyi 21.4 22.6 31.2 5.6 38.1 45.8 
Cherkasy 23 17.4 20.7 –24.3 19.0 –10.0 
Chernivtsi 18.2 20.7 28.8 13.7 39.1 58.2 
Chernihiv 18.6 11.3 10.8 –39.2 –4.4 –41.9 

Source: calculated by the authors based on data (SATD, 2023). 
 
If we analyze the regional differences in the volumes of tourist tax 

collected (SATD, 2024), we again see that the volume of tourist tax revenues 
in the regions that were partially occupied, as expected, sharply decreased, 
while the same indicator in Lviv, Ivano-Frankivsk, Zakarpattia, Chernivtsi, 
Kirovohrad, and Ternopil regions more than doubled. This creates a certain 
dilemma, as it is obvious that the growth was also due to the influx of 
refugees from other regions of the country, but formally, until they were 
registered as internally displaced people, they continued to pay tourist tax 
while staying in accommodation facilities. 
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4.4. Number of business entities and employment 
 
The economic shock experienced by tourism business entities during 

the crisis is naturally reflected in the dynamics of the number of business 
entities and the number of employees (Figure 4, 5). 

 
 

Figure 4. Dynamics of the number 
of tourism business entities, pcs  

Figure 5. Dynamics of  
employment in the tourism sector 

by type of economic activity, 
persons 

Source: created by the authors based on the data of the State Statistics Service of Ukraine 
(State Statistics Service, 2024).  

 
Figure 4, 5 shows that the nature of the dynamics for each indicator in 

both studied branches of the tourism sector – hospitality and tour operators – is 
approximately the same, with response to crisis phenomena, but tour 
operators recovered from the crisis faster, reaching the pre-crisis values. 

In order to analyze the dynamics of the tourism sector, it is worth 
considering this indicator by the types of economic activity that are related 
to tourism. We selected seven such types of activities according to KVED-
2010 (NACE): hotels and similar accommodation, holiday and other short-
stay accommodation, camping grounds, recreational vehicle parks and trailer 
parks, other accommodation, tour operators, travel agencies, other booking 
services and related activities (Table 2). 

The analysis of the growth rates of the number of business entities 
shows that the tour operator market fully restored their pre-crisis values  
a year after the crisis began, while the hospitality market needed more time. 

In terms of the number of employees, both sectors needed even more 
time – about 3–4 years – to restore their pre-crisis values. We can also see 
that during the crisis the rate of reduction in the number of employees in these 
markets is higher than the rate of reduction in the number of business entities. 
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Table 2 
Dynamics of changes (growth rates) in the number of business entities  

in the tourism sector by type of economic activity, % 

Comparis
on period 

Short-stay accommodation Tour operators, travel agencies, 
other booking services 
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2010/2011 –4.4 –3.4 –5.7 –3.7 –2.2 –18.4 –23.7 47.9 –28.2 

2011/2012 –30.3 –26.0 –33.8 –16.5 –33.1 –3.9 –4.0 –4.1 –3.0 

2012/2013 25.7 25.8 24.8 30.3 30.0 19.5 19.5 20.7 17.8 

2013/2014 –4.2 7.7 –13.7 –16.3 –15.0 4.5 10.8 –11.8 –16.3 

2014/2015 –0.6 –1.1 2.1 2.8 –13.7 –8.5 –10.0 –0.4 –7.0 

2015/2016 –6.6 1.7 –20.0 –13.5 19.7 5.8 –2.1 –15.4 108.6 

2016/2017 1.4 8.0 –4.6 –7.8 –15.1 1.6 6.6 1.2 –18.8 

2017/2018 7.5 12.5 2.4 –6.8 –7.2 4.2 7.3 9.9 –17.0 

2018/2019 7.7 9.3 5.9 1.8 1.7 10.0 10.4 3.5 14.4 

2019/2020 –4.7 –6.0 –0.5 –8.9 –15.9 –4.0 –2.8 –5.0 –11.1 

2020/2021 –3.5 –4.3 –1.4 –5.9 –6.8 –1.0 0.1 –4.8 –5.6 

2021/2022 –22.8 –16.7 –32.1 –37.5 –30.5 –23.4 –22.7 –37.2 –14.4 

Source: calculated by the authors based on data (State Statistics Service, 2024). 
 
4.4 Sales volume, profitability, and efficiency 
 
Another important indicator of the crisis is the volume of sales of 

goods (services), data on which are collected as part of the state statistical 
survey "Structural Changes in the Economy of the Country and its Regions" 
(Figure 6). 

And again we see the steady growth of these branches of tourism 
sector in 2012–2013, a decline in 2014 by 30–50% depending on the type of 
activity, followed by a slow, even recovery of the sector until 2019, another 
crisis in 2020 with a drop in sales by 10-30% and a very rapid recovery in 
2021 – from 60 to 90% in one year, exceeding the value of the pre-crisis 
2019, which obviously indicates the adaptability of the system, and a new 
decline of 50% in 2022. In Figure 7, which shows the dynamics of net profit 
(loss) of tourism business entities, there are significant differences in the 
tourism sectors. We can see that after 2014 crisis, both the tour operators and 
the hospitality sector made a profit only in 2017, after 2020 crisis – in 2021, 
but the long military crisis of 2023 had a more negative impact on the 
hospitality sector. 
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Figure 6. Dynamics of volumes of products sold by tourism business entities, 
million hryvnias 

Source: created by the authors based on data (State Statistics Service, 2024). 

 
 

 
Figure 7. Dynamics of net profit (loss) of business entities in the tourism sector, 

million hryvnias 
Source: created by the authors based on data (State Statistics Service, 2024). 

Similar phenomena can be observed in another tourist sector – tour 
operation, where in 2014 the sales fell by 30% for all types of activities, and 
since 2015 the system began to recover at a rate of 20, 30, and in some 
activities 50% annually until the coronavirus crisis, when the sector 
"dropped" by 30–50%. However, the recovery came quite quickly, already in 
2021, when the sales of tour operators increased by 140% at once, and sales 
of travel agents by 90% (Table 3). Obviously, a similar situation occurred in 
2023, after a catastrophic decline due to the outbreak of war, but statistical 
data have not yet been published. Thus, we can say that the adaptability of 
the tour operation sector was even higher than in the hospitality sector. 
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Table 3 
Dynamics (growth rates) of volumes of products (goods, services)  

sold by tourism business entities in 2010–2022, % 

Comparis
on period 

Short-stay accommodation 
Tour operators, travel agencies, 

other booking services 
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2010/2011 16.8 22.4 5.3 25.9 0.0 3.9 4.8 21.8 –44.9 

2011/2012 0.2 5.2 –7.6 –5.7 –32.1 24.4 –34.7 122.7 –20.2 

2012/2013 8.1 9.1 1.7 301.6 9.4 3.1 8.8 –1.7 38.3 

2013/2014 –32.3 –30.4 –35.7 –13.6 –53.5 –28.1 –25.1 –31.8 –3.9 

2014/2015 38.4 45.9 11.0 –83.8 25.1 22.4 29.9 15.1 47.3 

2015/2016 40.4 43.6 25.6 46.5 17.4 26.9 28.7 24.6 34.5 

2016/2017 26.6 26.2 28.2 48.3 32.6 20.4 18.3 23.5 10.0 

2017/2018 24.9 24.4 31.0 8.8 8.6 40.8 28.0 47.9 45.3 

2018/2019 11.8 8.4 32.8 17.3 19.0 34.1 21.7 38.5 48.1 

2019/2020 –36.0 –40.6 –13.9 –9.0 –24.3 –47.8 –43.4 –52.2 –33.2 

2020/2021 79.9 77.2 93.2 6.8 55.0 114.1 93.1 135.5 72.1 

2021/2022 –61.1 –51.2 –91.6 –51.5 –86.4 –80.3 –79.5 –84.3 –58.6 

Source: calculated by the authors based on data (State Statistics Service, 2024) 

However, if we consider the dynamics of profits (losses)1 of tourism 
enterprises, grouping the above types of economic activity into two groups – 
hospitality or short-stay accommodation, which includes 4 KVED, and tour 
operators, travel agencies, other booking services and related activities, 
which includes 3 KVED, it becomes clear that enterprises of the first group 
with activity 55.10 Hotels and similar accommodation faster adapted  
to crises – and by 2014 they were chronically in losses, and this situation 
significantly worsened in 2014–2016, when their profitability ranged from  
-37 to -59%. In 2017–2019, the situation improved significantly, with hotels 
making a profit. However, COVID-19 crisis in Ukraine has once again 
worsened the situation in the hotel business, which was the most affected by 
the pandemic among all types of economic activity. The dynamics of profits 
(losses) of tour operators were almost similar to the hotel sector – they also 
suffered large losses in 2014–2016 and recovered in 2017–2019, experienced 
a deep drop in the coronavirus crisis and a subsequent encouraging rise in 

                                                           
1 Net profit/net loss by type of economic activity is calculated as the algebraic sum of profit (loss) before taxes, 
income tax, and profit (loss) from discontinued operations after taxes in the reporting period (State Statistics 
Service, 2021) 



MARKETING AND MANAGEMENT 

 

134 ISSN 2786-7978; eISSN 2786-7986. SCIENTIA FRUCTUOSA. 2024. № 4

 

profits, a new drop in 2022, and the beginning of recovery in 2023. As for 
the second group, travel agencies adapted best to the crisis, as they began to 
make a profit the following year after the drop (Table 4). 

 
Table 4 

Net profit (loss) of tourism enterprises by type of economic activity  
in 2010–2023, million hryvnias 

Year 

Short-stay accommodation Tour operators, travel agencies, 
other booking services 
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2010 –309,5 –186,9 –97,0 –0,5 –24,9 –178,2 –128,5 –28,7 –20,9 

2011 –357,9 –218,8 –138,6 –2,9 2,3 –172,7 –135,3 8,7 –46,1 

2012 –700,6 –594,5 –105,3 –2,3 1,6 –134,3 –5,6 –125,5 –3,1 

2013 –898,3 –762,6 –117,8 –1,4 –16,4 –480,6 –380,0 –51,9 –48,6 

2014 –5361,3 –5142,9 –176,2 –13,1 –29,2 –297,0 –35,9 –212,3 –48,7 

2015 –5072,1 –4959,1 –90,8 –20,9 –1,3 –242,5 –1,5 –216,5 –24,3 

2016 –2060,9 –2028,6 –29,5 1,4 –4,2 –281,7 46,2 –365,3 37,4 

2017 1323,0 1470,2 –132,2 –6,8 –8,2 0,8 22,8 –2,9 –19,0 

2018 1825,2 1846,7 –11,9 –0,9 –8,6 11,0 57,9 –59,9 12,9 

2019 3194,7 3192,9 11,1 –0,9 –8,3 126,2 121,4 –29,3 34,0 

2020 –3947,3 –3858,6 –82,1 0,5 –7,1 –1126,4 –58,1 –1017,5 –50,7 

2021 4107,1 2760,3 1344,4 0,7 1,6 589,4 161,7 458,1 –30,3 

2022 –6526,7 –6464,0 –66,4 –0,4 4,1 –463,9 –72,8 –270,1 –121,0 

2023 –664,1 –624,7 –42,4 0,1 2,9 2318,3 64,4 2115,0 138,8 

Source: calculated by the authors based on data (State Statistics Service, 2024). 
 
If we analyze the profitability of operating activities by tourism 

sectors (types of economic activity), based on the position that the 
profitability of all activities is calculated as the result of ratio of net profit 
(loss) to all expenses of enterprises, and the profitability of operating 
activities is calculated as the result of ratio of the financial result from 
operating activities (profit, loss) to the expenses of operating activities of 
enterprises (State Statistics Service, 2021), we see evidence that the tour 
operation sector is emerging from the crisis faster than the hospitality sector 
(Table 5, Figure 8). 

Thus, looking at each post-crisis period, we see a time lag of one year 
for profitability growth for travel agents (mainly small and micro businesses) 
and tour operators, while hotels need more time to improve their efficiency. 
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Table 5 

Profitability of enterprises by types of economic activity for 2010–2023, % 
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2010 1.6 –2.7 –7.1 –7.6 –20.3 –20.6 –5.6 –6.7 –2.4 –4.1 11.5 –2.1 –5.5 –6.6 
2011 1.5 –3.2 –5.7 –10.2 –39.4 –53.2 0.0 0.4 –2.3 –4.0 1.8 0.3 –5.9 –9.4 
2012 –4.9 –8.5 –4.0 –7.3 –24.8 –32.1 2.9 1.0 1.5 –0.4 –0.7 –2.9 –0.3 –1.6 
2013 –5.3 –10.6 –5.3 –8.6 –2.9 –4.0 –6.5 –7.6 –20.8 –20.5 0.5 –1.2 –6.2 –13.1 
2014 –54.4 –54.7 –17.1 –21.4 –29.1 –29.1 –17.0 –34.3 –3.9 –3.3 –4.2 –6.7 –11.1 –15.3 
2015 –35.3 –37.2 –9.2 –11.3 –74.0 –80.6 –2.7 –2.2 –0.8 –0.1 –4.0 –5.7 2.2 –5.9 
2016 –5.9 –16.1 –1.7 –3.5 28.3 9.1 –2.6 –6.3 1.8 3.0 –8.2 –7.4 3.1 8.0 
2017 18.7 11.6 –4.2 –12.0 –54.2 –47.7 –5.3 –8.2 1.8 1.3 0.0 –0.1 –10.4 –3.9 
2018 22.3 14.6 –0.1 –0.9 –8.6 –8.8 –11.5 –9.6 4.4 2.8 –0.2 –0.8 3.4 1.9 
2019 25.5 23.6 0.9 0.7 –8.3 –10.6 –8.9 –7.3 7.9 5.3 –0.9 –0.3 5.8 3.4 
2020 –28.5 –30.6 –6.7 –5.1 –0.6 6.3 –10.1 –1.1 –5.0 –5.1 –11.0 –15.4 –8.2 –7.6 
2021 16.6 22.5 97.7 80.7 20.8 9.3 –10.3 0.2 4.9 5.9 5.3 4.9 –2.4 –2.5 
2022 –22.4 –44.3 –22.4 –9.6 32.7 –4.4 –4.2 6.9 –5.6 –7.0 –8.9 –11.9 –31.8 –9.8 
2023 4.8 –5.3 –14.4 –8.1 5.2 1.3 –7.8 4.3 4.2 4.3 79.9 62.8 16.2 10.3 

Source: compiled by the authors based on data (State Statistics Service, 2024). 

Figure 8. Dynamics of operating profitability of tourism enterprises, % 

Source: created by the authors based on data (State Statistics Service, 2024). 
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For example, all tour operation sector, including tour operators, travel 
agents, and booking companies, had negative operating and total profitability 
in 2022, and in 2023 this level rose to the industry average of 4.2% and 4.3% 
for agents and 79% and 62% for tour operators.  

At the same time, the hotel sector shows deeper declines (see Figure 8) 
and slower adaptation to the crisis that lasts longer than a year. 

 
5. Crisis recovery 
 
The duration of any particular crisis and the associated recovery 

period can vary significantly. The impact of the crisis is multidimensional 
and, in addition to economic and social losses, it affects a number of other 
aspects – physical destruction, environmental losses, medical and emotional 
states of people.  

Effective recovery of the tourism sector at micro, meso, and macro 
levels requires a large-scale restructuring of business processes and strong 
marketing. 

Meso and macro levels include improving operational practices and 
systems, law enforcement and preventive measures, strong public relations, 
creating positive images and impressions, celebrity visits, meeting 
journalists, holding international events, that is, everything that can affect the 
subjective opinions and attitudes of potential consumers. At micro level, the 
anti-crisis strategies include diversifying the product base, targeting new 
market segments, and improving quality and competitiveness. 

Summarizing the approaches of Ukrainian scientists, we can 
distinguish the following groups of strategic and tactical measures: 

diversification, that is, expanding the field of activity of a business entity 
in any direction, so as not to be dependent on one market, is used at the beginning 
of the enterprise establishment, and at the first signs of a crisis. The purpose of 
diversification is to combine different stages of production and distribution, and 
different types of activities within one organization to significantly save costs. In 
the tourism sector of Ukraine, we see such examples of diversification as the 
introduction of transportation services by a tour operator; entry of foreign tour 
operators into the domestic tourism market, etc; 

reengineering – redesigning the enterpriseʼs business processes by 
reducing unnecessary links and operations in business processes, 
unnecessary time and other resources in order to improve performance 
indicators, such as labor productivity, service time, cost price, etc; 

regularization – formation of a system of strategic planning and 
management accounting, creation of a comprehensive system of financial 
control and planning, automated accounting system, full-fledged marketing 
services, etc. Using this method the enterprises create management systems 
that are able to solve a large volume of complex tasks related to work 
(Nizalov, 2000); 
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restructuring – implementation of organizational, economic, legal, 
production and technical measures aimed at changing the enterpriseʼs struc-
ture, its management, and forms of management that can ensure the enter-
priseʼs financial recovery, increase in the volume of competitive products, 
and increase in production efficiency; 

merger – amalgamation of enterprises (by creating a new legal entity 
or connecting enterprises to parent enterprise), as a result of which the owners 
(shareholders) of the merged enterprises will exercise control over all the net 
assets of the merged enterprises; 

liquidation – termination of the enterpriseʼs activities in order to satis-
fy creditorsʼ claims; 

downsizing – reduction of production capacities and the number of 
employees of the enterprise according to real demand and market oppor-
tunities in order to reduce fixed costs and production costs; 

rehabilitation – combines a set of financial, economic, production, 
technical, organizational and social measures aimed at rapid improvement of 
the enterpriseʼs financial performance by changing the structure of the enter-
priseʼs assets and liabilities. The rehabilitation measures include presser-
vation, lease and sale of fixed assets not used by the enterprise, replacement 
of short-term debt obligations with long-term ones, transfer of social facilities 
to municipal ownership, etc. (Zakharchenko, 2014); 

monitoring – research, assessment and forecasting the state of the 
environment in connection with economic activity of the enterprise to detect 
an impending crisis and its "weak signals" (Zakharchenko, 2014); 

controlling – function in the enterprise management system that 
analyzes and coordinates the system of implementation of production 
programs in comparison with the planned indicators (Ruban, 2015); 

benchmarking – continuous systematic search for and implementation 
of best practices that will lead the organization to a more perfect form. It is 
an effective tool for determining the companyʼs position in comparison with 
other organizations of similar size and/or field of activity (Ruban, 2015). 

From the perspective of holistic crisis management, the recovery 
process can also provide some experience, and the lessons learned should be 
evaluated and used to develop improved strategies to mitigate future crises. 
For destinations that are heavily dependent on tourism, such reforms imply 
significant economic, social and structural investments. 

 
Conclusions 
Thus, this article systematically sorts out statistical indicators that 

clearly demonstrate the impact of crisis phenomena on the development of 
domestic tourism sector, clarifies the research context and framework for 
crisis management in tourism in order to ultimately help the tourism industry 
to improve the level of anti-crisis management and provide a theoretical basis 
for anti-crisis management in tourism. The article provides an overview of 
the most significant destructive events for Ukrainian tourism over the past 
decade. 
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The statistical assessment proves the existence of a certain scenario of 
events in the tourism market, which includes the following stages: 

at the first stage, there is a crisis trigger or a certain internal or external 
event that triggers crisis phenomena of various types, causes a sharp decline 
in demand in all market sectors, and therefore, an economic shock in the 
tourism sector, especially noticeable due to the drop in the values of all 
indicators of economic activity; 

at the second stage, there are rapid changes in the demographic, 
behavioral, and motivational structure of demand; 

at the third stage, tourism enterprises and destinations, trying to 
survive, adapt business processes to new conditions, initiate the launch of 
products and services that are best suited to changes in demand, differentiate 
their activities, and then, after recovering from the shock, begin to actively 
influence the demand in new conditions; 

at the fourth stage, depending on the duration of crisis, demand and 
key economic indicators of the industryʼs performance recover. 

The analysis of statistics on the activities of domestic business entities 
proves that, due to its structure and specific features of business processes, 
the tour operator market adapts to crisis phenomena faster than the hospitality 
market, which confirms the suggested hypothesis. In addition, tourism 
enterprises of traditionally tourist regions, in terms of both demand (large 
places with a concentration of consumers) and supply (Ivano-Frankivsk, 
Lviv, Zakarpattia regions), endure crises more easily. 

It is the regional aspect of research on crisis phenomena that can be 
the basis of our further research. 
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RISKS AND PROFITABILITY 
OF BUSINESS MODELS   
OF INSURANCE COMPANIES 

 
Ukrainian insurance companies are steadily 

moving towards the European development 
framework, facilitated by the adoption of a series 
of radical regulatory documents by the National 
Bank of Ukraine (NBU) concerning the super-
vision of their activities based on a risk-oriented 
approach. This, in turn, requires insurance 
companies to make fundamental changes to their 
risk management processes and substantiate 
their choice of a viable business model capable 
of ensuring their long-term. The aim of the 
article is to determine the level of risks and the 
related profitability of business models of 
insurance companies of Ukraine, as well as to 
develop recommendations for their transfor-
mation based on proactive risk management. 
The research is based on the use of a set of such 
methods as analysis, comparison, grouping, 
correlation. Various methodical approaches to 
distinguishing the business models of insurers 
are revealed and their brief description is given. 
An analysis of risks for business models of life 
and non-life insurance was carried out based on 
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РИЗИКИ ТА ПРИБУТКОВІСТЬ 
БІЗНЕС-МОДЕЛЕЙ СТРАХОВИХ 

КОМПАНІЙ 
  

Страхові компанії України невпинно 
рухаються в напрямі європейського контуру 
розвитку, чому сприяє прийняття НБУ низки 
радикальних нормативних документів щодо 
регулювання та нагляду за їх діяльністю на 
основі ризик-орієнтованого підходу. Своєю 
чергою, це потребує від страхових компаній 
внесення принципових змін у процес ризик-
менеджменту й обґрунтування вибору ними 
бізнес-моделі, здатної забезпечити довго-
тривале та стабільне їх функціонування на 
ринку. Метою статті є визначення рівня 
ризиків і повʼязаної з ними прибутковості 
бізнес-моделей страхових компаній України, а 
також розробка рекомендацій щодо їх транс-
формації на основі проактивного ризик-
менеджменту. Дослідження ґрунтується  
на використанні сукупності таких методів,  
як аналіз, порівняння, групування, кореляції. 
Розкрито різні методичні підходи до виокрем-
лення бізнес-моделей страховиків та надано їх 
коротку характеристику. Проведено аналіз 
ризиків за бізнес-моделями страхування life та 
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the system of selected indicators. An analysis of 
the correlation relationship between the ratio of 
insurance payments to insurance premiums 
(dependent variable) and independent variables 
was carried out. Proposals aimed at imple-
menting innovative business models based on 
proactive risk management have been deve-
loped. Formulated and empirically tested hypo-
theses regarding the reduction of the scale of the 
insurance business under the influence of the 
unfavorable economic situation, the war in 
Ukraine and the strengthening of regulatory 
requirements for insurers; different levels of 
risks are inherent in the business models of non-
life and life insurers; the introduction of innova-
tive business models for insurers should be 
based on the conceptual principles of proactive 
risk management. 

 
Keywords:  insurance companies, risk mana-

gement, business model, European course. 

non-life на основі системи обраних показників. 
Здійснено аналіз кореляційного взаємозвʼязку 
між коефіцієнтом співвідношення страхо-
вих виплат до страхових премій (залежною 
змінною) та незалежними змінними. Розро-
блено пропозиції щодо впровадження інно-
ваційних бізнес-моделей на основі проактив-
ного ризик-менеджменту. Сформульовано й 
емпірично перевірено гіпотези щодо скоро-
чення масштабів страхового бізнесу під 
впливом несприятливої економічної ситуації, 
війни в Україні та посилення регуляторних 
вимог до страховиків; для бізнес-моделей 
страховиків non-life та life притаманним є 
різний рівень ризиків; впровадження інно-
ваційних бізнес-моделей для них має відбуватися 
на концептуальних засадах проактивного 
ризик-менеджменту.  

 
Ключові  слова:  страхові компанії, ризик-

менеджмент, бізнес-модель, європейський 
курс.
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Introduction 
The transition of Ukrainian insurance companies  under the regulatory 

jurisdiction of the National Bank of Ukraine became a powerful impetus for 
the adoption of a number of important regulatory documents related to the 
identification of systemically important insurers, the formation of reserves, 
the regulation of capital adequacy to cover losses due to the occurrence of 
risks, the definition of business models, the creation of a risk management 
system on European regulatory principles based on the principles of the 
Solvency Directive II. 

Recently, there has been a decrease in the number of insurers in 
Ukraine. In our opinion, the introduction of new, stricter regulatory norms by 
the NBU, in particular the establishment of requirements for solvency, 
liquidity, formation of capital and technical reserves of insurers, construction 
of a risk management system, compliance and internal audit in accordance 
with the three lines of protection, may become the reason for the preservation 
of the above-mentioned trend. This situation is explained by the desire of the 
NBU to introduce a regulatory toolkit, using which insurance companies of 
Ukraine would be able to form a viable business model and gradually 
integrate into the European insurance market, which will open up new 
horizons for business development for them and contribute to ensuring their 
long-term and stable functioning on the market. In the context of the above, 
the question of what risks each business model generates for the insurer and 
under what conditions it can remain viable is considered important. 

The issue of business models of insurance companies became the 
subject of a scientific discussion by foreign scientists, which adopted the 
format of multi-vector consideration. Instead, the business model of insurers, 
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which is based on modern financial technologies, is considered most often in 
the scientific publications of foreign researchers. A clear example is the 
article by VanderLinden (2024, April, 6), which argues that current insurance 
business models are not suitable for managing the risks of innovation 
support, operational risk and the risk of the transition to green energy. In the 
authorʼs view, the insurance industry needs to transform, and insurers need 
to implement successful digital business models based on the size and niche 
of insurance companies, focus on direct customer relationships and 
interactions, and integration with technology innovators. 

In the context of the digitalization of the insurance industry, Oletskyi 
(2024) analyzes the factors that influence the choice of an InsurTech business 
model when making a decision, which include: local market conditions and 
regulation of insurersʼ activities, as well as the possibility of their access to 
venture capital. The scientist notes that the most important factors affecting 
the choice of the InsurTech business model are: access to capital and its cost; 
regulatory mechanism and measures implemented by the regulator of the 
respective country; insurer startup speed and startup ecosystem. 

More extensive research on key business models in the InsurTech 
industry; the advantages and new opportunities that this technology opens up for 
insurance companies through the introduction of a digital business model can also 
be found in the publications of Colmant (2023, July 18); Zinchenko (n. d.) etc. 

The scientific publication Thomas (2024) is devoted to the study of 
the dynamic nature of the insurance sector, macroeconomic factors influ-
encing business practices, new business models with an emphasis on the key 
proactive role of risk management and the use of the ERM tool to support the 
insurance industry. The author believes that insurers have several reasons to 
develop new business models, products and practices: analytics of large 
databases, new partnerships with InsurTech companies. 

Separate scientific works are devoted to the study of the relationship 
between the business model of an insurance company and its financial 
efficiency. In particular, Lament & Bukowski (2021) identified the impact of 
the business model on the financial performance of insurance companies, 
based on the return on equity as a dependent variable, and concluded that the 
variability of ROE depends on the insurerʼs business model when dividing 
life and non-life insurance companies -life. 

It seems important to conclude that the risk of investing in new business 
models, new products and their new sales channels can, at least, make it possible 
to maintain the competitiveness of insurers (Gart, 2018, January 18). 

The above provides a basis for the statement that the main attention in 
foreign literature is focused on the need, advantages, opportunities, types and 
procedures of implementing new technological business models in insurance 
companies, as well as identifying the dependence between the business 
model and its financial efficiency. 

In the domestic scientific field, the issues of formation, content, 
effectiveness and maturity of insurersʼ business models are considered only 
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in individual publications. In particular, the question of the maturity of 
analytical business models in insurance became the subject of scientific 
research by Paruschke (2023, 27 February). According to the author, predict-
tive analytics is driving the insurance industry, as tools for analyzing large 
volumes of data to transform them into business analytics help make more 
accurate risk calculations and increase insurersʼ profitability; it also high-
lights that the maturity of analytical business models in the insurance industry 
varies across regions and companies. The publication notes the factors 
influencing the maturity of analytical business models in the insurance 
industry, to which the researcher includes: investment in analytics, avai-
lability and quality of data, regulatory environment, business culture and 
leadership. 

Among the scientific works on the business models of insurers, the 
most thorough is the article by Tarnavskyi & Kolomiits (2021), which 
examines the activities of insurance companies other than life insurance. To 
characterize the retail, corporate, universal (represented by two clusters) and 
reinsurance business models, a set of clustering methods was used – the 
classic k-means algorithm and Kohonenʼs self-organizing maps. The 
clustering results were validated using classical indicators and the migration 
indicator, which ensures the stability of clusters over time. The migration of 
companies between the selected clusters (change of the business model) 
during the studied period was analyzed and a significant migration within the 
universal model and between the reinsurance and corporate models was 
revealed. The authors concluded that companies that adhere to a universal 
business model are the most financially stable compared to their counterparts 
united in the reinsurance cluster. 

On the other hand, we are not aware of scientific developments of 
domestic scientists that would touch on this problem, which caused the need 
for this study and established its purpose. 

The aim of the research is to determine the level of risks and the related 
profitability of business models of insurance companies of Ukraine, as well 
as to develop recommendations for their transformation based on proactive 
risk management. 

Several hypotheses were put forward in the research process: 
the first is the dynamics of changes in the number of insurers in Ukraine 

are affected by numerous risk factors, among which the most significant are the 
deterioration of the macroeconomic conditions of their operation and the 
increase in regulatory risk. Under the influence of the unfavorable macro-
economic situation, the scale of the insurance business in the country, especially 
its individual types, is narrowing, and the level of risks is increasing. Destructive 
economic phenomena caused by COVID-19 and martial law, as well as the 
establishment of stricter requirements for regulating the activities of insurance 
companies in general and the risk management system in particular, led to a 
reduction in their number in Ukraine; 
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the second is a certain level of risks is inherent in each business model; 
and their choice will depend on the degree of development of the insurance 
market in the country, the strategy of the insurance company, the level of its 
risk appetite and other factors; 

the third is the formation of the business model of insurers should be 
based on a proactive approach to risk management, which involves taking 
into account not only the current level of risks and profitability, but also the 
emergence of new risk factors and the development of hypothetically 
possible scenarios for their response in the long term. 

When writing the article, the authors participated in the use of the 
following research methods: analysis as the characterization of changes in 
the number and scope of insurersʼ activities; comparison, when studying the 
level of risks of different models of insurers; grouping, when analyzing 
insurersʼ risks by type (life and non-life insurance); correlations, when 
identifying the relationship between the selected risk indicator and 
independent variables. 

The main part of the article consists of three sections that are logically 
interconnected. The first describes the impact of macroeconomic and 
regulatory changes on the activities of insurance companies in Ukraine, 
which led to a significant reduction in the number, balance currency and 
gross income of insurers, as well as an increase in the amount of insurance 
indemnities; in the second, the risks of insurersʼ business models are 
analyzed, in the third, the key provisions of proactive risk management of 
insurers are formulated, in view of which they should choose a business 
model. 

 
1. Macroeconomic conditions of insurersʼ functioning and 

increase in regulatory requirements for them 
 
Adoption of the new version of the Law of Ukraine "On Insurance" 

(2021) and its expanded interpretation in NBU documents regarding various 
aspects of insurersʼ activities, as well as the unfavorable economic situation 
in the country, caused a slowdown in the pace of development of the 
insurance business, which was manifested in a decrease in the growth rate 
of gross insurance premiums on 14.7% in 2020, 20.3% in 2022 compared 
to the previous year. Insurance reimbursements increased, because the level 
of net insurance payments for 2023 was 36.4%, while for 2022 it was 
33.2%, respectively. In addition, insurers began to accumulate insurance 
reserves, which increased 1.6 times over the past 4 years, from  
UAH 29.558.8 million at the end of 2019 to UAH 46.781.2 million in 2023 
(NBU, 2024). 

Under the influence of negative economic and geopolitical factors, the 
level of risks of insurers in Ukraine increased, which made it necessary for 
the NBU to adopt stricter requirements for the regulation of their activities. 
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In particular, regulatory documents were put into effect that establish clear 
requirements for: identification and functioning of systemically important 
insurers, new requirements for the formation of capital adequacy, the 
insurerʼs risk management system, which is based on a risk-oriented 
approach; transition of insurance companies to the new financial reporting 
standard IFRS 17 "Insurance Contracts". 

The unfavorable economic environment due to the pandemic and 
martial law in Ukraine, as well as new regulatory innovations, became the 
reasons for the decrease in the number of insurance companies (Figure 1). 

Figure 1. Dynamics of the number of insurance companies  
in Ukraine in 2018–2023 

Source: compiled by the authors based on the NBU Supervisory Statistics (2024). 

The data of Figure 1 illustrate a clear trend towards a decrease in the 
number of insurers in Ukraine, especially in recent years. The largest 
quantitative changes occurred in 2019, 2021 and 2023, when the rate of 
decline in the number was 17%, 26.2% and 21%, respectively, which is 
connected, firstly, with different phases of development of the insurance 
market of Ukraine, taking into account the course towards European 
integration, secondly, with the increased impact of risks on the activities of 
insurance companies: in 2019–2021, the COVID-19 pandemic and military 
risks in 2022–2023. 

According to the NBU, the main reasons for the exit of insurance 
companies from the domestic insurance market were failure to submit 
reports, failure to meet solvency requirements and individual insurersʼ own 
initiative due to the impossibility of functioning in the new regulatory field. 
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2. Research of business model risks of insurance companies  
in Ukraine 

 
Methodical approaches to the definition of business models in the field 

of insurance are focused on the business processes of companies or are 
focused on the client. Models focused on the internal processes of the 
functioning of insurance companies ensure high efficiency, cost reduction 
and risk management, in turn, focused on customers, contribute to the growth 
of insurersʼ income due to repeated sales of insurance poles and recom-
mendations of satisfied customers. When determining the business models of 
insurers in Ukraine, scientists Tarnavskyi & Kolomiits (2021) took into 
account indicators characterizing types of customers, types of insurance and 
sales channels. The business models identified by them on the basis of key 
quantitative indicators have the following characteristics: the "retail" 
company insures individuals, concentrating on a certain group of insurance; 
"corporate" focused on legal entities, insurance of expensive risks; 
"universal" large insurers focus on selling a significant number of cheap 
poles; small ones tend to insure mandatory species; "reinsurance" focuses 
mainly on voluntary types of insurance. 

In turn, foreign researchers Lament & Bukowski (2021), analyzing the 
impact of business models of insurance companies on their financial 
efficiency; prove that the main factor differentiating the business model of 
an insurance company is insurance activity and the object related to it 
insurance. It seems to us that both approaches are balanced. The difference 
between them is only in the degree of detail: according to the first approach, 
the authors distinguish business models within one type of insurance, and 
according to the second, business models are considered from the perspective 
of two types of insurance. 

The methodology of this research is based on the postulate of 
distinguishing two business models depending on the type of insurance: the 
first model – life insurers – life; the second – non-life insurers (other than life 
insurance). This approach seems more acceptable to us from the point of view 
of risk analysis and related indicators of the financial performance of 
insurers. 

The diagnosis of the selected business models was based on public 
information about the main indicators of insurersʼ activity, published on the 
NBU website. It should be noted that the only company in Ukraine (PJSC 
Export Credit Society) has a state form of ownership and a special status. In 
the specified reporting, the performance indicators of the insurer with a 
special status are not reflected. As of January 1, 2024, 97 insurers, including 
12 life insurers, provided insurance reporting (Table 1). 
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Table 1 
Distribution of Ukrainian insurance companies by business models of life and 

non-life insurance as of 01.01.2024 
 

Sample 
Insurance business model 

life non-life 
Amount 97 85 12 
Structure , % 100 87.6 12.4 

 
Source: compiled by the authors based on the NBU Supervisory Statistics (2024). 

 
The statistical basis for the study of the level of risks under the two 

business models was the data of a sample of selected indicators for the last  
4 years in a quarterly cut. The dependent variable reflecting the riskiness of 
insurersʼ operations is the ratio of insurance claims to insurance premiums 
(Loss Ratio), which allows to assess risks and is influenced by many 
independent variables. The choice of the latter is based on the following 
considerations: in the economic domestic and foreign literature, a number of 
indicators of insurersʼ performance are given, namely Solvency Ratio, 
Reinsurance Ratio, Reserves Ratio, Liquidity Ratio, Equity to Liability Ratio, 
Loss Ratio, Expense Ratio, Reserves Dynamics, etc. (Faster Capital, 2024). 
The study suggests that the risk indicators of insurance companies are closely 
related to the profitability of their activities, since the desire of companies to 
increase profits and achieve a higher level of return on capital leads to the 
acceptance of higher levels of risk. Based on the above, in the course of the 
study, the indicators of financial performance (profitability) of insurance 
companies were added to the risk indicators defined as independent variables. 
The algorithm for calculating the independent variables is shown in Table 2.  

Table 2 
Algorithm for calculating independent variables of insurers 

Variable Designation Method of variable calculation 

Net financial result  RN Gross financial result – Income tax 
Provisioning ratio  Rеserve Ratio 

(RеsR) 
Insurance reserves

݁ܿ݊ܽݎݑݏ݊ܫ ݏ݉ݑ݅݉݁ݎ
	 ∙ 100 

Reinsurance ratio  Reinsurance 
Ratio (RR)  

݀݁ݎݑݏܴ݊݅݁ ݏ݉ݑ݅݉݁ݎ
݈ܽݐܶ ݏ݉ݑ݅݉݁ݎ

	 ∙ 100 

Solvency ratio  SR ݕݐ݅ݑݍܧ
݈ܽݐܶ ݏݐ݁ݏݏܽ

∙ 100 

Dynamics of provisions  RD ௩௦௦ ௧ ௧ ௗ  ௧ ௗ ି ௩௦௦ ௧ ௧ 		௧	ௗ

௩௦௦ ௧ ௧   ௧ ௗ	
	 ∙ 100  

Return on assets  ROA ܰ݁ݐ ݁݉ܿ݊݅ ∙ 100
ݏݐ݁ݏݏܣ

 

Return on equity ROE 
ݐ݁ܰ ݐ݂݅ݎ ∙ 100

ʼݏݎ݈݄݁݀݁ݎ݄ܽܵ ݕݐ݅ݑݍ݁
 

Source: compiled by the authors based on data from (Faster Capital, 2024; Lament & 
Bukowski, 2021). 
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The results of the analysis of variable indicators by insurersʼ business 
models are shown in Table 3. 

Table 3 
Main statistical indicators of variable parameters  

by Ukrainian business models of insurers 

Variables Mean Median Minimum Maximum Variance Standard 
deviation 

Model 1: life insurers 

RN 395 887.6 338 186.3 77 270.0 845 697.3 49520303672 232426.6539 

ResR 106.5 94.3 93.8 170.9 755.1125086 28.70120381 

RR 7.7 3.0 2.5 23.0 53.03472222 7.606317151 

SR 13.0 12.9 11.7 14.5 0.594420979 0.805269675 

RD –0.1 3.7 –43.4 9.9 192.7596631 14.56144324 

ROA 1.9 1.9 0.5 3.5 0.800037637 0.934220708 

ROE 15.1 14.4 3.3 28.1 51.82407454 7.518999537 

Model 2: non-life insurers 

RN 1 405 422.1 1 227 427.9 261 056.5 2 717 495.1 5.96398E+11 806607.7028 

ResR 105.2 82.9 82.2 218.6 2503.121924 52.25589405 

RR 15.5 15.5 10.9 20.2 8.800763889 3.098521153 

SR 35.8 35.7 34.7 37.5 0.705954805 0.877571943 

RD –2.2 3.5 –60.9 10.5 356.7091345 19.80858521 

ROA 3.4 3.0 0.8 6.4 2.958956727 1.796650437 

ROE 9.4 8.6 2.2 17.9 22.39818813 4.943115116 

Source: Authorsʼ own calculations. 

The analysis of statistical indicators for the studied business models 
of Ukrainian insurers has led to the following conclusions: 

• non-life insurers have significantly higher average net profit and 
variability, which proves that they operate in a more heterogeneous and risky 
environment with fluctuations in profit; 

• the standardized value of the provisioning ratio in both models is 
similar, but higher for non-life companies, which indicates fluctuations in the 
amount of provisions, which is confirmed by their more volatile dynamics. 
The reinsurance ratio also varies. Additional volumes of reinsurance in the 
non-life model are higher because of its higher risks compared to the life 
model; 

• Solvency ratios indicate different approaches to asset and liability 
management of insurers operating under the chosen business models; 

• return on assets is higher for non-life insurers, which is evidence of 
more efficient asset management, although life insurers have a higher return 
on equity. Instead, ROE values are more variable and indicate higher risks 
associated with capital management for life insurers. 

The correlation between the selected risk indicator and independent 
variables has been calculated in Table 4. 
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Table 4 
Indicators of correlation dependence according to insurersʼ business models  

of Ukraine 

Reporting 
date 

The ratio of insurance 
payments to insurance 

premiums Dependent 
variables 

Correlation coefficient 

life non-life Model 1 life Model 2 non-life 

01.04.2021 18.5 61.5 RN 0.63848981 –0.569867639 
01.07.2021 19.6 59.3 ResR –0.320117665 0.599412563 
01.10.2021 19.2 59.8  RR –0.510488774 0.669301032 
01.01.2022 18.7 60.0 SR –0.162999285 –0.839235655 
01.04.2022 16.0 39.9 LD –0.001037531 –0.08269526 
01.07.2022 19.3 40.1 RD 0.204627692 –0.46095677 
01.10.2022 21.5 42.3 ROA 0.553473977 –0.565620255 
01.01.2023 21.4 42.9 ROE 0.542378204 –0.538218736 
01.04.2023 27.0 48.6 

– 

0.7 – 1 або –0.7 – –1 Strong connection 

01.07.2023 27.0 49.1 0.5 – 0.7 або –0.5 – –0.7 Moderate connection 

01.10.2023 26.4 47.9 0.3 – 0.5 або –0.3 – –0.5 Weak connection 

01.01.2024 25.8 48.3 0 – 0.3 або 0 – –0.3 No connection at all 

Source: authorsʼ own research. 

The analysis of correlation dependences gives reason to claim that life 
insurers (model 1) are more risky due to the positive correlation between the 
indicators of RN, ROA, ROE and payments, which confirms the thesis that 
the risk of payments increases with an increase in their profitability. At the 
same time, the negative correlation with the coefficients of reserves and 
reinsurance indicates the need for them to have significant reserves and carry 
out reinsurance to reduce the level of risks. Non-life insurers of the second 
model are less risky due to the negative correlation between key profitability 
indicators and payouts. It can be hypothetically assumed that insurers using 
the non-life model achieve higher profitability at a lower level of risks due to 
mandatory types of insurance. However, this issue requires additional special 
research. The positive correlation with the coefficients of reserves and 
reinsurance is a vivid illustration of the feasibility of providing high volumes 
of reserves and reinsurance to cover losses when risks occur. 

 
3. Formation of the insurerʼs business model based on proactive 

risk management 
 
According to foreign sources, the top 10 current risks for insurers 

include: cyberattack and data leakage, inability to attract or retain the best 
specialists, weather and climate disasters, regulatory or legislative changes, 
economic downturn or slow recovery, brand or reputation damage, technical 
or system failure, upward competition, climate change, inability to innovate 
or meet customer needs (GRMS Aon, 2023). Currently, the list of these risks 
is far from complete, which necessitates their constant identification and 
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implementation of a new risk management platform that will allow insurers 
to anticipate possible risk factors in advance, develop preventive response 
measures, and ensure stability and continuity of operations. 

Given the European integration vector of changes in domestic legis-
lation, Ukrainian insurance companies in the near future should not only 
achieve positive financial results and obtain an acceptable level of return on 
capital, but also adhere to a risk-oriented philosophy of conducting insurance 
business based on a proactive approach. This will require them to transform 
existing and introduce innovative business models based on:  

First, the use of new technologies (artificial intelligence and machine 
learning), modern software products to ensure digital operational resilience; 
a single standardized risk taxonomy, methodology and risk management 
culture;  

secondly, the formation of a centralized database on risk factors of the 
external and internal environment, as well as a balanced system of risk 
indicators, financial performance, market position, customer interest, optimi-
zation of business processes, insurance company value; 

thirdly, implementation of modern tools for measuring risks and 
predicting the emergence of new drivers of threats, both economic and 
climatic, social, epidemiological, technological, geopolitical, and man-made, 
as well as procedures for transforming risk data into business analytics; 

fourthly, taking into account both European directives and guidelines 
on determining capital adequacy, ensuring solvency, liquidity and creating 
reserves, as well as national trends in the development of the insurance 
market and the peculiarities of the functioning of insurers in the conditions 
of martial law in Ukraine; 

fifthly, the development of a risk matrix that would reflect the most 
significant risks for the insurer in the current situation and in the long term. 
This will enable the insurance company to focus on proactivity with the 
ability to take into account future risk factors and, in the event of their 
occurrence, to quickly adapt, which will contribute to its competitive 
advantage, sustainability and growth; 

sixth one is conducting constant monitoring of risk appetites for all 
key risk positions and analysis of their consistency with the insurance 
companyʼs potential opportunities to comply with established parameters, as 
well as current market trends; 

seventh one is to create a chain of interrelated determinants of the 
insurance business "client – business process – profitability and value, 
weighted by risk – added value for consumers of insurance services" 
considering not only the actual situation, but also the forecast of the future; 

eighthly, the orientation of insurers towards a possible increase in 
regulatory risk due to the adoption of stricter requirements of regulators, 
which is currently observed both in the countries of the European Union and 
in Ukraine. Obviously, this will lead to an increase in costs, a decrease in 
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profitability and a decrease in the competitiveness of insurance companies in 
the local segments of the insurance market, and at the same time to an 
increase in insurance premiums for consumers; 

ninth, shifting the emphasis from current analytics to prognostic, 
based on the application of innovative stress testing tools of actual and 
hypothetically possible risk-event development scenarios, which should be 
developed for different types of business models; 

tenth, the use of the system of motivation of the personnel of insurance 
companies to achieve not only the current, but also the long-term financial 
result, taking into account the accepted risks; 

twelfth, providing relevant, reliable, transparent information to owners 
of insurance services in an accessible form, which will enable them to 
simplify and speed up decision-making, as well as eliminate information 
asymmetry; 

twelfthly, attracting highly qualified specialists who have new 
knowledge, skills and experience in the use of the wide possibilities of digital 
platforms in the insurance business and risk management. Today, more than 
ever, insurers and reinsurers need to involve talented and strategically thin-
king specialists in the process of managing a diverse range of risks. 

The practical implementation of the above and other provisions of 
proactive risk management in insurance companies of Ukraine will enable 
them to form inclusive business models that will ensure the reliability and 
longevity of their operation in a high-risk market environment. Instead, this 
process will take place in stages, as the national economy recovers and its 
insurance sector develops. 

 
Conclusions  
Based on the results of determining the level of risks and the profitability 

associated with them, the business models of insurance companies of Ukraine 
proved the need for their transformation on the basis of proactive risk 
management. As a result of the unfavorable macroeconomic situation caused 
first by the pandemic and then by the state of war in Ukraine, the scale of the 
insurance business is shrinking, the number of insurance companies is dec-
reasing, and the level of their risks is increasing. In the research process, two 
business models were distinguished depending on the type of insurance – life 
and non-life, for each of which the risk and profitability indicators were 
analyzed. Insurers based on the life model are more risky due to the positive 
correlation between RN, ROA, ROE and payouts, which confirms the thesis that 
the payout risk increases when profitability increases. At the same time, the 
negative correlation with the coefficients of reserves and reinsurance indicates 
the need for significant reserves and reinsurance to reduce the level of risks. 
Non-life insurers are less risky due to the negative correlation between key 
profitability indicators and payouts. Analysis of the causes of such dependence 
requires special scientific research. A positive correlation with the coefficients 
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of reserves and reinsurance indicates the expediency of providing high 
volumes of reserves and reinsurance to cover losses from risks. 

It is proposed to form a business model for insurers, which should be 
based on proactive risk management, according to which it is assumed to take 
into account not only the current level of profitability and risks, but also the 
appearance of their new types, as well as the definition of hypothetically 
possible scenarios of the occurrence of risk events in the long term and their 
sizes potential losses. The implementation of proactive risk management in 
insurance companies will provide them with strengthening their competitive-
ness on the market, stable operations and sustainable development both in the 
current and future periods. 

The main areas of future research include: development of the latest 
tools for measuring insurersʼ risks; forecasting the emergence of new types 
of risks in life and non-life insurance based on statistical and expert methods; 
development of methodical approaches to identification of business models 
of insurers. 
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BANK LENDING  

TO BUSINESS ENTITIES: 
2021-2024 

 
The current situation in the country is 

characterized by a high degree of uncertainty, 
which prompts banks to invest resources not in 
the development of the real sector of the 
economy, but in risk-free and low-risk assets, 
which primarily include domestic government 
loan bonds (DGLB) and certificates of deposit 
(CD) of the NBU. This situation led to the fact 
that lending to corporate clients on market terms 
was not widely distributed and largely led to the 
implementation of the state credit program 
"5-7-9", according to which the state does not 
fulfill its obligations to banks in a timely manner 
to compensate the difference between market 
and preferential interest rates. The aim of the 
research is to develop a comprehensive app-
roach to bank lending to business entities, which 
involves the implementation of radical measures 
to stimulate it on a market basis in a harmonious 
combination with state support. А set of methods 
of scientific knowledge were used: comparison, 
analysis and synthesis, grouping, abstraction, 
observation, etc. Ukrainian banks are currently 
weakly motivated or unable to provide business 
lending on a market basis. This is due to the 
presence of the state credit program "5-7-9", 
which provides a number of preferences to 
its participants. An inhibiting factor in the 
development of market lending to enterprises is 
also the attractiveness for banks of risk-free 
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БАНКІВСЬКЕ КРЕДИТУВАННЯ 
СУБʼЄКТІВ ГОСПОДАРЮВАННЯ: 

2021-2024  
 

Поточна ситуація в країні характе-
ризується високим ступенем невизначеності, 
що спонукає банки вкладати ресурси не в 
розвиток реального сектору економіки, а у 
безризикові та низькоризикові активи, до яких 
належать передусім облігації внутрішньої 
державної позики (ОВДП) та депозитні серти-
фікати (ДС) НБУ. Це призвело до того, що 
кредитування корпоративних клієнтів на 
ринкових умовах не отримало широкого розпов-
сюдження та звелося здебільшого до реалізації 
державної кредитної програми "5-7-9", по якій 
держава не виконує своєчасно свої зобовʼязання 
перед банками щодо компенсації різниці між 
ринковою та пільговою процентними став-
ками. Метою дослідження є формування 
комплексного підходу до банківського креди-
тування субʼєктів господарювання, що перед-
бачає здійснення радикальних заходів щодо його 
стимулювання на ринкових засадах у гармоніч-
ному поєднанні з державною підтримкою. 
Використано сукупність методів наукового 
пізнання: порівняння, аналізу та синтезу, групу-
вання, абстрагування, спостереження тощо. 
Банки України нині слабо мотивовані або 
неспроможні здійснювати кредитування 
бізнесу на ринкових засадах через наявність 
державної кредитної програми "5-7-9",  
яка надає ряд преференцій її учасникам. 
Гальмуючим чинником розвитку ринкового 
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investments in DGLB and CD NBU, for which 
interest rates are higher than for loans granted 
to corporate clients. In addition, the latter 
generate a high level of risks for banks during 
the war. A set of measures aimed at the deve-
lopment of business lending on a market basis is 
proposed, which include: the use of risk diversi-
fication tools by providing guarantees from the 
state and international financial organizations, 
in particular the EBRD, the EIB; the imple-
mentation of military risk insurance, as well as 
the transformation of the state credit program 
according to the outlined directions. 

 
 
 
Keywords:  credit service, corporate cli-

ents, state credit program, NBU deposit certi-
ficates, domestic state loan bonds, credit deve-
lopment strategy.  

кредитування підприємств є також приваб-
ливість для банків безризикових вкладень у 
ОВДП та ДС НБУ, за якими процентні ставки 
є вищими, ніж за кредитами, наданими корпо-
ративним клієнтам. До того ж останні гене-
рують для банків під час війни високий рівень 
ризиків. Запропоновано комплекс заходів, 
спрямованих на розвиток кредитування бізнесу 
на ринкових засадах, до яких віднесено: викорис-
тання інструментів диверсифікації ризиків 
шляхом надання гарантій з боку держави та 
міжнародних фінансових організацій, зокрема 
ЄБРР, ЄІБ; страхування військових ризиків, а 
також трансформація державної кредитної 
програми за окресленими напрямами. 

 
Ключові  слова:  кредитне обслуговуван-

ня, корпоративні клієнти, державна кредитна 
програма, депозитні сертифікати НБУ, облігації 
внутрішньої державної позики, стратегія з 
розвитку кредитування.

 
 
 
 
 
 
 
 

JEL Classification: E40, E44, G21. 

Introduction 
The recovery of Ukraineʼs economy is only possible if, on the one hand, 

a favorable macroeconomic climate is created for the development of business 
activity of business entities, and, on the other hand, banks are encouraged to lend 
to them. The current situation in the country is characterized by a high degree 
of uncertainty, which encourages banks to invest in risk-free and low-risk 
assets, such as domestic government bonds (DGB) and NBU certificates of 
deposit (CD), rather than in the development of the real economy. In 2022-June  
2024 alone, Ukrainian banks increased their investments in these assets by  
UAH 409 billion to more than UAH 1 trillion, which is 16% of last yearʼs 
nominal GDP, according to the authorsʼ calculations based on NBU statistics 
(NBU, n. d.). At the same time, the volume of lending to business entities is 
declining relative to GDP. To boost lending to the real economy, the Govern-
ment implemented the 5-7-9 state loan program, which proved to be 
insufficiently effective, leaving both banks and their clients with little 
motivation to develop their businesses on a market basis. 

The resumption of market-based lending to business entities seems to 
be possible through a set of measures at the level of the government, the 
central bank, and banks. 

Lending to businesses by banks in times of war largely depends on the 
monetary policy of the central bank.  In this regard, it is worth mentioning 
the article by Peterson at al. (2024), which discusses various instruments of 
the central bankʼs monetary policy, including changes in the discount rate, 
reserve requirements for banks on correspondent accounts, and liquidity 
ratios. At the same time, in times of war, the government can sell government 
securities and use such an unpopular and least appropriate option to increase 
the money supply as issuing money into circulation. 
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Betz & Pond (2023) emphasize that, despite the mobility of financial 
assets and restrictions on global markets, governments retain the freedom to 
regulate domestic markets for their own financial benefit.  

The enormous need for funds in times of war exacerbates the problem 
of government credibility, and central banks increase its ability to borrow. In 
his paper, Poast (2015) examines the interaction between the central bank 
and the countryʼs leadership over a long period of time. The author concludes 
that in the presence of interaction between the government and the central 
bank management, the cost of government borrowing can be reduced. 

The work of Moosa (2019) notes that, in addition to direct lending to 
the government, banks make a profit during wartime through other channels: 
commissions by helping the government sell military bonds; financing 
military suppliers who sell goods and provide services to the military; 
financing economic recovery after the end of hostilities.  

The analysis of the domestic scholarsʼ works has shown that the issue 
of lending to business entities is mainly considered from the following 
perspectives: description of the loan granting process; disclosure of the 
methodology for assessing the creditworthiness of legal entities; mana-
gement of the credit risk of an individual borrower or a loan portfolio, which 
are not directly related to the topic under study. Instead, only a few scholarly 
works are devoted to defining the peculiarities of lending to business entities 
during the war, the content of the state program of business lending "5-7-9" 
and the participation of banks in its implementation, generalizing approaches to the 
formation of the central bankʼs monetary policy in times of war and substantiating 
relevant recommendations for Ukraine (Danylyshyn, 2023; Khymych et al., 2023; 
Shpanel-Yukhta, 2022; Kornyliuk A., & Kornyliuk R., 2024). 

The specifics and trends of lending to business entities operating in 
the difficult economic situation caused by the war are mainly disclosed in 
short journalistic reviews. 

At present the issue of lending to Ukrainian enterprises in the context of 
war remains under-researched, which requires scientific approach to address it. 

The aim of the research is to formulate a comprehensive approach to 
bank lending to business entities, which involves the implementation of radical 
measures to stimulate it on a market basis in harmony with state support. 

The research puts forward the first hypothesis that banks prefer 
investing in NBU domestic government bonds and state securities to 
lending to the real economy. To substantiate this hypothesis, the NBU 
compared the volume of lending to corporate clients and the resources 
allocated by banks to purchase NBU domestic government bonds and 
government securities, and analyzed the ratio of interest income earned by 
banks from loans and investments in NBU domestic government bonds 
and government securities. 

In order to intensify the business activity of banks in the credit market, 
the Government and the NBU have developed a Strategy for the development 
of lending, which necessitated the generation of the second hypothesis on the 
formation of a favorable macroeconomic "credit field" for the introduction 
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of an effective mechanism for lending to enterprises. It is proved that the 
government and the NBU are taking certain measures that would help to 
launch a credit lever for the development of the countryʼs economy, in 
particular by implementing the State lending program "5-7-9". The study 
identifies the advantages and disadvantages of this program and formulates 
proposals for its transformation. 

The article is based on the NBUʼs regulations, state statistics and the 
Regulatorʼs data, and scientific articles by foreign and domestic scholars.  

The article consists of three interrelated sections. The first of them 
analyzes current trends in lending by banks to corporate clients and factors 
that hinder its development; the second analyzes the SWOT analysis of the 
State Credit Program "5-7-9", reveals the purpose and principles of  
the Strategy for the Development of Lending approved by the Financial 
Stability Council; the third identifies the problems of lending to enterprises 
by Ukrainian banks, outlines possible ways to solve them, and suggests areas 
for improving the State Credit Program "5-7-9". 

 
1. Current trends in bank lending to corporate clients and factors 

that hinder its development 
 
The results of the analysis of the dynamics of net loans granted by 

Ukrainian banks to business entities between February 2022 and May 
2024 show an undulating trend and a significant decrease in dollar terms 
(Figure 1). Since the beginning of 2024, bank loans to business entities in 
national currency have increased by 12% year-on-year, and by only 1% 
compared to February 2022. At the same time, net loans measured in US 
dollars decreased by 28% during the analyzed period, which is a clear 
illustration of the fact that the real sector of the countryʼs economy did not 
receive sufficient credit support. 

 

Figure 1. Dynamics of net business loans granted by Ukrainian banks in January 
2021 – May 2024, UAH million and USD equivalent 

Source: compiled by the authors based on financial sector statistics of the National Bank 
of Ukraine (NBU, n. d.). 
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The full-scale invasion of Ukraine has led to a significant reduction in the 
volume of loans relative to GDP. By the end of 2023, the share of loans to 
business entities amounted to only 11% of nominal GDP, while in 2017 it 
reached 28% (Figure 2). 

The data in Figure 2 shows that the volume: 
• of nominal GDP – by 2.2 times, which was largely influenced by 

inflation; 
• of investments in the NBUʼs DS – by more than 8 times; 
• domestic government bonds – by 1.8 times. 

Accordingly, the share of investments in the NBUʼs CD in relation to 
GDP increased from 2% to 8%, while the share of investments in domestic 
government bonds remained roughly the same at 10–12% of GDP. At the 
same time, over the same period, the volume of net loans to business entities 
declined to 11%, and their ratio to nominal GDP fell by 2.6 times. 

Figure 2. Nominal GDP, debt on NBU CD and loans to lending entities, 
and bank-owned domestic government bonds, % of GDP in 2017–2023 

Source: compiled by the authors based on NBU data on financial sector statistics and State 
Statistics Service of Ukraine data on national accounts (NBU, n.d.; State Statistics Service 
of Ukraine, n. d.). 

Numerous factors contribute to the low level of lending to the real 
economy.  

First, the NBU stimulated banksʼ investments in domestic gover 
nment bonds and NBU securities through various monetary levers  
(Figure 3). Starting from January 10, 2023, the NBU allowed banks to cover 
up to 50% of their total required reserves with domestic government bonds. 
According to the NBU, this step will facilitate more active participation of 
banks in the primary market for domestic government bonds, avoiding the 
need for emission financing of the budget deficit in 2023, and absorbing part 
of the banking systemʼs free liquidity (NBU, 2023, January 6). 
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Figure 3. Comparison of lending to business entities by banks with their investments in 
NBU domestic government bonds and securities and balances  

on correspondent accounts during the period (January 2021 – May 2024, UAH million) 
Source: compiled by the authors based on NBU data on financial sector statistics (NBU, n. d.). 

According to Figure 3, the amount of domestic government bonds 
held in banksʼ portfolios has been steadily increasing since December 2022. 
Banks also allocated significant resources to purchasing NBU securities, 
which fluctuated over the period under review, due to the NBUʼs liquidity 
regulation of the banking sector. 

Second, this process was facilitated not only by monetary leverage but 
also by the high yields on these assets. It has been established that the yield 
on NBU CD reached its highest level from June 2022 to June 2023, with 
some months reaching 23–23.4% per annum, while the maximum yield on 
loans to business entities was only 15.8–16.2% per annum in July-December 
2023 (NBU. Financial Sector Statistics, b. d.).  

The significant difference between the yield on the NBUʼs securities 
and the yield on loans to business entities has significantly affected the 
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While in 2021, Ukrainian banks received 34.3% of their interest 
income from lending to business entities, and 30.3% from financing domestic 
government bonds and NBU securities, in April 2024 this ratio was 22.8% 
and 52.5%, respectively, which confirms the thesis that they are not interested 
in lending to businesses, but primarily in investing their free funds in 
domestic government bonds and NBU securities, which is facilitated by the 
Governmentʼs and the Regulatorʼs policies. 

Table  
Components of interest income of Ukrainian banks for 2021 – April 2024, % 

Period In total 
Credits 

DGLB 
NBU 

certificates of 
deposit 

Other 
interest 
income 

business 
entities 

natural 
persons 

31.12.2021 100 34.3 33.3 24.2 6.1 2.1 
31.03.2022 100 33.3 30 27.8 6.7 2.2 
30.06.2022 100 28.7 25.7 23.8 18.8 3 
30.09.2022 100 31.5 24.3 18.1 22.5 3.6 
31.12.2022 100 27.9 15.6 17.2 34.4 4.9 
31.03.2023 100 26.4 17.1 21.4 29.1 6 
30.06.2023 100 23.9 15.4 21.4 32.5 6.8 
30.09.2023 100 23.5 16.8 22.7 30.3 6.7 
31.12.2023 100 23.8 17.2 25.4 27 6.6 
31.03.2024 100 22.9 17.8 27.1 25.4 6.8 
30.04.2024 100 22.8 18.4 27.2 24.6 7 

Source: compiled by the authors based on the NBU Financial Stability Report for June 
2024 (NBU, 2024, June). 

Third, the increase in the NBU discount rate in June 2022 from 10 to 
25% per annum was one of the reasons for the decrease in the volume of new 
loans by banks (Figure 4). 

Figure 4. The NBU discount rate, lending rates, and the volume of new loans to 
business entities granted by Ukrainian banks in January 2021 – May 2024 

Source: compiled by the authors based on NBU data on financial sector statistics (NBU, n. d.). 
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Starting in March 2023, banks gradually reduced interest rates on 
business loans without waiting for the official reduction of the discount rate 
by 3% in July 2023, which led to a decrease in the cost of new loans.  

The emergence of new borrowers was an important factor in the 
revival of lending. In May 2024, about 35% of all bank debtors were 
companies that had not used loans at all a year ago. The new clients are 
mainly SME, 3/4 of which applied to financial institutions for soft loans 
under the program (NBU, n. d.). 

The loan portfolio of medium-sized businesses, according to the 
authorsʼ calculations based on NBU financial sector statistics, increased by 
UAH 50 billion or 25% from February 2022 to May 2024, while lending to 
large businesses decreased by 10% and to small and microbusinesses by 3%1 
(NBU, n. d.). 

Despite the fact that the loan portfolio to business entities has only 
begun to grow in recent months, the yield on the banking systemʼs 
investments in government bonds and NBU securities remains high, which 
hinders the further development of lending to businesses on market terms. In 
addition, a major threat to bank lending to business entities remains the 
decline in their creditworthiness due to problems with energy supply, disrupt-
tion of logistics chains, and military attacks by the aggressor on Ukraineʼs 
critical infrastructure, which causes business disruption. 

 
2. SWOT-analysis of the State Credit Program "5-7-9" and the 

strategy for credit development developed by the Government and the NBU 
 
The SWOT analysis of the State Loan Program "5-7-9" identified 

several important factors. 
The advantage of the program after the start of the full-scale invasion in 

2022 was the credit support for enterprises. Despite the deep economic crisis, 
lending was carried out thanks to the state program. Some banks have built up 
to 50% of their hryvnia loan portfolio with loans from the state program. 

Along with its advantages, the implementation of the State Loan Program 
"5-7-9" has also revealed some disadvantages. In particular, the state program 
has increased competition between banks, which has led to a slight decrease in 
the standard of creditworthiness assessment of borrowing companies. Increased 
competition prompted banks to simplify the procedures for approving loans 
under this program, which led to an increase in NPL in servicing banks. 

                                                      
1 Under the Article 55 of the Economic Code of Ukraine, medium-sized enterprises 

include economic entities of any organizational and legal form and form of ownership, in 
which the average number of employees for the reporting period (calendar year) does not 
exceed 250 people and the annual income from any activity does not exceed the amount 
equivalent to EUR 50 million, determined at the average annual exchange rate of the 
National Bank of Ukraine. 
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A disadvantage of the state loan program is the significant debt of the 
state to banks to compensate interest rates. Periodic delays in financing the 
program have created uncertainty for banks and borrowers participating in it. 
Banks are in no hurry to lend under the program because of the stateʼs existing 
debts to them. Borrowers are reluctant to enter into loan agreements with banks 
outside the program, hoping to take advantage of its preferential terms. As a 
result, the conclusion of new agreements and the prolongation of old ones have 
been suspended, and lending have slowed down (Figure 5). 

Figure 5. Loans under the program "Affordable Loans 5-7-9%", UAH billion 
Source: (NBU, 2024, June). 

Starting in January 2024, the volume of lending under the 5-7-9 program 
has been gradually decreasing, both in terms of the limits of signed agreements 
and net loan growth, which is a result of delays in interest rate compensation by 
the government and, accordingly, a decrease in bank interest. 

In 2022–2023, the government amended the program 16 times, mostly 
by raising credit limits and expanding the list of lending areas. Since then, a 
wide range of borrowers have been able to receive government support, 
regardless of their actual need for credit assistance. The loan portfolio has 
more than doubled since the beginning of the full-scale invasion and 
amounted to UAH 129 billion in early June 2024. The compensation budget 
of the program was not designed for such dynamics. The stateʼs debt to banks 
amounted to UAH 5.8 billion at the beginning of June (NBU, n. d.). 

In order to reduce the pressure on the budget in terms of rate 
compensation payments to banks, the government restricted working capital 
lending in April 2024, with limits for non-priority areas reduced from UAH 
60 million to UAH 5 million. The NBU also reduced the banksʼ margin above 
the UIRD (Ukrainian Index of Retail Deposit Rates) by 3–5 percentage 
points. These changes will reduce the burden on the budget in the long run, 
but will not solve all the problems (Resolution of the Cabinet of Ministers of 
Ukraine No. 473 (2024, April 30). 

Due to the recent changes in the programʼs rules, bankers admit that 
the total amount of funding will be reduced by "5-7-9%" and are confident 
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that the Cabinet of Ministers will be able to save budget funds on compen-
sation of interest rates and slightly reduce the state debt under the program. 
Although it does not mean that concessional lending will stop completely 
(Lysenko, 2024). 

The preferential regime of lending to enterprises under the state loan 
program "5-7-9" poses threats to its further functioning. After all, low or zero 
compensation rates for loans under the program and the right to extend the 
principal amount of loans allow banks to mask the insolvency of a number 
of their clients for a long time. Under the terms of the program, the bank 
ceases to receive interest compensation if the client breaches the terms of the 
loan agreement. Therefore, banks are not interested in recognizing a loan as 
problematic as long as possible (Kornyliuk A., & Kornyliuk R., 2024). 

The capabilities of the State Credit Program "5-7-9" are subject to change 
in light of the Lending Development Strategy approved by the Financial 
Stability Council on June 6, 2024, which aims to ensure effective lending to the 
economy, especially to critical sectors (NBU, 2024). These include energy, the 
military-industrial complex (or MIC), manufacturing, agriculture, and busi-
nesses in the de-occupied territories and those close to the front line. 

The strategy stipulates that state subsidies for loans under the 5-7-9 prog-
ram will remain available for businesses that implement investment projects that 
are critical to maintaining infrastructure or operate in high-risk areas. 
However, for businesses that do not fall into these categories, the amount of 
subsidized loans will be reduced. 

The strategy is based on eight fundamental principles: win-win len-
ding and its accessibility, reducing credit risks, improving the quality of the 
loan portfolio, environmental responsibility, developing infrastructure for 
SME, financial responsibility, innovations in financial services, and imple-
menting modern solutions to facilitate access to financial services and 
improve customer service (NBU, 2024). 

The approval of the Lending Development Strategy by the Financial 
Stability Council is a positive step. However, the list of measures outlined in 
this strategy looks more like a declaration of intent than a plan of practical 
measures to achieve the goal, as the financial mechanism for its imple-
mentation is not disclosed. 

 
3. Problem identification of corporate lending by Ukrainian banks 

and possible ways to solve them 
 
The diagnosis of the corporate lending market by Ukrainian banks has 

revealed that there are currently no prerequisites for its active growth on a 
market basis without increasing the level of credit risk. This is due to the fact 
that the number of solvent companies is currently limited, and new ones are 
hardly being created. Some companies from cities and regions near the combat 
zone are relocating to the central and western regions of Ukraine, and, in our 
opinion, an increase in lending is only possible due to the growth of banksʼ risk 
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appetite, which may lead to an increase in the share of non-performing loans. 
Solvent demand in Ukraine has declined significantly, exports have become 
difficult due to logistical issues, and prices do not fully cover costs. In addition, 
borrowers in most sectors of the economy have a significant debt burden and 
are cautious and careful about borrowing from banks. 

The value of collateral has declined and is not increasing much even with 
the hryvnia devaluation, and collateral coverage ratios for credit exposures are 
also declining, so new loans will be partly form-based. In order to avoid this 
situation, we believe it is necessary to use such risk-sharing instruments as 
government guarantees on a portfolio basis, risk-sharing programs from inter-
national financial organizations, including the EBRD, EIB, etc. 

It seems important to insure military risks, especially for companies 
located in close proximity to the war zone or near the border with Russia and 
Belarus, as well as for companies that have a significant impact on the economy 
(energy, logistics, fuel complex, which are potential targets for enemy shelling). 

It also seems appropriate to reorient from lending under the state loan 
program "5-7-9" to lending at market rates, which, although decreasing, are 
higher than the rates in the program. 

Summarizing the above, it can be argued that banks are currently not 
ready to provide "long" financing without government participation, as they 
are not sure that the borrowing company will be able to repay the loan. After 
all, at any moment its production may be damaged or destroyed as a result of 
an enemy attack.  

Neither Ukrainian banks nor international financial organizations will 
agree to lend to large investment projects with a 3-5-year horizon (whether 
in the defense industry, energy, or agriculture) unless there are clear 
guarantees of compensation for war damage and confidence in the ability to 
collect the debt from the borrower, and this process will not take years. 

A number of radical measures have been developed to improve the 
State Loan Program "5-7-9", in particular: 

• to conduct a comprehensive diagnosis of the asset quality and achie-
ved socio-economic effects of the existing 5-7-9 loan portfolio (in particular, 
in terms of job creation, innovation, increased contribution to food and 
energy security, etc;) 

• to focus state funds on credit support for SME that cannot obtain loans 
on market conditions from banks and to distinguish between large businesses 
and small/medium-sized businesses when groups of large companies consist 
of several small and medium-sized enterprises; 

• to regularly assess the compliance of clients with the conditions  
of access to the program, including increased attention to the actual location 
of the business, avoiding schemes of fictitious re-registration in the high 
military risk zone, paying more attention to assessing the solvency of clients 
during prolongation (Kornyliuk A., & Kornyliuk R., 2024).  
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In our opinion, it is advisable to improve the state credit program  
"5-7-9" in the following areas: 

• diversify lending by economic sectors to prevent "distortions" of prog-
ram funding in favor of certain sectors (lending to the agricultural sector 
accounts for 50% of all loans in the program) and state-owned banks; 

• support investment projects focused on energy independence and 
energy efficiency; 

• develop and launch a war risk insurance mechanism, which will 
contribute to strengthening the role of investment lending in the structure of 
the state program and reducing borrowersʼ credit risks; 

• consider the possibility of limiting the total portfolio of loans under 
the program, taking into account the budget allocated to it. 

Thus, a set of measures for the formation of a market mechanism for 
providing bank loans to enterprises, together with their state support, will 
activate the participants of the credit market to expand the scale of business 
lending in the conditions of martial law, which is the key to the revival of the 
Ukrainian economy. 

Conclusions 
Based on the results of the research, it was established that Ukrainian 

banks and their clients are currently weakly motivated in business lending on 
a market basis. Inhibiting factors for the development of market lending to 
enterprises are the attractiveness for banks of risk-free investments in DGLB 
and CD NBU, for which interest rates are higher than for loans granted to 
corporate clients; a limited number of solvent enterprises, a significant debt 
burden of borrowers in most sectors of the economy and a decrease in the 
value of mortgaged property, even taking into account the devaluation of  
the hryvnia; lack of military risk insurance, deficiencies in the State Credit 
Program "5-7-9", etc. 

In order to form a comprehensive approach to bank lending to business 
entities, which involves the implementation of radical measures to stimulate 
it on a market basis in a harmonious combination with state support, we 
suggest to use risk distribution tools (state guarantees on a portfolio basis, 
guarantees of international financial organizations, in particular EBRD,  
EIB, etc.); to form an effective system of military risk insurance and a 
financial mechanism for its provision. At the same time, it is appropriate to 
transform the State credit program "5-7-9". The adoption of these measures 
during the war can provide an impetus both for expanding the participation 
of banks in financing enterprises, and for increasing the effectiveness of their 
state credit support, which will contribute to the relaxation of the domestic 
economy. 

Future directions of research may be the development of a financial 
mechanism of the Strategy for the Development of Lending, which will 
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provide for a harmonious combination of various sources of credit support 
for enterprises at the expense of the state, international financial institutions 
and banks, as well as the introduction of effective tools of the central bankʼs 
monetary policy aimed at stimulating the activation of market lending to 
businesses in Ukraine. 
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