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INTERNATIONAL TRADE IN THE CONTEXT
OF SPREADING PRODUCTION NETWORKS

It has been proved that during global production fragmentation, the economic enti-
ties gain access to new technologies, forming a new system of international economic
relations where protectionism is unacceptable to all members of the network. the obtained
conclusions are recommended for considering for economic policy of the key entities of inter-
national production networks functioning in the XXI century.

Keywords: regulation of international trade, preferential trade agreements, internatio-
nal production networks, production fragmentation, multinational corporations, WTO.

Masapaku A., /yzuney A. Mescoynapoonas mopzoena npu pacnpocmpaHeHuu
npouszeodcmeennwvix cemeil. [loxazano, umo 6 npoyecce gpazmenmayuu 2no6ANLHOZ0 NPo-
U3600CMBA IKOHOMUYECKUE CYOBLEKMbL NOYUAION OOCMYN K HOBbILM MEXHONI02UAM, hopmupys
HOBYIO CUCEMY MENCOYHAPOOHBIX IKOHOMUYECKUX OMHOUWEHUL, 8 KOMOPOU NPOmMeKyuoHUsM
Henpuemnem OA 6cex yyacmuuxos cemu. Tlonyuennvie 6b1600bi peKOMEHO08aHbL OIA yuema 8
IKOHOMUYECKOU NOIUMUKE KIIOUEBbIX CYOLEKMO8 QYHKYUOHUPOBAHUS MEAHCOYHAPOOHbIX
npoussodcmeennvix cemeil 6 XXI @.

Knwuesvle crnosa: perynupoBaHUEe MEXIyHAPOIHON TOPTrOBIH, HpedepeHIaib-
HBIC TOPrOBBIC COTIIAIICHUS, MEXKTyHapO THBIC IPOM3BOJICTBEHHBIC CETH, (PparMeHTaINs TIPOH3-
BOJICTBa, TPaHCHAIMOHAEHBIE Kopropanuu, BTO.

Background. Since the early 1990s, the structure of world production
and trade has undergone some changes. Thus, the reduction in trade costs
due to the spread of technological progress and total trade liberalization has
led to the expanding and deepening of production fragmentation around the
world. This, in turn, has reduced the barriers in the sectors that support

© Mazaraki A., Duginets G., 2019
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GLOBAL ECONOMIC RELATIONS

the international production networks (IPN) operation (transport, finance,
telecommunications, etc.), leading to an increase in the internationalization
of certain links (see [1] for more details). Considering the global nature of
production, investment, and trade, the government of any country, including
Ukraine, needs to understand which factors are facilitating or slowing
participation in the IPN. Firstly, it is about the work quality of institutions
and infrastructure, the availability of incentives for investors and firms opera-
ting in the local market, the level of corruption. The foregoing affects
investment decision making for entering the IPN, which is formed by
several factors. First, the complication of the international division of labor
process (IDL), which went into the intra-sectoral division due to production
fragmentation processes spreading beyond national economies. Secondly,
the acceleration of scientific and technological progress and technological
change, which serve today as the basis of international production and the
driving force of world trade.

Consequently, in the XXI century, due to the above factors, the pro-
duction processes transformation took place that resulted in changing from
natural resources (in particular, land and relatively unskilled labor) to human-
created assets (buildings and structures), and then to insensitive assets (know-
ledge and information). Thus, according to the United States Bureau of Statis-
tics, in 1950, 80 % of the value-added in US industrial production was primary
either the processed materials or raw materials themselves, and just 20 % of
the value-added was the knowledge itself. Before the year 2000, the propor-
tions had changed significantly, accounting for 25 % and 75 %, respectively [2].
Besides, in the book value of assets, the market value component of companies
has been declining lately. Thus, for most companies, the ratio of intellectual/
or innovative capital to physical and financial is 5:1 to 16:1 [3]. The change
in the value structure, its fragmentation through across countries fragmen-
tation, and the complexity of defining its volume by network links has
raised the issue that not only trade statistics but also trade policies require
revaluation and updates to reflect the new structure of world trade for
expansion of international industrial networks. It should be noted that the
current trade rules were created for the terms of the XX century when most
of the goods were produced mainly in one country. But in the twenty-first
century, these rules do not fit modern models of international trade, as
expansion of production fragmentation has led to the dichotomy between
the trade realities and its regulatory framework at the WTO level.

Traditional approaches to assessing economic effects resulting from
the formation of international production networks are losing their rele-
vance, given that in the context of large-scale multilateral and bilateral reduc-
tion of tariff barriers, the real causes of production fragmentation processes
development are related to the institutional changes and the elimination of
non-tariff barriers for enhancing competitiveness of foreign recipient count-
ries in terms of multiple cross-border movement of intermediate goods and
services. The problem is compounded by the fact that countries use different
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rules to determine the country of goods origin. In addition to the generally
accepted criterion of sufficient processing, other criteria, such as changes in
tariff classification, ad valorem percent, etc. are also applied. Domination
in the trade flows of intermediate goods and services, intellectual property
rights, a growing share of the import component in exports are transforming
requirements for the content of the trade policy. The complexity of trade’s
structure and nature requires adequate institutional support, which guaran-
tees the rights of investors and right holders of all types in all links of the
IPN. On the other hand, modern Preferential Trade Agreements (PTA) is an
important argument in making decisions by major companies to locate
a particular production abroad. But the variety and complexity of rules for deter-
mining the country of the origin of the goods lead to regulatory fragmen-
tation, creating trade barriers, increasing costs and, consequently, the final
cost of goods to consumers. Therefore, further regulation system transforma-
tion of international trade towards harmonization and simplification of rules
of the origin of the goods will stimulate the formation and development of
production networks in the world economy.

Analysis of recent research and publications. In the modern scientific
literature, a considerable number of publications are devoted to the study of
the effects of the productions’ formation in world economy. The implica-
tions identification of country involvement in production fragmentation pro-
cesses, the assessment of value flows and some aspects of coordinating the
operation of IPN are discussed in K. DeBacker and S. Miroudot [4], G. Gereffi
and D. Wyman [5], R. Stollinger [6], R. Johnson and G. Noguera [7]. It should
also be noted that different institutions create competing tables, each designed
for a specific analytical purpose, so their presentation format, industry classi-
fication and types of supporting information are different. In the issue of the
World Expenditure Tables and their international (interregional) modifica-
tions, cross-border trade flows are decomposed into components of analo-
gous transactions between industries and end consumers within the national
economy. Typically, the task is to identify the value-added of national and
foreign origin in the aggregate exports of a particular country. For example,
in October 2015, based on TiVA, OECD-WTO calculations, in absolute
terms, gross exports from Germany and Spain, as well as France and Poland,
increased most significantly from 1995 to 2011 [8].

Such a significant delay in providing information is due to the high
complexity of its processing, as well as to the frequency of calculating Cost-
Production tables by individual countries since they are not calculated annu-
ally in all countries. It should be noted that in these statistical databases there
are no data on the Ukrainian economy, and in general, as of October 2018,
there are data for almost 70 countries up to 2011 (TiVA) and 43 countries
until 2014 [8].

Another feature of international production networks research is related
to TNCs’ investment activity, which has a significant impact on value-added
trade [9—12]. It was given that factors that determine value-added trade can
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equally influence FDI, it is important to consider the nature of the latter.
Thus, the FDI aimed at gaining market share or providing proximity to the
consumer is more likely to lead to a decrease in value-added exports from
the investor country (exporting country). Different requirements for the loca-
lization level can similarly be affected. On the other hand, the country that
FDI may increase value flows to partner countries that have previously
cooperated with the exporting investor [13].

The innovative economy development has led to a dynamic increase
in the number of corporate integration and merging, as well as creation of
alliances in the 1990s, followed by the new category formation, the "alliance
economy". This is the main factor determining the level and direction of fo-
reign direct investment (FDI) at the present stage. By integration and merging
each other, companies have an impact on the development of individual
markets and the economic policies of individual countries. The last decade
of the XX century differed by a high number and high cost of the integra-
tions and merges. For example, UNCTAD’s integration data, merging and
non-ownership cooperation agreements show that direct investment, licen-
sing, franchising and other corporate alliance schemes were advancing [14].

In terms of the sectoral structure of cross-border integration and merg-
ing, the highest share of such transactions is in high-tech industries. For
instance, enhancing the effectiveness of TNCs through integration is parti-
cularly acute in the automotive sector, where the primary integration purpose
is to achieve optimum vehicle production. Over the past twenty years, auto-
makers have either consolidated through merging or integration into strategic
alliances. It was given that the automotive industry has limited growth poten-
tial, which results in the volatile dynamics of the automaker’s financial
performance; it is precisely the integration and merging that allow over-
coming the growth potential barrier.

A considerable number of agreements were concluded in the tele-
communications, aviation and pharmaceutical sectors, which allowed for the
distribution of R&D costs and the necessary synergy from the agreement.
It should be noted that virtually all major pharmacological companies use
integration and merging to consolidate their competitors by merging competitors
as they increase the cost of developing new drugs and as a growth strategy
(e.g., Aventis, AstraZeneca, Glaxo Smith Kline, Aventis-Sanofi).

International organizations such as UNCTAD [15], the World Econo-
mic Forum [16] and the Group of Twenty have also been involved in
discussing the topic of value-added through international trade mechanisms.
In September 2013, the Heads of State and Government of the G20 were
presented with a joint OECD, WTO and UNCTAD report on the results of
global product chain analysis, their relationship with trade and investment,
job creation and economic development [16].

In 2016, the United Nations Economic Commission for Europe prepared
a report on "Global Manufacturing Measurement Guide", which continues
the logic of the report "The Impact of Globalization on National Accounts",
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although in the former case, more attention is paid to multinational enterprises
involved in global production [17]. It should be noted that recently IPN
includes companies that specialize in the production of individual components
of a particular end product. That is, the world production represents groups of
subsidiaries and branches of the same multinational enterprise that are lin-
ked together in a global production chain. This type of international corpo-
rate structure is mainly addressed in the Global Manufacturing Measurement
Guide. Also, at the end of 2017, the WTO website published a report
"Global value chain development report 2017" [18] with main purpose to
identify the changing nature of international trade it in terms of expansion of
international production networks (available for 1995-2014).

Notwithstanding the significant contribution of existing developments
in research of economic effects of international production formation, it
should be noted that there is another aspect that must be considered when
analyzing the distribution of value among network members. This is a value
assessment of concluding (or having) regional trade agreements on trade
between elements of the network, which is located mainly within the terri-
tories of the parties to this agreement.

Thus, this article’s aim is to identify the regulation features of world
trade for the expansion of international production networks.

Materials and methods. The complex of complementary methods
of scientific research of economic processes and phenomena was used to
realize the research’s purpose: system-structural, comparative analysis, compa-
rative and statistical analysis; territorial, resource, information, process and insti-
tutional approaches for analyzing formation and functioning of international pro-
duction networks. The research’s information base includes statistical and ana-
lytical materials and information-analytical collections, newsletters and reviews
of international organizations; information materials of national and interna-
tional research centers; a wide range of local and international literature
sources, results of own scientific researches, analytical and informative mate-
rials from open sources.

Results. Most commonly, a trade agreement is the result of increased
economic ties between companies in different countries (which may be
reflected in increased trade intensity between the partner countries). In other
words, the economic integration is not only a legal tendency towards produc-
tion fragmentation and trade processes within a certain region but also the
result of the interaction of economic entities of different countries, combi-
ned by geographical, linguistic, cultural proximity, similarity of business prac-
tices and their state regulation features. It should be noted that at the time of
signing the GATT, no trade agreement has been concluded in the world. But
between 1948 and 1994, 123 notifications were sent to GATT, of which
49 regional trade agreements were registered: 45 for goods and 4 for services [19].

The growth dynamics analysis of regional trade agreements in the
years 1948-2015 shows a marked increase in the number of integration
associations since the 1990s [19]. It was at this time that most of the integration

ISSN 1727-9313. HERALD OF KNUTE. 2019. W 6 9




GLOBAL ECONOMIC RELATIONS

blocs were formed, such as MERCOSUR (1992), FTA Agreement between
ASEAN countries (1992), EU (1993), NAFTA (1994). Most agreements
were created as a free trade area with 262 valid agreements; other forms are
customs union, economic integration, and agreements in a particular area. Thus,
FTA agreements between countries are the most widespread in the world,
accounting for almost 60 % of the total preferential trade agreements. But
this research will further use the term "preferential trade agreement" to mean all
trade agreements that are the subject of granting preferences in trade bet-
ween countries, both unilaterally and on a reciprocal basis. It should be empha-
sized that most of these agreements in the XX century aimed at trade-in end
goods when the exporter aimed to penetrate the market of the partner country to
the detriment of the protectionist interests of the national producer. In the
context of global fragmentation, where the share of imported components in
most countries’ exports is more than 60 %, both sides are interested in redu-
cing barriers to trade. The effects of tariff- and non-tariff barriers will be
proportional to the number of times the product crosses national borders due
to the different production stages being located in different countries.

In recent years, bilateral preferential trade agreements have been the
most widespread, with countries not located close geographically but with
similar economic and political interests. Thus, according to WTO statistics,
the number of agreements concluded between developed and developing
countries, so-called North-South agreements, has increased. In the total number
of transactions, they represent 50 % agreements, with "South-South" — 40 % and
"North-North" — 10 % [19]. This tendency can be explained by increasing
fragmentation in these areas, as well as the wish of developing countries to
make progress by transferring technology from developed countries. And in
the 21% century a new type of preferential trade agreement is being formed,
which stipulates, on the one hand, an obligation on a contractual basis to
accelerate customs and border procedures, and on the other, an obligation on
institutional and legislative changes in national economies, namely: in investment,
services, competition, intellectual property rights, labor and the environment.

PTA provides countries with benefits in both trade and economic sphe-
res: reducing tariff barriers and liberalizing non-tariff regulation assist to in-
crease trade, develop cooperative links between countries, and create value-
added chains. Therefore, the signing of the agreement can be a tool to protect
both the already functioning international production network and the impetus
and condition for the development in the territories of the partner countries
of new IPN. However, another option is that simplifying access to a more
favorable institutional environment or to higher quality services that have an
increasing role in the production process will cause the relocation of produc-
tion, thereby altering value-added routes and reducing value-added exports
from the country (which is part of the integration group).

World experience confirms that PTA is one of the important aspects
of embedding in the IPN (along with the formation of advanced scientific
and technological base, availability of a developed system of institutions).

10 ISSN 1727-9313. HERALD OF KNUTE. 2019. W 6
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The main feature of trade facilitation networks is their complementarity, that
is, agreements aimed at creating the most favorable conditions for cross-
industry cooperation, importing components into countries and exporting
the final benefits from them. All EU countries, as a single integration group,
pursue similar goals for free trade negotiations with third countries. A large
part of the PTA is concluded by the EU on the WTO + principle, i.e. agree-
ments cover, in addition to tariff preferences for trade in goods, the issues of
regulating trade in services, conducting joint investment projects, harmonizing
approaches in human rights, working conditions, etc. This creates the right
conditions for IPN formation in partner countries since their development is
impossible without an effective system of protection of intellectual property
rights and even low labor costs will not be able to attract production to the
country without certain patent protection mechanisms. In this regard, the libe-
ralization between the parties to the agreement is possible, reducing compe-
tition from the IPN of other countries [20]. Also, the EU vertical restraint [21]
mechanism also ensures their competitiveness under FTAs. Thanks to such
regulation, European companies have preferential opportunities to integrate
into the international production network, unlike foreign counterparties, given
their legal affiliation with third countries. In the end, European (especially
German) distributors always have constant contact with manufacturers over-
seas and virtually never go out of the IPN, while being as close to the target
consumer as possible, thus getting most of the value-added that is generated by
the network. Confirming the benefits of concluding preferential trade agree-
ments shortly, the EU plans to sign agreements with the US, Vietnam, Thai-
land, Singapore, Morocco, Malaysia, Japan, India. These bilateral agree-
ments will complete preparations for the formation of an expanded pan-
Euro-Mediterranean diagonal cumulation zone between the EU, the Middle
East, and the EFTA.

Besides, the Economic Partnership Agreements between the EU and
the countries of Africa, the Caribbean, and the Pacific will come into force
soon. Trade cooperation based on the Economic Partnership Agreements is envi-
saged by the Cotonou Treaty and symbolizes shifting from unilateral prefe-
rences, which expired in 2007 [22].

The United States and China should also be taken into account as they
may sign new mega-regional agreements in the configuration and scale of
the issues covered. These include: the Trans-Pacific Partnership (TPP); EU-US
Transatlantic Trade and Investment Partnership (TTIP), as well as the Regional
Comprehensive Economic Partnership (RCEP), under which auspices China
wants to establish FTAs with ASEAN and New Zealand, Australia, India,
Japan, and South Korea (countries participating in regional cooperation of
ASEAN + 1, ASEAN + 3, ASEAN + 6 formats). If like the TPP, the TTIP
and the RCEP will be signed, the share of all mega partnerships will account
for more than 75 % of the world trade. Mega-regional agreements, on the one
hand, can exacerbate the "stratification" of trade regimes and, on the other,
be the basis for initiatives to further integrate preferential zones and move
towards a unified trading space.
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An analysis of recent years’ trends in the formation of mega-regional
preferential partnerships, such as TPP, TTIP, RCEP allows to conclude that
the main purpose of these agreements is to reach new standards in trade of
goods and services, investments, environment, working conditions, intellectual
property, fight against intellectual property, corruption and competition. This
is first and foremost an attempt to create institutionally compatible legal and
regulatory environments for world preferential trade. That is, these agreements
can be defined as a tool for maintaining and enhancing the competitiveness
of countries for expanding international production networks.

It should be noted that the preferential rules of origin (PRO), which
are an integral part of any preferential trade agreement, are of utmost impor-
tance for the effective operation of international production networks. But
the diversity of preferential PROs creates an additional burden for the cus-
toms services and those authorities responsible for administering PTA. The-
refore, given the current trend towards consolidation (the Pan-Euro-Med
Convention), the application of the most successful means of determining
the country of origin for expansion of global manufacturing systems in the
context of institutional preferential trade agreements, it can be argued that
the mechanism of full accumulation will be most convenient. In other words,
simplification and mutual recognition of origin criteria can become a platform
for the dissemination of the main mechanisms of preferential rules of origin
multilaterally. In this case, however, the question arises as to whether the
imported sector merged the imported product in the statistical database; its
intended use for intermediate purposes or final consumption and the like.

The lack of progress in the Doha Round of multilateral trade nego-
tiations may be indicative of the inefficiency created in the XX century of the
multilateral regulation mechanism due to inability to resolve the XXI century
trade issues related to the multiple cross-border movement of intermediate
goods, services, capital, intellectual property in terms of international produc-
tion networks’ functioning. The reasons for such inefficiency include the
growing number of new WTO members, which has made it difficult to find
compromise solutions; strengthening protectionist attitudes in the world after
the 2008 global financial crisis; increasing disagreement between countries
on the compromise and balance of mutual concessions; the disappointment of
private business in the WTO as a place to address their problems related to
the trade growth of intermediate goods; increasing geopolitical imbalances in
the world. Taking into account the aforementioned, as well as the results of the
conducted analysis of available research in this field, tables I, 2 outline the main
directions of international trade regulation transformation due to the develop-
ment of international production networks at national and international levels.
Considering the fact that the countries’ integration level into IPN is differ-
rent, the most stimulating effect for business is usually achieved when
carrying out a set of measures aimed at ensuring economic and political
stability, development of human capital, creation of quality national infra-
structure of roads, ports, and telecommunications.
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Table 1

International trade regulation transformation due to development
of international production networks (national level)

Direction
Scope of change Content of change
The protection degree calculation must include not only import
Approaches . . .
and Optimality duties on end products but also duties on the imported components
oo used, in particular cases, when components are protected by
Customs Criteria :
. . a higher rate than the end products.
Tariff Policy - — - - —
Preventing shrinking and anti-export shifts of promising sectors,
Export . . .
development which produce high value-added products that occur in case
of their continued high tariff protection
gﬂjﬁéﬁ of Encouraging imports of raw materials and components
protectionism concerning the prospective export of end goods
Protecting Ensuring multiple smooth border crossings, promoting their
. the national links | regulatory systems and protecting intellectual property in the
Introducing .
o of the IPN partner countries of the network
protectionism
Promotion of the Trade Facilitation Agreement (reduction
. of border crossing costs and costs within Partner Countries),
Multilateral

Trade Negotiations

Services Agreement, TISA (reduction of barriers to access
to service markets), Counterfeiting Agreement, ACTA
(to protect intellectual property rights), etc.

Source: Compiled and supplemented by [18; 23].

Table 2

International trade regulation transformation due to the development
of international production networks (international level)

Scope Direction Content of change
of change
The issues are aimed at reducing trade costs in affiliate countries’
Transposition network members (simplifying regulation, limiting local component
International | of PTA decisions | requirements)
Economic into the Global Measures aimed at protecting functioning IPN
Integration | Level of (rules of origin, rules of competition)
Regulation Monitor regional negotiations on non-WTO investment
and competition issues
Coordination Hard infrastructure includes transport, roads, communication,
of "hard and soft | which is necessary for the functioning of a modern industrial
infrastructure country. Soft infrastructure intends to support the country’s
packages" economic, medical, cultural and social standards
Coordinating Interaction of countries in coordinated information support
international of international industrial cooperation
trade Strengthening Avoiding duplication of actions to support regional actions
facilitation | cooperation aimed at simplifying trade procedures and programs that include

and coordination
between partners

both national and regional aspects (streamlining and harmonizing
border crossing procedures on land, reviewing legislation and
improving the functioning of transit regimes through regional
integration and project integration corridors)

Source: Compiled and supplemented by [18].
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The policies implemented to support individual sectors of the economy to
assist specific companies are not always of a success. As a rule, it leads to
the creation of monopolies, reduced competition, rising costs, which does
not allow creating the potential of global or regional competitiveness. There-
fore, an approach that covers the entire production chain is required, with
trade agreements being only part of that complex of institutional infrastruc-
ture that influences the decisions of companies and corporations to fragment
their production systems.

Increasingly, attention is being paid to measures at the national level
to increase production opportunities and attractiveness for international investors,
especially with a focus on education and technical training of the workforce
(see table 1, 2). During the fragmentation of global production, economic
entities gain access to the latest technologies, forming a new system of inter-
national economic relations where protectionism is unacceptable to all the
network members. It is in the first place contrary to the interests of TNCs
and national economies, as international trade is weakened under the high
level of customs tariff protection and non-tariff barriers to trade.

There are identified two key points of methodological discourse on
determining the directions of international trade regulation transformation
for formation and development of the IPN in the example of three countries:
A (supplier), B (intermediate production) and C (end consumer), which in
future researches can serve as a basis for justification proposals at national
and international levels of the regulatory process:

The distribution of value added by the links of international production
network:

. when the aggregate output in country B increases, the value-added
exported from country A increases to produce goods for the country of end
consumption C. On the one hand, the expansion of production/production capa-
city in country B necessitates a disproportionate increase in value-added
exports from country A within the IPN. Firstly, due to the increasing demand
for goods within the intermediary country (in particular within other production
chains), it needs more value-added imports (passing through established chan-
nels, that is, within existing GVC and IPN) to meet the same demand (by
secondly) in country C. Secondly, the higher the output/demand increase in
intermediate country B, the greater the increase in value-added exports, which
is related to the implementation of research and development, that is, value-
added exports embodied in high-tech products to preserve the exporting
country’s competitiveness in the global market (production chain A-B-C).
In other words, it is an increase in aggregate economic capacity of country B
within the IPN, which contributes to increasing its ability to export value-
added. The greater the involvement of the supplier country in the network of
countries with economic potential (including country A itself) in the IPN,
the more significant country’s GDP change influence on the increase in value-
added exports (in particular by realizing the scale effect, improving the effect-
tiveness of interaction between companies). Further, the FDI implementation in
an intermediate country B may increase the country’s participation in IPN,
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thereby increasing the impact of that country’s GDP growth on value-added
exports from the country (FDI companies additionally supply the value-added
they create in their mother country A);

. the greater the GDP growth in the country of final consumers, the
greater the increase in value-added exports from country A (exporting to
country C through country B) embodied in both final and intermediate goods
(i.e., the greater the value-added is needed for satisfaction of this demand,
in particular through the participation of country B). Thus, the FDI implemen-
tation in country B may lead to an increase in output and demand for exporter
goods, which will increase value-added exports from countries B and C. Thus,
an increase in output in the importing country C will contribute to an in-
crease in value-added exports to that country by an increase in exports of busi-
ness services and services to the population, i.e., by increasing supplies of
goods and services not previously supplied to the country;

« the higher the economic and innovative development of country B, the
greater the chance of an increase in value-added exports in a particular
country B, and the smaller the increase in value-added exports from A to C.
This effect is explained by the drag effect [24]: all other countries consume
more value from country A (including end goods that are directly exported
from A or other routes), as well as increasing the likelihood of a country which
value-added imports are more economically profitable for the importing coun-
try (e.g., through lower transaction costs). Moreover, the greater (in the pre-
vious period) the share of value-added exported from A to C through inter-
mediate country B (i.e., the greater the involvement of the exporting country
in the IPN), the more significant the negative impact of changes in the value-
added in country B. This can be explained by the fact that other countries, with
which partner countries have production fragmentation, are more intensively
"dragging" part of the value-added for their industries (and expansion of pro-
duction capacity in countries A and B is not immediately possible).

Transformation of trade policy to create prerequisites for integration
in the IPN:

. the relationship between the development of IPN and forming of pre-
ferential trade agreements is bilateral, which, on the one hand, manifests in coun-
tries already involved in international production fragmentation, seeking to enter
into more widespread and comprehensive PTA with partners for the guaran-
teed movement of intermediate goods and services. This addresses the barriers
associated with suppliers and consumers in third countries that lead to in-
creased costs between trading partners. On the other hand, preferential trade
agreements stimulate new production networks, providing simplified trade
between the links of the production chain, which requires constant institutional
changes to increase the investment attractiveness of the national economy;

o further multilateral liberalization in WTO format at a deeper level in PTA
format is a more promising direction for the development of international trade
since preferential liberalization is not completely without disadvantages
compared to multilateral regulation. Thus, by increasing the number of PTA,
there is a risk that, firstly, having achieved their goals of liberalization within
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the bilateral or regional formats, the most active countries — the IPN participants
will not be interested in promoting liberalization at the multilateral level.
Secondly, there is a paradox in the world practice for the rapid growth of
concluded PTA where preferential tariff incentives tend to decline. Thirdly,
international production networks are expanding in the global economy pre-
cisely through multinational universal standards and norms that create con-
ditions for the IPN not to remain predominantly regional. However, it should
be noted that further multilateral liberalization in the WTO format will become
possible if the expediency of unifying international trade regulation rules
goes beyond the business and protectionist interests of individual groups.

It should be emphasized that in many fundamental documents one of
the priorities of social, economic and industrial policy is expansion recognition
of the country’s integration into the world economy based on its integration
into the IPN and support of the export of high value-added products. It should
be noted that, according to OECD research, the reduction of barriers in the
process of production fragmentation can cause a global GDP growth of 4.7 %.
This is 6 times more than can be obtained from the complete cancellation of
all current import tariffs [25].

So, it could be concluded that in the XXI century the expansion of pre-
ferential trade agreements is a certain institutional response to the problems and
needs of trade-related to the removal of production internationally. This comp-
licates the task for WTO to carry out its traditional activities aimed at ensu-
ring mutual entering markets. Perhaps the future direction of WTO develop-
ment will be to find an approach that can facilitate "deep" integration while
preserving the principles of non-discrimination and reciprocity.

Conclusion. Transformation trends in the global reproduction process
regulation in the development of international production networks are
characterized, on the one hand, by the extension of preferential trade agree-
ments as a tool to protect and stimulate development in the territories of the
partner countries of international production networks links, which increases
the tendency to consolidate these agreements and the future of mega-regional
trading blocs such as the Transatlantic Trade and Investment Partnership,
Regional Comprehensive Economic Partnership. On the other hand, there is
uncertainty about the movement of value and value structure across the
network links, which leads to discrepancies between foreign trade practices,
its normative regulation (obsolescence of WTO principles) and evaluation
(lack of information about which sector of the economy consumes imported
product, as well as intended for intermediate use or final consumption).

In the XXI century, protectionism is at odds with the interests of both
national economies and TNCs, as the former is not profitable to trade with
its partners in the IPN and the latter between its structural units for high
levels of customs tariff protection and the non-tariff trade barriers. Recogni-
zing this, all parties involved in production networks are seeking to reduce cus-
toms tariffs, simplify trade procedures and develop investment cooperation through
bilateral or regional trade and investment agreements. Considering that
TNCs play a major role in coordinating the international production networks
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functioning of TNCs, in the coming years the issue of developing new
harmonized rules and norms in trade will no longer be solved by multilateral
negotiations of the World Trade Organization, but above all in the nego-
tiations on the trade agreements conclusion that often lobby for TNCs. This
is confirmed by the fact that most countries have already joined more than
one PTA, and one can assume that all the trends characteristic of the last
decade, such as: involvement in global reproductive processes of countries
at all levels of economic development in all regions of the world; with-
drawal from non-reciprocal preferences in agreements with developing count-
ries; changing the configuration of PTA participants, increasing the number
of agreements between existing integration units (e.g. the Pan-Euro-Med Con-
vention), expanding and deepening PTA coverage to determine the nature of
trade cooperation in the global economy. It is possible that even after the new
opportunities for bilateral cooperation are exhausted, the tendency to consoli-
date PTA will increase with the emergence of new mega-regional trade blocs.
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Mazapaxi A., /lyzineys I'. Mi>icnapoona mopeiensa npu nowiupenHi 6UpOOHUYUX MEPetC.

Ilocmanoexa npoonemu. 3mina cmpykmypu 000anoi éapmocmi, it pO3HeCeHH s 3a805IKU
@paemenmayii no pisHUX KpaiHax i CKIAOHICMb BUSHAYEHHSL 1T 00C512I6 30 IAHKAMU MePeC aKmya-
J3Y8ANU NUMAHHSA, WO He MITbKU MOop208a CMAMUCIMUKA, ale U mopeoea NoMmuKd eUumMazace
NepeoyiHKL Ma OHOGIEHHS 3 MemOoI0 8I000PANCEHHS HOBOT CIMPYKMYpU C8ImMoeol mopeieni npu
NOWUPEHHT MIHCHAPOOHUX 8UPOOHUUUX MeEPediC.
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Ananiz ocmaunix 0ocnioxcens i nyOniKauiil NoKazas, w0 NONPU HAABHICHb OKPEMUX
HAYKOBUX OOPOOOK 3AUUIAEMbCSL HEGUPIUEHUM NUMAHHS OYIHIOBAHHSL 6NIUEY HA YKIAOAHHS (A60
HASIBHICIb) PeCiOHANBHUX TMOP20BETIbHUX Y200 30 MOP2IIGIE MIdiC eleMeHMAMU MIdDCHAPOOHOL 8U-
POOHUHOT MEPECE, WO PO3MAUO8YEMBCSL NEPEBANCHO HA MEPUMOPIL KPATH-YHACHUYb YiET yeoou.

Mema cmammi — 8usAgieHHs: 0CODIUBOCHENL Pe2yTIIOBAHHS C8IMOB0I MOP2IGi 8 YMOBAX
NOWUPEHHSL MIDICHAPOOHUX BUPOOHUUUX MEPEIIC.

Mamepianu ma memoou. Komniexc 63a€M000N0BHIOBATLHUX MeMOOi8 HAYKOB020 00C-
JHOIHCEHHST EKOHOMIYHUX NPOYECi6 ma s6ULY 3 BUKOPUCTIAHHAM CIMAMUCIUYHUX U QHATIMUYHUX
mamepianie Opeanizayii ekoHomiyHO20 cnigpobimuuymea ma poseumky, I pynu Cgimogoco
banxy, Ceimosoi opeanizayii mopeieii, €6poneiicbkoco OIopo cMamucmuku, a MaKkojic pe3yib-
Mamu 61ACHUX HAYKOBUX OOCTIONHCEHD.

Pesynomamu docniorncennsn. Y npoyeci hpaemenmayii 2n1006anbH020 UpOOHUYMSA eKo-
HOMIYHI Y6 €Kmu ompumyroms 0ocmyn 00 HOBIMHIX MeXHON02il, opMyIoUU HOBY CUCmeMY
MIDHCHAPOOHUX eKOHOMIYHUX BIOHOCUH, 8 AKIll NPOMEKYIOHI3M € HENPUIIHAMHUM OIS 8CIX yudac-
HUKIG Mepedici. Ycaioommouu ye, yuacHuKy MidcHapoOrux eupobruuux mepexc (MBM) npae-
HYMb 00 3HUNCEHHSI MUMHUX Mapuhie, CNpowenst npoyedyp mopeieii ma po3eumky iHeecmu-
YIlIHO20 CNIGPOOIMHUYMEA ULTAXOM OB0CIMOPOHHIX Yl PeCiOHATIbHUX NpepepeHyiliHux Y200 5K
CMUMYTTY PO3BUMKY HA MEPUMOPISX KPAiH-NAPMHEDIS IAHOK MIXCHAPOOHUX BUPODHUYUX MePediC.
Ob6rpyHmosano, wo 20106HOK OCOONUBICIIO Mepedic, AKI POpMYIOMbCs 8 YMOBAX CNPOUWEHHS
mopeieni, € iX KOMIIIMEHMAapHiCMb, MOOMO Y200U, CAPAMOBAHI HA CMEOPEHHS HAUBUSTOHILUUX
VMO8 MIDIC2ATTY3€6020 CRIBPOOIMHUYMSA, IMIOPIY KOMNOHEHMIE Y KPAiHU ma eKCROpmY KiHYegux
6nae 3 Hux. Pe3ynomamu auanizy meHOeHyili (popmyeaHHa y NepCcnekmusi me2apeionanbHux
npeghepenyitnux napmuepcms (ITpancmuxooxeancoke napmuepcmeo (TTI1) mioe CLLA, Bbpy-
neem, Kanaooro, Hosoro 3enandiero, Cineanypom, Ascmpanicro, Mekcuxoro, B’emuamonm,
Manaiiziero, Yuni, Ilepy ma Anouicio; Tpancamnanmuune mopeosenvHe ma iHgecmuyilne
napmuepcmeo (TTII) mioe €C i CLIA, a maxooic Pecionanvie 8cebiune eKoHOMiuHe napm-
nepcmeo (PBEII) ceiouams, wo memoro yux y200 € popMYSaHHsA IHCIUMYYIIHO CYMICHUX Npa-
608020 MA pe2yIsIMUBHO20 cepedoguiy Osi ceimoeoi npegepenyitinoi mopeieni. I[Ipome sk
iHcmpymenm 36epedicentsi ma NiOGUWEHHS KOHKYPEHMOCHPOMONCHOCE Oepaicas 6 YMO8ax
NOWUPEHHSL MINCHAPOOHUX BUPOOHUYUX MEPENHC PISHOMAHIMHICMb npepepeHyitinuxX mop2oseib-
HUX Y200 3 PI3HUMU APASUIAMU NOXOONCEHHs MOBAPI8 NPU3e00Ums 00 HOPMAMueHoi gpae-
MeHmayii, CmeoperHs. mop2osux bap €pis, 30i1buIeHHsA sUmMpam i 8I0NOGIOHO 8apMOCHi MOBApPIE
o051 cnodcueayis. Bpaxosyrouu, wjo 0CHO8HY poitb Y KOOPOUHAYLL 3a3HAEHUX NPpoYyecis idiepa-
tomv THK, po3pobka ma 001pyHmy8aHHs HOBUX 2aAPMOHI308AHUX NPABUIL I HOPM Y MOpP2ieni 6i0-
OY8amMUMymuCs nio 4ac nepe2o6opis wooo npehepeHyitinux mopeoeebHUx Y200, d He 8 PAMKAX
bazamocmoponnix nepezogopie COT.

Bucnosku. Y npoyeci ¢hppaemenmayii 2nobanvioo supobruymea 6iobysacmocs popmy-
BAHH5 HOBOI CUCMEMU MINHCHAPOOHUX eKOHOMIYHUX 8I0HOCUH, 8 AKill yyacuuku MBM npaznymo
00 3HUNICEHHST MUMHUX MApuie, cnpoujerHs npoyeoyp mopeieii ma po3eumky iHeeCmuyitino2o
CRIBPOOIMHUYMBA UWLIAXOM NpeqhepeHyiliHUX MOP20BETbHUX Y200 K IHCIPYMEHM) 3aXucmy ma
CMUMYTIIOBAHHS PO3GUMKY HA MEPUMOPISIX KPAiH-NApmHepis TaHOK mepedic. 3 o2nady Ha me,
o OCHOBHY poib Y KoopOuHayii yux npoyecis gidizparome THK, po3pobka ma obrpynmyeants
HOBUX 2APMOHI306AHUX NPAGUI | HOPM GI0OYBAMUMYMbCS NpU YKIAOAHHT npeqhepeHyiinux
mopeosenvHux Y200, a He bazamocmopounix nepezosopie COT, wo axmyanizye nooansuii doc-
JHOJHCEHHSA 8 YbOMY HANPAMI 3 MEemOIo SUPIULEHHS NUMAHb, NO8 A3AHUX 3 DA2AMOPA306UM MPAHC-
KOPOOHHUM NepeMIilyeHHIM NPOMINCHUX MOo8apis, NOCLye, Kanimauy, 00 €Kmie IHmMeleKmyaib-
HOI enacHocmi mowjo.

Knwuosi croea: perynoBaHHSI MIKHAPOIHOI TOPTiBIi, IpedepeHtiifHi TOproBenbHi
yroau, MbKHapOIHI BUPOOHUYI Mepesxi, pparMeHTaIlis BUpOOHHUIITBA, TPAHCHAIIIOHAIEHI KOp-
mopariii, COT.
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UKRAINE’S TRADE UNDER THE DCFTA:
A GRAVITY MODEL

The article analyses the trade performance of Ukraine under the Deep and Com-
prehensive Free Trade Area (DCFTA). The practical results of the application of the
DCFTA provisions on Ukraine's exports to the EU are presented and compares the results
of a gravity model with actual trade to determine whether Ukraine’s exports to the EU
under the DCFTA have performed as expected. The findings follow with both traditional
economic theory and ex ante models that expected a significant increase in exports overall
and above normal trade growth and yet the reality has shown the contrary suggesting such
ex ante modelling is not relevant or accurate for policy makers negotiating such agreements.
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Xennaep M. Topeoeéna Ykpaunwt ¢ pamkax YB3CT: zpasumayuonnas mooens.
B cmamve ananusupyromes mopeosvie noxazamenu Ykpauuvl 6 Yciogusx yeayOnieHHOU
u 8ceobvemmouyeti 30Hvt c6obooHol mopeosnu (YB3CT). [lpeocmasnensvt npakmuueckue pes)ib-
mamwl npumenenus nonoxcenuti YB3CT k oxcnopmy Yrpauner ¢ EC. [Iposedeno cpashe-
HUe pe3yibmamos 2pasumayiOHHOU MOOenu ¢ akmuyeckol mopeosiell, 4mobwvl onpede-
aums 611 1 sxcnopm Yrpaunwt 6 EC 6 pamkax YB3CT ocywecmenen max, Kak 0xcuoaniocs.
IHonyuennvle pe3yibmamul 0CHO8AHBL KAK HA MPAOUYUOHHOU IKOHOMUYECKOU Meopuu, max
U Ha MOOensax ex ante, CO2NACHO KOMOPbIM OICUOANOCH ZHAUUMNENbHOE VEEIUUeHUEe IKC-
nopma 8 yenom u Gvlule HOPMAIbHO20 Mop2oso2o pocma. OOHAKO peanbHOCMb NOKA3Aad
obpammoe, a, C1e008AMENbHO, MONCHO NPEONONONCUMb, YO MOOEIUPOBAHUEe ex ante He
AKMyanbHO iU He OOCMAMOYHO MOYHO O HOAUMUKOS, 8e0YWUX Nepeco8opbl N0 NOOOOHbIM
CO2NaUEeHUAM.

Kinwuesvie cnoega: nmubepann3amys TOPrOBIH, TIIyOOKas U BCEOOBEMITIOIIAS 30HA
cBOOOTHOW TOPTOBIIH, SKOHOMHUYECKHH POCT, TapuU(BI, IKCIOPT, TpedepeHIHaIbHbIE TOp-
TOBBIE COIJIAIICHNS, IPaBUTALIIOHHAS. MOJIEIb.

Background. Negotiation of an Association Agreement (AA) between EU
and Ukraine were concluded and signed in Brussels on 21 March 2014 with
provisions for the creation of a Deep and Comprehensive Free Trade Area
(DCFTA) applied from 1* January 2015. Broadly speaking, the AA opens
up the EU market by offering reduced tariff access and in parallel Ukraine
will adopt a vast range of EU legislation that will align with the rules in the
EU over the next 10 years and make it easier for business to export.

© Hellyer M., 2019
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Analysis of recent research and publications. The expectations of the EU,
Government and citizens of Ukraine was that this would bring Ukraine
closer to the EU and lead to increased exports from Ukraine to the EU market.
Most studies predicted a positive impact on Ukraine’s trade[1-7] and others
developed computable general equilibrium (CGE) models [8—11] that predicted
ex ante increases in exports of Ukraine of between 6.3 and 15 % in the short
term (measured as 1 year impact in most cases) over and above any expec-
ted export growth (table I).

Table 1
Predicted Impact of DCFTA on Ukraine’s Exports to EU
Aggregate Impact .
Author(s) Date Method of estimation (Ukraine’s Fg(l)rrnﬁira:gf
exports to EU), % p
K. Berden,
F. Smakman, 2007 . Sﬁ?ﬁﬁs}?lce g]:f;l zzhel +6.4 1 year
P. Wymenga [8] d
. Computable General
V. Sidenko [9] 2007 equilibrium (CGE) model +15 Short Term
V. Movchan, Computable General .
R. Giucei [10] 20111 ilibrium (CGE) model 6.3 Immediate
Institute for Economic Computable General
Research and Policy | 2014 omp +9.9 Immediate
. equilibrium (CGE) model
Consulting [11]
A. Kravchuk, GTAP Computable General
Z. Popovych [12] 2016 equilibrium (CGE) model 1 I year

Source: composed by the author on the results of various sources analysis.

However, exports to the EU from Ukraine have not performed as expec-
ted at an aggregate level. Ukraine’s exports to the EU initially declined after
application of DCFTA trade provision (autonomous trade preferences applied
in early 2014) with —6.7 % growth and in 2015 and increased by 3.4 %
in 2016 (calculated by the author from Eurostat data). Whilst growth in exports
to the EU was an impressive 24.7 % in 2017, Ukraine’s export growth to
EU in 2018 was a more modest 8.0 %.

To compare actual short term performance with the predicted short
term (one year impact), a smoothed data approach is used of a 3 year moving
average of trade so that the immediate trade impact of the DCFTA is ave-
rage growth between 2015-2017 for the first year after the application of
DCFTA trade provisions and 20162018 for the second year. Average growth
in Ukraine’s exports to the EU post DCFTA was only 7.6 % (2015-2017)
compared with 7.6 % (2011-2013) prior to the application of the DCFTA
showing immediately no apparent effect. Even for the second year (2016—
2018), average export growth to the EU was 12.4 %, so compared with pre
DCFTA growth, the increase in exports post DCFTA is only 4.8 %. These
are below any of the predictions of ex ante CGE models.

Indeed, immediate short term average exports post DCFTA imple-
mentation (2015-2017) were €13.8 billion compared with €14.1 billion pre
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DCFTA (2011-2013). This means that the short term (3-year average) im-
pact of the DCFTA has been a decline of 2.3 % in exports compared with
the 6.3—15.0 % expected by models.

Therefore, the aim of this paper is to examine whether the predictions
and the expectations are reasonable and thus indicated that other factors
have played a role that policy makers could investigate to "unlock" the potential
of the AA/DCFTA. If the ex-ante predictions are accurate, then it is impor-
tant for policy makers in Ukraine to analyse which other factors are cons-
training the potential of the AA/DCFTA and if addressed, could unlock trade
to the EU. Whereas, if these CGE models are not good predictors of the effects
of Ukraine’s trade under the DCFTA, and actual export performance is what
could reasonably be expected, then other policies to promote and develop
exports should be pursued.

Materials and methods. The literature on Ukraine’s export perfor-
mance to the EU under the DCFTA has preferred the use of CGE modelling.
However, gravity models are popular empirical trade devices that have been
used widely for analysing the impact of different trade policy issues on bila-
teral trade flows between different geographical entities whereas CGE models
are generally used to quantify the impact of a change in trade policy on the
countries’ welfare and the distribution of income across countries [13].

Therefore, the absence of any gravity modelling on Ukraine’s exports
with the EU under the DCFTA could mean that the CGE model approach
created higher expectations than could reasonably of mean expected given
they aim principally at welfare rather than trade gains. Gravity models have
been shown to be amongst the most empirically robust relationships in
economics [14; 15] with Disdier and Head [16] meta-analysis of 1.467 estima-
tions showing stable and accurate results. Leamer and Levinsohn [17] also con-
clude that "Some of the clearest and most robust findings in empirical economics."

Therefore, in order to confirm the expected impact of the AA/DCFTA,
a gravity model (based on pooled panel data) of countries associated with
or recently acceded to the EU was developed to compare the expected results
of these ex-ante models.

The model is based on the idea that trade between two countries, like
the gravitational force between two objects, is a function of the countries’
"mass" (in this case, population size and GDP as well as the distance bet-
ween them). Tinbergen [18] first presented the gravity model in 1962 speci-
fying that the trade between two countries is relative to their size in GDP
and distance between them, as follows:

Equation 1: Traditional Gravity Model Specification

(GDP)*. (GDPg)*P
“F DIST,z"

with coefficients a, B, { = 1.
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Despite the high level of success in gravity models explaining trade
between two countries, these models were used in a "theoretical" vacuum
until Krugman’s [19] seminal work on theory of gravity models. He theo-
rised with costs to firms and market demand to prove from an economic
perspective to derive the gravity formula. In this theory, the GDP is used as
a proxy to the traditional Ricardian comparative advantage in relation to rela-
tive production and market demands. Distance is then the proxy for trade
cost between the two countries (assuming transport being the main cost) and
therefore affects the level of trade; that is in some way this addresses the
"frictionless trade" assumption of comparative advantage.

Linnemann [20] included population as an additional measure of country
size, in what was one of the first "augmented gravity models" and it is also
common to instead specify the augmented model using per capita income, which
captures the same effects. Other economists have then specified other "trade
costs" as the denominator to assess the impact of specific policies including ave-
rage tariff rates, SPS restrictions etc. [21]. A review of the range of gravity models
including dependent variables and statistical method employed is provided by
Kepaptsoglou et al (2010) [22] for 53 studies using gravity models and the most
relevant references relating to trade agreement analysis is presented in table 2.

Fixed effect gravity models use dummies to assess trade impact of speci-
fic trade policies on trade, most commonly the impact of FTAs [23]. These
fixed effect models also have the benefit of overcoming heteroskedasticity
inherent in gravity models whereby the structural form is affected by poli-
cies such as signing an agreement or change in exchange rate regime.

In specifying and estimating the model, recommendations from Bald-
win and Taglione [24], where used to ensure better results:

1. Unobserved variables are correlated with error term (autocorrela-
tion) so pooled panel data should be used to avoid this.

2. Gravity is an expenditure equation explaining the value of spending
by one nation on the goods produced by another nation (EU) so average trade
flows include spending in the other nation so in this model, only imports
from Ukraine are used (Ukrainian exports).

3. Gravity is an expenditure function allocating nominal GDP into
nominal imports so variables are not deflated for either trade flows or GDP.

Therefore, based on the plethora of research and evidence available, a fixed
effect gravity model of EU imports from partners was developed to assess
the impact of the AA/DCFTA on Ukraine’s trade using the following specification:

Equation 2: Gravity Equation with Accession Dummy
(GDPy,,,)*. (GDP,)E. DS
vkrEy DISTyyren”

Xuigu — exports from Ukraine to the EU (measured by EU imports from Ukraine);
GDPuy, —nominal GDP of Ukraine;

GDPgy —nominal GDP of EU;

Distyreu — distance between Kiev and Berlin;

D — Dummy for Signature of Association Agreement.
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In order to estimate the model parameters, a suitable group of refe-
rence countries must be used to gather the required data to then estimate
Ukraine’s expected trade under the AA/DCFTA. This assumes that Ukraine
should export to the EU at levels similar to the exports of the reference group
used to estimate the gravity equation. Therefore, this group should be simi-
lar in nature and particularly, the dummy must reflect the AA/DCFTA flag.

However, the AA/DCFTA is a new instrument of the EU and is a new
kind of agreement. Therefore, although Ukraine is not on an accession path
the legal approximation agenda and commitments of the AA/DCFTA are closer
to "Accession terms" than any other trade agreement. For this model, the refe-
rence group used is newly acceding members of the EU from Eastern Europe.
Western Balkans was considered as these too have an Association Agree-
ment, but this seemed not appropriate as these countries are to some extent,
less integrated currently in terms of legal approximation than Ukraine.

Results. As recommended by Baldwin et al. [23] the parameters were
estimated using pooled panel data of Accession Countries’ exports to the
EU by log linear OLS regression.

Equation 3: OLS Specification of Gravity Equation

InXuvirev = Intercept + o In GDPUkr + f InGDPeu + yInDISTureu + 0D.

Initially, the resulting regression ordered the data by country and year and
produced a model with adjusted R? of 91% (goodness of fit of the equation
to actual trade), but a Durbin Watson statistic of 0.34 which suggested auto-
correlation of stochastic error (that is, the model is following its own trend rather
than modelling the dependent variables). The OLS results are given in Appendix 1.

To overcome this autocorelation, the data was reordered randomly and
re-estimated as shown in Appendix 2.

The resulting model had a high goodness of fit (R2) of 88%, and no auto-
correlation with a Durbin Watson (DW) of 2.22; with 4 dependent variables
and 102 observations, the lower and upper limits range (inconclusive) for DW
is 1.461-1.625 and 2.375-2.539.

The elasticity of the "dummy" policy variable for accession showed
the expected impact of applying the policy to increase Ukraine’s trade (through
simulation) by 53 % (difference with 2014 expected trade with and without
the dummy). This is far higher than any of the literature predicted.

Considering the similarities of the policy of accession and AA/DCFTA,
the assumption and use of acceding countries as a reference group is still
valid, but further understanding of the complexities of the agreement and
the implementation stages mean that the use of a single policy dummy to
capture the effects was perhaps too ambitious.

The AA/DCFTA has two important parts: market access through the
liberalisation in the EU of tariffs on Ukraine’s imports and; alignment with
EU business regulations (mostly technical regulations and sanitary and phyto-
sanitary measures). This is also the mechanism during accession. Whilst in
the case of the AA/DCFTA, the process of gaining market access and alig-
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ning legislation starts with the implementation of the agreement, the date of
accession of acceding countries mark the end of the process and therefore,
the accession dummy does not truly represent the AA/DCFTA. Therefore,
two dummies in the model should be examined, the date of gaining virtually
duty free market access and the beginning of the process of alignment of
business legislation to the EU (that is, the date of formal accession launch
when acceding countries start the legislative alignment process). Given that
legislative alignment and market access to the EU did not always align,
a separate dummy was used for each in the re-specified equation, D; and D2
respectively. The combined dummy of D; and D: in the simulation of Ukraine’s
trade would show the expected impact of AA/DCFTA. The accession dum-
my (D3) was still included to show the expected impact once alignment under
the DCFTA was completed (expected mostly on legislation in Title IV,
Trade after 7 years of entry into force).
AA/DCFTA on Ukraine’s trade using the following specification:

Equation 4: Augmented Gravity Model for AA/DCFTA

F— e Sy

K =
Vkr.EU DISTyprey”

Xukeu — Exports from Ukraine to the EU (measured by EU imports from Ukraine);
GDPyir — nominal GDP of Ukraine;

GDPgy—nominal GDP of EU;

Distuisu — distance between Kiev and Berlin;

D; — Dummy of virtually free market access granted by EU;

D, — Dummy for the process of legislative alignment with EU business acquis
based on commitments in international agreement;

D3 — Dummy for Signature of Association Agreement.

For the regression estimates, the following data was used for recently
acceded countries from Eastern Europe as shown in fable 3.

Table 3
Scope of Data Used for Model Estimation
Date and basis Date and basis Date of
Countrie Data Set of EU Granting of launch of Accession -
L Accession
free market Entry Negotiations
Czech Republic, .
oy Hmga | 1905208 | 9205 dekred b EU EU B St | g
Poland, Slovenia g p gy
Slovakia, 2000 official launch at
Lithuania, Latvia 1997-2008 1999 the Inter-governmental 2004
Bulgaria and Accession Conference
Romania 19972011 1999 (Brussels) [26] 2007
2000 under
the Autonomous
Croatia 1995-2013 | Trade Preferences 2005 [28] 2013
to Western
Balkans [27]

Source: composed by the author according to [25-28].
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The initial regression produced no significance for D;, policy dummy
for FTA market entry. This is because in all but a few country cases (Croatia,
Bulgaria and Romania), the timing of application of market access to EU (Dr)
and start of accession negotiations and legislative alignment (D2) were the
same. Therefore, the regression was re-run without D; and D2 would be used
as the AA/DCFTA proxy.

The regression results are presented in Appendix 3. The goodness of fit of
the results is 89 % (Adjusted R?) and the DW of 1.61 (which is within normal
limits and all t statistics are significant within 5% confidence (>2.01 with 5 df).

GDP of partner countries, and the two policy dummies are positive
and significant as expected so that as GDP in the partner country (proxy for
supply capacity) rises, so does trade and the application of agreement for mar-
ket access and approximation and completion of the process also increases
trade as market access and legislative alignment increases opportunity for
trade. The distance coefficient (proxy for trade costs) is significant and negative
as expected so that as trade costs increase, trade decreases.

Although EU GDP (proxy for demand) is significant, the sign is nega-
tive which is counter intuitive and not in line with all other models. That is,
it is expected that as partner demand (EU grows), then exports from the country
to the EU would also grow. However, it is possible for the partner country’s
GDP to have a negative effect on the value of trade [29]. For example, in an
Heckscher-Ohlin model, if all the factors of production were to expand pro-
portionately in the partner country, the partner’s per capita GDP would remain
unaffected while GDP rises. If the elasticity of foreign demand (here EU)
for the country’s exports is sufficiently low, then even though the quantity
of exports may rise, their value may decline.

The resulting gravity model was thus specified:

Equation 5: Augmented Gravity Model
InXvirzu=37.0 + 0.82InGDPui-— 1.07 InGDPry— 0.32InDIST gy + 0.57D2 + 0.61D;s.

Based on recently eastern accessions to the EU, and using the above
formulation, Ukraine’s exports to the EU under the AA/DCFTA can be simu-
lated using the D> dummy (accession process begins as proxy for AA/DCFTA
implementation) and without D> to predict trade without implementing the
AA/DCFTA. D: is then used to signal the signing of the AA/DCFTA
(the point at which improved market access is offered and Ukraine starts the
process of legislation alignment which is akin to the launch of accession
negotiations for the reference countries used to specify the model).

Ds in the EU accession gravity model is the completion of the
accession process which will only happen (equivalent) once Ukraine has
adopted the EU acquis (akin to membership) which is expected (and Ukraine
committed) to be completed only 10 years after entry into force of the
AA/DCFTA and so in the following simulation, D3 is not used.
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Table 4 shows simulated and actual trade with the EU using the gra-
vity model for acceding eastern European countries over the period imme-
diately before application of the DCFTA and immediately after (four years):

Table 4
Ukraine's Trade with EU Simulated

Year Modeé)legl{f )€(ports Atcotl:ﬁle%}%)f)gs Differential, %
2010 11.366.479.560 11.100.825.360 2.4
2011 12.149.520.251 14.651.406.648 17.1
2012 13.760.811.114 14.201.384.330 3.1

2013 13.621.804.897 13.347.435.180 2.1
2014 17.917.526.218 13.218.532.266 -35.5
2015 14.991.753.256 12.336.451.349 -21.5
2016 15.204.472.884 12.756.762.825 -19.2
2017 16.810.272.395 16.197.138.541 -3.8
2018 20.087.797.879 18.022.713.323 -11.5

Source: composed by the author according to [30].

In the above simulation, the period prior to the AA/DCFTA (2010-2012)
shows actual and forecast trade without AA/DCFTA and is a fairly good fit
in most cases except for 2011. Therefore, it would be expected that the post
AA/DCFTA model (2015-2018) should provide a good indicator of the
expected benefit of the AA/DCFTA under frictionless trade (absence of other
trade barriers).

Conclusion. In the period before the application of the DCFTA
(2010-2013), the model shows that on average, actual exports are 3.9 % higher
than expected (simulated) exports to the EU from Ukraine, suggesting that
the model is a relatively good match to explain Ukraine’s trade with EU.
However, following the implementation of the AA/DCFTA, the actual ex-
ports from Ukraine to EU is substantially lower (2015-2018) than simulated
trade with D2 activated (that is with market access the launch of programme
of alignment) at 14.8 %. Extending this to 2018, actual performance in terms
of Ukraine’s exports to the EU under the AA/DCFTA is on average 14 %
lower than would have been expected. This confirms and correlates with the
ex ante CGE models that Ukraine’s exports to the EU under the DCFTA is
much lower than expected.

Further research is therefore warranted to unpack Ukraine’s export
performance to the EU at a disaggregated level to identify specific elements
that may explain this poor performance so that policy makers may address
these and through better understanding, mitigate and enable business to take
advantage of the export opportunity. Moreover, other countries entering free
trade agreements can take a more realistic view of the expected impact of
these agreements on exports.
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Appendix 1: Gravity Model Results (Panel data in Date order)

Regression of variable XEU:

Goodness of fit statistics (XEU):

Observations 102
Sum of weights 102
DF 97
R? 0.88
Adjusted R? 0.88
MSE 0.12
RMSE 0.34
MAPE 1.21
DW 0.47
Cp 5.00
AIC -213
SBC -200
PC 0

Analysis of variance (XEU):

Source DF Sum of squares Mean squares F
Model 4 85 21 178
Error 97 11 0

Corrected Total 101 96

Computed against model Y=Mean(Y)

Model parameters (XEU):

Source Value Standard error t Pr>|t|

Intercept 4133 6.03 6.85 <0.0001
GDP 0.85 0.04 19.21 <0.0001
GDPEU -1.21 0.22 -5.45 <0.0001
Dist —0.41 0.10 —4.16 <0.0001
Accession 0.43 0.10 4.07 <0.0001

Source: composed by the author based on Eurostat data [30].
Appendix 2: Gravity Model Results (Panel data Randomised order)

Goodness of fit statistics (XEU):

Observations 102
Sum of weights 102
DF 97
R? 0.88
Adjusted R? 0.88
MSE 0.12
RMSE 0.34
MAPE 1.21
DW 2.22
Cp 5.00
AIC -213
SBC -200
PC 0

Analysis of variance (XEU):

Source DF Sum of squares Mean squares F
Model 4 85 21 178
Error 97 11 0
Corrected Total 101 96

Computed against model Y=Mean(Y)

Model parameters (XEU):

Source Value Standard error t Pr> |t
Intercept 4133 6.03 6.85 <0.0001
GDP 0.85 0.04 19.21 <0.0001
GDPEU -1.21 0.22 -5.45 <0.0001
Dist -0.41 0.10 —4.16 <0.0001
Accession 0.43 0.10 4.07 <0.0001

Source: composed by the author based on Eurostat data [30].
ISSN 1727-9313. HERALD OF KNUTE. 2019. W 6 29




GLOBAL ECONOMIC RELATIONS

Appendix 3: Augmented Gravity Model
of Acceding Eastern European Members to EU

Regression of variable XEU:

Goodness of fit statistics (XEU):

Observations 155
Sum of weights 155
DF 149
R? 0.90
Adjusted R? 0.89
MSE 0.12
RMSE 0.35
MAPE 1.26
DW 1.61
Cp 6.00
AIC —-320
SBC -302
PC 0

Analysis of variance (XEU):

Source DF Sum of squares Mean squares F
Model 5 156 31 255
Error 149 18 0
Corrected Total 154 174

Computed against model Y=Mean(Y)

Model parameters (XEU):

Source Value Standard error t Pr> |t
Intercept 37.00 5.29 6.92 <0.0001
GDP 0.82 0.04 22.56 <0.0001
GDPEU -1.07 0.19 —5.66 <0.0001
Dist -0.32 0.08 —4.03 <0.0001
D2 0.57 0.07 7.71 <0.0001
D3 0.61 0.10 6.36 <0.0001

Source: composed by the author based on Eurostat data [30].
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Xennaep M. Topziensa Ykpainu 6 pamxax IIB3BT: epasimauiiina mooens.

Ilocmanoeka npoonemu. Ilionucanns Y2o00u npo acoyiayiro misic Yepainoro ma €C
21 bepesna 2014 p. nepedbauae cmeopeHHs: No2IUOAEHOI Ma 8CEOXONIOIYOT 30HU BLIbHOT
mopeieni (IIB3BT). ¥V wupoxomy ceuci ys yeooa mae giokpumu oocmyn YKpaini 00 punky
kpain €C. Boonouac, ye nepedbayac, wo Yxpaina mae cxeanumu HU3KY 3aKOHI8, AKi 0y0ymb
y320001cy8amucs 3 npasuiamu eeoenns oiznecy 6 €C i cnpusmumyms ekcnopmy.

Ananiz ocmannix 0ocnioxncens i nyonikayiil noxazas, wo NONpu HAsIBHICMb OKpe-
MUX HAYKOBUX OOPODOK, 3ANUMAEMbCS HEe 8UEHEHOT0 0eMAbHO NPOOIeMd MO2o, HACKLIbKU
006IpyHmMOoGanuMU OyIU NPOSHO3U WOO0 3MIHU NOMEHYIALy po36umKy mopeieni Ykpainu
3 €C 3a ymoeu IIB3BT, 3pobaeni na 0cHO8I mpaduyitiHoi ekoHOMIuHOI meopii ma mooenell.

Memotro cmammi € nepegipka 0OIPYHMOBAHOCMI MA OOCHOGIPHOCMI NPOCHO3I8 U000
poszsumky mopeieni Yrpainu 3 €C 3a ymosu IIB3BT na ocHogi epasimayiiinux moderetl,
A MAKOHC HAOAHHS PEKOMEHOAYI W00 X 8PAXYBAHHS Y MeNCaX NIONUCAHHS NOOIOHUX V200.

Mamepianu ma memoou. Y 0ocniosicenHi BUKOPUCIAHO 2pasimayitini Mooer, y m.4. MoOeib,
Wo 3ACHOB8AHA HA OAHUX 38e0eHUX nauenel Kpain, acoyitiosanux abo Hewooa8HO NpUco-
nanux 0o €C. 3a ocno8y 63amo npunyweHus, uwo xoua Ykpaina noku He cmoimo Ha WXy
ocmamounoeo npuedHanis 00 €C, ons euguenns it cumyayii HaubLbULe RIOXOOUMb MOOeb,
de 3acmocosyemucs peghepenmua epyna Hogonpueonanux unenie €C 3i Cxionoi €gponu.

Pezynomamu  docnioscennna. Ha ocHogi ananizy NOKA3HUKIE 306HIWHBLOI MOp2ieni
Yxpainu y mescax noenubnenoi ma eceoxoniroouoi 301U 8LIbHOI MOP2IGNi NPe3eHmMOB8aHO NPax-
muyni pesynemamu 3acmocysarts nonodcerv IB3BT 6 excnopmi Yipainu 0o €C. [Iposedeno
NOPIGHAHHS Pe3yIbIMAmMie Mopeieii, o SUIHAYEHI I3 3ACMOCYBAHHAM 2pAIMAYIiHUX Mooderell,
ma akmuuni NOKA3HUKU mopeieni. Pezynsmamu yb0o2o nOPIGHsAHHSL C8I0Uamb, W0 NPOSHO3HI
OaHi, AKI 6a3y8anucsa Ha MPAOUYILIHILL eKOHOMIUHIN Meopii ma MoOenax i nepeddbauany cymmege
3POCMAHHA eKCNOPNTY 302alIOM, Y PeaiibHitl cumyayii He cnpagounucs y nosuomy oocazy. Ocmanne
MAKOAHC CIMAI0 CEIOUEHHAM MO20, WO Y YUX MOOEISIX He Opauch 00 yeazu 000amKo6i YUHHUKU,
SKL MO2TU 3a640UMU 3DOCMAHHIO MOP2IeNi. 3anponoHosano pekomeHoayil 0k ROJIMUKIE, 5Ki
bepymo yuacmo y nepemosax uwjo0o yKiaoants nooibnux yeoo. Hazonoweno, wo epasimayiiine
MOOENIOBAHHSA He 3a8i#COU 0aE OOCHAMHbLO MOYHI Pe3yIbmanmu.

Bucnoexku. YV 2010-2013 pp. (0o 3anposaodoicenna I[IB3BT) epasimayitina modens
nokasana, wo 8 cepedHbomy ghakmuynul excnopm Ha 3.9 % nepesuuyyeas ouikyeanuil (imimo-
sanuti) excnopm oo €C 3 Vxpainu. Ile dano 3moey npunycmumu, wo mooenb NOPIGHAHO
0obpe nioxooums 0ns onucy mopeieni Ykpainu 3 €C. Oonak nicisa énpogadxcents [IB3BT
(2015-2018 pp.) paxmuunui excnopm 3 Yrpainu oo €C cmag Hudcuum, Hidxe 0y10 3mo0e-
avosano: 30kpema, y 2018 p. ye sioxunenns cmanosuno 14 % nopieHAHO 3 OUIKY8AHUM.

THooanvwi 0ocnioxcenus moxcymo 6ymu npuceadeni oemanizayii aHanisy ekcnopmy
Yxpainu 0o €C 3 memoro 8usHaueHHs KOHKpemMHUX eleMeHmia, AKi 6 0anu 3Mo2y NOACHUMU
Huzoky epexmusnicms IIB3BT y sunaoxy Yxpainu. Lle y ceoio uepey cghopmye nepedymosu
01 NOKpawanus cumyayii ma 0acmv NOGHOYIHHY MOJNCIUGICMb YKPAIHCbKOMY Oi3Hecy
CKOPUCIAMUCST eKCROPIMHUMU MONCIUBOCMAMU, W0 8i0Kpusae cmeoperisi [IB3BT.

Kniouoei croea: nibepaiizauis TOpPriBili, MOMIMOJIEHA Ta BCEOXOIUIIOIOYA 30HA
BIJIBHOT TOPTiBJIi, EKOHOMIYHE 3pOCTaHHs, Tapu(du, eKCHOPT, MIIBroBi TOProOBENbHI Yrou,
rpaBiTaIiiiHa MOJEIb.
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VALUABLE MANAGEMENT
OF THE ENTERPRISE:
CHANGES IN THE PARADIGM

Article is devoted to the study of the workers’ values of the trade enterprise. The relevance
of the use of valuable management in modern commercial enterprise is determines in this article.

The current trends in management that actively influence the development of modern
approaches to personel administration are considered. For research of personal values of the
employees of the enterprise, K. Harsky’s method was used in our modification.

Keywords: values, employees management, values management.

Baii. C., Bonobyes M., Kanoazypa E. Ilennocmnoe ynpagienue npeonpusmuem:
usMenenus napaouemul. Hcciedosanvl mpyoogvie YeHHOCHU MOP208020 NPeOnpUsmusl.
Onpedenena axmyanbHOCMb UCNONb306AHUSL YEHHOCHHO20 MEHEONCMEHMA HA COBPEMEH-
HOM KOMMepHeckom npeonpusmuu. Paccmompenvt cospemennvle menoenyuu 8 ynpaegie-
HUU, KOMOpble AKMUBHO GUSIOM HA PA3GUMUE COBPEMEHHBIX NOOX0008 K YNPAasieHuIo nep-
conanom. /[na uccie0o8anus IUUHbIX YeHHOCmel pabomHUKO8 NPeONpUsmus 6 asmopcKol
Moodudurayuu ucnorwvszosan memoo K. Xapckoeo.

Knwouesvie crnosa: HCHHOCTH, YIIPABJICHUC COTPYAHUKAMU, YIIPABJICHUE HECHHOCTAMU.

Background. Actual question at the current phase is optimisation of
the management system of the production team with a constant increase of the
efficiency of personnel enterprise activity. At the same time, theory and

© Bay S., Volobuiev M., Kandahura K., 2019
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practice of management that practically exhausted possibilities of employ-
yers’ opportunities create unique incentive programs that impact on the
motivation of its employees. The social programs offered by the employer
for their staff are quite monotonous. Insurance, loyalty bonus, support for
innovation activity, free meals and transport to the workplace etc.

This situation is ever more complicated because of the need to take
into account the current trends in the labor market — outflow of Ukraine’s
able-bodied population abroad, a steady decrease in the share of workforce
of Ukraine, who agree to work without official payment, more stricter requi-
rements to the employer, working condition, rest, modernization of pay-
ments. Meanwhile, the modern employer is pressured not only by constant
search of new ways and approaches to attract candidates to the vacancy
of the company. No less important problem is the need to create programs
for the maintenance of their staff.

Management theorists and practices continue to offer employers new,
effective pay system. Various indicators were taken as basis: performance of
the standard of daily productivity (Bart’s system), level of qualification, com-
petence, knowledge and skills (Helsey system), value of products and their
lowering (Scanlon system) and other. Sufficient developments in native enter-
prises have received remuneration system based on modern approaches such
as Key Performance Indicators (KPIs) and Balanced Scorecords (BSs) [1-3].

But all these systems, as a rule, are based on the fact that the employer
tries to influence the motivation of the employee to receive more money.
But practices shows that the modern worker does not always put in the first
place exactly the level of remuneration. The employee is interested in such
elements of his activities as the image of the enterprise and products, pro-
fessional challenges of complex production tasks, the possibility of profe-
ssional and personal growth in the enterprise, the ability to form indepen-
dently the level of workload and the mode of activity, the comfort of the
moral and psychological atmosphere in the company, the scale of projects,
the level professionalism of colleagues etc. [4].

Enterprise management is not possible without effective management
of its personnel. Such efficiency is based, in the first place, on the interest of
the personnel to carry out their professional duties in a qualitative manner.
Employee’s interest is a certain type of motivation to fulfill (or not) the
production task of the given parameters. Motivation is based on the fact,
that the employee is important at the time of the performance of the produc-
tion task — that is personal production and life values. It is sufficiently new
to introduce into the practice of enterprise the principles and methods of
effective management [5—7].

Analysis of recent research and publications. Many scientists and
practitioners of management paid attention to the study of the values of the
individual and the possibilities of using the results obtained in the pro-
duction activity of the enterprise. At the end of the last century in works of
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B. Agle ta C. Caldwell [8], C. Anderson [9], K. Blanchard, M. O’Connor [10],
R. Edgeman, F. Scherer [11], M. Garvanova Ta I. Garvano [12], P. Griseri [13],
R. Roe, P. Ester [14] were indicated the possibility of building the manage-
ment of the personnel of the company based on the values of the individual and
group values of the team. The relevance of effective management in the current
moment was emphasized in works of G. Abbott, F. White and M. Charles [15],
Y. Bao, R. Vedina, S. Moodie, S. Dolan, [16], S. Bay [17] S.Dolan [18],
G. Fitzgerald [19], K. Jaakson [20], S. Schwartz and K. Boehnke [21]. Such authors
of C. Mowles [22], P. Smith, M. Peterson and S. Schwartz [23], R. Tangri [24]
emphasized that the relevance of effective management does not depend on
the size or direction of its activity of the enterprise.

S. Dolan and G. Salvador [25] defined modern tendencies in the
development of general management of values as a very powerful and
irresistible (figure):

Trend Jor managers to

wr

. A
4 1
| - i
I o Y I
— 3 2000
Trend towards { WEBG ] 1660 Trend
product tovrards
Ceality and tearms.
clierts’ . networks and
saistaction ( MEI ) 1520 flat structure
‘ Meed for “Organizational Developrnent”
“rend towards artonomy and
professional responstbiity .
Modern trends of management
MBI = Management by Instructions;
MBO = Management by Objectives;

MBYV = Management by Values.
Source: [25].

These four trends, in turn, are a considerable increase in the comp-
lexity and uncertainty in companies 4. All four are also inter-connected:

1. The need for quality and customer orientation.

2. The need for greater professionalism, autonomy and responsibility.

3. The need for "bosses" to evolve into leaders/facilitators.

4. The need for "flatter" and more agile organization structures.
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In line with market trends, what was assigned by managers as the
basis for management — the instructions, tasks or values-changed.

It should be noted that during the time when the values and their place
in the structure of the personality and motivation of employees were studied,
there were certain changes in their importance and relevance. Thus, K. Blan-
chard, and M. O’Connor [10] argued that the key to employees are the value
of career advancement, the acquisition of new skills and knowledge to
improve their skills. According to original research, G. Abbott, F. White and
M. Charles note that the enterprise has a tendency to shift life values from
general business to personal values [15].

The aim of the article was to investigate the values of employees of
a modern trading enterprise and the possibility of using this information to
optimize the process of managing the personnel of the enterprise.

In order to achieve this goal, we have completed the following tasks:

» investigate the values of the employees of the trading company and
identify the group that is most important to them;

+ identify the specific values that respondents consider to be important;

* to carry out comparative analysis of selected values with the results
of researches of other scientists of previous years;

* to determine the possibility of practical use of the results obtained by
the managers of the trading enterprise.

Materials and methods. The study of the values of the individual was
carried out by the authors for original methods. According to the methodo-
logy of Rockich, terminal and instrumental values are studied, basic human
values are studied with help of Sh. Schwartz’s method. The E. Fantaal’
methodology demonstrates the values that form the core of personality, and
according to the method of S. Bybnova’s study of ideal values. S. Dolan
noted that the values in the enterprise divided into three groups-economic-
pragmatic, ethical-social and emotional-spiritual [26; 27].

In research, we used the method of K. Kharsky [28] in own modi-
fication. According to the author’s version, the respondent must compare in
pairs all values among themselves. The results of this comparison is value
that has received most numbers of answers. The same situation is with
group of values. In our opinion, this technique is rather cumbersome and it
makes sense to carry it out only in an automated version. For the possibility
of conducting researches in field conditions and conditions when it is not
possible to use a computer. Therefore, we developed a paper version of the
research of personality values. Each of the respondents received a list of
32 human values. This list consisted of four groups of values: ideological,
material, emotional and values of life — eight in each. For the impartiality of
the choice of respondents, groups of values in the text were not named and
separated. Each of the respondents chose among the 32 proposed values
only eight. Between eight selected values necessary to select the most
important and evaluate it in eight points. In this algorithm, other values
received a score from seven to one. We tried to determine not only the
choice of actual values, but also their place among the important ones.
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The research was conducted on workers of the enterprise of the female
and male of the age from 22 to 32years (n=90) — with the middle age — 27.9 years.
Respondents to our study were cashier sellers, cashier controllers, food and
non-food consultants, administrators of the trading hall of 12 outlets of ATB
and Silpo trading networks. The study involved employees with secondary
and tertiary education. The respondents were selected according to the
principle of proportional type selection.

Results. The number of answers, the total amount received and the
average amount of points were determined for each value. Furthermore, the
same set of indicators for each of the four groups of values was determined.
The results are shown in table 1.

Table 1
Actual group values of employees of the enterprise
Value group Grade point average GPA Place Number of answers
Ideological 4.26 3 51(4)
Material 3.64 4 77 (3)
Emotional 4.91 1 127 (1)
Of life 4.74 2 105 (2)

Source: authors’ research.

The data in table I indicate that for the group of respondents in the first
place there are values from the group of emotional. GPA in this group was 4.91.
The second place was a group of values of life — 4.74 points. The third place was
taken by a group of ideological values —4.26 and the last — material — 3.64 points.

It is necessary to consider the fact that by the number of responses the
third place is material values, and the fourth is ideological. But the calcu-
lation of points led to the fact that the values changed places.

Based on how the author of the method K. Harsky commented selec-
tion of a group of values, we can note the following.

In the team, our respondents put their emotional values in the first
place. This indicates that the relationship between colleagues is in the first
place for the team. The relationship between employees is based on inter-
personal relationships. Relationships and their harmony for employees and
leadership are more important than income and earning. The main task of
management is to take care of the loyalty of the staff and to maintain a high
level of desire to work at this particular enterprise. The maximum attention
of all personnel is aimed at creating in the team the optimal moral and
psychological atmosphere and keeping it at that level. At the enterprise,
non-material incentives are important and work must bring moral satisfac-
tion in the first place, and then — material. The management directs its staff
to prevent misunderstandings between employees and avoid conflict situa-
tions. If conflicts still arise, they are solved with the active participation of
managers as mediators and intermediaries. The team appreciates the ability
to control their emotions and not respond to external negative influences

that can lead to misunderstanding.
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The second group life values should be interpreted as a need and
desire of management to worry about their employees — for their physical
and psychological health, the team is considered as a family. Employees need
attention from the management and as a result, they demonstrate excellent
disability and productivity. At the same time, the high quality of perfor-
mance of duties is appreciated to preserve the positive image of the enter-
prise. Managers believe that strict rules limit the freedom and creativity of
staff. The company appreciates the loyalty of the employee, which is expressed
in the work, and dedication is encouraged and is an example for others.

The fourth place of material values is explained by the fact that for
employees material is not the most important. Profit and economic perfor-
mance are important only if the relationships between the employees are regu-
lated and they enjoy staying in such calm, family atmosphere. Analysis of
the selection of specific values showed that respondents had certain priority
and outsider values. Information about first eight values is shown in table 2.

The data presented in table 2 showed that the value of "freedom"
elected only 22 from 90 respondents this value took the fourth place only
due to the fact, that respondents gave it enough high scores. In addition,
such value as "friendship" has received 70 answers from 90 respondents. At
the same time, this value took the sixth place.

Table 2
Actual values determined by employees (average)
Place Value Group Number Number GPA
of answers | of points
1 Relationships with Values of life 52 312 6.0
parents

2 “Having a family” Values of life 48 286 5.96
3 Love Emotional 80 472 5.9
4 Freedom Ideological 22 114 5.2
5 Righteousness Ideological 50 240 4.8
6 Friendship Emotional 70 330 4.71
7 Understanding Emotional 24 113 4.7
8 Self-sufficiency Emotional 26 117 4.5

Source: authors’ research.

We need to solve the problem of determining the importance of one or
another value, depending not only on the points that the respondents gave
this value, but also on how often it was chosen by the respondents. There-
fore, we have worked out a formula that takes into account together: the num-
ber of respondents choosing a particular value and the value of points in which
respondents assessed value. This formula calculated the weight of value (w):

W=S/n - k,

where W — weight of value;
S — sum of all points for a particular value;
n — total number of respondents;
k — the number of answers of a particular value.
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Using this formula allowed us to obtain the results of the first eight
values of the respondents’ answers, which are represented in table 3.

Table 3
Actual values determined by employees (average)
Number Number Weight
Place Value Group of answers | of points | of value (w)
1 Love Emotional 30 472 209.8
2 Friendship 70 330 128.3
Relationships
3 with parents Values of life 32 312 %01
4 “Having a family” 48 286 76.3
5 Righteousness Ideological 50 240 66.7
6 Career Material 54 194 58.2
7 Quality of life Values of life 46 180 46.0
8 Confidence Emotional 42 184 26.6

Source. authors’ research.

Comparing the results presented in fable 2 and table 3 gives an oppor-
tunity to state that due to the new method of calculating the weight of values
the distribution of values in the first eight has changed somewhat.

The value of "love", which took the third place in the previous method
of calculation, with the new method, took first place with high result
W=209.8 points. The value of "friendship" from the sixth place moved to the se-
cond with a result significantly less than the value of "love" — only W=128.3 points.
At the same time, the value of "relationship" with parents and "having family"
moved from the first and second places, respectively, in third and fourth.

The value of "righteousness" kept its fifth position in the list of actual
eight values. At the same time, from the list of these values due to the new
system of calculating results, values such as "freedom", "understanding" and
"self-sufficiency" fell out. Instead, their places occupied the values of "career",
"quality of life" and "confidence".

Statistical processing and analysis of the results made it possible to
determine that the respondents disregarded some of values. Such values as "pat-
riotism" and "duty" from a group of ideological values, the value of "qualify-
cation" from the group of material values, the value of "sensitivity" and "tran-
quility" from the group of emotional values and the value of "ecology" from
the group of values of love have not been received any numbers of points.

In accordance with the results of the research of the values of the
production team, who we have developed proposals for managing the com-
pany to optimize the process of personnel management.

It is advisable to pay more attention to the implementation and broad-
casting of values belonging to the emotional group in the management of the
personnel of the enterprise. Thus, the team will maintain a friendly atmosphere;
employees will appreciate one in one human qualities and desire for mutual
understanding. Among the staff, the spirit of collectivism and the pursuit of
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collective goals and values will prevail. The management should make
maximum efforts to preserve the team’s optimal moral and psychological
climate, because this brings for employees pleasure from work. Corporate holi-
days should be hold, as this will contribute not only to improve relation-
ships, but also to prevent misunderstandings and interpersonal conflicts.
Demonstration by the leadership of their calm and confidence gives a posi-
tive example to the subordinates and teaches them to control their emotions
and configure themselves on the positive.

The pursuit of values of life should be reflected in the creation of a family
atmosphere in the team. Employees should always feel the care management.

The team appreciates the spirit that prevails in the enterprise, so every-
one should be very careful about the dissemination of information, espe-
cially personal and undesirable. Workers should solve disputes and misunder-
standings in small groups and try to save the enterprise personnel. The leadership
should make efforts to educate its subordinates not only professionally, but
also in personal terms.

According to the results of the research, the workers are not strongly
motivated by professional development, qualification, social status — values
from the group of material. If we use the values from this group, then more
attention should be paid to the development of carcer. None of the res-
pondents gave the value of "money" eight points, and only one gave the
value of "weight" — seven points and two-six points.

In the group of ideological values, respondents most of all chose "righte-
ousness" — four of them gave this value eight points and two more — seven.

However, we offer management to use the results of research not only
for developing a staff encourage program, but it can also be used to find and
select candidates for a job. We already have a description of the values that
are cultivated in the enterprise. When conducting the same research among
candidates, special attention should be paid to those whose personal values
will be similar or very similar to the values of the team. This approach will
be positive not only for the company’s staff, but also for the new employee.
Firstly, the candidate will not interfere employees to work, as maintain the
same values that they support. The team will therefore perceive a new
colleague as a close person and help him in the process of adapting to the
new workplace. The combination of values of the new employee and the
team will increase the potential results of their work.

Conclusion. Modern management trends are the need to improve the
quality of products and customer satisfaction, the need and desires of mana-
gers to become leaders and facilitators, increase professional autonomy,
professional responsibility and build a team and organizational structure
with high flexibility and rapid response to changes. Under these conditions,
the leading position is the management with help values. Effective manage-
ment has been studied by scientists and management practices for a long
time, but in the last twenty years is increasing importance.
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An original study conducted showed that at the investigated trading
company for personnel are most relevant values from the group of emo-
tional. Among these values, the most important workers consider the values
of "friendship" and "love".

In the first three of the most important values the workers included the
value of "relationship with parents" from the group of values of life.

Among the values presented for selection, the collective of the trading
company ignored certain values. Such as "patriotism" and "duty" from a group
of ideological values, the value of "qualification" from the group of material
values, the value of "sensitivity" and "tranquility" from the group of emo-
tional values and the value of "ecology" from the group of values of life.

The obtained results of the research became the basis for development
of the program of stimulation of the personnel of the trade enterprise. This
simplified the creation of this program and determined exactly the values
most supported by the staff of this enterprise.

The results, in our opinion, can be used by the company’s manage-
ment not only to create a stimulus program. Results will be useful in the
process of finding and selecting candidates for a vacancy by comparing the
values of candidates with the values of the enterprise team. We propose to
give preference to candidates whose values will be similar or close to the
values of the staff of the enterprise.

We believe that the results obtained during the study are not final and
we consider it necessary to continue the research to determine possible changes
in the values of the team during a certain period of its operation. We con-
sider it necessary to continue research in the direction of implementation of
value management in the practice of management not only of trading
enterprises. Research on the values of employees of enterprises in other
industries will determine whether the values selected by employees of a
trading enterprise are universal, or vice versa — they are specific only to
a trading enterprise. The speed and direction of changes in the value prefe-
rences of employees of a trading company should also be investigated. An
important area of further research is to identify the differences between the
results of our research and those of other scientists. Such discrepancies may
testify either to changes in employees’ preferences over time, or to differ-
rences in values among employees representing different cultural and geo-
graphical populations.
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baii C., Bonooyee M., Kanoazypa K. Llinnicne ynpaeninna RiONpUEMCmEom:
3MiHU napaouzmu.

Ilocmanoska npodnemu. Modxcaueocmi cmumyn08amu NepcoHan mop2o8ebHO20
nionpuemcmea jauule depe3 MamepianibHy cK1aoosy ue OesmedicHi. Tomy 6i0bysaembcs
NOWLYK WIAXI8 NOKPAWeHHs eheKmusHocmi pobomu nepcoHany 6e3 30i1buieHHs IXHbOI
3apobimnoi niamu. OOHUM 3 NEPCHEKMUBHUX HANPAMIE V YbOMY € YNPABILIHHI NePCOHANIOM
uepe3 YIHHICHI nepesazu npayieHUKIG.

Ananiz ocmannix docnioxcens i nyonikayii noxazas, wo YiHHICHI nepesazu npa-
YIBHUKIG 3 4ACOM 3A3HATOMb CYMMEBUX 3MIH, WO BUMALAE IO KEPIGHUYMEA TOP2OBETbHOZO
nIONPUEMCMBA NOCMITIHO20 MOHIMOPUHZY Yb02O NUMAHHSA MA GHECEHHSI KOPUZY8AHHS 6 NpO-
2pamu CmuMYII08aHHS 6lACHO20 NEPCOHATY.

Mema cmammi — docrioumu YiHHICHI nepesazu NPayieHUKIE CYYACHO20 MOPe08eib-
HO20 NIONPUEMCMEA MA MONCIUBOCMI SUKOPUCMAHHA yi€i inpopmayii Ona onmumizayii
YNPABIIHHA NEPCOHANOM NIONPUEMCMEA.

Mamepianu ma memoou. Y npoyeci 00CHiONCeHHs BUKOPUCMAHO MemOoou. Nopis-
HSAHHSL, 2pagiunull, mabauyHUl, eKOHOMIKO-CIMAMUCMUYHUIL.

Pesynomamu oocnioscenns. Ilposedene 0ocniodxcenns niomeepouno zinomesy npo
BUCOKY UMOGIDHICMb 3MIHU 8 4aci YIHHICHUX YNOOOOAHb NPAYi6HUKIE MOPe0GeIbHUX Ni0-
npuemcms. Busnaueno cyuachi menoenyii yinuicHux opienmayiti npayieHuxie. JogedeHo,
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WO 05l CYHACHO20 NPAYIBHUKA MOP2OGENbHO20 NIONPUEMCINEA NEPUIOYEPLOGUMU OCODUC-
MICHUMU JHCUMMEBUMU YIHHOCTIAMU € He Mamepianvhi (3apobimua niama, oceima, Keaui-
Qikayis) ma He ideonociuni (c60000a, pisHicms), a yinHocmi emoyilHi (110008, Opyicoa,
PO3VMIHHS) ma 6imanbHi (CMOCYHKU 3 ObambKamu, HaaeHicmb poounu). Ompumari peyiemamu
Haoaroms MONCIUBICINb PO3POOIEHH MaA 8NPOBAONCEHHA HA MOP20BETbHUX NIONPUEMCBEAX
ONMUMATILHUX NPOSPAM CIUMYTIOBAHHA NEPCOHANY 3 VPAXY8AHHAM YIHHICHUX OpieHmayiti
npayisnuxie. Kpiv mozo, ompumani pe3ynemamu mMoxcyms OYmMu 8UKOPUCHAHI Nid Hac
noutyKy ma 6i06opy Kanouoamie Ha 6aKancii mop2o6eibHUX RIONPUEMCME.

Bucnoexu. Ha 6iominy 6i0 nonepedHix 00CiONCeHb, GUSHAYEHO CYUACHY MEeHOCHYIIO
w000 3MIHU Npiopumemis YiHHOCMeEN Y NPAYIGHUKIE Mmop2o8eabHUX nionpuemcms. Hapaszi
60HU 8I00aOMb C80I YNOOOOAHHS He MAMEPIANbHUM MA [0e0I02IYHUM YIHHOCMAM, A YiH-
HOCMAM eMOYIHUM Ma SIMAIbHUM.

Haseoeni pesynomamu mooxcymv CMAHOSUmMU OCHO8Y HOOATbUIUX —HAYKOBUX
00Ci0MHCeHb, MemOoK AKUX OyOe GU3HAUEHHS VHIBepCAlbHOCMI ab0 HA8Naku — cneyughiy-
Hocmi obpanux yiHHocmell OJisl NPAYi6HUKIE came mopeosenbHux nionpuemcms. 0606 ’13-
KOBUM € NPOBEOeHHs aHANO2IYHUX OOCHIONHCEeHb Y KOJIeKMUBAX MOP2OBENbHUX NIONPUEMCTNG
0714 BU3HAYEHHA MeHOeHYill 00 3MiH YiHHOCMel NPAYIBHUKIE Y 4dCi.

Kniouoei cnoea: UIHHOCTI, YNpaBliHHS I[I€PCOHANIOM, I[IHHICHE YIIPaBIiHHS,
miadip mepcoHaty.
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OVERBOOKING AS THE INSTRUMENT
OF REVENUE MANAGEMENT

The peculiarities of the use of overbooking in the hotel business have been investi-
gated. Using the principles of overbooking which are applied in hospitality, the study found
that there are statistically significant returns on the revenue in Ukrainian hotels. Pre-
requisites and benefits of implementing overbooking in hotel business are analyzed.

Keywords: overbooking, revenue management, hospitality, hotels, market segments.

boiiko M., bocoeckaa M., Kynux M. Osepoykunz KaKk UHCIMPYMeHmM DeeeHio-me-
HeOdycmenma. Hccneoosanvt ocobeHHOCMU UCNONb308AHUA 08ePOYKUH2A 6 20CIMUHUYHOM
ousnece. Jlokazana 3a6ucumocms 00X0008 YKPAUHCKUX Omeneli Om Y8eaudeHus Koauye-
cmea ycnye nepebponuposanus. I[lpoananuzuposanvl npeonocuLIKY U Npeumyuwjecmed eHe-
OpeHusi 08epOYKUHeA 8 20CMUHUYHOM OU3Hece.

Kniouesvle cnoea: oBepOyKHHT, yIpaBlIeHHE 0X0JaMH, c(hepa TOCTEIPUUMCTBA,
TOCTHHHIIBI, MAPKETHHIOBBIE CErMEHTHI.

Background. The development of revenue management at Ukrainian
hotels requires the use of new methods that optimize overbooking levels and
allocation. Modern methods for hotels are a revenue management strategy
that helps to maximize the total capacity and increase the Room revenue. It
is precisely the use of overbooking that can solve urgent issues of the
revenue generating capabilities. Overbooking is a situation when the total
number of rooms reserved for a certain period of time exceeds the total
number of rooms available for sale for the same period.

© Boyko M., Bosovska M., Kulyk M., 2019
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Analysis of recent research and publications. The prerequisites for
forming conclusions about the peculiarities of forming overbooking as
a hotel revenue management optimization method in an environment where
market segment prices are optimized via demand curves ahead of a planning
horizon [1]. Theoretical and methodological understanding of booking can-
cellation patterns and enable the adjustment of a hotel’s cancellation poli-
cies and overbooking tactics according to the characteristics of its bookings
were analyzed in [2].

Thus, S. Ivanov, identified all possible combinations between the over-
booking levels of each room type and the actual number of cancellations, no
shows and early departures the hotel can face, and formulates the costs of
the overbookings in each of these combinations [3]. J. Salvat, L. Zanzi,
A. Garcia-Saavedra, V. Sciancalepore, X. Costa-Perez — the need to acquire
slice overbooking which can provide up to 3x revenue gains in realistic
scenarios with minimal footprint on service-level agreements [4].

G. Gallego, H. Topaloglu noted that there is no strategic investment
that has a higher return than investing in good pricing instruments, one of
which is overbooking [5].

V. Pimentel, A. Aizezikali, T. Baker, formulated the basic require-
ments and identified a simulation model of a large hotel’s reservation
system, validated by Marriott hotels [6].

D. Sierag, G. Koole, R. Van Der Mei, J. Van Der Rest, B. Zwart propo-
sed a revenue management model based on Talluri and van Ryzin that takes
cancellations into account in addition to customer choice behaviour [7; §].

In spite of the considerable amount of scientific works devoted to
overbooking in the system of revenue management, it is necessary to
note fragmentation and discussion of theoretical and methodical approa-
ches concerning the use of their results in the practice of managing the
subjects of the hotel business. A certain approach is an urgent task for
business entities. There is no theoretical structure in the scientific lite-
rature that would justify a holistic concept of overbooking in the revenue
management system. This complicates the development of organizational
and economic mechanisms for its implementation and limits the possi-
bilities of application to achieve the socio-economic goals of the func-
tioning of business entities.

The aim of this study is to analyze the state of overbooking imple-
mentation in Ukrainian hotels, realization of hotel services segmentation by
criteria of overbooking use on the basis of methods and analytical tools of
data processing of web sites of Ukrainian hotels and testing of hypotheses.

Materials and methods. The research is based on the scientific works
of scientists whose works reveal the managerial process of overbooking.
The multidisciplinary and multidimensional nature of the scientific problem
led to the application in the process of research of a set of methods: general
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science — abstraction, analysis and synthesis, inductive and deductive, histo-
rical, logical, comparison, which provided the systematic character of over-
booking as a hotel revenue management optimization method.

Results. Principles of revenue management are applied in any busi-
ness environment. Overbooking hotel rooms can play a big role in a hotel’s
revenue management strategy. The statistical and historical data should be
stored and processed by the reservation manager or revenue manager to calcu-
late optimum overbooking levels necessary for implementing overbooking
methods are:

« The total number of rooms available.

« Confirmed reservations and no-shows based on historical data.

« Credit Card / Guaranteed reservations vs no-shows based on historical data.
« Expected cancellations.

« Predicted stay overs and predicted under stays.

« Predicted Walk-in guests.

« Room type wise overbooking levels.

For hotels that are just beginning to implement overbooking, it is very
important in the early stages to correctly identify and shape demand segme-
ntation, which is determined by a combination of factors such as location, list
of services provided, competitive environment and price elasticity. For ana-
lysis of competitors it is possible and necessary to use widely used tools. It
may be such tools as STR, to provide daily reports on the main indicators of
the hotel (downloads, average price and profitability of a room) compared
with the chosen pool of competitors, as well as to explore open competitor
prices in electronic sales channels and various resources for information
exchange between hotels.

During the high season (more than 50 % occupancy in a city) all
rooms in a hotel must be assigned with greater precision as well as stop sale
must be announced in time to prevent overbooking which is always a bone
in contention in our dealings with individual guests, corporates, business
group and tour operators.

The biggest challenge in this situation — is proper working software
and whole PMS (Property Management System — for example Opera). We
analyzed the state of overbooking implementation in Ukrainian hotels in their
high, middle and low seasons in order to fill up the property with the best
(highest) rates and earn as much money as they can. But Revenue manage-
ment also can consciously create overbooking. That is because in high season
hotel always have no-shows (guests that have reservations and didn’t show
up in a hotel for a first night). For example, the hotel has a frequency of 30 %
of No-shows with a full occupancy, so it means there can be some over-
booking for such periods in order to fill up all rooms.

In tables 1-3 the results of research about usage the overbooking hotel
rooms of different market segments at five, four and three stars hotels in
Ukraine are presented.
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Table 1

Overbooking of different market segments in 5* hotels

The level of use

tools, %

High Middle Low of hotels
Hotel .
season season season overbooking
tools, %
Business Individual
. . Tactical & Qualified Business Business
Hilton Kyiv Offers Individual | Individual 536
Business Groups
Premier Palace - - - 0
City Holiday resort & Leisure Groups Leisure B 50
SPA Business Groups Groups
Fairmont Grand Hotel Busm_ess Individual - - 333
Business Groups
Opera hotel Busin_ess Individual B B 333
Business Groups
Business Individual
Intercontinental Tactlcaé)ﬁzfe(r)suahﬁed IE;SJ?ESZ] - 44.4
Business Groups
Business Individual
Tactical & Qualified
Hyatt Regency Offers - - 333
Business Groups
Lypky Signature Leisure Groups Business _ 50
Apartments Business Groups Groups
Wish family Space — — - 0
Business Individual
. . Tactical & Qualified
Leopolis Hotel (Lviv) Offers - - 333
Business Groups
11 Decameron B B B 0
Clubhouse (Odesa)
Kaddor Hotel Resort Leisure Groups Business B 50
& SPA (Odesa) Business Groups Individual
Hotel de Paris Odessa
MGallery by - - - 0
Sofitel (Odesa)
Nobilis Hotel (Lviv) - - — 0
M1 Club Hotel (Odesa) — - - 0
Seasonal fluctuations in
the use of overbooking 66.7 333 0 -

Source: Own development by authors.

During research 15 Ukrainian 5 stars hotels was analyzed. Nine of them
are based in Kyiv, 4 in Odesa and 2 in Lviv. We discovered that only 9 of
them are using overbooking. Some of them (Hilton, Intercontinental) use
overbooking affectively and fully, but the majority use overbooking tools
partially or occasionally. As we can see the majority of overbooking users
are based in Kyiv and only 2 hotels are based out of Kyiv — Kaddor Hotel
Resort & SPA in Odesa and Leopolis Hotel in Lviv. The main user of
overbooking system is a Hilton Kyiv which uses overbooking for the market
segment "Business Individual" in high, middle and low seasons.

48

ISSN 1727-9313. HERALD OF KNUTE. 2019. W 6




MANAGEMENT, MARKETING

Table 2

Overbooking of different market segments in 4* hotels

The level of use

tools, %

High Middle Low of hotels
Hotel .
season season season overbooking
tools,%
Business Individual Business Business
Mercure Kyiv Congress Business Groups .. .. 55.6
. Individual Individual
Leisure Groups
Greguar Hotel Business Groups Business Business 100
Groups Groups
"NATSIONALNY" Business Individual - - 333
Hotel
Visak Business Individual Business - 66.7
Individual
Favor Park Hotel — — — 0
BonApart Hotel Business Individual Bu.s1pess - 333
Individual
Retail
Business Individual Business
Tactical & Qualified Groups
Park Inn by Radisson Offers Leisure Crew 533
Business Groups Groups
Leisure Groups Crew
Crew
Business Groups Business
Aloft Kyiv Leisure Groups Groups - 55.5
Crew Crew
Boutique Hotel . . Business Business
Vozd\(/lyzhenskiy Business Individual Individual Individual 100
Axelhof boutique hotel B B 3 0
(Dnepr)
Viva Hotel (Kharkiv) Business Groups - — 333
City club Hotel (Kharkiv) Business Individual — - 333
LH Hotel&Spa (Lviv) Business Individual — — 333
Intourist hotel 3 3 3 0
(Zaporizhya)
Marlin Hotel (Odesa) - - — 0
Seasonal fluctuations in
the use of overbooking 73.3 46.6 26.6 -

Source: Own development by authors.

Almost all 4* hotels in Kyiv use overbooking unlike using this instru-
ment in hotels in other Ukrainian cities isn’t so frequent. The most standard
situation is overbooking in high and middle seasons. Also we often can
encounter overbooking for the market segment "Business Individual" and
"Crew". The main user of overbooking system among 4* hotels in Ukraine
is "Park Inn by Radisson" which uses overbooking for the market segment

"Crew" in high, middle and low seasons.
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For analysis hotels price changing we have chosen thirteen 3* hotels:
10 in Kiev and 3 in Cherkassy. As a result we can see that at least 8 hotels
use overbooking system but only in Kyiv.

Table 3
Overbooking of different market segments in 3* hotels
The level of use
High Middle Low of hotels
Hotel .
season season season overbooking
tools, %
Business Individual
Tactical & Qualified Business
Golden Gate Inn Offers Individual - 44 .4
Business Groups
Verhovyna Hotel — — - 0
Ukraine Hotel Kiev Business Individual Bu.s 1ness - 333
Individual
Hotel Complex Tourist Business Groups - -
Salut — — — 0
Tactical & Qualified
Premier Hotel Rus Offers - - 333
Business Groups
Business Individual
Tactical & Qualified Business
Hotel Druzhba Offers Individual - 44.9
Business Groups
Mir Hotel Business Groups — — 333
Tactical & Qualified
Premier Hotel Lybid Offers - - 333
Business Groups
Ibis Kiev City Center — — — 0
Knyazha Hora Hotel — — — 0
Optima Cherkassy 3 3 B 0
Hotel
Ukraina Hotel 3 3 B 0
Cherkassy
Seasonal fluctuations in
the use of overbooking 57.1 21.4 0 -
tools, %

Analysis of the overbooking process for different segments of the
market showed that the main problem faced by hotels when using
overbooking is that, despite the set of booking applications exceeding the
total number of rooms, there is downtime in the number of rooms in the
intervals between bookings (figure) [9].

An analysis of the overbooking process for different market
segments showed that the main problem that hotels encounter when using
overbooking is that, despite a set of requests for the number of rooms
exceeding the total number of rooms, downtimes are formed in the intervals
between reservations.
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STAGE 1.

STAGE 2.
Sort input by criteria
| arrival date, length of stay, ! . rooms, :
! type of requested 1 X hotel room attributes 1

STAGE 3. Data analysis
Identification of correlation between
rooms and applications by criteria:

i type of hotel room, requested ! | available time interval !
X attributes 1 X for booking 1
—————————————————— - " —————————————— ]
STAGE 4.

Amendment

1 . . . N
| Redistribution of rooms according !
! to reservation requests 1

STAGE 5.
Feedback

y

L Assignment of applications !

! for hotel rooms 1

STAGE 6.
Output

_______________ Y., S S

| Capacity optimization ! : Revenue optimization !

The interdependence of overbooking and revenue management system
optimization of hotel revenues

Source: developed by authors based [9].

The methods of Revenue Management are increasingly interested in
the owners and managers of hotels, including the small numbered stock, but
still not all managed to implement a profit management system. The market
in this direction is only developing. The profitability management — both
from the sale of rooms and for the provision of additional services, banquet
and conference rooms, and events — will be the main trend of the hospitality
industry for many years. The revenue manager can, on the one hand, opti-
mize profitability and profitability not only from sales of rooms but also
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other profit centers of the hotel; on the other hand, knowing (analyzing) the
habits of regular guests, you can increase their loyalty by offering a perso-
nalized approach to providing special conditions for services the hotel. The
hotel will have 100 % occupancy only if all rooms will be actually occupied
by guests by the end of the day. That is why hotels with such high occu-
pancy demand all reservations to be paid in advance or they will be can-
celled on the day of arrival.

If the hotel is overbooked and all guests come on time to check-in and
there are no rooms left to offer, this hotel needs to find hotel with same level
and that has available room with same room category and organize the transfer
for guest(s). What is the most important that the rate per room has to be the
same that guest(s) has in his reservation.

For example, Radisson Blu Kyiv Hotel has an agreement with 3 hotels
in Kyiv: Radisson Blu Podil, Park Inn and Holiday Inn for allowing acco-
mmodation for their guests in case of overbooking. These hotels are located
in city center and close to each other.

Usually overbooking happens in a 3* and low 4* hotels — Ramada,
Mercure, Park Inn. The highest occupancy level in Kyiv was during UEFA
Championship League Final when all 4* and 5* hotels were full booked at
the time of announcing such event in Kyiv. Hotels set high rates from the
very beginning. The problem was that not all guests come to the hotel on the
day of arrival (no-show) and that gave the hotel chance to sell those rooms even
for higher rate than it was. That is why period of 24-26 May was the most
profitable period for hotels (around 20 % of annual revenue was earned in those
few days — accommodation + meetings & events + food & beverage parts).
For night from 25.05 to 26.05 rate per single standard room was 1200 euro
in Park Inn (only 1 room was available), 500 euro in Holiday Inn (2 rooms
available) and 900 euro in Alfavito (1 room available).

Hotels that meet all of the above conditions will be able to show better
results with revenue management methods. The size and style of the hotel,
as well as the market where the hotel operates, will affect the observance of
each of these conditions. For example, your market may be limited geogra-
phically, or you have to set prices in accordance with the instructions of the
government. However, your product will most likely meet at least two of the
three requirements outlined above.

To date, in Ukraine there is an obvious tendency to develop this tech-
nology not only in network and large hotels, but also in small hotels, where
only one employee can handle income control.

Conclusion. The system of overbooking allows us to evaluate all aspects
of the business activity of the subject of the hotel business, concerning the
target segments and other weighty components. Summarizing the results of
the study overbooking as an effective instrument of revenue management in
hospitality, it can be stated that in order to achieving economic activity goals.
It is important for the business entities to apply management technologies
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that promote the introduction of information innovation and consolidation of
intellectual resources. These instruments are the basis for regulating the
successful management of hotel business entities, creating the necessary
conditions for efficient use of resource potential and service quality. The
implementation of overbooking in the hotel business management system
will enable the hotel companies not only to increase competitiveness in the
market, but also to increase capitalization, increase investment attracti-
veness. Hotel management must be able to use an effective market moni-
toring system that combines management (operational and strategic levels),
information, marketing, accounting components.

This will allow to determine the volumes of application of over-
booking at different time periods in order to ensure the optimal structure of
hotel services, to identify potential reserves of demand satisfaction, to diffe-
rentiate target segments of hotel services customers.

Accordingly, in further studies, it is advisable to focus scientific discu-
ssions on the use of overbooking in the plane of constructing theoretical and
applied models that reveal the essence of its implementation through the prism
of certain hotel services customers segments differentiation.
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boiiko M., bocoscvka M., Kynux M. QOgepoykinz aK IHCMpYMeHm peeeHIo-
MeHeOIHCMeEHN).

Ilocmanoska npobnemu. BnpoaoiceHHs cucmemu peseHIO-MeHeONCMEHMY 8 VKPATHCLKUX
20MeNAX 8UMAa2ac 3ACOCYB8AHHA HOBUX MemoOdis, WO ONMUMI3YIOMb PiGeHb 3A8aHMAN Ce-
Hocmi ma po3nooiny HomepHozo Gorndy. CyuacHuil Memoo YnpasiinHs 00X00aMU 8 20melb-
HOMy Di3Hecl — ye cmpameeisi 06ePOYKIHEY SIK eeKMUGHO20 THCMPYMEHMY PeGeHIO-MEHe0M C-
menmy. Came 8UKOPUCMAHHSL 08ePOYKIHZY MOJICe SUPTUUMU AKIMYATbHI NUMAHHS NOULYKY
pesepgie ompumants 00x00y. OgepOyKine — cumyayis, Koau 3a2albHa KibKICMb HOMEDIS,
3ape3epeosanux 3a NeGHUll NPOMINCOK YacCy, NepesUUyE 3a2albHy KITbKICMb HAAGHUX V Npo-
oaoicy Homepis 3a motl Jice nepioo.

Memoto cmammi € aHaniz cmauy 3aCmocy8anHs 08epOYVKIHEY 8 comensax Ykpainu,
30TUCHEHHST ceeMenmayii 20menbHUx NOCaye 3a Kpumepiem SUKOPUCIAHHS 08epOYKIHZY HA
OCHO8I Memodie ma aHATIMUYHUX [HCMpYyMeHmie 00poOKu OaHux eebcaimis 2omenis
Vkpainu, nepesipka cinomes.

Mamepianu ma memoou. Y pobomi 8UKOpUCAHO MAKi 3a42ATbHOHAYKO8I Memoou,
SK CUHMe3, AHANi3, NOPIGHAHHA, AOCMpaKyis ma iHOYKYisl.

Pesynemamu oocnioycennn. Ilpoananizoeano cman GUKOPUCMAHHSL 08ePOYKIHZY
8 YKPAIHCLKUX 20MEsIX HA OCHOBI MeMOO0N02IT PEBEHIO-MEHEONCMEHMY Y BUCOKUI, cepeo-
Hiti ma HU3bLKUI ce30HU. Busnayeno pieenv GUKOPUCMANHS 08ePOYKIHSY 30 OCHOGHUMU PUH-
Kogumu ceemenmamu 6 omensx 3* 4* ma 5* Ha ocnosi oanux STR-36imie euseieno
OCHOGHI MPeHOU Ce2MeHmayii 20MebHUX NOCTYE 34 KPUMePIieM BUKOPUCHIAHHS 08EPOYKIHE).

Bucnoexu. Cucmema osepbykiney dae 3moey oyinumu 6ci acnekmu OL1080I aKmue-
Hocmi cyb’ekma 20menbHO020 Di3Hecy Wooo YilbOBUX Ce2MeHmie ma IHUWUX 8A20MUX CKIA-
oosux. [{nsa cyb’exmie 20Cno0apio8ants 8ANXCIUBO 3ACMOCO8Y8AMU MEXHOL02IT YNPABIIHHS,
SKI CRPUSIIONb 6NPOBAONCEHHIO THHOPMAYItIHUX THHOBAYIE MA KOHCOMOayil iHmeneknyaib-
Hux pecypcis. Lli incmpymenmu € 0cHo8010 0N pe2ynto8aHHs YCHIUWHO20 YNPABIiHHA CY0 €K-
mamu 20MenbHO20 20CN00APCMEd, CMEOPEHHS HeOOXIOHUX YMO8 O eheKMUBHO20 BUKO-
PUCMAHHSL pecypPCHO20 nomeHyiany ma sKocmi obciyzosyeanns. Bnposadoicenns oeepby-
KiHey 6 cucmemi YpaeiiHHig 20meabHUuM Oi3HeCOM 0ACmb 3MO2Y 20MENbHUM ONepamopam
He MiNbKU RIOSUWUMU KOHKYPEHMOCHPOMOJICHICMb HA PUHKY, alle U 30L1bumu Kanima-
aizayiro ma iHeecmuyitiny npusabaugicmes. Menedxcmenm comenie noguHern Oymu 6 3Mo3i
BUKOPUCIOBYBAMU eEeKMUBHY CUCIEM) MOHIMOPUHSY DUHKY, WO NOECOHYE YNPAGLIHHA
(onepayiiinuti ma cmpameziuHuil pigHi), iIHgopmayiro, MapKemute, 6yxeanmepcbki KOMAOHEHMU.

Knwuyoei cnosa: oBepOYKIHT, YIpaBIiHHSA JOXOAaMH, cpepa TOCTUHHOCTI, TOTETI,
MapKEeTHHTOBi CEIrMEHTH.
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INFORMATION CYCLE OF STRATEGIC
MARKETING

The article analyzes the peculiarities of information support system for strategic
marketing decision making. According to the survey of trade enterprises management per-
sonnel, there is a discrepancy between the information need and its use. The importance of
developing strategic marketing information support system is substantiated. The information
cycle of strategic marketing of trade enterprises is considered. Within the information cycle
of strategic marketing of trade enterprises the levels of development of information support are
defined, namely: operational, consolidation, integration, optimization, innovative.

Keywords: information cycle, information supply of strategic marketing, infor-
mation needs, marketing strategy, marketing information.

/lyoosux T., Byuauykaa H., Caguyk A. Hnpopmayuonnslii yuki cmpamezuieckozo
mapkemunza. Ipoananusuposansvi 0CobeHHOCMU UHGOPMAYUOHHO20 00ECNEeHeHUs NPUHAMUS
cmpamezuyecKux mMapkemuneoevix pewierutl. Ilo pesyismamam onpoca ynpaeieH4eckozo nep-
COHANA NPeOnpUAMULL MOP2OGIU ONPEOeieHO HeCOOMEenCmeue Mexucoy nompeoHOCmAMU
6 ungopmayuu u ee ucnonvzosanuem. OOOCHOBAHA 3HAYUMOCHb PA3BUMUSL UHDOPMAYUOH-
HO20 obecneueHuss cmpame2uyecko2o Mapkemuteda. Paccmompen  ungopmayuonmwiii  yuion
Cmpame2uiecko20 MapKemuHea npeonpusimuil mopeoeiu. B pamxax ungopmayuonno2o yukia
onpeodenenvl YPOSHU PaA36UmMuUsl UHGOPMAYUOHHO20 0OeCnedeHUs, d UMEHHO. ONepamueHblll,
KOHCOMUOAQYUU, UHMe2PAYUL, ONMUMU3AYUYL, UHHOBAYUOHHDILL.

Kniouesvle cnosa: vHOOPMAIMOHHBIA LHKI, WHOOPMALMOHHOE OOeCIeYeHUE
CTPATETHUECKOT0 MAapKEeTHHTa, WH(POPMALMOHHBIE NOTPEOHOCTH, MapKETHHIOBAasl CTpare-
THsl, MAPKETUHIOBast HGOPMAILIUS.

Background. The strategic marketing information supply operation
is permanent; the collection, analysis and use of information are continuous,
due to the dynamic changes occurring in the enterprise environment and
possible changes in the strategic objectives of the enterprise. The strategic
marketing information cycle involves defining information needs and requests

© Dubovyk T., Buchatska I., Savchuk A., 2019
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based on strategic marketing objectives and assessing the level of satis-
faction of the information needs of its recipients. Information interests can
be expressed through the specific objectives of the enterprise: economic,
marketing, socio-ethical, technological, organizational. Economic and marke-
ting goals are dominant for retail enterprises. Information interests provide
the definition of information purpose, taking into account the economic inte-
rests and marketing objectives of trade enterprises. Economic interests
of trade enterprises emerge from the necessity of continuous improvement
of financial and economic conditions and are determined by quantitative and
qualitative indicators: volume of goods turnover, profitability, income level,
etc. Quantitative indicators characterize the enterprise results, which can be
measured by calculation of data — these are reliable facts, the main charac-
teristics of which are truthfulness and objectivity. Qualitative indicators
characterize the level and characteristics of the processes development,
characteristics of phenomena that are difficult to quantify and compare,
since they reflect the long-term effect and are based on experience. In our
opinion, within the information cycle of strategic marketing, it is expedient
to consider the information request as the information requirements add-
ressed to the enterprise information system for the implementation of stra-
tegic marketing tasks.

An important condition for correct information requests production
is the knowledge about the essence and purpose of information. Information
interests are determined by speed and quality indicators of managerial
decisions, which is associated with the usage of different types of infor-
mation and methods of analyzing it. It is important to consider information
need, interest and requests as the basis for further collection, analysis and
interpretation of the necessary marketing information. Thus, strategy forma-
tion is not the result of a strategy workshop or the application of a strategy
method and extended analyses, or a formalized concept of an entrepre-
neurial vision, it is associated with permanent searching and interpreting
information by managerial personnel or entrepreneur [1, p. 362]. Marketing
information system can support managers in their marketing decision making
by providing them with internal linking and operational integration between
departments or business units. It can also increase the ability to respond to
the Organizational dynamic system environment, allows the most efficient
handling, and organize and store data [2, p. 331].

Using informal information, from personnel networks of the business
entity, may assure a faster response to new events. The ability to learn from
the experiences of employees at all level is important for strategies to emerge
and effective strategic decisions making from a communicative interaction
among relevant organizational members [3; 4]. Employees may have a very
active role in the strategy formation process encouraged by communication
with the small business manager [5]. The external environment moderates
the strategy formation performance relationship and expects that dynamic
industries offers opportunities that can exploited more easily by emergent
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strategists while in stable industries a planned strategy is required consi-
dering in advance the actions of various factors determining competition [1].
While some stages of strategic marketing process repeated, appears holistic
judgment which is based on the previous experience of the decision maker,
and is analogous to "making holistic associations" [6, p. 42]. Faced with
higher storage costs and burgeoning data growth, the concept of information
life cycle management has emerged to help management understand their
information needs and to structure their storage spending in a way that
meets those needs [7]. Automated decision technologies affect organiza-
tional performance by facilitating routine tasks [8, p. 30]. The automation of
routine and often tedious tasks allows a decision maker to explore a problem
more thoroughly [9, p. 723].

It is important to determine information needed for managerial
decision making. Information needs are considered as a need for infor-
mation or activities, eliminating the imbalance between the present and
desired state of the subject information environment [10]. Any information
needed in the management process is a formal description of the task and
ways of its successful solution, as well as recommendations for the result
application in different situations [11, p. 41] The reliability of information
refers to the fact that this information must be accurate and precise. Some
researchers consider the information need as a form of manager’s attitude to
the information needed to solve a specific task. The information needs
formation is significantly influenced by the type of management activity and
the peculiarities of the functions performed [12]. It should be noted, that
information needs are divided into conscious and unconscious. Information
interest is a conscious information need, which is an incentive for searching
and using of information resources. Information interests of trade enter-
prises are strongly connected with their economic and marketing objectives.
Investigation of information needs and requests is an important task for
managerial personnel of trade enterprises.

Analysis of recent research and publications. Different scientists
have studied the role of information processing and economic environment
investigation for marketing strategy formation. Some authors investigated
the necessity of regular monitoring of the functioning process of the marke-
ting information management system in order to find out whether it corres-
ponds to general aims and tasks of the enterprise [13, p. 53]. Marketing
information is regarded as one of the main factors for holding leading posi-
tions in the market segment of the enterprises.

The information systems development and implantation should start
from clarifying its strategic, tactical and operational objectives (long, medium
and short term) [14].

The relationship between systematic collection and analysis of pub-
licly available information about consumers, competitors, and developments
in the marketplace and gaining competitive advantage was investigated by
scientists. The results of the analysis showed that there is a relationship

ISSN 1727-9313. HERALD OF KNUTE. 2019. W 6 57




MANAGEMENT, MARKETING

between the major components of marketing information system like inter-
nal records, marketing research, and marketing intelligence towards achie-
ving a competitive advantage. Therefore, marketing intelligence explores
the usefulness of the use of information technology in achieving competitive
advantage [15].

Some authors have also suggested that there is a significant relation-
ship between all the sub-constructs of marketing intelligence, such as inter-
nal records, competitors’ sales data, marketplace opportunity, competitive
threat and competitive risk to business competitive advantage. Therefore,
above average returns can be maintained if a company gains business
competitive advantage in the market over time, and all these are attributed
to the amount of market information and intelligence a company can gather,
store and utilize to the best of its advantage. Such information and marke-
ting intelligence enable enterprises successfully acquire more profit, expand
its branch network, perform better than its rivals in the market and increase
its competitive advantage [16, p. 53].

A large number of existing studies in the broader literature have
examined seeking, collection and use of information, as well as information
needs, interests and queries, but they were not considered within the com-
pany’s information cycle.

The aim of the article is to investigate the information needs of managerial
personnel of enterprises and to develop strategic marketing information cycle.

Materials and methods. For the purpose of the research, we applied
the methods of analysis and synthesis in order to study the peculiarities of
strategic marketing information support system, questionnaires to investi-
gate the selection of information sources used by consumers and identify the
level of information needs satisfaction of management personnel.

Results. Thus, the study of information needs and requests of manage-
ment personnel in accordance with the target audience of enterprises is
a matter of urgency (fable I). First of all, we investigated with questionnaire by
"Google Forms" regarding the influence of information on customers
buying decisions. Due to results of this investigation, the Internet posts
(experts’ reviews, blogs, and forums), online-stores, web-sites, comparison
sites and social networks information proved to be the most significant of all
the information sources, which influence the decisions of customers — to
buy or not to buy goods in stores.

According to table I, the main source of information about the com-
pany for most consumers is the feedback from experts, bloggers and the
information in social networks and on the site of the company. Thus,
tracking consumer information from online resources can be used by retail
enterprise when strategic decision making about communication and price
policy and should be taken into account while marketing strategy develop-
ment. To develop recommendations about information cycle, we investi-
gated the level of information in the course of developing and implementing
a marketing strategy on retail enterprises.
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Table 1
The sources of information which influence
the respondents buying decision in stores, %

Age of respondents
Information sources 16-19 | 2029 | 30-39 | 40-55 56 and

more
Experts and bloggers messages 54.6 69.6 42.6 53.1 37.5
Relatives, friends, colleagues referrals (word of mouth) 21.9 21.6 17.6 18.8 43.8
Corporate web-site (company, brand or product) 31.9 36.8 30.6 46.9 75.0
Price comparison web-sites 45.4 52.8 40.7 65.6 37.5
Advertising background in stores 7.6 6.4 10.2 21.9 18.8
Online news sources 10.9 14.4 13.0 40.6 56.3
Salesman recommendations 1.7 2.4 4.6 12.5 12.5
Printed advertising 10.1 7.2 15.7 15.6 37.5
Enterprise information in social networks 46.2 36.8 32.4 53.1 43.8
TV and radio advertising 4.2 8.8 16.7 25.0 56.3
Customers information on forums 32.8 34.4 25.9 34.4 31.3
Online advertising in search engines 37.8 28.8 20.4 28.1 25.0
Online advertising in social networks 23.5 27.2 25.0 25.0 50.0
Online-stores web sites 42.9 38.4 29.6 59.4 37.5
Printed chapbooks/catalogues 3.4 5.6 10.2 15.6 12.5
E-mail advertising dispatch 16.0 15.2 13.0 25.0 31.3
Manufacturers’ online-stores 10.9 14.4 14.8 59.4 50.0

Source: authors investigations, samples — 400, statistical error — 0.945
doesn’t exceed 0.055 (5.5 %).

The authors conducted a survey of directors, deputy managers, marke-
ters and commercial directors of trade enterprises in Ukraine. Sizes of inves-
tigated enterprises are large and medium, according to quantity of employees
and annual income. As the research showed, despite the availability of infor-
mation needs, the level of information use when performing strategic
marketing tasks varies. The lowest level of information usage is observed in
the study of the influence of the macro environment, the state and trends in
the market, consumption trends, forecasting the future development of the
enterprise and monitoring the efficiency of marketing strategy. The obtained
results prove the need to develop recommendations for the external
information collection, analysis and evaluation of the marketing strategy
efficiency (table 2).

The complexity of gathering information about the environment may
be due to the limited access to information resources that characterize the
activities of competitors and the lack of market research opportunities.
Insufficient information in the study of the marketing strategy effecti-
veness depends on the accuracy of the selected indicators for its eva-
luation, as well as the possibility of identifying the causes that affect the
obtaining of such results. Forecasting the development of an enterprise is
complicated by the volatility and dynamic changes of the environment at
micro and macro levels.
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Table 2

Level of information needs for the implementation of strategic
marketing tasks by retail enterprises, %

Need Use
Type of information Large | Medium | Large | Medium
enterprises | enterprises | enterprises | enterprises
Condition and prospects of economic development 100.0 95.1 61.0 76.0
Macro;conomlc factors }nﬂuence on the imple- 100.0 92 R1.0 480
mentation of the enterprise marketing strategy
Purchasing power of the population 100.0 98.1 94.0 90.0
Market conditions and trends 90.3 84.5 71.0 52.4
Competitors research 100.0 95.1 84.0 54.4
Current and future needs of consumers 100.0 75.7 87.0 84.5
Trends in consumption 80.6 854 55.0 35.9
Projections of the enterprise development taking
into account internal possibilities and influence 90.3 75.7 64.5 34.0
of external factors
The effectlvepess of the marketing strategy 100.0 36.4 83.9 476
of the enterprise

Source: authors investigations.

Among the areas for improving the information provision of strategic
marketing in order to increase the level of information security, it is appro-
priate to note the application of various methods of analysis and forecasting,
as well as the use of information and communication technologies. It is
important to take into account the previous level of information security
with its further collection, as the development of information provision for
strategic marketing has an iterative nature. Iterative models were considered
earlier by scientists for software engineering [17]. This model constructs
a partial implementation of a total system. Then, it slowly adds increased
functionality. Therefore, each subsequent release will add a function to the
previous one until all designed functionalities are implemented [18, p. 99].
The information cycle of strategic marketing of retail companies is consi-
dered as a period of information resources usage at each stage of strategic
marketing management: from the emergence and awareness of information
needs, the formation of information interests and requests by the manage-
ment of the company to exercise control over its implementation, on itera-
tive basis of this process. The type of information, the frequency of its
collection, and the source may be different, but some of the steps involved
in filling the strategic marketing data base are repeated within the strategic
marketing information cycle (figure).

We distinguish the following levels of development of information
support system within the strategic marketing information cycle of trade
enterprises: operational, consolidation, integration, optimization, innovation.

Based on the Iterative Development approach, the project, in our case
marketing strategy, is divided into small parts. This allows demonstrating
results earlier on in the process and obtaining valuable feedback from
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system users. Often, each iteration is actually a process with the feedback
from one phase providing vital information for the design of the next phase.
The level of information supply development is connected with the nece-
ssity of using different information at each of its stages, depending on the
level of information support from the existing information needs and their
changes. The emergence of information needs with developing new marke-
ting strategies involves the beginning of a new information cycle, taking
into account the current base of strategic marketing data.

Level of
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supply Planning Development Control
development
Innovative 7 .
level Innovations . -~ +corjpetitiveness
1 A |
Optimization ! |
legel Competencigs , + - ! ? . /+ uniqueness
y 1 ]
/‘ - $ - ]
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level . S i |Legend:
> 4‘. : : '

Consoli- Environment ~ \ // ; —
- informati . 4 interrelation H - i
dation level e /k LA i |-marketing

. 1 | strategy
D/' .t ' H —_—
, +value ! 1 |information
Operation . atabase ’ | |
) | i fsyele .
evel . i ]
.~ ' | |- monitoring
i i
1 * —
s » =R o 9 ' . -
S3g| &8 Sz 1 Period of
g 2 g 2 g = Comparison of results marketing
=) [ . . .
S S g - and information interest strategy
= = = and request realization

Strategic marketing information cycle

The operational level involves the creation of database about the enter-
prises internal environment, the accumulation of the enterprise performance
indicators values used to assess the level and nature of enterprise development.

At the consolidation level, information is collected and marketing re-
search that allows obtaining initial data about the external environment of the
enterprise can be conducted. At this level the relationship and trends of changes
in the external and internal environment of the enterprise are determined.

The integration level involves analytical processing of information
with expert methods and intelligent analysis of data usage. The main task of
this level is to convert the collected information into knowledge.
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The optimization level involves the effective usage of knowledge gai-
ned during the previous levels, when making strategic marketing decisions.

The innovative level involves usage of modern information and commu-
nication technologies for large volumes of data analytical processing and the
software and automated decision technologies, which provide the ability to
forecast the enterprise development in the long-term period. It should be
noted that the achievement of the innovative level is desirable, but not all
enterprises achieve it.

Information technology on retail enterprises provides opportunities for
collecting information from different channels of sales, monitoring and eva-
luation of consumer preferences of different segments, analysis of large
volumes of data, but their introduction requires the attraction of significant
financial resources, technical readiness of the enterprise, and relevant skills
of its staff. The achievement of a certain level of development of the
information support of the trading company in fulfilling the objectives of
strategic marketing depends on the intensity of various resources use. Using
the model of strategic marketing information cycle allows us to choose
further directions of information security improvement on the basis of
determining the existing level of information.

Conclusion. Information needs of managers during the implement-
tation of strategic marketing tasks form information interests that can be
represented by the objectives of the enterprise. Improving the process of
meeting the information needs of individuals who make strategic marketing
decisions involves consideration of the information cycle of strategic
marketing, which is the basis of the formation and development of infor-
mation provision. Identifying information needs at different stages of strate-
gic marketing and developing recommendations for providing the necessary
data for their satisfaction will allow the adoption of reasonable management
decisions. Increasing the efficiency of marketing strategy implementation is
possible through monitoring changes in enterprise performance before,
during and after the implementation of each strategy.

This research provides data about the information usage at different
stages of strategic marketing process. Investigation of the information needs
level for the implementation of strategic marketing tasks by retail enterprises,
showed that there is discrepancy between the need and usage of information.

These findings should be viewed in light of some limitations. The
sample set of enterprises in this study can be wider. Small enterprises and
enterprises of other industries might be investigated too.

Further research about the impact of using information obtained on the
speed, accuracy and efficiency of adopting relevant strategic decisions can
increase their effectiveness in the future. However, theoretical conclusions
require empirical studies. It is advisable to identify several ways of research.
Firstly, the strategic marketing information cycle was considered, albeit in a
simplified form, and in the future it would be necessary to analyze the sy-
nergy effect for various strategic marketing programs, taking into account
the rotation of some processes. It is advisable to consider separately the
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extent of the impact of Internet sources on the information cycle and pecu-
liarities of information needs on other types of enterprises. Research on
these practical issues will allow empirically confirm the theoretical conclu-
sions regarding the use of the information cycle of retail enterprises.
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yboeux T., Byuauvka I., Casuyx A. Ingpopmauiiinuit yuxn cmpameziunozo
MApKemuHzy.

Ilocmanoexa npobnemu. YOockoHanerHs npoyecy 3a0080eHHs IHOPMAYIIHUX nompeo
0cib, AKI npulmMaroms cmpameziuni MapKemuH208i piulenHs, nepeddbauae posenao iHgop-
MAayitiHO20 YUKy CIMPAmMe2iyH020 MapKemuHey, wo € OCHOBOK (OpMYB8AHHI MA PO3GUMK)
ingopmayiinozo 3abesneuenns. Came GUAGIEHHS THOOPMAYITHUX NOMPed HA PI3HUX emanax
CmpameziyHo20 Mapkemunzy ma opmyniosants pekomMeHoayiti w000 HAOAHHS HeOOXIOHUX
OaHux 015 ix 3a0080eH s 0A0YMb 3MO2Y NPUUMAMU 0OTPYHMOBAHT YNPABGIIHCHKE PIUUEHHSL.

Ananiz ocmannix oocnioxncensv i nyonikayin noxaszas, wo ingopmayitine 3abesne-
YeHHsL CYMMEBD BNIUBAE HA OOCASHEHHS KOHKYPEHMHUX nepesaz ma po36UmoK NiONpuemcme
y cmpameziynili nepcnexmusi.

Mema cmammi — @ueyeHHs pisHs IHGOpMayitiHux nomped YRPaGIiHCLKO20 Nepco-
Hany NiONpUEMCms ma po32isio IHPOPMAyiiHO20 YUKITY CIMPAmMe2iuH020 MapKemuHey.

Mamepianu ma memoou. Buxopucmaro memoou ananizy ma cunmesy 011 00CHi0-
JHcenHs ocobaugocmetl iHOpMayiliHo20 3a0e3neyeHHs CmpameiuHo20 MAPpKemMUHzey, aHKe-
MY8aHHA — 01 00CI0NHCEeHHS 0dcepen IHopmayii, uwo UKOPUCMOBYIOMbCA CNONCUBAYAMU,
ma 8U3HAYEHHs PIBHS 3a0080A€HOCMI IHOPMAYIUHUX NOMPeb KepiBHO20 NePCOHATY.

Pe3ynomamu 0ocnioxicennsa. 3a Oanumu ONUMYSAHHA YNPABIIHCbKO20 NEPCOHANLY
NIONPUEMCME Mopeieii U3HAYEHO, WO ICHYE He8iON08iOHIicmb Midc nompebamu 6 iHgop-
Mmayii ma ii suxopucmanusam. OOTpyHmosano HeoOXiOHiCmb 8PAXYBAHHS YUKTTUHOCI PO3-
UMKy iHpopmayitinozo 3a6e3neyents, wWo nog a3ano 3 nompeboio BUKOPUCIANHS PIZHOT
iH(hbopmayii Ha pi3HUX emanax cmpameziuHo20 MApKemuHZy, il HAKONUYeHHS ma 3MIHU
iH(hopmayitinoeo cmany nionpuemcmea. 3 020y Ha ye, po3enaHymo iHQOPMAYIUHUL YUK
CMpameziyH020 MapKemuHey 1K nepioo 8UKOPUCMAHHS IHQOPMAYIUHUX PeCypPCi8 HA KOdC-
HOMY 3 emanie YnpasniHHi CMmpame2iuHumM MApKemuHeoM. 8I0 6UHUKHEHHS U YCBIOOMIeHHS
iHGhopmayiunoi nompebu, Gopmysanus iHpopmayitiHoco iHmMepecy ma IHEOOPMAYiiHO20
3anuUmy KepigHUYymeom niONpueEMcmeda npu GU3HA4eHHi Memu po3pooKu ma eubopy mapke-
muH2080i cmpamezii nionpuemcme mopeieni 0o Konmpointo ii peanizayii. ¥ mescax ingop-
MayitiHo20 YuKIy CMmpameiynoeo MapKkemuney niOnpucmcme mopeieii po3eisiHymo pieHi
Po36umKy iH@opmayitino2o 3abe3neyents, a came: onepamushull, KOHcoioayii, inmezpa-
yii, onmumizayii, iHHoOBaYitiHU.

Bucnoeku. Bukopucmanms mooeni inopmayitino2o yukiy cmpameiuHozo mapxe-
MUH2y 0ae 3M02y obupamu nooarbuli HanpPSMKU 600CKOHANEHHS IHGhopmayiinozo 3ab6e3ne-
yenns. Iliosuwenns egpekmusHocmi peanizayii MapkemuHz080i cmpamezii MOXNCIUee 3a805KU
MOHIMOPUHEY 3MiH Y OISUIbHOCIE RIONPUEMCMEA 00, NiO Yac ma NiCsi peanizayii cmpamezii.

Hooanvwi 0ocniodcenHss eniugy SUKOPUCMAHHS THOpMAayii, OMpUMAHoi Ha WeUO-
Kicmb, MOYHICMb MA eeKxmusHiCINb NPULHAMMSL GIONOBIOHUX CIMPAMEZIYHUX DIlUeHb, MOJICYIb
niosuwumu ix egexmusnicmo y maubymuvomy. OOHAK MeopemuuHi SUCHOBKU NOmpe-
b6ytome  emnipuyHux O0ocaiodcens. JoyinbHo SU3HAUUMU KilbKA CHOCO0I8 OO0CHIONCEeHHS.
Iepeoycim, inpopmayitinuil Yuki cmpameziuHo2o MapKemuHay po3eiiaodascs y CnpoujeHil
Gopmi, i Haoani HeobXiOHO npoaHanizysamu egexkm cunepeii 0N PISHUX CIMpameiyHux
MAPKeMUH208UX NPO2PaAM 3 YPAXY8aHHAM pomayii Oeakux npoyecis. J{oyinbHo posenaHymu
OKpeMo CmyniHb 6naugy inmepnem-odcepen Ha IHGOpMAyiuHul Yuki ma 0coOaueocmi
inopmayitinux nompeb Ha HWUX 8UOAX NIONpUEMCMG. J{OCTIONCEHH YUX NPAKMUYHUX
nUMans HA0A0YMb MONCIUBICIb eMAIPUYHO NIOMEEPOUmU MeoPemuyHi 6UCHOBKU U000
BUKOPUCMAHHS THHOPMAYITIHO20 YUKILY NIONPUEMCME PO30PIOHOL MOpei6ill.

Kniouogi croea: indopmaniitnuii nukd, iHdpopmaliiiHe 3a0e3nedeHHs cTpaTeriy-
HOT'O MapKeTHHTY, iH(OpMaLliliHi HOTpeOH, MapKETHHIOBA CTpATErist, MApKETUHIOBa iH(opMartis.
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COMPLAINCE CONTROL
IN THE HOTEL BUSINESS

It is carried out an analysis of the preconditions and outlines the prospects for imple-
mentation of compliance into the hotel business entities in the service market. The theo-
retical basis is defined and the methodology of compliance control is developed. The main
problems are identified. The directions of the application of compliance control in the
management of the hotel business entities are given.

Keywords: hotel business entity, compliance, compliance control, compliance risks.

bosw JI., I'onkano JI. Komnnaenc-konmpons é 2ocmunuunom ousnece. [Iposeden
aHau3 NpeonoCulIOK U OYepYeHbl NEPCHEKMUBbL BHEOPeHUs KOMAIAEHCA 8 OesimelbHOCb
CcyObeKmo8 20CMUHUYHO20 OU3Heca Ha pulke ycaye. Onpedenen meopemuuecKuti 6azuc
U paspabomana MemoooI02us KOMIIAEHC-KOHMPOA. Ycmanoseienvl 0CHO8HblE NPoOaeMbl
U npueedeHvl HANPABLEeHUs UCNOTb30BAHUSA KOMNIACHC-KOHMPOS 8 MEHeOdCMeHme CyObeK-
MO8 20CMUHUYHO20 OU3Hecd.

Knwuesvie cnosa: Cy6’beKT TOCTUHHUYHOI'O pPBbIHKA, KOMIIJIA€HC, KOMIIJIACHC-
KOHTPOJIb, KOMIITTACHC-PUCKH.

Background. The concept of compliance is actively applied in the
management of companies worldwide. Gradually, according to the tenden-
cies in integration processes, compliance is implemented into domestic
companies’ activities as a preventive mechanism of protection against eco-
nomic risks. The relevance of the hotel business entities, which are com-
ponents of the tourism system, including quality assurance of service and
formation of corporate reputation.

That is why it is advisable to analyze the perspectives of imple-
menting compliance control into activities of hotels as a factor of business
success in the view of transparency and compliance, initiated by investors,
owners and franchisors.

Analysis of recent research and publications. Compliance as a theo-
retical and practical concept of management has recently become an object
of interest for domestic scientists and market practitioners.

© Bovsh L., Hopkalo L., 2019
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However, the attention of both Ukrainian and foreign researchers
is mainly related to the objects of industry, pharmaceutical manufacturing
and banking, public administration [1-8; 19-20]. Thus, M. Pieth considered
compliance as anti-corruption mechanisms [9], J. Wieland, R. Steinmeyer [10]
and S. Behringer [1] — as an effective tool for companies management.
Arguments for compliance control were made by L. Klyusko [5], T. Kobe-
leva [6], M. Dumitru [11] et. al. The need for control as an integral part of
the management policy of the national tourism system is mentioned in the
works by A. Mazaraki, M. Bosovska and others [12], as an element of crowd-
funding technology — N. Vedmid, M. Boiko, A. Okhrimenko [13].

There is reason to expand research on this issue because the hotel
industry is not sufficiently covered by the methodology of compliance.

The aim of the article is the development of theoretical and methodo-
logical provisions of the compliance control of the entities’ activities in the
hotel services market.

Tasks that outline the achievement of this goal are following:

« to define the definition and meaning of the concepts "compliance" and
"compliance control";

. to determine the perspectives of implementation of the compliance cont-
rol of the activity of domestic hotel business entity in the services market;

. to develop a methodology of compliance control for domestic hotel
business entities in the services market;

. to determine the directions of its application in hotel management.

Materials and methods. Methods of analysis and synthesis, scientific
generalization and induction were used, including generalization of scientific
literature on the content and functions of compliance and compliance control.

Results. Compliance (English: compliance — conformity; accordance)
means an action according to a request. In other words, compliance with spe-
cific activities of the company for internal or external requirements (laws,
standards, norms, regulations, instructions) [7, c. 13]. Compliance is also a part
of the management and control system for quality standards, corporate stan-
dards, compliance with legislation, regulations and etc. Therefore, comp-
liance control should be considered as a corporate image standard that the
company’s representatives are guided.

Today the hotel services market needs an upgrade of the requirements for
the material and technical base, internal and external control system, stan-
dardization of quality, given the fact that in the period from 01.01.2016 to
01.10.2019 the Certificate of Assignment of the Category was terminated in
96 hotels and Certificates of 14 entities will have been terminated by the end of
2019. In addition, to evaluate the extent of external independent compliance,
it should be noted that according to the Tourism Department of the Ministry for
Development of Economy, Trade and Agriculture of Ukraine at the beginning
of October 2019 hotel services of different levels of comfort offered 4719
accommodations [14]. However, only 341 of them have been certified. Their
categories are established: 5* — 41 (13.2 %), 4* — 122 (35.8 %) 3* — 123 (36.1 %),
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2% — 33 (9.7 %), 1* =22 (6.5 %) [15] (figure 1). This situation requires
compliance in the course of service activities in the legal field, because
pursuant to Chapter 5 of Article 19 of the Law of Ukraine "About Tourism"
"...it is forbidden to provide accommodation services without a certificate
of establishment of the relevant category" [16].

3*%.36.1

Figure 1. Structure of Certified Hotel Business Entities, %

Source. authors based on [14; 15].

Implementation of external compliance control of hotel business entities
and creation of a system of compliance management will contribute to the
growth of the investment attractiveness and value of reputation capital, will
form the preconditions for improving the quality of services and maintenance in
accordance with corporate standards (figure 2).

Awareness of legal requirements, professional standards and etc.

Creating conditions for ethical corporate operations

Availability and compliance with the corporate standard

assessment of
complance risks

\ hedging and

insurance the risks

The system of compliance
control of the hotel
business entity

Compliance of the quality of hotel services

Development of personnel motivation system for compliance
with standards, standards of behavior, corporate standard

Figure 2. The compliance control functions of the hotel business entity

Source: authors based on [3; 19].
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At the same time, compliance goals can be summarized as follows [3]:

« monitor and enforce the fulfillment of legislative requirements;

« abide by provisions, professional standards and internal rules;

« to provide the expectations of consumers and stakeholders holding the
ethical conditions for the image and reputation of the hotel;

« hedging the risks and preventing the negative consequences and prob-
lems that arise in the process of realization of economic functions, etc.

Compliance control is based on compliance with legal requirements and
internal standards in accordance with ethical principles and norms. As a mana-
gement element, the compliance program is constructed in this order [3, p. 12]:

« implementing a culture and compliance policy at the hotel. At this
stage, goals and compliance risks are identified and experience of business
practices based on ethical principles are implemented;

« organizational and resource support of the compliance system;

. identification and assessment of economic risks;

. forming a profile of compliance management: documentation (provisions,
standards, instructions, etc.), directions of coordination and subordination,
methods and means of control;

« creating a system for reporting possible violations;

« conducting an internal review and disciplinary actions in the case of
a violation of company policies by hotel representatives.

To test the above hypotheses of formation the system of compliance
control in the activity of domestic hotels, we will construct a complex of
identities according to two criteria: ascriptive and activity related attributes
(figure 3). The first is the compliance prospects that a hotel receives regard-
less of its own actions, that is, under the influence of certification or stan-
dardization requirements; the second is characteristics that are driven by con-
scious and purposeful activity.

Activity related attributes

+ —

+ intensive ascriptive
Ascriptive
Characteristic

consecutive .
- ) unspecified
(consequential)

Figure 3. Types of compliance identity of hotel business entities

Source: authors based on [17; 18].

The types of identity of compliance control systems in domestic hotel
business entities are formed according to the criteria of ascriptive and acti-
vity related attributes (figure 3). To test this typology, the research were con-
ducted to determine the importance of certain attributes in compliance of
hotel entities with the exploratory factor analysis by the method of categorical
analysis of main components, which allows to quantify ordinal data in metric.
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The survey was conducted among a selection of certified hotel brands
(figure 1), including international chains, national chains and autonomous hotels.

The results table 1 confirm the validity of the distribution of identity
determination criteria of the types of compliance control, which demonstrates
the tendencies of the communicative environment in the hotel market, which
have been transformed into activity related attributes.

Table 1
Pattern matrix
o Factors
Criteria — -

ascriptive active
Certification of activity 0.43 0.44
Certification of quality of hotel services 0.4 0.25
Compliance of professional standards 091 —0.09
Compliance of corporate standards 0.1 0.72
Control of management methods and technologies —0.1 0.89

Source. authors based on [17; 18].

From the table 2 it follows that a consecutive type of identity is the
most common in the market of hotel services (72 %). It exists under the in-
fluence of trends and is also a consequence of market requirements, legi-
slative requirements.

Table 2

Distribution of hotels in Kyiv by type of compliance control identity

Type of identity % n
Intensive 6 1
Consecutive 72 18
Ascriptive 8 2
Unspecified 14 3
Total 100 24

Source. authors based on [17; 18].

The identity complex influences not only on the identification of the
hotel brand in the hotel services market, but also on the relationship system.

The identification of the compliance system should be considered
through the architectonics of the management system, which provides for
documentary and methodological support, within each business process
forms the procedures where compliance is applied (figure 4).

The main analytical method during the implementation of procedures
described on figure 4 is comparing consumer expectations with the real
level of service quality and maintenance, business partners — with corporate
reputation; owners and top managers — with goals.

That is why any control and evaluation entity is investigated not only
by itself but also by comparison with the best practices, desired results,
expected risks.
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MANAGEMENT
Staff:
Conformity: Personal qualities:
» Professional standards »  Stress resistance
» Behavioral standards *  Creativity
Availability: *  Independence
* Professional competencies *  Adherence to moral values

Compliance-control

[ Procedures ] Contr 011? oints Steps in the control process ]
in compliance:
+ * Control of management - -
* Documentary accountting methods and technologies 1. Selection of objects and
control * Quality of services and subjects of control
o Actual control maintenance
« Economic, financial, « Control of corporate | 2. Situations and risks forecasting |
managerial, operational- reputation and partnerships
cost analysis, etc. » Control of the sales 3. Using of standard and non-
o General and selective system standard methods for solving
control » Security system control situations and hedging risks
e Capitalization of results

4. Evaluation and capitalization of the
results of the compliance control

Figure 4. Methods of implementation of compliance control by hotel business entity
Source: authors based on [1-11; 19-20].

Each of these procedures has its own meaning and degree of impact
on the financial result. Therefore, an aggregation of control results should be
formulated to prevent the occurrence of risks. These results must be substan-
tiated in the conclusions, proposals and actual actions.

Thus, the implementation of compliance control into the hotel busi-
ness entity must be phased in. This ensures awareness of the relevance
of compliance policies, as well as meeting goals and functions of compliance
control i.e. to formulate a risk-oriented approach.

At the same time, the established internal standards and procedures
reflect the validity of key compliance risks that have a negative impact on
reputation, penalties and sanctions, costs of legal services, invalidity of cont-
racts, financial and intellectual losses, damages.

In view of the above, determining the type and probability of risk is an
important tool to minimize it and ensuring of financial and reputational
security in the hotel entity’s compliance control system (figure 5).

At the same time, the points of compliance risks in the hotel services
market could be the following:

* market conditions, political and economic situation in the location, in
the whole country;
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» change of legislation, tax burden;

¢ condition of the infrastructure of the hotel services market;

¢ condition of financial and investment markets, an investment attracti-
veness of location;
* volume of domestic and inbound tourist traffic, the tourist attractive-
ness of the location,;

* corporate reputation;

+ forms and systems of payment, financial discipline of consumers,
stakeholders;
* non-revenue generating departments of the hotel;

* loss-making departments that define and complement the aggregate
quality of the hotel service, the hotel category;

 the reputation and image of the hotel,

* information and security systems;

« staff, etc.

[

Type of risk

(definition of control points in compliance)

Y

The degree of risk exposure (R)

Y

Probability of risk (P)

Y

Aggregate risk (A =R x P)

Current items of compliance control

Y

Financial expenses and losses,
reputational losses (L)

Y

Residual risk (Rr=A —-L)

Y

Assessment, accounting, audit, results,
conclusions

Y

Evaluation of the risk management
measures implemented

Y

Assessment of the effectiveness of
compliance control

Figure 5. Compliance risk
management and accounting

Source. authors based on [1-11; 19].

These include macro risks that are
worth adapting to, and those that can
be minimized and insured. With regard
to internal risks, the management of
the hotel market entity should deve-
lop a system of control and response
with a proven methodology for deci-
sions. In other words, the manage-
ment of the entity determines the mea-
sures that should be taken to eliminate
and prevent deviations by applying
disciplinary actions and establishing
liability and/or subordination to legal
rules and legislation that require the trai-
ning and motivation of all departments.

Therefore, perfect knowledge
and compliance with behavioral and
corporate standards by employees and
owners of the company, understand-
dable to contractors, consumers and
society as a whole is the goal of comp-
liance control implemented in hotel
management.

This will help to establish long-
term partnerships, increase the sales
of hotel products, because comp-
liance with high standards in the
activity is a guarantee of quality of
services and maintenance, positive repu-
tation of the hotel business entity.
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The foregoing focuses on the compliance control of the hotel business
entity with respect to compliance with the requirements, standards and the
anti-corruption counteraction of the following directions (control points):

« availability of all permits for land management, construction, land-
scaping and ownership (joint ownership/management, business partnership);

« obtaining licenses, certificates of conformity, patents for copyright ideas;

- timely certification and assessing quality services and maintenance
criteria of the hotel’s activity for further assignment;

« effective hotel branding and naming;

« efficient logistics and transport: prompt transportation and
convenience;

« partnerships with stakeholders and consumers.

Public accent on the compliance of the hotel business entity will
improve marketing relationships and effectiveness of the activity in general,
and will generate positive reputational capital.

Thus, compliance is not only the right work from a legal and moral
point of view, but also a means of ensuring economic efficiency. For a hotel,
taking measures to limit the probability and impact of risks on infringement
of its corporate reputation, that may arise in the course of its activity is
a central part of an effective risk management system.

It is also a prerequisite for establishing a long-term trust relationship
with consumers, partners and counterparties. This is why compliance control
is a key business imperative in the domestic hotel services market.

Conclusion. The identified theoretical foundations of compliance
control form an analytical set of approaches to assessing of the economic
and social effectiveness of hotel entity management.

It has been proved that hotel business entities require a professional
approach to the formation and management of business processes in accor-
dance with the requirements of corporate cooperation and quality standards
of services and relationships, which ensure and make it possible to imple-
ment a system of compliance control.

It was found that certification and standardization of activities and
services was intensified among the accommodation establishments, which
is related to consumer safety and competitiveness issues within both national
and world tourism systems.

The identification of the level of compliance control allows to determine
the level of responsibility of the management system and controllability of the
quality system.

Analytical methods of formation and assessment of the level of comp-
liance control of the activities of hotel business entities (that were proposed for
the implementation of polled hotels) form a clear system of compliance with
standards, rules, requirements, etc., the evaluation of which will be the subject
of further research.
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bosew JI., I'onkano JI. Komnnaecnc-konmposns y 2omenbHomy oi3Heci.

Ilocmanoeka npobnemu. I[Tumanusa KOMAIAEHCY € OOHUM 3 HAUOLIbW AKMYATbHUX
numanb Ol ONEPAmopie 20MeibHO20 PUHKY Y 6CIX cihepax: HOPMAMUBHA NIOMPUMKA, AKICHb
nociye; kopnopamueHa penymayis. Komniacne — ye cucmema umoz ma ymos, po3poonena s
B8CMAHOBNIEHHS GIONOGIOHOCHE NPUUHAIMUM CINAHOAPMAM A Pe2lIAMEHMAM.

Mema cmammi — docrioumu 3micm i HanpaMU 30ilICHEHH KOMIIAEHCY Mad KOMN-
JIAEHC-KOHMPONIO Y OILIbHOCMI YO '€KMi6 20MenbHO20 PUHKY.

Mamepianu ma memoou. Buxopucmano memoou auanizy ti cuHmesy, HAYKOBO20
y3aeanvHeHHs ma iHOYKYii, 30Kpema y3a2aibHeHHs HAYKo8ol Jimepamypu wooo 3micmy ma
DYHKYIT KOMIIAEHCY A KOMIIAEHC-KOHMPOTIO.

Pesynomamu oocnioxcennsn. Komniacuc-KoHmMpoab € 8axciugo0 cKiad08oo cucmemu
VYNPABIIHHA NIONPUEMCMBOM, KA 3a0e3neuye ma eapanmye aKiCme nocaye i 8IOHOCUH MidC
€Y’ €EKMOM 20CNO0APIOBANHSL MA 6CIMA YYACHUKAMU 20menbHo20 punky. Komnnacnc-cuc-
mema NOSUHHA 6YMu He8l0 €MHOI YACMUHOIO MICII 2omeNbHo20 cyb €kma, 3aKia0eHo
Y C8I0OMOCTI KOIHCHO20 NPAYIBHUKA.
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Cy6’exmu 2omenbHO20 pUHKY nompebyloms npogecitino2o nioxody 0o gopmyseanHs ma
VIpAgniHHA Oi3Hec-npoyecamu 8i0NOBIOHO 00 6UMO2 [ MeHOeHYill KOPHOpamueHo20 CRigpo-
OimHUYmMea ma cmanoapmie sKOCmi nOCye i BIOHOCUH, WO 2aPAHMYE KOMNIAEHC-KOHMPOTb.

Hocuneno cepmupixayito i cmanoapmuszayito OisIbHOCMEI Ma Nociye ceped 3aKkiadie
PO3MIWEeHHs, NO8 A3AHUX 3 NUMAHHAMU Oe3neKU CHONCUBAYI8 MA KOHKYDEHMOCHPOMOIC-
HOCMI AK V HAYIOHATbHIL, MAK i C8IMOBIU MYPUCIUYHIL CUCTHEMI.

Bucnoeku. Busenennsa pieHs KOMIIAEHC-KOHMPONIO YMOMCIUGTIOE GUHAYEHHS DIiGHS
8i0no0gioanbHOCMi cucmemu YNpasniHHa ma Kepo8aHoCmi CUCEMOI0 AKOCMI.

Onucani ananimuuni Memoou (OpMy8aHHs Ma OYIHKU PI6HS KOMNIAEHC-KOHMPOTIO
OISUIbHOCMI 20MeNbHUX NIONPUEMCING QOPMYIOMb YiMKY CUCMEMY GION0GIOHOCME CMAH-
oapmam, npasuiam, GUMO2AM MOWO, GUSHAYEHHS epheKMUBHOCI SKUX CMAHe NpeoMemom
noOanLULUX O0CTIONCEHD.

Kniwouosi crnosa: rorejib, KOMIUIA€HC, KOMITJIA€EHC-KOHTPOJIb, KOMIIA€HC-PU3UKU.
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Mamycoea E., Auopeesa B., Hzo03uncxkuit B. Moodenu puck-menedxicmenma.
Onpedenenvl 0CHOGHBIE OUZHEC-NPOYECChbl NPeOnpPUsMuUs, KOmopble AGIAI0Mmcs 0a3ucom O
HOCMPOEHUsL CUCeMbl YIPAGIEHUSL PUCKAMU. YCMAHOGNEeHbL 21a6HbLe KOMHOHEHMbL MOOeU
VIPAGNeHUsT PUCKAMU HA NPEOnpusimuu 8 COOMEEMCMEUU ¢ NIAHUPOSAHUEM, (DYHKYUOHU-
posanuem u KOHmpolem OesimenvHocmu npeonpusmus. Ha ocnose npeonodceHHou mooenu
onpeodenenvl MemoouKu UOeHMUGUKayuy pucka, Kuouegvle UHOUKAMOPSI, GIUSIOuUe Ha
Pe3VIbMAmueHOCHb AHAIU3A U 0OPADOMKY PUCKO8 HA NPEORPUSIMUL.

Kniouesvie cnosa: puck, ynpaslieHHe PUCKaMH, MOJIENb, OU3HEC-TIPOLIECCHI, aHAIU3
pHUCKa, BIHMSIHUE Ha PUCK.

Background. The synergistic properties inherent in an enterprise
management system that meets the requirements of different standards and
models and satisfies the requirements of all stakeholders is the main subject
of research into the constant development of an entity.

Each enterprise seeks to maintain its own position, despite the current
economic crisis and adverse market conditions. Therefore, in addition to
meeting the formal requirements of the standards, it is vital for stakeholders
to ensure business continuity, that is, to maintain the ability to provide ser-
vices or produce products to consumers before, during and after a crisis. To
this end, management should analyze possible business impacts for priori-
tizing business functions based on an assessment of the potential financial
and non-financial risks that threaten business continuity. To ensure safe, effec-
tive and timely action, the priority areas are: protection of human life; pro-
tection of business assets; support or early recovery of key business processes.

On the way to achieving the set goals, the company faces internal and
external influences that create uncertainty about their timely reach. There-
fore, for businesses seeking sustainable development in a complex, ever-
changing environment, it is important not so much to establish the comp-
liance of the management system with the requirements of different stan-
dards as to obtain comprehensive risk information in all areas of activity of
the entity. Therefore, the introduction and continuous improvement of the
risk management system in the enterprise is a prerequisite for its compe-
titiveness and timely response to the challenges of the changing environment.

Risk management is seen as a process that operates on certain prin-
ciples: it is continuous and covers the whole enterprise; carried out at all
levels and in all departments of the enterprise used in strategy development
and formulation; aimed not at specific risk but at their complex, considering
the possibility of mutual influence of risks on each other and occurrence of
synergism effect, detection of events in such a way that the organization
could take risk without threat of liquidation; provides management with a
sound guarantee of achieving goals even in times of crisis [1].

Analysis of recent research and publications. Issues related to the
consideration of such concepts as: "risk", "uncertainty", "risk management"
were investigated by N. Khrushch, M. Nastenko, M. Cruy, M. Velikanova,
0. Gerasimenko [1-5] etc.
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Although the problems of providing an effective enterprise management
system are actively discussed by politicians, scientists, practitioners of various
spheres of public activity, not all aspects in this sphere have sufficient theo-
retical and methodological elaboration. These include the identification, assess-
ment, counteraction to risks and threats to the economic activity of the enter-
prise, as well as the formation of a modern model of enterprise risk management.

The aim of the article is to develop a model of risk management as an
integral part of the enterprise management system, which will ensure its
effective operation in modern conditions of changing internal and external
environment and meeting the needs of all interested stakeholders.

Materials and methods. Dialectical cognition method, methods of analy-
sis, synthesis, system and process approach, as well as modeling of business
processes were used to build a risk management model at the enterprise.

Results. The global experience of risk management shows that the
main principle of modernization of risk management was the principle of
quality management system [6], which involves the application of a process
approach to management on the basis of continuity, involvement of the
whole organization, taking into account its goals, effective communication
between management entities, and also giving preference to preventive
measures (figure 1).

Formation and Sales of Analysis and
CLIENTS . control Qf pr?)(jlslgts adjustment of the
ATTRACTION  |-N ‘mplﬁme?ta“‘); of (sales and (fla‘? of q
e plan o ; production an
AND RETENTION production and service) sales of products
sales of products
CALCULATIONS
Statement of accounts Work with accounts
WITH
CUSTOMERS to customers receivable
Personnel Document
ORGANIZATION Providing management
OF THE :>
PROVIDING OF Implementation of Monitoring and managing
ACTIVITIES Internal audits inconsistencies

Figure 1. The main processes of the enterprise
Source: developed by the authors.

An enterprise trying to respond to changes in the market can be
guided in its activity by dividing into the key processes outlined in figure 1.
It is these processes and changes in them that provide the basis for
functioning and stimulate its development, and are crucial for establishing
the mission and main goals of the enterprise. Thus, risk management as
a response to changes in the processes of the enterprise is a necessary pre-
requisite for achieving the planned level of performance.
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150 31000: 2018 establishes principles, a common framework for
risk management, that can reduce the risk of failure to meet targets in
a timely manner:

« implementing risk-oriented thinking in the organization;
. risk identification and management;
. improvement of enterprise management in general [7; 8].

By improving risk management approaches, the company expands
opportunities for improvement and innovation, as well as shortening the tim-
eframe for achieving its goals. Risk assessment information provides objective,
comprehensive input for critical analysis of management by Board and deci-
sion making and actions related to: improving system performance; product/
service improvement; reducing the risk of dissatisfaction with all stakeholders.

In order to obtain comprehensive information about the management
system, which contains information not only about the non-compliance of
this system with certain points of international standards, but also about
possible cause and effect relationships of systemic problems, it is of funda-
mental importance for the maturity of the organization at the moment of
searching for new approaches to improving the management system, as well
as management system goals set by senior management.

In accordance with the process approach and the approved world stan-
dards, in order to ensure the effectiveness of the risk management system at
the enterprise, a risk management model is being built, which contains three
main components, which correspond to the basic elements of the
enterprise’s activity (figure 2).

v ]
PLANNING AND FUNCTIONING EVALUATION OF THE
PROVIDING RESULTS
Risk identification Risk analysis Risk management and
processing
Stage of life ;
— = | Operating — —
enterprise cycle activity Activity monitoring
by directions
Target indications N Financial — Y
of activities activity S Results of Internal
. audit
Enterprise context
. I Investment
—>| (communications . . .
and workflow) activity S Analytical guidance
W hd documents
Policy management
—~ of risks
—> Resource
—>| Staff competencies

Figure 2. Model of risk management in the enterprise

Source: developed by the authors.
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The component of the "Risk Identification" model provides the basis
for further risk analysis and identifies the main factors of the internal and
external environment that may be the reasons of risk situations.

To identify risks, an entity can use two main methods or its combina-
tion: proactive and responsive.

The proactive method is implemented by means of detailed functional
analysis of business processes before the fact of deviations of the final
results. To perform this analysis, it is necessary to decompose the process into
elementary components. An elementary component is a simple action or func-
tion that can be described by a single verb in a commanding manner. The inputs,
resources, controls, and outputs that lead to the end result of the process should
be identified, unless otherwise specified in the relevant enterprise regulations.

The next step is to identify the events and conditions that may occur:

* a common factor of danger;

» components of the danger factor;

* probable conditions, events that may occur;

* the consequences that each component of a dangerous factor can lead to
when each condition and event occurs.

For the proactive method, it is recommended to use SWIFT — Struc-
tured "What-if" Technique. By this method, risks are identified through the
formulation of the questions "What if?", "What happens if?", which allows
us to investigate the impact of uncertain conditions and events on the process.

Reacting technique is based on deviations that have already occurred.
The analysis is performed, the causes and conditions that led to a particular
event are determined. At this stage, the use of the "5 WHYS?" Technique is
envisaged. The 5 WHYS technique ("What?", "Who?", "Where?", "When?",
"How?") is set to investigate the reasons of the appearance by finding the
answer to the question "Why (appearance)?":

« this rejection;

. reasons for rejection;

« events that are the reasons;

. conditions are heralds of events.

The analysis of deviations of process outcomes from established indi-
cators and risk identification should be carried out with the participation of
employees who have sufficient knowledge, practical experience and thorough
understanding of all details of the process. A flowchart of the risk analysis
and risk assessment sub-process is presented in the figure 3.

The source for risk analysis is any information about unforeseen events
that occurred at the enterprise. Sectoral information on similar events is also
possible.

The following questions can be used to determine the probability of a risk:

» Have events in the past been similar to the one under consideration, or
is this an isolated incident?

* What other processes or components of the same type might have
similar deviations?

ISSN 1727-9313. HERALD OF KNUTE. 2019. W 6 79




MANAGEMENT, MARKETING

* What is the number of employees who perform these procedures?

» What percentage of the time during the process or procedure is in doubt?

* How serious are the organizational or managerial implications that
could indicate more significant factors for the occurrence of deviations?

\2 |
The initiating event [ Risks have been identified ]
Risk identified and registered \,/

Determine the probability of occurrence

\V/

Determine the severity of the consequences

Source streams \/

Evaluation of risk level

Input streams

Information in the risk register

The severity of the consequences has
been determined
The probability of occurrence is defined \l/

The final event Risks processing

The level of risk is defined

Figure 3. Analysis and evaluation of results at the enterprise

Source: developed by the authors.

Assessing the possibility that an undetermined event or condition may
occur, it is crucial for informed decisions to look back over the years. In the
absence of such information, risk estimation is allowed based on industry
trends or expert opinion.

The risk probability matrix is presented in the table 1.

Table 1
Matrix of probability of occurrence of risks in the enterprise
Frequency Meaning Degree
of occurrence

Often It can happen many times (happened often) 5
Sometimes Occasionally 4
Very rare Unlikely but possible that it will happen 3
unlikely It is very unlikely to happen (no details of what happened) 2
It is highly unlikely The possibility of an event is almost off 1

Source: developed by the authors.

The next step in the process of organizational control of the risk factors
associated with the consequences of deviations is to assess the severity
of the consequences if the damage materializes in the processes of produc-
tion and marketing of products (provision of services).
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The severity of risk factors is defined as the possible consequences of
an uncertain event or condition, with the worst case scenario being consi-
dered as the benchmark. These issues can, for example, help to assess the
severity of the consequences if their potential materializes in the course of
the enterprise’s activities:

»  What is the number of negative situations related to customer satisfaction?

*  What is the level of damage to the enterprise (damage or destruction
of the property of the enterprise, property of customers or external suppliers,
damage to a third party, financial and economic consequences for the enterprise)?

*  What is the probability of environmental impact (Dangerous Product
Incidents or Other Environmental Disorders)?

*  What is the probability of violations of current law?

* What is the level of harm to the health of customers, employees, etc?

Based on the content of the answers to such questions, one can esti-
mate the severity of the possible consequences of an undetermined event
or condition by using the risk factor matrix of severity while assuming the
worst case scenario as a benchmark (table 2).

The Impact Severity Matrix contains five categories that characterize
the severity of an undetermined event or condition. The value of each cate-
gory assigned corresponds to the degree of severity of the undetermined state
or event. Just like the probability matrix, this table is an example given to pro-
vide an algorithm to an expert team.

Table 2
Matrix of severity of consequences of risk exposure
Seriousness Meaning Degree
of consequences
Full stop of the operating process.
Critical Destruction of property, infrastructure. A

Receiving losses over a long period.

Health damage, human casualties

Significant reduction of the "safety margin" of equipment
and damage to property.

Dangerous Receiving losses for several consecutive periods. B
High share of overdue accounts payable.

Stress or workload that can cause staff to fail in their tasks
Breach of contract obligations.

High share of overdue receivables.

Intense The staff is not fully able to cope with adverse operating C
conditions due to increased workload or due to conditions
that reduce the efficiency of work

Production restrictions, short-term downtime production
equipment.

The presence of illiquid inventory.

Insignificant interpersonal conflicts

Unplanned short-term downtime of fixed assets not related
Miserable to operating activities. E
Minor violations of the staff work schedule

Insignificant

Source: developed by the authors.
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To obtain a general risk index, it is necessary to combine the probabi-
lity matrix and the consequence severity matrix into the risk assessment
matrix (table 3).

Table 3
Risk assessment matrix at the enterprise

= | A Critical 1A* 2A** JAFEE 4AF** SA*H*

8 8 B | Dangerous 1B* 2B** 3B** 4B*** SBH**

2 % C Intense 1C* 2C** 3C** 4C** SCH**

Z D | D| Insignificant 1D* 2D* 3D** 4D** SD**

B Q| E| Miserable 1E* 2E* 3E* 4E** SE**
SRZ) It is highly . .

% § unlikely unlikely Very rare | Sometimes Often

A PROBABILITY of occurrence

* Indicates green (acceptable risks).
** Indicates yellow (risks that should be addressed in the medium term).
*#* Indicated in red (risks need immediate response).

Source: developed by the authors.

A preliminary risk assessment is an alphanumeric combination and is
not a visible or tangible component, so this combination is called a risk index.

Acceptance zones are indicated by color marking in the risk assess-
ment matrix (table 4). The risk index derived from the risk assessment matrix
should now be transferred to the risk tolerance matrix, which characterizes
the eligibility criteria.

Table 4
Summary matrix of risk levels at the enterprise
Criterion Risk Index Level of risk
CRITICALLY 1
(Red colour) 3A 4A SA 4B SB5C Unacceptable
CONDITIONALLY 2
acceptably 2A 2B2C 3B3C 3D 4C 4D 4E 5D 5E Conditionally acceptable
(yellow)
acceptably 3
(green) 1E 1D 1C 1B 1A 2D 2E 3E Acceptable

Source: developed by the authors.

All risks exceeding the permitted limits must be processed. At the initial
stage of settlement it is necessary to analyze the possibility of eliminating
a dangerous factor — a source of risk. The further action is to analyze the
possibility of avoiding the risk by ending the activity that causes it.

If the two previous steps for some reason are not acceptable to eli-
minate the risk, then it is necessary to proceed to the treatment of risk by
influencing its determining parameters: reducing the probability of appea-
rance and/or severity of consequences.

The processing of these parameters is possible through the develop-
ment and implementation of measures aimed at increasing the probability of
achieving the goals and reducing the probability of negative results of the
process. The development of these measures should begin after an analysis
of the potential impact on each parameter:
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probability of appearence: if the results of the analysis show the
possibility of reducing the probability of occurrence, then appropriate mea-
sures should be taken;

severity of consequences: if the results of the analysis show the
possibility of reducing the severity of the consequences, then it is necessary
to develop measures that will result in their reduction, which will affect the
variation of the final results of the processes.

Each action developed must be completed within the prescribed time.
These actions should be a clearly defined plan of action, indicating the
timing of each event and the responsible officials at each stage. The action
plan must be approved by the head of the structural unit where the risk has
been identified. In the event that several structural units are involved in the
remedial action, a general action plan must be drawn up and agreed with the
leaders involved.

After the implementation of the measures, a performance check should
be carried out. If the actions taken did not reduce the parameters (probability
and consequences), and the risk level to an acceptable level, then repeat the
procedure.

Conclusion. In order to ensure timely response of the enterprise to the
challenges of the changing environment, increase its competitiveness and
economic security, it is necessary to apply a risk management model that
must meet the world standards of risk management and key business processes
of the enterprise. Such a model allows identification of risks, analysis of their
consequences in two parameters and setting the procedure for their treatment.

Depending on the life cycle of the enterprise and the availability and
completeness of the information base on the risk management process, each
enterprise will not only have its own different model, but also apply diffe-
rent methods and approaches to risk identification, assessment and treat-
ment. Identifications will also depend on the period of the risk event. If an
entity is attempting to use preventive risk management measures, then a pro-
active risk identification technique will be effective, and if it is intended
to evaluate the impact of the event on the entity’s activities, then it is advisable
to use a responsive methodology.

Risk analysis as an element of an enterprise risk management system
will depend on a reliable and complete assessment of the two main risk para-
meters: the probability of occurrence and the consequences. The result of the
analysis should be used to further influence the risk, the effectiveness of which,
in turn, will also be determined by the level of involvement of all stakeholders.

REFERENCES

1. Hrushh, N. A., & Docenko, I. O. (2016). Funkcional’ni osoblyvosti upravlinnja
ryzykamy pidpryjemnyc’koi’ dijal’nosti [Functional features of business risk
management]. Visnyk Hmel nyc’kogo nacional’nogo universytetu. Ekonomichni
nauky — Journal of Khmelnitsky National University. Economics, 4(2), 268-272
[in Ukrainian].

ISSN 1727-9313. HERALD OF KNUTE. 2019. W 6 83




MANAGEMENT, MARKETING

2.Nastenko, M. M., Pokyn’chereda, V. V., & Gudzenko, N. M. (2017). Koncep-
cija strategichnogo upravlinnja finansovymy ryzykamy pidpryjemstv [Concept
of strategic management of financial risks of enterprises]. Visnyk Hmel nyc’kogo
nacional 'nogo universytetu. Ekonomichni nauky — Journal of Khmelnitsky Natio-
nal University. Economics, 3(1), 18-22 [in Ukrainian].

3.Kruy, M., Galaj, D., & Mark, R. (2014). Osnovy rysk-menedzhmenta [The
basics of risk management]. V. B. Mynasjan (Ed.). Moscow: Jurajt [in Russian].

4. Velykanova, M. M. (2017). Vyjavlennja ta identyfikacija jak stadii’ upravlinnja
ryzykom [Detection and identification as a stage of risk management]. Chaso-
pys Kyi'vs ’kogo universytetu prava — Journal of the Kyiv University of Law, 3,
24-27. Retrieved from http:/nbuv.gov.ua/UJRN/Chkup 2017 3 6 [in Ukrainian].

5.Gerasymenko, O. M., & Zachosova, N. V. (2019). Ocinka rivnja zrilosti uprav-
linnja ryzykamy v procesi zabezpechennja ekonomichnoi’ bezpeky pidpryjemstva:
analitychne doslidzhennja [Assessment of the maturity level of risk manage-
ment in the process of ensuring the economic security of the enterprise: an
analytical study]. Visnyk Kyi’vs’kogo nacional’nogo universytetu tehnologij ta
dyzajnu. Ekonomichni nauky — Journal of the Kiev National University of Techno-
logy and Design. Economic sciences, 3, 66-81 [in Ukrainian].

6. Upravlenie riskami organizacii: integrirovannaja model’ [Organization Risk
Management: An Integrated Model]. (n.d.). www.coso.org. Retrieved from
http://www.coso.org/guidance.htm [in Russian].

7.Quality Management Principles. ISO 9001. www.iso.org. Retrieved from
http://www.iso.org/iso/pub100080.pdf [in English].

8.ISO 31000 Risk Management. www.iso.org. Retrieved from https://www.iso.org/
150-31000-risk-management.html [in English].

The article submitted to editor’s office on 18.11.2019.

Mamycoea O., Andpeesa B., Az003incokuii B. Moodeni pusuk-meHeodrcmenny.

Ilocmanoska npoonemu. Ilionpuemcmeso, Oocsieaiouu c8oix yinet, CMUKAEMbCS
3 GHYMPIWHIMU MA 306HIWHIMU 6NIUGaMU HegusHnawenocmi. Tomy asiciugo He auuie 6cma-
HOBUMU 8IONOGIOHICMb CUCEMU YRPAGIIHHI UMO2AM PI3HUX CMAHOAPMIE, d U OMPUMAmu
suuepnny iHopmayiro npo pusuxu y 6cix cghepax OistbHocmi cyd €Kma 20Cno0aproSanHsi.
Bnposaodoicennss ma nocmitine 800CKOHANEHHS cUCEMU YNPAGLIHHA PUSUKAMU HA NIONPU-
EMCMBI € HeOOXIOHOI0 YMOBOI0 1020 KOHKYDEHMOCHPOMOICHOCE MA C80EHYACHO20 peazy-
BAHHA HA BUKTIUKU CEPeO0BULY.

Memoto cmammi € po3pobka mMooeni YAPasiinHi pusuKamu AK cKiaoogoi cucmemu
MeHeOHCMeHmy HA NIONPUEMCMEI, Wo 3abe3neyums 1o2o egpeKmueHy OisIbHICIb Y Cyyac-
HUX YMOBAX MIHAUB020 8HYMPIWHBOZO | 308HIUHBLO20 CEPed08ULY Ma 3A0080JIeHHs Nompeo
YCIX 3aYiKaeneHux CmopiH.

Mamepianu ma memoou. /[na nobyoosu mooeni YNPAGuiHHA PUSUKAMU HA NiO-
NPUEMCMEBE BUKOPUCTAHO OiANeKMUYHUTE MeMMOO NI3HAHHI, MemOOU AHANI3Y, CUHME3Y, CUC-
MeMHULL Ma nPoYecHull nioxio, @ MAaKo’c MOOENI08aHHs Oi3HeC-NPoYecis.

Pezyromamu 0ocnioncennsn. Ceimosuti 00C8i0 pU3UK-MEHEONCMEHMY 3ACEIOUYE, WO
20I06HUM NPUHYUNOM MOOEPHI3aYil YNPAGIIHHA PUUKAMU CMAE NPUHYUN 3ACMOCYBAHHS
npoyecHozo nioxody. Bionogiono 00 npoyecnoco nioxody ma 3ameepodiceHux Ceimosux
cmanoapmis 015 3a0e3neyeHHs. epeKmueHoOCmi (PYHKYIOHYBAHHA CUCHEMU PUSUK-MEHEONC-
MeHmy Ha nionpuemMcmesi 6y0yemucsi MOOeb PUSUK-MEHEOHCMEHMY, WO MICIMUmMs mpu OCHOBHI
CKAA008I: i0eHmuikayis pusuxy, aHaliz ma oyiHka pusuxis, eiue Ha pusuxu. Komnonenmu
MoOeni YRpasniHHA pusuKamu 8i0N08I0arms OCHOBHUM elleMEeHMAM (QYHKYIOHYBAHHA NiONpuU-
EMCMEA: NIAHY8AHHST MA OpPeaHizayiss 00CIYe08Y8aHHS, (QVHKYIOHY8AHHL MA KOHMPOIb
(oyinka egpexmugnocmi ynpagninHa pusukamu Ha nionpuemMcmsi).
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IHionpuemcmeo modice suxopucmogyeamu 08a OCHOGHI Memoou ioeHmu@ikayii
PUBUKIG: NPOAKMUBHUL Ma peazylouutl. 3 Memolo 6UasNeHHs. HACAiOKI8 PUSUKY aHali3 pu-
UKy IPYHMYEMbCA HA OYiHYI 080X NOKA3HUKIE (UmogipHocmi ma enaugy). Yci icuytoui
pusuKy maroms oymu 0opobneni. Heobxiono npoananizysamu Mo*CIUGICIG YCYHeHHs 0Jice-
pena pusuxy, nicis 4020 GUHAYUMU MOICIUBOCINI YHUKHEHHS PUSUKY WIAXOM NPUNUHEHHS
QisIbHOCMI, KA 11020 3YMOBTIOC.

Bucnogxu. 3 memoio 3abe3neuenis C60EYACHO20 peazy8anHs NIONPUEMCMEA HA BUK-
JIUKU MIHAUBO20 Cepedosuya, NiOBUUEHHS 11020 KOHKYPEHMOCHPOMOICHOCHE MAd eKOHOMIY-
HOI 6e3nexu HeOOXIOHO 3ACMOCO8Y8AMU MOOENb YHPAGNIHHA PUSUKAMY, KA NOGUHHA
8ionogioamu C8IMosUM CMAHOAPMAM YNPAGIIHHA PUSUKAMU MA KIOY08UM OI3HeC-npo-
yecam nionpuemcmea. Taxa modenv dac 3mocy ideHmughikysamu pusuxku, NpoOaHATzyeamu
ix Hacnioku 3a 06oma napamempamu (UMOSIpHICMb Ma 6NAU8) MA 6CMAHOBUMU NPOYEOYPY
6NAUBY HA HUX.

Kniouoei crnoea: pusuk, yrnpasiiHHS PU3MKaMH, MOJIENIb, Oi3HEC-TIPOLIECH, aHai3
pH3UKY, BIIUB HA PU3HK.
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3yoxo T. [Quacnocmuxa Ixkonomuueckou 0Oe3onacnocmu npeonpusmusn. Paccmom-
peHbl Cymb IKOHOMUYECKOU Oe30NaACHOCU NPeOnpUsimust U Memoobl OYeHKU ee VPOGHSL.
Ipoananusuposansvl NOOX00bl K OYeHKe YPOBHS IKOHOMUUECKOU Oe30nacHoCmu npeonpus-
musi. Ilpednosicena cucmema yHKYUOHATBHBIX COCMABTAIOWUX IKOHOMUYECKOU Oe3onac-
HOcmu npednpusmusi 4 000CHOBAHA ABMOPCKASL MEMOOUKA OYEHKU ee YPOBHSL.

Knioueevie cnoea: >KOHOMHUYECKAS 6630HaCHOCTB, IpEANPUHUMATEIILCTBO,
npeanpuiATUC, MHAUKATOPLI, UCPAPXUS, TIOPOT'OBLIC 3HAYCHU, KOHKypeHTOCHOCO6HOCTB.

Background. Currently most of enterprises act in incertitude and unpre-
dictability conditions. Precarious political and social economic situation in
the country strengthen the level of a risk of decision making and enterprises
operation all in all. In the context of a market conditions it is impossible to
achieve permanent success in business field if constantly we do not plan its
developing effectively, do not accumulate information about own prospects
and opportunities about condition of markets, also competitors market posi-
tion on them so on.

Now under these circumstances formation of the system of diagnostics
of economic security of an enterprise for the purpose of an effective mana-
gerial decisions approval and future prospects of enterprise developing
is becoming important.

Analysis of the last research and publications. Problems of theory,
methodology and practical issues of diagnostics of economic security of an
enterprise were devoted to a considerable number of scientific works by do-
mestic and foreign economists, among them N. E. Avanesova, G. Andruseac,
M. D. Baldzhy, 1. M. Kotova, K. I. Tarasova, G.V. Blakyta, A. O. Blyzniuk,
Z.S. Varnalii, L. O. Voloshchuk, O. O. Voronkov, K. S. Diachenko, M. I. Kopytko,
O. Ya. Kravchuk, P. Ya. Kravchuk, S. M. Laptev, Yu. G. Lysenko, D. K. Nanto,
P. A. Poliakov, R. M. Skrynkovskii, O. S. Shumilo [1-16] and other.

Making an analysis of mentioned above scientists’ research, we can
make a conclusion that economic security of an enterprise is a state of enter-
prise defensibleness from economic dangers and threats. It is a state when
stability of its activity and all kind of resources such as financial, material
and immaterial, human resources are not threatened by any negative conse-
quences. At the same time, positively evaluating the results of mentioned
above scientists researches, it should be noted that there is currently no gene-
rally accepted approach to the method of assessing the level of economic
security of the manufacturing and trading enterprise.

Most of the aforementioned studies are devoted to the problem of
forming the economic security system of an industrial enterprise, conside-
ring the separation of its functional subsystems. However, there is no metho-
dology for assessing the level of economic security in terms of cash flow
formation. Among the problems of ensuring the economic security of the
company can be mentioned the lack of a common methodology for its compre-
hensive assessment.

The aim of the article is the investigation of the creation of a system
of diagnostics of economic security of the enterprise through the formation
of a list of its main indicators.

86 ISSN 1727-9313. HERALD OF KNUTE. 2019. W 6




MANAGEMENT, MARKETING

Materials and methods. The study of this issue was carried out using
theoretical generalization and analysis. The information base of the research
is the works of leading scientists, statistical sources, Internet resources.

Results. An analysis of the activity of enterprises shows that they are
faced with issues related to the financial, production, technological, invest-
ment and information fields of activity. In the conditions of the market it is
unrealistic to achieve stable success in business unless to plan its develop-
ment effectively, not to constantly accumulate information about own pro-
spects and opportunities, about the state of markets, competitors market posi-
tion. In these conditions, it is now important to form a system of diagnostics
of the economic security of an enterprise in order to make effective mana-
gerial decisions, to establish further prospects for the development of the enterprise.

The task of economic security is to promote the stable and efficient ope-
ration of the enterprise and to realize its full potential for further development.

The economic security system of an enterprise traditionally includes
the following components: intellectual and human resources, information,
technical and technological, financial, political and environmental, and
power [1; 2; 6; 8; 17-19].

Taking into account the peculiarities of the manufacturing and trading
enterprise, its economic security contains the following functional components:

 security of operational activities (market and technical and technological);

+ security of financial activity;

+ security of investment activity;

+ security of innovative activity;

» intellectual and personnel security.

Assessing the security levels of each functional component, we should
consider the security of the logistics operations.

According to the achievements of well-known scientists [9; 10; 15; 16; 20],
the diagnostics of economic security of an enterprise, as a rule, is performed
in the following sequence:

* identification of internal and external factors that determine the econo-
mic security of an enterprise (for each of the functional components), analy-
sis and assessment of the degree of their impact;

+ calculation of generalized indicators of economic security for each of
the functional components;

* calculation of the integral index of economic security of an enterprise;

* development of a set of measures aimed at improving economic secu-
rity will give us a comprehensive methodology for assessing the level of eco-
nomic security of an enterprise. In doing so, consideration should be given
to their effectiveness.

There are several methods of assessing the level of economic security
of an enterprise:

* the assessment of the level of economic security of an enterprise
is determined on the basis of the calculation of the aggregate criterion
(or integral indicator) by finding and summing up the individual functional
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criteria, which are calculated by comparing the possible magnitude of damage
(losses) to the enterprise and the amount of costs for the implementation
of measures related to prevention this damage (losses) [3; 13; 16];

* calculation of functional dependence [5—7];

 use of indicator method [18; 20];

» for the express-analysis of the level of security of an enterprise,
is being used an approach of using points assesses (rating approach) [10];

* method of determining hierarchical levels of economic security (cur-
rent, tactical, strategic and general levels) [21];

 graphical [22].

In our opinion, only a balanced combination of these methods, taking
into account the industry affiliation of the evaluated enterprise and taking
into account the division of indicators into two groups (stimulants and desti-
mulators), allows to create a system of assessing the level of economic secu-
rity of the enterprise. When constructing functional dependence, apply the
method of fuzzy logic theory, which is used to build a model of enterprise
activity. The following concepts are used: universal plural; fuzzy plural; function
of belonging; linguistic variable; therm-plural; therm-element. That is, the sys-
tem of economic security indicators can be estimated by methods of fuzzy plurals.

Having analyzed the scientific works [3; 5; 7; 12—14; 17-19; 22], the
indicators of evaluation by functional components were selected and six groups
of indicators were compiled.

In accordance with the proposed system of indicators we propose a set
of criteria that can be grouped as follows: X7 — assessment of the market
component of the security of the enterprise, X> — assessment of the technical
and technological component, X3 — evaluation of the financial component,
X4 — evaluation of the investment component, X5 — evaluation of the inno-
vation component, Xs — assessment of the intellectual and personnel compo-
nent of economic security of the enterprise.

In turn, the complex value of each of these groups can be determined
by certain indicators. Thus, the assessment of the market component of the
security of an enterprise X can be estimated by the indicators: the factor of
supply of material resources — X11, the fulfillment of suppliers by orders —
X12, the degree of compliance with the size of orders — X73. The dependency
will be as follows:

Xi= f1 (X11,X12,X13). (1)

To evaluate the technical and technological component of economic
security Xz it is possible to use the indicators production capacity factor
(Kpc) — X21, wear factor (Kw) — X2z, returns on assets (RA) — X23:

Xo= f2 (X21,X22,X23). 2)

The next in the list of functional security components is the financial
component. In relation to the meaning of its level scientists’ thoughts differ.
For example, M. V. Bandura [22] proposes to evaluate financial security on
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the basis of E. Altman’s multifactor model. We share the opinion of
V. I. Khalina [23] and the indicators of financial security we select the
following indicators: the coefficient of autonomy (kaur) — X31, the coefficient
of financing (ksin) — X32, the ratio of coverage (kcov) — X33, receivables
turnover ratio (kr:) — X34, payables turnover ratio (kp) — X3s, profitability (kp) —
Xz6. Dependency will look like:

Xz = f3(Xz1, X32, X33, X34, X35, X36). (3)

The functional component is investment security that can be estimated
on the basis of the turnover ratio of current assets — X, profitability of
incomes — X4, the level of financial leverage effect — Xu3:

Xa= f1 (Xe1,X42,X43). 4)

The following functional component which is innovative, we will
evaluate by the following indicators: the share of employees involved in
innovation activity — Xy, ratio of coverage of capital investments — X5z, the co-
efficient of inventive activity — Xs3, the share of realized innovative products
in the total volume of products — Xs4, share of research expenditures — Xs.

Accordingly, the dependence is the following:

Xs =[5 (X51,X52,X53,X54, X55). (5)

The functioning of the intellectual-personnel subsystem Xs can be
estimated by the following indicators: staff turnover rate — Xs;, labor produc-
tivity level — Xs2, stock-raising of labor — Xs3, the ratio of rationalization
activity — Xss, ratio of highly skilled and skilled workers to the total number
of employees — Xss:

Xo= f6 (X61,X62,X63,X64.X65). (6)

On the basis of calculated values of groups of indicators the level of
economic security of the enterprise is determined:

Y =F (X1,X2,X3 X4, X5, Xo). (7

Note that the set of indicators presented is one of the possible options
and can be formed by an expert individually for each individual enterprise,
taking into account its specificity. Data of a numerical nature come from the
appropriate reporting forms of the enterprise, standards, specifications, etc.
Data that cannot be quantified is based on expert judgment.

In order to be able to evaluate and process the linguistic indicators Xj,
i=LN, ]= I’M", that characterize an enterprise in terms of its economic
security, we form a single scale of five qualitative terms: VL — very low
level of Xij, L — low level of Xij, A — average the level of the index Xij, H —
high level of the index Xij, VH — a very high level of the index Xij.

Using the tools of fuzzy logic, we construct the functions of fuzzy
:]’—N, j=LM,

terms for the controlled parameters Xij, ‘ I and the output
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variable Y. Then we formulate a set of rules for estimating the level of
economic security of the enterprise on the basis of independent variables.
An expert system based on fuzzy knowledge should include a mechanism of
fuzzy logical inference to be able to determine the level of economic secu-
rity of the enterprise on the basis of all necessary source information rece-
ived from the user.

The next step in this method is to evaluate the level of indicators. At

A ;=1
=1

this stage, the current levels of Xij, =LV J i+ and Y are evaluated
based on financial statements and expert judgment for different time periods.

AL
o AVE

The values of the controlled parameters Xij, { =L~ J7=LM. which

v v |

l-;—ﬂ

exactly fall into the intervals ¥ 7 set for them, will uniquely corres-
pond to their terms. If the value of the criterion is in the interval between the
two terms, then it will belong to the term whose belonging function is
greater for a given level of the indicator.

As a result, we obtain a linguistic description of the level of economic secu-
rity of the enterprise and then can evaluate the quality of the results obtained.

Conclusion. The results of the investigation shows that there are different
approaches to choosing a methodology for assessing the level of economic
security, to defining a system of astimated indicators. A promising area
of research in this sphere may be substantiation the use of specific indicators
of economic security of an enterprise by its individual components. Diagno-
sing of the components of economic security is the basis for developing of a set
of measures to counter threats and improve the level of security of an enterprise.
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3yoko T. /liacnocmuka ekoHOMIuHOT 6e3neKu nionpuemcmea.

Ilocmanoexa npoonemu. binvwicme nionpuemcme Hapasi npayoms 8 YMO8ax Hegu-
3HaueHocmi ma Henepeodawyearocmi. Hecmabinbra nonimuuna i CoyianbHO-eKOHOMIYHA CUmya-
yis 6 Kpaini NOCUNIOMb CMYNiHb PUUKY NPUUHAMMA piuleHb | YHKYIOHY8aHHS NIONpu-
EMCMB 302aI0M. 30 YUX YMOB 8aAXHCIUBO20 3HAUEHHS HADYBAE DOPMYBAHHS CUCTEMU OIA2HOCTNUKU
EeKOHOMIUHOI Oe3nexku RIONPUEMCMBA 3 MemOI0 YX8ANeHHA eeKMUSHUX YNpasIiHCOKUX
PilieHb, 8CMAH08IEHH NOOANbIUUX NEPCReKMUS PO3BUMKY NIONPUEMCMEA.

Ananiz ocmannix 0ocnioxcens i nyOniKayiti NoKazas, w0 NONPYU HAABHICb OKPEMUX
HAyKo8ux 00poOOK, 3aIUUAEMbCs HeGUPIUEHOI 8AXCIUBA HAYKOBO-NPAKMUYHA Npobiema
WOO00 3A2ANbHONPUUHAMO20 NIOX00Y 00 MemOOUKU OYIHKU DIGHS eKOHOMIUHOI Oesnexu,
a came 8UPOOHULO-MOP2OBENLHO2O NIONPUEMCMEAL.

Memoro cmammi € 00CTIONCEHHS. NUMAHHS CMBOPEHHSL CUCEMU 0iGCHOCIUKYU eKOHO-
MIYHOI 6e3nexu nionpuemMcmesa uepes hopmyeanHs nepenixy toeo 0CHOGHUX NOKAZHUKIS.

Mamepianu ma memoou. Busuenus 3a3HaueHoi HAYKOB0I npobremu npo8edeHo
I3 3ACMOCYBAHHAM MEOPemMUYHO20 Y3a2albHeHHs U ananizy. Ingopmayitinoro 6azor ooci-
O2#CeHHs € Npayi NPOBIOHUX HAYKOBYIB, CIAMUCUYHI 0Jcepend, iHmepHem-pecypcu.

Pe3ynomamu oocniosycenna. Pesyromamu aunanizy OisnbHOCMI NiONpuUEMCms ceio-
uams, Wo neped HUMU NOCMAOMb NUMAHHA, N08 SA3aHI 3 (IHAHCOBOI, BUPOOHUYON, MEXHO-
JI02IUHOI0, [HEecmuyitinolo ma ingopmayiinolo cepamu disnvnocmi. B ymosax punky
HepeanbHO OOMOZMUCS CMAOLILHO20 YCHIXY 8 DI3HECH, SKWO He NIaHy8amu eeKmueHo 1020
PO3BUMOK, He aKyMYI068amu NOCMIlHO IHOOpMayilo npo 1acHi Nepcnekmuel i MONCIU-
80Cmi, cmaH puHKie, cmaHosuwye Ha HUX KOHKYpeHnmie mowjo. Hapasi easxciueoeo sHaueHHs
Habysae GopmyeanHs cucmemu O0iaeHOCMUKU eKOHOMIUHOT De3neku niOnpuemMcmea 3 Memoio
VXBaNeHHsI eeKMUBHUX YNPABIIHCOKUX PileHb, BCMAHOGIEHHA NOOANLUUX NEPCHEeKMUB
PO3GUMKY NIONPUEMCIEA.

Pozensnymo cymuicme exonomiunoi 6e3neku nionpuemcmea i Memoou OyiHKu i pigHs.
Hocnidoceno nioxoou 00 OYiHKU PIi6HA eKOHOMIUHOI Oe3nexu NiONpueEMcmed, npoeeoeHo ix
ananiz. 3anponoroeano cucmemy QYHKYIOHATLHUX CKIA00BUX eKOHOMIUHOI be3neKku nionpuemMcmed
ma oOTPYHMOBAHO ABMOPCHLKY MEMOOUKY OYIHKU il DIGHSL.

Bucnoexu. Huni icnytoms pizui nioxoou 0o ubopy mMemoouku OYiHKU pieHs. eKOHO-
MIiuHOI Oe3nexu, 8UsSHAUeHHs cucmemy OYiHOYHUX NOKA3HUKi6. IlepcneKmusHuUM HanpAMKOM
docrniddicenv y yiti chepi modice 6ymu 0OIPYHMYBAHHS GUKOPUCTNANHA KOHKPEMHUX NOKA3-
HUKI6 eKOHOMIUHOI Oe3nexku nionpuemcmea 3a okpemumu il cknaoosumu. /liacnocmyeanms
CKA00BUX EKOHOMIUHOL Ge3neKu € 0CHO80I0 0/l pO3POOKU KOMNIEKCY 3ax00i6 npomuoii
3a2po3am ma ni08UUeHHS PIBHS 3aXULeHOCIT NIONPUEMCMEA.

Knwuoei crosa: exkoHOMIUHA Oe3eKa, MANPUEMHUIITBO, ITiIIPUEMCTBO, 1HIUKA-
TOpH, i€papxisi, HOPOTOBi 3HAUYCHHS, KOHKYPEHTOCIIPOMOKHICTb.
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BLOCKCHAIN TECHNOLOGY
IN THE FINANCIAL ECOSYSTEM

The relationship between the development of financial technologies and the formation
of the financial ecosystem has been investigated. It is proposed to divide the properties of the
financial ecosystem into general and specific ones. The definition of the financial ecosystem
has been clarified on the basis of identification of the institutional, functional and sectoral
approaches to its understanding. The signs of classification of blockchains in the financial
sphere are systematized.

Keywords: financial ecosystem, financial technologies, blockchain technology,
smart contract.

Bonocosuu C., bapauwk IO. Texnonozusa 610Kkueiin 8 puHancosoll IKocucmeme.
Hccredosana 63aumocesass medxcoy paseumuem QUHAHCOBbIX MeXHON02Ull U PopmMuposa-
Huem unancogoil skocucmemvl. Ilpeodnosiceno pazoerums cOUCMEa GUHAHCOBOU IKOCUC-
membl Ha obujue u cneyuguueckue. Ymounena deghunuyus puHAHCOB0L IKOCUCEMbL HA OCHOBE
8blOeNeHUs UHCIMUMYYUOHATILHOZ0, DYHKYUOHATLHO20 U OMPACIE8020 NOOX0008 K ee NOHUMA-
Hutro. Cucmemamu3uposanvl NPU3HAKY Kidccugurayuu 610K4etiHo8 8 PUHAHCOB0U chepe.

Kniouesvie cnosa: dpuHaHCcOBas dKocucTeMa, (PUHAHCOBBIE TEXHOJIOTHH, TEXHO-
Jiorusi OJI0K4YEHH, CMapT-KOHTPAKT.

Background. The development of technological innovations and the
economy of consumption have led to powerful transformations of both
national and global financial systems. It initiated the formation of financial
ecosystems, closely linked to the various financial technology tools that
unite all its participants. Financial ecosystems are transformed by the impact
of financial technology development. The emergence of accessible, fast and
convenient financial services, the simplification of tax administration, public
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procurement, the receipt of social security based on financial technologies
enhance the processes of decentralization of financial systems and create the
basis for transparency of financial transactions of economic entities, house-
holds and the state. One of the financial technology tools that provide it is
blockchain technology.

Analysis of recent research and publications. Financial systems are
subject to transformations, which are the characteristic feature of the eco-
nomic systems of many developed countries in the world [1]. Substantial
transformations of the structure of the financial system are due to the libera-
lization of financial legislation, the invention of new financial instruments
and the gradual universalization of banking activities [2].

In foreign scientific literature, the issues of the functioning of financial
ecosystems are explored by I. Lee and Y. Shin [3], K. Swenson, J. Yudesen
and J. Webb [4], C. Bose [5], Z. Posser [6] and others. The most of works
of domestic scientists concern the analysis of only certain types of financial
ecosystems, in particular, cashless payments in the agricultural sector [7],
banking ecosystem [8]. All publications, without exception, emphasize that
financial technologies are the basis for the existence of financial ecosys-
tems, and blockchain is its important tool. The works of J. Chen, K. Bela-
vitis [9], J. Mulhol [10], O. Baranov [11] and others are devoted to some
problems of the use of blockchain technology in the financial sphere.
However, despite the high level of existing theoretical developments, the
questions on the essence of financial ecosystems and the role of blockchain
technology in their transformations require further research.

The aim of the article is to determine the priorities for the use of
blockchain technology in ensuring the functioning of financial ecosystems.

Materials and methods. The theoretical and methodological basis for
writing the article were the works of domestic and foreign scientists on the
functioning of financial ecosystems, the role of financial technology tools in
its provision, including blockchain technology. The study was conducted using
the methods of theoretical generalization, comparative analysis and syn-
thesis, which allowed clarifying the definition of financial ecosystem, iden-
tifying its specific properties and systematizing the features of blockchain
classification in the financial sphere.

Results. The term "ecosystem" was originated to describe phenomena
and processes occurring in the natural environment, but nowadays it has
become widely used in other spheres, in particular, in the functioning of finan-
cial systems. There are institutional, functional and sectoral approaches to
understanding financial ecosystems. The institutional approach involves an emp-
hasis on the composition of ecosystem participants. So, I. Lee and Y. Shin
include technology developers, government agencies and regulators; private
and corporate financial clients; traditional financial institutions to the finan-
cial ecosystem [3]. K. Swenson, J. Yudesen and J. Webb add another compo-
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nent to these participants — FinTech startups [4]. This approach is also
supported by the National Bank of Ukraine. In the Strategy of the National
Bank of Ukraine, the financial ecosystem refers to the set of participants in
the financial market and other parties that at the same time interact on terms
of cooperation and competition in order to create and provide financial
products and services [12].

Within the functional approach, the team of authors considers the fi-
nancial ecosystem as a technology platform aimed at digitalization of the
financial market, which includes four areas: financial capital, consumer prefe-
rences when receiving financial services, Internet of things, financial techno-
logies [13, p. 126—129]. The Internet of things is a financial technology tool,
and it is inappropriate to include it as a separate area of the financial ecosys-
tem. As a result, the financial ecosystem is identified with financial techno-
logies [13, p. 29].

The sectoral approach assumes that its supporters understand only some
of its subsystems under the financial ecosystem, in particular, the cashless
payments subsystem in the agricultural sector [7], the banking ecosystem [8].

The financial ecosystem is characterized by general and specific pro-
perties of the systems.

Common properties include:

emergence implies that due to the interaction of individual compo-
nents, new properties, that characterize the system, emerge,

totality is the sum of properties of each subsystem, that is, it is about
the presence of the aggregate properties;

heterogeneity is that the system cannot consist of completely identical
elements.

The specific properties of the financial ecosystem include:

adaptability, that is, functioning based on the use of financial techno-
logy tools, in particular artificial intelligence, big data, the Internet, block-
chain, cryptography, biometrics;

decentralization, which implies a diminishing role of financial inter-
mediaries in the markets;

client orientation, which is conditioned by the increasing role of the
consumption economy in modern society,

inclusivity based on increased consumer access to financial services
and citizen participation in budgeting;

stability, which implies the security of financial transactions, on the one
hand, and crisis prevention or minimization of its consequences, on the other.

The financial ecosystem is a collection of traditional financial inter-
mediaries, FinTech companies, FinTech startups, incubators, accelerators,
regulators, business entities, individuals, public financial institutions, educa-
tional institutions which interact through the use of financial technology
instruments that maximize consumer inclusivity in the financial services
market and transparency of public finances.

ISSN 1727-9313. HERALD OF KNUTE. 2019. W 6 95




FINANCE

In the ecosystem, each institution seeks to diversify data by managing
partnerships with competitors that can be a source of strategic and opera-
tional risks [14, p. 25]. For the financial ecosystem to function effectively, it
is important to ensure the transparency of relationships between all parti-
cipants. This is to some extent facilitated by blockchain technology. In 2015,
the World Economic Forum in Davos stated that blockchain is a new tech-
nology that eliminates the need for third parties to ensure confidence in
financial, contractual and electoral actions [15]. As Baranov notes, block-
chain can establish trust by examining the identity and potential of any coun-
terparty through a combination of past transaction history (by blockchain),
reputation indices based on generalized reviews and other socio-economic
indicators [11].

The volume of global investments in blockchain technology during

2015-2018 tends to grow amid an increase in its share in global investments
in FinTech (figure 1).
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Figure 1. Global investments in blockchain for 2013-2018

Source: constructed by the authors according to the materials [16-18].

According to research company International Data Corporation, China
will invest up to USD 2 billion in the development of blockchain companies
by 2023 [19]. Since 2015, the US Department of Homeland Security has
provided USD 800,000 to Silicon Valley tech startups to develop blockchain
solutions aimed at improving the security of the country [20]. At the same
time, in the world during 2013-2018, the average annual growth in the num-
ber of vacancies in the blockchain industry was 139 %, and as of the end
of May 2019, 2 300 vacancies were opened [21].

There are different approaches to blockchain classification now. It is
proposed to classify blockchains in the financial ecosystem by participants,
level of centralization, generations and fields of application.
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By participants blockchain are divided into:

public, providing wide open access for users who have equal rights and
can perform basic functions: transaction validation, cryptocurrency transfer,
access to database records. Examples of such blockchains are Bitcoin, Bitcoin
Cash, Litecoin. At the same time, there are public blockchains with different
levels of permissions, where there are restrictions on the transparency of
transactions and the ability to perform certain functions by users, in parti-
cular transaction validation. For example, some BitShares users have the
right to be validators or to vote, while others can only see the results of their
activities. In the first case, public blockchain is decentralized and used by its
participants to exchange cryptocurrency and enter into agreements based on
smart contracts. In the second case, blockchain has signs of centralization
and is used by corporate networks;

private, which has limited access for users to registry entries, within
which they may have the same rights as in a public blockchain. Its example
is the Mijin platform. The operation of private blockchains can speed up the
transaction process and hide it from third parties. Private blockchain makes
it easy to find the right information due to a small number of transaction
records. This kind of blockchain can be both centralized and decentralized;

hybrid, which is a new concept that allows you to connect existing
blockchain networks with additional blockchains. For example, the Ardor
platform has a test network that is identical to the core network. It enables
users to refine their skills to avoid possible mistakes and failures while
working on the core network.

By the level of centralization, blockchains are divided into decentral-
lized, where all users can perform the transaction validation function, and
centralized, where this function is performed by a specific person.

There are three generations of blockchain in the genesis of blockchain
technology. Blockchain 1.0 was created in 2009 on the basis of the new prin-
ciple of registration of transactions with the advent of bitcoin. The second
stage of blockchain development is related to the development of smart
contracts by Ethereum company in 2013, which allow them to be executed
automatically under the conditions specified therein, which prevents third
parties from interfering and reduces costs. The next phase — Blockchain 3.0,
started in 2017 with the development of more productive technologies,
including Cosmos, DFINITY and EOS.

By area of application in the financial system, blockchains are divided
into those used in the financial services market, in the sphere of public
finance, business environment and households (figure 2).

It follows from figure 2 that blockchain is most commonly used in the
financial services market and in public finance. The table shows the possi-
bilities of using the blockchain by individual entities of the financial eco-
system.
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According to the Tax Service of the Chinese city of Shenzhen, from
August 2018 to November 2019, the number of electronic invoices in this
technology center in the field of finance, insurance, retail, restaurant and hotel
business, written using blockchain, exceeded 10 million in the amount of
1 billion USD against the background that more than 7.6 thousand companies have
accessed this system [26]. During 2018, the volume of active loans provided
with the help of decentralized lending protocols increased by 1.083 % [27].

Tax
calculations

! Provision
of social
assistance

Cryptocurrency
transactions

-------- BLOCKCHAIN
: TECHNOLOGY

Property
insurance

Government
procurement

Health care
system

Social
Insurance

The institutional sector in which
blockchain is used:

— Financial services market
- == == State finance

—— Business

......... Households

Figure 2. Application of blockchain technology in the financial sphere

Source: created by the authors.

The second largest stock exchange in the world, the New York Stock
Exchange Nasdag, has added the Decentralised Finance Index (DEFX) that
monitors the effectiveness of blockchain projects after the inclusion of
Bitcoin and Ethereum indices in early 2019 to exchange list [28]. This index
has already been applied previously by the London brokerage company
Exante. The Nasdaq Global Index DataSMS (GIDS) provides real-time
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information on Bitcoin, Ethereum and Ripple exchange rate through Bitcoin
Liquid Index (BLX), Ethereum Liquid Index (ELX) and XRP Liquid Index
(XRPLX). With the help of blockchain technology, the Depository Trust and
Clearing Corporation (DCTT) maintains a daily record of 90 million finan-
cial transactions with global securities amounting to 48 trillion USD [29].

Table
Opportunities for individual entities of the financial ecosystem to apply blockchain
Subjects of the financial ecosystem
o
£ %
7] Rzl %)
Scope = & 2 & < 3
2| .| BE £E 2 2| 3| 2
2| X g8 =L 2| 8| BE| B
= =} = = 172) =
17 > g o R o 5 )
= < < = = S X =] & O
Process automation + + + + + + +
Creation and monitoring of insurance
(payment, credit) history, ownership + + + + + +
transfer history, delivery of goods
Shortening pf payment terms, 1d‘ent1fy1ng + |4 N N [ S B
the connection between transactions
Ensuring receipt of information n n n n n
from state authorities
Instant fixation of insurance events + + +
Conclusion of contracts online + + + + + | + +
Smart contracts conclusion + + + +
Confirmation of identity + + + + + + +
Preliminary risk assessment + + + + + + + +
Interaction Wlth other entities n n n n n n n n
of the financial ecosystem
Transparency of settlement of clients’ N R
claims against insurers
The prevention of money laundering n n n n n
and financing of terrorism

Source: constructed by authors according to the materials [10; 11; 22-25].

According to the forecasts of the World Economic Forum, 10% of the
world gross product will be stored on blockchain or related technologies by
2025-2027 [15]. In 2018, the World Trade Organization stressed that inter-
national trade volumes would increase by 1 trillion USD by 2030 through
the facilitation of trade financing and international shipping, logistics auto-
mation and customs clearance [30].

Consortia are now being set up in different regions of the world to
explore the possibilities of using blockchain in different areas. In 2014, it was
established the R3 CEV LLC blockchain consortium with a location in New
York to develop blockchain applications in financial systems. In 2016,
in Luxembourg, BIL, BNP Paribas, CACEIS, EFA, HSBC, ING Luxembourg,
Pictet, RBC Investor & Treasury Services, Société Générale Bank & Trust
and PwC companies created a Fundchain consortium to study the impact of
blockchain on asset management. In the same year, 42 banks created a con-
sortium in Japan to use the Ripple blockchain to make real-time payments.
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In 2017 the Spanish bank Cecabank and Grant Thornton Company, together
with other banks, established a blockchain consortium to develop money
laundering counter-measures and improvement of customer identification pro-
cedures, covering 33% of the Spanish banking sector [31].

The Dutch company 4egon, Swiss companies Swiss Re and Zurich, as
well as the German Munich Re and Allianz have joined forces to create their
own blockchain consortium — the Blockchain Insurance Industry Initiative.
The purpose of this merger is to explore new technological capabilities that
will enable insurance companies to improve the quality of services they
provide and access of customers to them.

In 2014, the Blockchain Association of Ukraine was created, according
to which, in 2017, 32% of blockchain companies were founded in Ukraine. The
founders of Ukrainian blockchain companies have previously worked in the
fields of: finance, investment and trading (38%); programming and develop-
ment (38%); cryptography and cryptocurrency (32%); marketing and adver-
tising (12%). Most domestic blockchain companies (78%) focus on both
domestic and global markets, 16% focus solely on the external market and
only one company focuses exclusively on the Ukrainian market [32]. The
Bitfury group of companies is engaged in blockchain technology and is one
of the largest infrastructure providers in the cryptocurrency ecosystem.
Founded in 2011, Bitfury delivers solutions for businesses, governments,
organizations and individuals to securely move assets across the blockchain.
In 2017, a Memorandum of Cooperation was signed between Bitfury and the
State Agency for Electronic Governance of Ukraine. Attic Lab and Blogly
should also be distinguished among Ukrainian blockchain companies [33].

Conclusion. It is determined that the financial ecosystem is a collec-
tion of traditional financial intermediaries, FinTech companies, FinTech
startups, incubators, accelerators, regulators, business entities, individuals,
public financial institutions, educational institutions which interact through
the use of financial technology tools, that ensures maximum consumer inclusi-
vity in the financial services market and transparency of public finances.
The financial ecosystem is characterized by general and specific properties
of the systems. The general properties include emergence, totality and hete-
rogeneity; specific ones include adaptability, decentralization, customer orien-
tation, inclusivity based on increasing consumer access to financial services
and citizen participation in budgeting, as well as stability.

It is established that blockchains in the financial ecosystem can be
classified by participants, level of centralization, generations and fields of
application. The priorities of blockchain technology in ensuring the functio-
ning of financial ecosystems are its use to counteract money laundering and
terrorist financing, improve customer identification procedures, conclude
smart contracts and improve the interaction of financial ecosystem entities.
Intensifying the use of blockchain technologies in the financial sector will
help transform centralized financial systems into decentralized financial
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ecosystems, which significantly increase the confidence of business entities
and individuals in financial service providers and governments by increa-
sing their openness, transparency and interoperability between its various
participants. Further studies of blockchain technology are promising for its
application in the activities of financial regulators.
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Bonocosuu C., bapauwk IO. Texnonozia 6nokueiin y Qinancogiit exocucmemi.

Ilocmanoska npoonemu. Po36umox mexHono2iuHux iHHO8AYIll mMa eKOHOMIKU CHO-
JICUBAHHSL 3ANOYAMKY8A8 (QOPMYBAHHSA (DIHAHCOBUX eKOCUCmeM, 5KI MICHO No08 A3aHi
3 PIHOMAHIMHUMU THCmMpyMeHmamu pinancosux mexnonoein. OOHuM 3 IHCMpPYMeHmie
QinaHCco8UX MEXHONI02Il € MEeXHON02IA OIOKYelH.

Ananiz ocmannix 0ocnioxcens i nyonikayiti ceiouums, Wo iCHy8anHsa PiHAHCOBUX
exocucmem 6A3YEMbCA HA MEXHOLO02IAX, 8ANCIUBUM THCIPYMEHMOM AKUX € OIOKUElH.

Memoto cmammi € U3HAYeHHS NPIOpUmMemie 3acmocy8aHHs MexHoN02ii OloKYeliH
y 3abe3neyenni yHKYIOHy8anHs QIiHAHCOBUX eKOCUCTIEM.

Mamepianu ma memoou. Teopemuunum ma MemoOONOSIHHUM NIOTPYHMAM OJis
HANUCAuHs. CMammi Cmanyu npayi iMuUsHIHUX Ma 3apyOidiCHUX HAYKosYis. [Jocniodcents
NpoBeOeHO i3 3ACMOCY8ANHAM MEMOOi8 MeoPemuUiIHO20 Y3a2aibHeHHs, NOPIBHANLHO20 AHA-
i3y Mma CUHmMes).
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Pe3ynomamu docnioscenHa. Y po3yminHi IHAHCOBUX eKOCUCHEM ICHYIOMb THCMU-
myyitiHuil, QYHKYioHaneHuil ma 2anyzesuti nioxoou. Qinancositl exocucmemi npUMAMarHi
3aeanbHi ma cneyu@iyni enacmusocmi cucmem. 3a2anbHUMU 81ACMUBOCMAMU (DIHAHCOB0T
eKoCUCmeMU € eMepON’CEHMHICMb, 2emepo2eHHICHb ma CYKynHicmy. JJo cneyugiynux éiac-
MUBOCMEN HANEICAMb. MEXHONO0IYHICMb, OeYeHMpPANi3ayis, KIIEHMOOPIEHMOBAHICMb, THKTIO-
3ugHicms i cmabinbnicms. Dinancosa exocucmema € CyKyNHICMIO mpaouyitinux Qinam-
cosux nocepeonuxis, FinTech-xomnanii, FinTech-cmapmanis, inkybamopis, axcenepamo-
pis, pezynsmopis, cy0’€kmie 20Cno0apro8anHs, QIi3uuHUX 0cib, 0epIHCAGHUX DIHAHCOBUX
[HCMUMymis, 0C8imHIX 3aK1a0i8, SKi 63aEMOOIIOMb HA OCHOBL 3ACMOCY8AHHS IHCMPYMEHMIE
@iHancosUX mexHoNo2I, WO 3a0e3neuye MaKCUMANIbHY THKIHO3UGHICIb CRONCUBAYI8 HA DUHKY
@inancosux nociye ma nposopicms OepoicasHux Qinancie. Broxkueinu y ¢hinancosit exo-
cucmemi MOJICHA KAACUDIKYBAMU 3A YYACHUKAMU, DI6HeM YeHMpAnizayii, NOKOAIHHAMU,
chepamu 3acmocy8anHs.

Bucnoexu. Axmusizayis 3acmocysanus O10KYelUH-mMmexHo102il y inancosit cgepi
cnpuamume mpancgopmayii Yyenmpanizo8anux QIHAHCOBUX cucmem y O0eyeHmpariz08ani
Qinancosi exocucmemu, 8 AKUX 3HAYHO NIOBUUYEMBCA pigeHb 008ipu cy6 €kmis 2ocnooa-
prosannsi ma @izuynux ocib 0o opepenmis (inancosux nociye ma ypsoié 3a60Ku 3po-
CMAHHIO iX 8IOKpUMOCMI, NPO30POCMi Ma CYMICHOCII MidiC il PISHUMU YYUACHUKAMU.

Kniouoei cnosa: ¢inancoBa exocucrema, (PiHAHCOBI TEXHOJOTI, TEXHOJIOTIs
0JIOKUEiiH, CMapT-KOHTPAKT.
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