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STATE AND ECONOMY

UDC [327:504] : 005.332.4

BOKHAN Alina, Ph.D. (Economics) Associate Professor
of the Department of international economy
Kyiv National University of Trade and Economics

CONSOL IDATING
DIPLOMACY IN ECOLOGIZATION
OF COMPETITIVE RELATIONS

The article deals with topical issues of forming consolidating diplomacy in greening
aspects of competitive relations in conditions of internationalization and globalization of
economic interaction space.

Keywords: consolidating diplomacy, competition, internationalization, inter-
national environmental policy, environmental safety, globalization.

Boxan A. Konconuoupywwas ouniomamusa 6 3IKOA02U3AUUU KOHKYPEHHHbBIX
omHuowenuil. Paccmompenvt akxmyanvubie 60npocel (OpMUposaHuss KOHCOIUOUpylouel
ouniomMamuy 8 KOHMeKcme dK0N02U3AYUY KOHKYPEHIMHbIX OMHOWEHUN 8 YCI08UAX UHmMEeD-
HayuoHaIu3ayuu u 2no6aiu3ayuy IKOHOMU4ECK020 NPOCMpPancmed 83aumo0eicmeus.

Kniouesvle cnoga: KOHCOMMIUPYIOUIAs AWIUIOMATHS, KOHKYPEHIHS, HWHTEp-
HallMOHAIIM3alMs, MEXIYHApOJHas JKOJOTHYECKas IOJUTHKA, JKoJormyeckas 0e30-
MMacCHOCTD, III00aIM3aLIHs.

Background. Global imperatives in social-economic transformations
of the world countries make actual a new dimension of society progress.
The immensity of the humanity nature-transformed activity witnesses that
the balance between competition and cooperation, individualism and solidarity,
confrontation and consolidation is aimed at the maintenance of evolution
changes. The renovation of the civilization progress steps is occurred under
the influence of nature laws. In this case competition becomes a peculiar
adapter of all living beings’ reaction to environmental challenges.

The potential of competition projection on the humanity vital activity
has both positive and negative consequences. In society, as it is in nature,
competition is mostly based on a struggle for the access to resources, energy
or to avoid risks, danger, enemies. However, mutual competitiveness might

© Bokhan A., 2016
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STATE AND ECONOMY

be the races of the rivals with equal opportunities, where absolute velocity is
constantly growing, but a relative one remains constant; there are neither
winners nor losers. This is competition of that kind where the humanity pays
the highest price for the progress, borrowing resources from future gene-
rations or referring negative impact to the environment as externals [1].

Proper attention to reveal ecological determinants in the sphere of
acquiring advantages by competitors is aimed at their interaction mecha-
nisms improvement, economic and ecological concerns coordination, moti-
vation to the market cooperation and consolidation on the base of compro-
missary diplomacy. Its integrating role is obvious in many spheres of
competition manifestation: economic, energetic, resources, social, eco-
logical, foodstuffs, informational etc.

Analysis of recent research and publications. The competitive relations
development within marketing area is considered by scientists in the follo-
wing contexts: international ecological management, the policy of economic
safety, cooperation and diplomacy (A. Aphontsev, K. Bliznetska, A. Mazaraki,
N. Rogozhina [2-5]); the exposure of ecological components in architectonics
of economic diplomacy and preventiveness of international actors actions in
their reaction to the challenges and threats of globalization. (A. Aphontsev,
T. Zonova, T. Isachenko, B. Shevchenko [6-9] etc.)

Scientific research of ecological-economic context is versatile, that
witnesses about national, regional, international, global problems interre-
lation. Due to the diversity and complexity of communities functioning,
competitive process is estimated on the base of time, events and facts, that
characterize: the state and character of competitive relations; the level of
loyal, ambitious or confrontational reaction of rivals on the marketing agents’
decisions. In this context the vital task is to attract attention of theorists and
practitioners in the sphere of international affairs to the diplomacy issues
within the sphere of competition in the aspects of forming the culture of
economic entities on the ecological principles of preventiveness, compro-
mise collaboration, cooperative solidarity and innovative partnership.

The aim of the objective is to define the role of consolidating
diplomacy in ecologization of competitive relations as a premise to renew
the market entities economic interaction format to achieve a marketing
success, international recognition and society’s effective modernization
guaranteeing.

Materials and methods. According to the research objective the
methods of complex analysis are applied in the article. They intensify the
understanding of dualism of ecological base of competitive relations, as well
as the presence in them of aggression goals, struggle, cooperation and
collaboration. Specific methods allow to determine guidelines in the marke-
ting environment diplomacy, ways to reduce the tension in competition
considering the need of ecological safety on the individual and collective
levels, the extension of competition functions and types. The informative
base on this issue is a complex analysis of the renowned national and
foreign scientists’ investigation.

6 ISSN 1727-9313. HERALD OF KNUTE. 2016. M 6




STATE AND ECONOMY

Results. The international scientific-practical discourses concerning
the contemporary dynamics and future path of the world economy are
connected with the problems of crisis events and potential threats of
financial, informational, demographic, ecological, foodstufts, military contents
and others. Since all the spheres of human existence contain attributes of
natural, resource and energetic origin. It allows to understand better the
dilemma "aggregation — isolation". Aggregation strengthens competition
and at the same time creates numerous advantages due to the combination of
diverse elements. Separation in society decreases competition, but causes
the lack of advantages, that is provided by the group energetic activities.
The whole history of the environment and modern reality reflect mobile and
unpredictable symbiosis between people and nature.

Y. Radkau has pointed out rather fairly: "The history of ecology
teaches a lot of things, and first of all, that great decisions to solve specific
ecological problems have resulted in the appearance of new and
complicated problems. Striving for "firmness", that postulates the eternity of
the world, the persistent efforts to detain it causes the safety dangerous
illusions. The environmental protection is a concern about the unknown
future... The concepts ideal "firmness" might be an illusion, if it serves for
ecological legitimacy of present reserves total development. Evidently, the
humanity future will depend on the nature generating ability" [10].

Diplomacy of balancing in nature is oriented at the integrative
diversity, that is ensured by the complexity, differentiation, and vitality of
its highest levels. The plurality of competitive-interacted ecosystems is
obligatory to support the biosphere reliability. Cooperation can be found in
nature as often as a competition. To reach this, rather different organisms
with very diverse needs can join together, but to compete — organisms with
equal needs. Especially, there can be distinguished the following types of
interaction among populations: "neutralism” — the associations of two
populations are affected neither of them; "competitive repression” — both
populations pressure each other; "resources competition" — each population
affects negatively the another in its struggle to obtain foodstuffs in case of
their lack; "amensalism” — one population suppresses the other, but it
doesn’t suffer itself the negative effect; "parasitism” — competition between
"owner" and "parasite" provokes their mutual complication or death;
"plundering” — one population is affected negatively the another due to the
direct aggression, but nevertheless it depends on the latter "commensalism" —
one population benefits from their merger, but for the other, it is not
significant; "protocooperation” — both populations receive specific advan-
tages from their merger, but their connection is not compulsory; "mutua-
lism" — the population connection favorable for the development and
survival of both populations. In addition to that, the presence of
confrontational interaction between species accelerates the natural selection,
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determines new forms of adaptation and facilitates their traits diversity. The
struggle at the same level can influence other levels of confrontation.
Competition also can cause extinction of the species, when it carries them to
the point of absurdity of self-destruction or leads to ecological catastrophes.

However, competition furthers the nature progress, world development,
technologies etc. Since the society changes intensify human creatitvity,
inventive capacity, innovations, competition and collaboration — they are
essentially the biological processes. The evolutionary integrity of nature and
society is considered as the idea of "coevolution"', that in social-economic
and ecological contexts is revealed through progress or regress as a conse-
quence of relationship of cause and effect between the active and passive
forms of competition. Thus, any environment with the limited resources
contains the manifestation of active rivalry between economic entities. The
enlargement of the entities and resources circle favors passive competition.
But at present the interdependence of economic and ecological problems is
directing competition into the spheres of economic activity rationalization
and the optimization of resource-, techno-, and energy consumption. The
competition between the economic entities and their functional environment
changes the competition format according to the cybernetic and synergetic
concepts of development [11].

As a result, there is the formation of the ecologic architectonics of
international competition with the elements of internationalization and
innovation of business-culture, cosmopolitanism” of social values and guidelines,
identification of risks of economic activity mental stereotypes, realization of
consolidating diplomacy — as responses to the new challenges, opportunities
and threats of global, resource, ecological and other nature (figure I).

The diplomacy practice of the concordance of countries economic and
ecological interests in the sphere of competition witnesses the attention
accentuation on the following questions: the national rivalry of states and
inter-state competition on the world market.

In the opinion of U. Beck, the states that are competing on the
international market, support mutually each other, when they restrict
competition with the help of negotiations, diplomacy and cooperation [12].
It is achieved with the strategy of inter-state competition reduction on the
base of the international agreements, diplomatic consensus, ecologic certifying,
and so on (figure 2).

' Coevolution — the term used to identify the mechanism of interrelated elements
within the whole system, that is developing. Ecological vector K. — the humanity for the
sake of the future must change their own living environment as well as improve themselves
in adapting to the objective requirements of nature.

2 Cosmopolitanism (from the Greek Kosmopolites — citizen of the world) — the
ideology that gives priority to human values; coexistence and interaction of multiple
identities by feelings for global citizenship outside nations. Semantic idea of the meaning
and interpretation of the concept of "C." is historically variable.

8 ISSN 1727-9313. HERALD OF KNUTE. 2016. M 6




STATE AND ECONOMY

Types of competition

| Forming | | Coordinating | | Active | | Favoring || Criminal |
| El(egulating || Developmental || Passive || Aggressive || Shady | |
| |

Laws Competitive Laws
of nature relations > of society
EER U
Sphere of realization
| Economic || Social || Political || Ecological || Resource |
I I
| Corporate || National || Regional || International || Global |
|
: |
| |
A 4
Regress ) Ecoljggrlﬁsttlon ‘ Progress
T e ﬁ, T “’vA "
Conditions of emergence
| Aggregation || Partnership ” Integration | Cooperation Challenges
| Isolation || Opposition ” Escalation | Confrontation Threats
| ' |
T
v v
Efforts Copsolidating Positions
Incorporation diplomacy Strengthening
Functional Direction
| Compromising || Preventive || Generating || Investing || Protective |
| Coordinating || Balancing || Controlling || Innovative || Safety |

Figure 1. Ecologization of competitive relations
in the format of consolidating diplomacy (Athor’s elaboration)
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| Conditions and character of strategy employment | | Ecological challenges |
7 7

| 1. Strategy of specialization |

They motivate the states with the same or similar profile of 'ECOIOglCﬁl polyphony |
marketing product for the tough competition among themselves, -_-_-_—_—_—_—_—_—_—_—_—_—_—_—_—_—_—_—_1'
whereas competition will decrease among the states with different _"Ecologlcal liberalism |
profile of specialization; combinatorial format of realization of] ey '

economy ecologization in the states ! Ecologlcal protectionism 1

The usage by the states concerning radical publicity on the world Ecologlc expansionism |
market, that is combined with protectionism in other sectors of ______________________________________:

economy and ecology; aspiration for individualization of the| Ecologlcal intervention |
welfare states, consolidation of egalitarian solidarism | ___________________ !

The predominance of poverty and impoverishment in the state 'Ecologlcal messianism
causes the processes of social-economic destructions strengthening, '______________________________________:
the use of cheap labor, entrepreneurship, manufacturing and IEc()loglc inspiration |
ecological problems intensification >~ ,

Granting the protection of financial and banking privacy for 'Ecologlcal enclaves |
investors provided by specified states; assistance to shadow the_’: ___________________ |
capital, which was obtained illegally with the aim to form economic —N Ecologlcal voluntarism !
welfare and obtaining the leadership in global environment | o+ __ ____ !

2. Strategies of hegemony

Employing excentrisism in order to competitive ousting of the rival 'Ecologlcal provision |
states out of the world market; the states and ally countries '______________________________________:
mobilization, shifting the burden of hegemony expenditure onto the 'Ecologlcal protectionism 1
other countries; accumulating powerful forces by "multiplayers" | ___________________ :
aimed at their domination in the world and strengthening the| r=~-=-----------=-----15

resource potential !

3. Strategy of transnationalization

Using cooperation among governments and states through—»‘ECOlOglCal confrontation i
negotiations, liberalization, diplomacy, regimes, obligatory legal| '-------------—-—--__1
regulators in order to liquidate the national rivalry and interstate _>'Ecologlcal selections |
competition with the world strong economic actors; the actors’| ' __________________ ;

mobility causes conflictsr of separate states and their weakening —NEcologlcal criminality '
I

Figure 2. Ecological stratification in the interstate competition orientation
(Made by the author using [12—14])
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Generally, the choice of competitive relations strategies depends on
the particular combination of productive and marketing factors, that provide
the maximum economic return. The policy of introducing "the greening"
technologies contains the logic of comparative prices, where the countries’
goodwill toward any of the ecologic modernizing mechanisms depends on
their level of economic structure:

« For developed countries — the creation of new working places (e.g.
By 2020 under the ecological aegis the UK will have planned to create
100 000 working places, invest 16 billion of the US dollars into new
renewal types of energy; the USA — 5 million of working places, 150 billion
of the US dollars respectively);

o For the new industrial countries — the increase of resources use
effectiveness (e.g. South Korea is gaining the status of the ecological-
ambitious country in the international partnership, especially: the contract
for 1 billion of the US dollars has been drawn up by the Korean manu-
facturer of energy equipment "Doosan Heavy Industieis & Construction" for
the construction of an enterprise for desalinating the sea water in Saudi
Arabia; the joint project for 30 million of the US dollars has been worked
out to build the world largest Center of animals’ cloning in China; the
collaboration of the companies "Yingke Boya Gene Technology (Tianjin) Ltd"
and "Sooam Biotech Research Foundation");

« For underdeveloped countries — the income provision for the poor
part of the population in case of industrial-extensive pattern of economy
(e.g. the international project to build a road with the investment of 44
million of the US dollars, which has to ensure Bolivia’s access to the two
oceans (the Pacific Ocean in Chile and the Atlantic Ocean in Brazil), is
accompanied by the conflict of economic interests among the represen-
tatives of business, farming and the defenders of Amazonia ecosystem [15].

The international character of the world economy of environmental
management requires the marketing environment diplomacy process, where
the economic relations: between manufacturers and consumers have to be
oriented at the ecological self-regulation of a renewal process with applying
the regulatory, preventing, controlling, stimulating functions; among compe-
titors — at the actions synchronization and the efforts consolidation to create
prerequisites for the ecologically-safe and resources balance of their marke-
ting needs. According to the estimates by OECD Environmental Outlook to
2030, in the nearest future the global economy will have to spend an
enormous amount of money to eliminate the present environmental pollution,
an even now 60 % of all ecosystems are exploited excessively [16]. The
expediency in the marketing complimenting is obvious, because everything
is interrelated in natural formations, ecosystems and societies. Having
succeeded significantly in scientific and technological progress, the humanity
remains very sensitive to the natural disasters.
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Thus, the British consulting company "Verisk Maplecroft" has distin-
guished the countries that most of all have suffered from the latest natural
disasters: India, Pakistan, Bangladesh, Indonesia, China, the Philippines. In
2015 the Asian countries economies suffered damages of 45,1 billion of the
US dollars as a result of force majeure. The forest fires in Indonesia were
recognized the most expensive natural disaster of that period. They caused
the country’s losses of 16,1 billion of the US dollars (1.9 % GDP). Besides,
the similar cataclysms (tropical cyclones, floods, storms, earthquakes) cause
significant losses for domestic and foreign markets, which are interrelated in
the conditions of globalization of manufacturing chains and logistic centers.
In particular, as a result of floods in Thailand (2011) the computers and cars
producing enterprises of the world companies were among 10 000 of the
plants that were inundated. The corporations Apple, Honda, Toyota, Hitachi,
Canon, Western Digital and others had to stop the manufacturing process in
several countries suffered from the disaster. As a result, during 2014-2015
the developing countries lost the foreign investments to the amount of
I trillion of the US dollars. The great losses from the natural disasters are
caused by the low level of the national management of the system to react
and overcome the natural disasters consequences. Therefore, while investing
significant amount of money into the Asian dynamic markets and receiving
the profit, the foreign companies must be responsible to these countries [17].

At the same time, the absence of the united policy concerning the
ecologically oriented consolidating diplomacy means rather vertical than
horizontal concentration of economic roles within the world system and
background of the interstate dialogues. The necessity to strengthen the
international ecological responsibility is very complicated process, as while
supporting the ecological initiatives at the international level, countries may
endanger the existence of the natural reserves of the highest level of
protection if it is at the national or regional levels. Especially, interregional
competition for obtaining the frontier ecological resources infringes
the interests of both neighbor countries and investors, who can represent the
interests of the third party.

Within diversifying scenarios of interregional competition (shift, con-
cessional, transit) the stratagems of social-economic and ecological deve-
lopment of the states involved may experience the political contrasts. For
example, China, Russia, Kazakhstan and other countries of Central Asia are
striving to create the international system of the water resources usage that
will allow to solve a set of existing problems more economically fairly and
ecologically conflict-free in case the basins of transboundary rivers are
considered as the unique ecological system [18]. At the same time, in the
context of consolidating diplomacy development between these countries
the Project of constructing Hydropower Station "Egiin Gol" on the river Eg-
Gol in Northern Mongolia (2015-2035) has drawn an international response
due to the fact that financing this project in the sum of 1 billion of the US
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dollars was stopped by China by the request of Russia and UNESCO taking
into consideration the probability of strengthening the ecological problems
for the Baikal — the most freshwater basin on the Earth. At present the
diplomatic efforts of Mongolia in this project realization are aimed at
ensuring the financial support by other countries — Japan, Korea and
Norway. However, the paradoxical fact is that China is striving to build
series of five hydroelectric power plants on the river Brahmaputra, which is
a strategic waterway of India. It may cause serious problems: "water"
conflict between Beijing and Delhi, ecological extremism in India owing to
the probability of the unity inside the quasi- countries in the confrontation
for water resources [15].

The natural potential of many rivers of the world as trans-border water
objects influences the state of riverside countries in the following contexts:
the international activity of national economies, the development of water
complex industries, the ecosystems functioning, the unique landscape
preserving, the biological diversity support, the anthropogenic risks appearance,
the radiation pollution etc. But the water objects can be found more often in the
epicenter of political confrontation, ecological conflicts, military threats,
accusation in ecocide, cases of ecological terrorism. For example, the river
Dnipro, the Northern-Crimean Channel (Ukraine, Russia, Byelorussia); the
river Neman (Ukraine, Byelorussia, Lithuania, Russia, Moldova); the river
Tisa (Ukraine, Romania). The countries enumerated above are striving to
achieve the adopted compromise in solving the mutual ecological problems
through the creation of nature preservation organizations, ecological boards,
public organizations, realization of common international water projects,
expansion of information about modern methods of protection and eco-
logical rehabilitation of natural resources of the rivers basins taking into
consideration the possibilities of diplomatic content.

The unpredictable consequences of competition are specified by the
cumulative effect of political and economic decisions. In fact, the point that
seems to be a rational choice at the individual level, can lead to the catas-
trophic consequences at the collective level. In particular, when competition
causes the armaments drive (nuclear, ecological, bacteriological, radiological,
informational), the result may appear to be the opposite, than the one, which
has been planned. Just because the consolidating diplomacy is enlarging its
interpreting the operation of the law "nature knows no borders", which
makes impossible in time and space the attempts of the economic welfare
and ecological safety individualization by the countries, because the danger
reduction for particular recipients through its increase for the rest cannot be
justified, perspective and profitable.

Conclusion. The presence of paradoxes in the sphere of competitive
relations, the ecological problems integrity in the sectors of micro- and
macroeconomics, the geopolitical dominance in the countries’ resources
provision result in the consolidating diplomacy orientation:
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« the progressive community and international business efforts combi-
nation with the aim to renew the competition goals in the world economy
ecologization;

. the competitive positions strengthening through the economic
entities cooperation in the ecological and safety spheres on the principles of
marketing innovations;

. the countries motivating to the national wealth proper control and
the resources usage effectiveness systematic monitoring (natural, territorial,
energy, human, labor, scientific, intellectual resources etc.);

o determining "the price" of the national economies transparency and
adapters to the negative ecological effects of the cases of aggression,
expansion, intervention, extremism;

« performing the negotiations to remove the discrimination of compe-
titors and barriers in liberalizing the ecological production export-import flows;

. forming the institutional, legal and financial blocks of interaction in
countering the ecological conflicts caused by the competitors’ actions at the
market;

. assisting the countries’ scientific and technical potential deve-
lopment in providing them with ecological competitiveness at the inter-
national and world markets;

. preventing the social confrontation and creating stimuli to overcome
the humanity passivity concerning complex changes management in ecosystems;

« improving the level of countries’ competence while identifying the
nature of the international, trans-border, national and local ecological problems
appearance; motivating to the countries’ initiative in their ratification of
ecological agreements.

The following scientific research on these problems will be likely to
concentrate on the revealing of the competitive interactions specificity and
their potential in the sphere of the spatial economy ecologization, the nature
rational management increase, the natural resources protection and renewal
on the transboundary regions territories of Ukraine with Poland, Slovakia,
Romania, Hungary, Russia, Byelorussia and Moldova. Consolidating diplo-
macy is acquiring the status of a progressive peacemaker, market integrator
and the humanity ecological-economic welfare generator.
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boxan A. Konconioyoua ounnomamin ¢ ekonozizauii KOHKypeHmHUX 6iOHOCUH.

Ilocmanoska npoonemu. Inobanizayitini imnepamudu 6 COYIANbHO-EKOHOMIUHUX
mpancopmayisx Kpain ceimy axmyanizyioms HO8Y SUMIPHICMb HpO2pecy CYCRilbCMEd.
Macwmabrnicmos npupodo-nepemeopiosanrvHol OSLIbHOCME TH0OCMEA C8IOYUMb NPO me, o
Oanancyeants MidCc KOHKYDEHYIEI0 mda Cnienpayero, [HOUSIOYaIi3MoM i COMOapHICMIO,
KOH@POHMAYIE | KOHCONOAYI€ CNpamMoB8ane Ha NIOMPUMAHH OUHAMIKU eBONIOYIIHUX
spyuens. Tlomenyian npoexyii KOHKYpeHyii Ha HcummeOisiibHicms TH00CMed MA€e No3u-
MUGHI Mma He2amueHi HACHIOKU. Busnauenwns exonociunux acnexkmis y cghepi KOHKYpeHYil
NOB A3YEMbCsl 3 YOOCKOHANEHHAM 63AEMOOI] PUHKOBUX YO €KMIB, Y3200CEHHAM €KOHO-
MIYHUX Ma eKONO2IYHUX iHmepecie ix OiANbHOCMI, MOMUBYBAHHAM OO0 PUHKOBOI cnisnpayi
ma Kowconioayii Ha 3acadax "komnpomicuoi ounnomamii”. Inmeepyoua ponv ii €
0UYeBUOHOI0 V Oazamvox cgepax npossy KOHKYDEHYIl: eKOHOMIUHMIll, eHepeemudHil,
PeCypcHill, coyianbHill, eKono2iumill, iIHpopmayitiniti ma ix.
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AHnaniz ocmannix 0ocnioycensv i nyonikauin. Hayxosi nioxoou 6 00CHiOdceHHI
EKONOSTUHUX ~ACNEeKMIE PO36UMK)Y KOHKVDEHMHUX BIOHOCUH ) PUHKOBOMY NPOCMOpI
PO321A0AIOMBCA BYEHUMU 8 KOHMEKCMI: MINCHAPOOHO20 eKONO2IYHO020 VNPAGIiHHA, NO-
JIMUKY  eKOHOMIUHOI Oe3neku, Koonepayii ma OunjiomMamii;, 6UAGIEHHA eKOJIO2IYHUX
KOMNOHEHMIE 6 apXimeKmoHIYyi eKOHOMIYHOI ouniomamii ma npesenmusHocmi Oitl
MIHCHAPOOHUX AKMOPI8 Y pedly8aHHi Ha BUKIUKY i 3a2po3u enobanizayii mowo.

Memoto cmammi € u3HAYeHHs POl KOHCOMIOyruoi ouniomamii 6 exonozizayii
PO36UMKY KOHKYDEHMHUX GIOHOCUH 5K NepeOyMOSU OHOBNIEHHS (opmamy eKOHOMIUHUX
83AEMOO0ill  PUHKOBUX CY0O’€Kmig 05l OOCACHEHHA PUHKOB020 YCHIXy, MINCHAPOOHO20
BUSHAHHA Ma 3a0e3neyenHs epeKkmugHoi ModepHizayii cycnintbemaa.

Mamepianu ma memoou. Bionogiono 0o memu Oocniddcenns 6 cmammi
3aCMOCOBAHO MEMOOU: KOMNLEKCHO20 AHANI3Y, WO NOIUONIOIMb PO3YMIHHA Oyalicmuy-
HOCMI eKOJNI02IYHO20 NIOTPYHMS KOHKYPEHMHUX BIOHOCUH, CHeyianbHi — GUHAYAIOMb
OpieHmMupu 8 OUNIOMAMUZAYLT PUHKOBO20 Ceped0sUulid, 3MEHUEHHI HANPYeU 6 CYNEPHUYMeI
3 0210y Ha nompedy 6 eKoN02IuHIll Oe3neyi, po3uuperns QYHKYill i 6U0i6 KOHKYpeHyil.

Pezynomamu 0ocniosxcenna. Misxcnapooui HayKo8o-npakmuuti OUCKYpCU 3 HPUBooy
cyuacHoi OuHAMIKU ma Maubymuvoi mpaekmopii c8imo8oi eKOHOMIKU NOo8 A3VIombCa 3
npooIeMamuKo amniimyoOHOCmi Kpu306ux Aeuuy i NOMEHYiliHUX 3aepo3 (DIHAHC06020,
ingopmayitinoco, democpa@iuno2o, eKoN02iuH020, NPOO0BOILUOC0, BOECHHO20 MA THUOZO
smicmy. Adoice 6ci cghepu n00cvK020 Oymmsa MicmsAmMb KOHKYPEHMHY ampuOymuxy
NPUPOOHO20, PEeCcypCHO20 Ui eHepeemuuHo20 Noxoodicenus. Bca icmopis naskoauuinbo2o
cepedoguwa i peanii cb0200enHs 8I00OPANCAIOMb PYXIUBULL | Henepedbawyeanull cumobios
Midic IOOUHOK Ma Npupooor. Juniomamis OANAHCYBAHHA 8 NPUPOOi — ye HAABHICMb
[HMespamuerHo20 PI3HOMAHIMMS, WO 3a0e3neuyeEmbCsi CKAAOHICMIO, OUMepeHyitio8anicmio
i orcummesdamuicmio it euwux pienis. CynepHuymeo Misxc 20Cnooaproodumu cyo’exkmamu i
cepedosuujem ix QYYHKYIOHYBAHHS, 3MIHIOE 3A80AHHA MA 8UOU KOHKYperyii. Popmyembcs
eKOJI02IYHA apXIMeKMOHIKA MIJNCHAPOOHOI KOHKYPEHYil, KA CMeopre nepeoymosu O
BUKOPUCMAHHS KOHCONIOYIOHOI OUNIOMAMIl MINC KpaiHamu y KOHMeKcmi HeoOXiOHoCmI
8UACHO20 peazy8aHHs HA eKONO2IUHI 3a2po3U 8i0 MEeXHOLeHHUX KAMAaKIi3M, YHepeodceHHs
YU 3MEHUWeHHsl ecKanayii KOHQAIKmie y ceimi, wjo 6KIOUAMb PeCypPCHi, eHepeemuyHi,
exono2iuni ma iHwi eumipu. [Ipakmuka OUNIOMAMU4HO20 Y3200MCEeHHs CYNEpeyHoCmel
MIDIC eKOHOMIYHUMU | eKONOSTUHUMU iHmepecamu Kpain y cgepi KOHKYpeHyii ceiouums npo
HAABHICMb IMRYIbCI8: HAYIOHATBHO20 CYNEPHUUMBA 0ePAHCAB | MIHCOEPIHCABHOI KOHKYPEHYIT
Ha ceimogomy punky. Hasenicmv nonimuunux cynepeunocmeii, napaookcié KOHKYPEeHYil,
CEKMOPANbHUX NPobIeM eKOHOMIKU Md pecypCHO20 3abe3neyeHHs Kpain O0ae niocmasu
BUSHAYUUMU NEBHY CHPAMOBAHICIb Y PO3GUMKY KOHCOIOYIOHOI OUNIOMAmii.

Bucnoexku. Hassnicms napaodokcié y ceghepi KOHKYpeHMHUX GIOHOCUH, IHmezpa-
MUBHICNb eKOLO2TYHUX NPOoOIeM Y CeKMopax MiKpo- i MaKpOeKOHOMIKU, OOMIHAHMHICMb
2€0NONIMUKY 8 PpecypcHOMY 3abe3neueHHi Kpain YmeepoXicye polb  KOHCOMIOYHUOl
ounnomamii. Tlooanvuii Haykoei po3eioku 3 yiei npoOIeMamuKu MOICYMb CMOCY8AMUCS
BUABTIEHHS CNeYUDIKU KOHKYPEHMHUX 63A€MOOII ma NOmeHyiany ix 6uKopucmanns y cgepi
eKo102i3ayii nPOCmMoposoi eKOHOMIKU, RIOBUUEHHS PAYIOHATLHOCMI HPUPOOOKOPUCTIY-
8aHMS, OXOPOHU MA GIOMBOPEHHSI NPUPOOHUX PecypCié Ha mepenax MpaHCKOPOOHHUX
pecionie Ykpainu. Konconioyroua ouniomamisi Mae 0cooIuBULl Cmamyc: npoepecusHo20 Mupo-
Meopys, PUHKOBO2O [HMezpamopa ma NpeseHMUBHO20 2eHepamopa eKoa02iuHo2o 01a2o-
NoAYyYus 100Cmad.

Kniouogi cnosa: xoHCONiayO4a AUIUIOMATIsl, KOHKYPEHIIsI, IHTepHAIIOHAi3aLlis,
MIXKHapOJ[HA €KOJIOTIYHA TIOIITHKA, €KOJIOTiuHa Oe3meka, riodaizartis.
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METHODOLOGY OF RESEARCHING
GLOBAL VALUE CHAINS

As a result of researches of theoretical and methodological basis of formation and
consolidation of the functioning of the global value chain (GVC), it was determined that
they are both operational (tactical) and strategic. The authors have come to a conclusion
that terminology of the theories of GVC has changed in terms of transformation of the
world economic system, but in the future it’s restoration will not be characterized by
certain qualitative changes. It has been proved that the main problems arise due to the
underestimation of the role and importance of economic policy and growth patterns of
cooperating countries. It has been substantiated that the methodology of GVC analysis
should be based on shift from evaluation of the factors of participating in the value-added
trade to the analysis of the strategy of entering to the GVC and further improvement of the
process.

Keywords: global value chain, value-added, international production networks,
vertical integration, globalization.

yzuney A. I'nobanvuvle uenouxku co30aHUA CHIOUMOCHU: MEMO00102UA
uccnedosanuil. B pesynomame npogedennvix ucciedosanuli meopemuko-memoooniocuiec-
K020 Oasuca Gopmymuposanus u 3aKpenieHusi 00wux ocobenHocmerl QYHKYUOHUPOBAHUS
2N0DANIBHBIX YENOUEK CO30AHUSI CHOUMOCIU, ONPEOeNeHO YMO OHU UMEIOM KAK ONepayUOHHbIL
(makmuueckuti)) mak U cmpamecuuecKutl xapakmep. Apeymenmuposano, umo
mepmunonozuvecku annapam meopuu T'IL[CC cywecmeeHHO U3MeHUIC 8 YCIO8USX
mpancgopmayuu Mupo8oti IKOHOMUUECKOU CUCEMbl, HO 8 NEPCNEKmuUee €20 0OHOBNeHUe
He b6ydem Xapaxmepuzo8amvCsi KAKUMU-TUOO KAYECMEEHHbIMU U3MeHeHusiMuU. Jlokasano,
YUMo OCHOBHble NPOOAEMbl BOZHUKAIOM 6 C653U C HeOOOYEHKOU pOau U 3HAYeHUs
9KOHOMUYECKOU NOJUMUKU U MOOeTU pocma Koonepupyiouuxcs cmpar. OO0CHO8aHO, Ymo
memooonoeusn ananuza I'IJCC dondicha 6a3uposamuvcs Ha cMeujeHuu aKyeHma ¢ OyeHKu
¢axmopos yuacmus 6 mopeogie ¢ 000A6IeHHOU CMOUMOCMbIO K AHAIU3Y CMpAmezuu
mexnonozuyeckozo scmpauganuss 8 I'I{CC u nocredyouieeo coeeputeHcmeo8anust OaHHO20
npoyecca.

Knwuesvie canosa: ri00anpHbBIE LEMOYKH CO34AHUS CTOMMOCTH, IOOABIECHHAS
CTOMMOCTh, MEXIYHAPOIHbIE MPOU3BOJICTBEHHBIC CETH, BEPTUKAIbHAS WHTETPAIlHs,
rinobanu3arnys.

Background. Statement of the problem. In recent decades, the
development of international trade was characterized by the formation of
new institutional forms of cooperation at the international level — global

©Duginets G., 2016
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value chain (GVC). In theory, the emergence of the term had been caused
by the evolutionary transition to closer industrial and commodity-marketing
cooperation between developed and developing countries. That is, the
modern conceptualization of the term "value chain" had a real economic
basis determined by the industrial structures’ extension processes in the
world economy.

The dynamics and volatility of global consumer demand (consumption)
turned out to be dependent on the global economic cycles initiated by the
influence of credit policy instruments. So, in 2008-2009, product distri-
bution systems at the global and regional levels were destabilized, and the
intensity of trade flows declined, while the disinflation development of
world trade and the reduction in the commodity supply volume in GVCs
in 2014-2015 was caused by the structural slowdown due to weak demand
and lower long-term income elasticity of trade, as well as changes in the
supply chain between the PRC and the United States. The main reasons for
the situation at hand are the asymmetry of global commodity supply chains
and unequal distribution of income, which limits the demand on a global
scale. The detailed analysis of these changes on the theoretical and practical
levels is a landmark shift in research methodologies of the global economy,
the subject expansion of which is associated with a group of issues in
rational convergence of economies and the conduct of an effective economic
policy, the compatibility of which at the international level is a basic
condition for maintaining the stability of the supply chain.

Thus, we can conclude that the theory and practice of GVC
development today require a fundamental methodological update through
conceptualizing macroeconomic imperatives of international production
networks’ formation and development. Their synthesis cannot rely on the
old economic growth strategies of the North and the South because of the
exhaustion of their capacity; the very trajectory of GVCs’ market evolution
requires a practice-oriented renovation of the theoretical perspective of
scientific knowledge. The latter should be concentrated in the macro-
economic plane, which will be an unorthodox, but important branch of the
transdisciplinary fusion in global production, which confirms the relevance
of the chosen research topic.

Analysis of recent research and publications. The theoretical and
methodological foundations of researching the participation of developing
countries in global value chain are covered in the works [1; 3—4; 9; 11; 15-22].
The theoretical basis of the international division of labor, vertical inte-
gration and economy transnationalization, as well as the possibility of
Ukraine's participation in international production and investment coope-
ration is covered in the papers [2; 5; 10; 13; 14]. However, there are actually
no comprehensive complex studies of domestic economic agents’ in-
volvement under conditions of dynamic changes in international system
configuration and global production effects.
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The aim of the article is devoted to. Though accepting the key
findings and research results of the above scientists and appreciating their
scientific contribution to the empirical and theoretical development of a
conceptual platform and theoretical and methodological foundations of the
problem being researched, it should be noted that the depth of changes
occurring in the functioning of GVCs, the interdependence of strategies for
including countries in GVCs and models of their economic growth require a
more thorough development of the methodology and theory of GVCs’
efficient functioning. The methodological update of GVC theory is
characterized by the need for additional studies and systematic research of
macroeconomic factors and conditions for current and future evolution of
GVCs, which form a most important problematic aspect of the empirically
adequate methodological synthesis in global production in the foreseeable
future.

The need to address the problem of thoroughly defining more adequate
practice-oriented research of GVCs, as well as the continuing insufficiency
of the existing level of this problem’s scientific development, have
determined the topic, the subject and the object, and the purpose and
objectives of the study.

Setting objectives. The work’s aim is based on a practice-oriented
complex analytical study and on an empirical and theoretical analysis of the
global value chains’ transformation. Moreover, the scientific identification
of their potential and directions for development is based on the
instrumental and methodological update and the theoretical conceptuali-
zation of macroeconomic imperatives of the present and future development
and synthesis of GVCs in the international production and commodity
selling cooperation system.

Materials and methods. The object of research is global value
chains, the activity of which depends on synchronizing the cooperating
countries’ macroeconomic policies that act as the providing component of
their strategies for entering the international supply chains.

The subject of the research is comprised of the empirical and
theoretical foundation and the development of ways and conditions for
improving the configuration of global value chains, the implementation of
which opens fundamentally new opportunities for world trade growth that
will be based on the balanced development of international production and
distribution networks, as well as generate an important macro-economic
imperative of future methodological adjustments for research in this area.

The work widely uses general scientific approaches and modern
research methods based on fundamental theoretical and methodological
developments of domestic and foreign scientists in the field of trans-
disciplinary analysis and synthesis, general systems theory, system analysis,
theory of added value management and supply chain management, metho-
dology of analysis, synthesis and optimization in the field of international
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production and commodity supply cooperation. The representativeness and
accuracy of the results of the study, the validity of practice-oriented
analytical assessments and their scientific interpretation, the accuracy of
basic conclusions and operating positions are provided by using the
abovementioned methods and theories in accordance with the permitting
opportunities and formalization possibilities of studied processes and
phenomena on a global level.

Results. Tectonic shifts in the global factography of modern trans-
formation of value chains create a less rarefied contemporary context, in a
meaningful understanding of which the previous stages of GVCs’
development appear less complex. Let us briefly justify the constructivity
and correctness of these assumptions on the basis of a comparative evaluation
of the evolutionary growth stages of theoretical knowledge about GVCs.

Imposing organizational complexity of value chains onto radical
changes in the institutional and market environment has led to some
uncertainty — confusion in the methods and relevant perspectives for
studying the chains. On the other hand, the relatively short period of value
chains’ study objectively limits the possibilities for an instrumentally
common and consistent in its aspects line of value chain research. As the
scientist T. Andreeva notes, "both theoretical and empirical studies were
conducted mainly since the beginning of the 1990s by the Institute of
Development Studies (UK)" [1, p. 6]. Nevertheless, the starting point for the
development value chain theory was the fundamental research of Professor
Michael Porter of the Harvard school, who introduced them in his book
"The competition" [8]. The aim of the scientist was quite reasonable — to
develop a more organic concept of a firm, which would allow forming
convenient theoretical optics for whole system analysis of business,
allowing to identify its relationship with the environment and highlight the
mechanics of competitive advantages’ formation.

Another landmark study in the conceptual formation of the value
chain theory are the works of Gereffi [16-18]. A more contemporary
development stage of the value chain concept is the publication of
R. Kaplinsky’s and M. Morris’s "A Manual for Value Chain Research" [20].

These studies have stimulated a large number of scientific papers,
which were based on the theoretical position of M. Porter, the development
and conceptualization of the same approach — presentation of a product in
the form of a value chain to the consumer. The common ground of the study
conducted by researchers (P. Drucker [16], R. Koch, J. Liker [6],
R. Hendfild [11]) was the recognition of the role and importance of value
chains as an important tool for strategic analysis in the corporate business
environment.

The studies formulated and theoretically fixated the common features
of value chains’ functioning, which were both of operational (tactical) and
strategic nature. For example, Mr. G. Gereffi differentiated value chains into
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chains controlled by the buyer and by the seller, created a structural set of
criteria for measuring value chains and introduced to it such parameters as
structure, geography, management, and institutional environment. In terms
of organizational design and management of value chains, the
differentiation of chains proposed by G. Gereffi is important: it defines the
boundary between two fundamentally different supply chain types, where
trade and production act in turns as the focus of the company. We draw
attention to the fact that this separation allows a very accurate description of
value chains’ operation specifics, which can be then refined in the marke-
ting way. In other words, this differentiation gives little in terms of mana-
gement, but its importance can not be overestimated for the accuracy of
theoretical research, rigorous and accurate factual description of value chains.

It will be important to note that the emergence and active theoretical
development of the "value chain" concept at the end of the twentieth century
is not an accident. The process of world trade globalization launched in the
1980s, the simplification of communication access to the consumer, and
activation of trade and investment cooperation have become the harbingers
of the subsequently increasing diffusion of added value in supply chains.
The term "value chain" acquired its final and most comprehensive empirical
content after the inclusion of the newly industrialized countries of Asia in
the global commodity exchange. A global expansion of value chains had
occurred: before, they were mainly built between the machine-building
clusters of the northern countries. The addition of Asia completed the
evolutionary transition of value chains to global value chains (GVC). For
this reason, a methodological emphasis on examining the evolution of value
chains’ features in the East and South-East of Asia is to be made. In these
regions, different types of models for incorporating countries into GVCs
were formed, while the cooperation itself in the South-North direction and
its current reversal are of great practical importance to deepening our
theoretical generalizations and conclusions in the framework of the selected
research subject.

In the past two decades, the fragmentation of GVCs, sectoral distri-
bution and vertical diversification formed nontrivial progress in their
structural development, for the identification of which the term "inter-
national production network" emerged in the conceptual apparatus of
international economics. The term reflects the complexity of the global
cooperation, the effectiveness of which in the new competitive environment
is provided through the cooperation of a large number of GVCs’ parti-
cipants, including states etc.

Nevertheless, the landmark ideological and conceptual advances in the
development of GVC theories, which reinforce the dialectics of contra-
dictions arising in the process of its further conceptualization, are of greatest
importance.
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Scientists E. Davydenko and M. Grichik distinguish a number of
consequences of cooperation within the framework of GVCs that create
problems for trade statistics and distort the real empirical assessment of
trade flows [3]:

. trade balance does not reflect the really occurring imbalances in
bilateral trade;

. the problem of double counting — repeated accounting of export
costs at various stages of production and exchange;

. the task of accurately assessing the real exchange rate and the
competitiveness of a country becomes more complicated,

« Gross export does not reflect the actual structure of national
production and whether the economy possesses certain production factors.

However, these problems are largely methodological in nature and in
no way discredit the model of functioning of GVCs’ itself, which represent
today an almost invariant format of incorporating economies into global
commodity exchange. In the context of this conclusion, the scientific and
applied analysis of GVCs can and should form the basis for policy-making
that would maximize income from participating in GVCs.

It should be noted that the development of such a policy becomes
extremely difficult, as the structural evolution of GVCs goes further and
their complexity increases. The fragmentation of chains, vertical diversi-
fication and inclusion of new countries in the GVC, and the geographical
turn of deliveries’ axes (changing from North-South to South-South) form
a mosaic of changes that complicate the process of converging trade and
economic policies of countries cooperating in the framework of inter-
national production networks.

Another point that needs to be addressed: a wide range of terms is
being used in theory and practice, such as value creation chain, value-added
chain, global value chain, regional value chain, industrial chain, production
and distribution chain, international production network, supply chain,
inventory and sales cooperation, industrial cooperation, global commodity
exchange system etc. Each of these concepts has a mirrored empirical image
and forms a separate relevant perspective of scientific and practical eva-
luation of evolutionary changes in the structure and institutional dynamics
of value accumulation chains.

This allows us to conclude that the terminology of the GVC theory has
significantly changed in the transformation of the world economic system.
Evaluation of this change in the framework of the known conceptual
synthesis methods shows that from a simple concept of "supply chain", we
came to a more complex semantic structure "global value chain", which has
a much wider and meaningful functional niche.

From our point of view, in the near future, updating the conceptual
apparatus of the GVC theory will not be characterized by any qualitative
leap. New terminology profile will largely reflect the specific development
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of the GVC management process and to a lesser extent the features of their
institutional renewal, which has already passed its point of bifurcation
in 2008-2009 and is represented by quite meaningful explications in the
conceptual apparatus of the modern global manufacturing.

In practice, in fact, there is a transition from value chains to regional
value chains (RVC), then to GVC, and back to RVC. Notable is the fact that
RVCs were before formed mainly in the framework of the North-North axis,
which was then orthogonally supplemented by "fabric" Asia — North-South
line. After the crisis destabilization of trade between North and South,
modern RVCs are now more actively developing on the line South-South
than North-North.

Let us consider the macroeconomic aspect of GVCs’ operation and its
significance. Scientists Hummels D., Ishi J., Yi K.M. showed that faster
growth of international trade is largely explained by vertical specialization,
i.e. increasing use of imported goods for export production. They paid special
attention to the fact that the reduction of trade barriers has a multiplicative
character and stimulates vertical specialization [19]. That is, on the one
hand, the geographical diffusion of the production cycle was accompanied
by the emergence of various forms of GVC development, including the
international fragmentation of production, outsourcing and vertical speciali-
zation. On the other hand, the industrial cooperation at the supranational
level (integration from the bottom) itself gradually dismantled the national
system of customs protection and spurred the formal integration of eco-
nomies through a massive empirical "request for regionalism" [7]. Over two
decades, the global mix of these processes, accompanied by a constant
increase in the operating efficiency of GVC management, had led to the
crisis of 2008-2009.

In the post-crisis period, GVCs were placed in conditions of extreme
market volatility. The latter was supplemented by common imbalances in
the economy. Macro-economic growth cycles of recession and recovery
gained an uncontrollable character. They raised questions regarding the
reliability of direct supply and demand planning. Irregularities related to recent
natural disasters have increased the volatility of value chains. All this points
to the complexity and multidimensionality of GVC development in a com-
modity exchange system where "the question of adapting the supply chain
to the pressure of competition, volatility, lack of specialists and sustainable
development are only the tip of the iceberg. In fact, there are many more
factors that affect the success of the activity, and their importance is
constantly increasing" [13]. In the context of the present study, these
activities can be divided into two parts: inside value chains outside them —
exogenous conditions and factors of their functioning. Correlating the
potential of these measures has undoubted practical importance.

Fragmentation of GVCs becomes an important development trend
when marketing, operational planning and new product development are at
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the global level, while the production and supply are moved down to the
regional level. This increases the chains’ fragmentation and complicates the
management and formalization of business processes, limiting the possi-
bility of maintaining their stability everywhere. After the crisis of 2008—
2009, destabilization of the GVC and the transition to the stage of value chain
regionalization simplify to some extent the task of maintaining stability,
although the configuration update, new technological hitch links in the RVCs,
and work to satisfy the quantitatively and structurally changing domestic
demand does not allow us to conclude that this is a simple task.

It can be stated regarding the functioning of the external conditions for
stabilizing GVC end RVC functioning that the new geography of production
and distribution chains’ location, and the dependence of their development
on the fundamental changes in economic policies and national growth
models of specific countries (especially the South) are gaining some mo-
mentum, but it is unknown how successful the reforms in the emerging
economies of Asia and the new configuration of the RVCs will be.

Theorizing the subject to enhance the practical relevance and
constructiveness of conclusions, it is important to understand the formal
boundaries of the external sustainability of chains, the mechanics of this
process. This understanding in particular is based on the findings of
G. Gereffi that efficiency (value added) of producers does not depend on
participation in a GVC itself, but on the conditions of such participation [16].
Developing this finding further in a practical way, R. Kaplinsky formulated
the basic institutional forms of external control over a value accumulation
chain that shape the conditions for producers’ participating in the VC,
highlighting the legislative, executive and controlling management [4, p. 22].
The proposed regulatory competences set of the chain’s external parties is,
in our opinion, fairly narrow. Most of them are restrictive, and only industrial
support for industrialization is aimed at stimulating the organizational,
economic and technological development of the VC. This interpretation is
fragmented and requires expanding the economic functions of state depar-
tments, a balanced economic policy etc. Value chains are an integral part
of the reproductive circuit of the economy and have a complex institutional
and market structure and configuration. Because of this, the external
environment of value chain operation, forming its structure, should have more
appropriate, institutionally capacious content. The narrowness of the VC
external management directions proposed by R. Kaplinsky may be dictated
to a certain extent, in our opinion, by the need to smooth the effects of the
rough value chain globalization, since it is in the past decade that TNCs,
multiplying the perimeter of the chains, use the full range of benefits of
outsourcing production, exacerbating the social and economic problems in
countries while maintaining the optimal level of cost in the whole supply chain.

The development of social institutions, trade unions, etc. is holding
back the development of labor dumping, limiting in time the benefits of
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outsourcing in GVCs and accelerating the migration of industrial capital
among developing countries. All this allows the a priori conclusion that the
institutional mechanics of GVCs’ external management and development
regulation is to get more in-depth conceptualization in the structure of
theoretical research in the coming years. New papers should solve the
problem not only of complete interpretation of the GVC external mana-
gement directions, but also of their relevant institutional ranking. Such an
analysis can bring a deeper practice-oriented development on the basis of
identifying opportunities for GVCs’ and external regulators’ convergence,
broad prospects for which are created by the regionalization of GVCs in
2010s, reinforcing the importance of regional integration blocs and agreements
in their development.

It should be noted that the root cause of the genesis of GVCs as a
phenomenon in world trade is the fact that both at the level of national
economies, and at the supranational level, the most favorable conditions for
the development of international production chains were formed. Global and
national economic context acted as a multi-stage catalyst for the industrial
relations’ multi-level organization and going beyond individual national
economies. Production and trade cooperation became only possible as
a result of an agreed variety of industrial and economic policies in
individual countries and regions, which allowed to differentiate their models
for inclusion in GVC, differences in the nature of which became a
mandatory condition for their consistent coexistence. VC having begun in
the form of the "product chain" category got a conceptually broader
interpretation as "global value chains" in the 2000s, the context and meaning
of which evidently describes the logic of the changes that have taken place
in the global community exchange system.

It is within the framework of the GVC concept that the main focus
was automatically shifted onto the analysis of the main factors in organizing
global industries and their interactions within chains. In turn, globalization
had spurred interest in VC, encouraging scientists and practitioners to assess
the various types of control, including external. Before the crisis of 2008—
2009, this interest had been of a mostly formal nature and saw its revival
only after the crisis, as the impossibility of preserving GVCs in their present
state had been caused entirely by the dysfunction in the international and
national value chain management system. Thus, the gradual evolution of
GVCs, in our opinion, was due to two important factors.

Firstly, the operation of a GVC in its current form is due to the
technological changes in the production fragmentation process. The role of
an external factor, namely of industrial policy, is enormous, but it is not the
same in every country. In follow-up studies it will be proved that the policy
of industrialization in Latin America, Africa, Central and Eastern Europe,
the Middle East and the former Soviet Union did not allow to create same
powerful production chains as in Asia, where the strategy of import
substitution was timely supplemented by export-oriented growth.
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Secondly, the modern structural development of GVCs is natural and
evolutionary, but not chaotic. The migration of industrial investment within
GVCs was stimulated by the creation of tangible economic benefits of
outsourcing to other countries, which are derived from the inter-country
differences in the level of labor and capital costs. That is, the inertia of
GVCs’ development was constantly sustained by preserving the macro-
economic polarity of cooperating countries. As the GVCs develop, this
factor slowly loses its significance today. The contrast of conditions
narrows, which leads to a mutation of the chain units’ interaction forms,
which supports less and less the old asymmetry in the distribution of value
added along the North-South axis. In today's competitive environment of
high-tech GVCs, the speed of progress in a value chain will be determined
by the intensity of technology transfer and innovative transformation
of production chains in specific countries and regions.

For example, within the context of the growing volume of trade on the
South-South axis, the share of developing countries’ imports from other
countries in this group has been steadily increasing — from 35 % in 1995 to
54 % in 2010 [22]. It can thus be concluded that the technological renewal
of developing countries’ industrial base is carried out on the basis of capital
goods’ being supplied from other developing countries. This creates
prerequisites for further increasing labor productivity through actively
renovating the fixed capital of the industry in developing economies.

Another example is the steady increase in imports of high-tech
products along the South-South axis, from 25 % in 1995 to 53 % of all high-
tech product imports of developing countries in 2010 [22]. Moreover, the
share of production, which requires high qualification to be manufactured,
in the structure of intra-regional investment goods’ imports of the South is
permanently growing. At the same time, the produce itself is characterized
by high technological intensity. In can thus be stated that the export volume
of technologically intensive produce within the production and supply chain
formed by developing economies is growing, with the produce being aimed
rather at countries of the South than at wealthy countries of the North.

Evolution of global value chains enters a new, better stage of their
development. Chains based on undervaluation of consumer imports from the
South by the South itself through decreasing living standards in the South
lose their relevance. Emerging economies hastily change the growth model,
attempt to stimulate domestic consumption, which means an increase in
demand for complex products and durable goods, consumer electronics,
home appliances, and automobiles. In this phase, even in developing
countries, though, of course, not in all and not equally, we will be able to
observe at least the "median location" in GVCs as a matter of fact. Thus
economies will seek to deepen their specialization in the production of
intermediate goods and / or finished products, distancing themselves from
the upward segments of the chain, where raw material specialization
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prevails. Changing the GVC growth strategy can be observed, for example,
in China, which gradually increases the share of domestic components in
assembly, and will develop internal chains to a greater extent, thus
expanding the capacity of the domestic market according to the growth of
trade flows’ regionalization in South-South cooperation.

As shown by calculations (figure), the ratio in the dynamics of
merchandise exports and imports in China has changed dramatically after
the crisis of 2008. In 2004-2008, the average annual increment of exports
amounted to 19.65 % in comparison to 14.18 % for imports. Since 2008, the
dynamics of import growth begin to outpace export growth: the average
annual increment of China's imports in 2008-2013 amounted to 9.45 %,
which is higher than the corresponding increase in exports over that period,
namely 7.46 %.
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Comparative analysis of export and import trade flow dynamics
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* Calculated by the author of the study.

In the end, implementing the direct vertical integration strategy in
GVCs — supplying intermediate goods and services to third countries in the
chain — will be the main imperative of further value chains’ regionalization.
Moreover, R & D development will become an important condition for
technological growth of value chains, as well as importing foreign direct
investment (FDI) for the majority of developing countries.

Conclusion. To summarize, we note that GVC development today is
not only an instrument of structurally convenient analysis of various pro-
cesses in the economy, but also causes a series of temporary methodological
inconveniences.
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In the system of scientific knowledge, an inversion of GVC control
apparatus can be observed; this inversion has not been previously displayed
in scientific concepts, since it did not occupy a central place in the logic of
empirical research. The crisis of 2008—2009 has led to the rupture of South-
North chains and to their reversal to the South-South cooperation. At the
same time, a critical mass of problems in achieving organizational sustainability
and effectiveness of GVCs’ functioning, related to the underestimation of
the role and importance of the cooperating countries' economic policy and
growth model, has been found. In subsequent studies, this methodological
gap will be fixed.

No less significant aspect of studying GVCs is the process of their
institutional and market perfecting at exactly the current stage. That is, the
global practice makes actual not only the scientific and practical analysis
of any (exogenous) factors and conditions that determine the development
of GVCs, but also the peculiarities of managing their development. Long-
term industrialization of economies, the transition from globalization to
regionalization of value chains, expanding investment and trade cooperation
between countries, turning the South-North GVCs in the direction of
domestic markets of developing economies — all this creates a situation
where the reproduction path of these countries should now be optimally
integrated into the GVC. This means synthesizing new strategies of
participation in GVCs due to advancing along a technological value chain.

That is, the methodology of GVC analysis should be based on shifting
the focus from evaluating the factors of participating in trade with the added
value to analyzing the strategy for technological integration in GVCs, and
the subsequent improvement of the process. Future research will focus on
the issue of differences in GVC participation strategies of individual
countries having various industrial development structures and resource
bases for industrializing national production infrastructure. Because of the
radical nature of the shift in GVCs and their geographical turnaround
require, in fact, updating the models of including countries in international
production networks. Even for the developed East Asia, this task is not easy,
because the VCs have to shift to new markets with different demand structure.
Moreover, preserving the dynamics of its growth will be determined more
by increasing the volume of production and selling the produce within the
region and to a lesser extent by plain exports and capital accumulation.
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Ayzineus I. I'nodanwvui nanyrozu cmeopenns eapmocmi: Memoooaozisa 00cuioiHceHb.

Ilocmanoexa npoonemu. OcmaHHiMu Oecamunimmsamu po3eUmoK Ceimogoi mopeigni
Xapaxkmepuzyeascs — (OPMYSAHHAM — HOBUX — IHCMUMYYIUHUX — opm  63aemoldii  Ha
MINCHAPOOHOMY pIBHI — 2n00anvHux aanyrozie cmeopennst eapmocmi (IJICB). Teopisn i
NPAKMUKA ix po36UMK)Y BUMA2AE KAPOUHANLHO20 MemO00I02IYHO20 OHOGIEHHS 3AB805KU
KOHYenmyanizayii. MaKkpoeKOHOMIYHUX IMNepamusié po36UmKY MINCHAPOOHUX BUPOOHUYUX
Mepexc.

Ananiz ocmaunix oocnioxycensy i nyonikauiin. Taxi acnexmu euguenna IJICB, ax
meopemuyHi OCHO8U mMaAd Memoou OJs aHANI3Y YYacmi KOHKDEemHOI KpaiHu Yy Hux
PO32TAHYMO 8 NPaysx 6azamvox 3apyOidicHUx ma eimuusHanux aemopis. Ilpome numanus
w000 yyacmi HayiOHANbHUX A2EHMI8 34 YMO8 OUHAMIYHUX 3MIH )Y MIXCHAPOOHIU cucmemi
ma HacioKie 2100anbHO20 BUPOOHUYMEA 8CEOIUHO He BUBYEHO.

Memoto pobomu € emMnipuko-meopemuyHull aHaniz Cy4acHoi memooonozii 0o-
cnioxcennsn I'JICB y cucmemi miscHapooHoi upodnuuoi i moeapHo-30ymoeoi koonepauyii.

Mamepianu ma memoou. Y po6omi UKOPUCMAHO 3A2ANbHI HAYKOSI Ni0X00u ma
CYUACHi Memoou JI02iCcmuKy 00CIIONCEHHs, 3ACHOBAHI HA (DYHOAMEHMATbHUX MeOoPemUYHUX
I MemoOON02IYHUX PO3POOKAX GIMYUSHAHUX | 3aPYOIICHUX UEHUX Y PI3HUX chepax.

Pesynomamu oocniosycennn. 3acanvui ocobrueocmi Qynxyionyeanns IJICB 6
YMOBAX PO3GUMK) CBIMOB0I eKOHOMIKU MAlomb 5K ONepamueHull (MakmuyHuil), max i
cmpameziynuil xapakmep. Tepminonoeiunuu anapam meopii I'JICB icmomno 3minuscs 3a
mpancghopmayii  c8imoeoi  eKOHOMIuUHOI  cucmemu, aie 8  NepPCHeKmusi  He
Xapakmepu3zyeamumemsbcsi neeHuMu SKicHumu sminamu. Hoeuil npoghine mepminonoeii
6yoe binvuioro miporo gioodpaxcamu cneyu@ixy possumxy ynpasiinus IJICB i menwoio —
ocobaueocmi ix iHCMuUmyyiliHo2o oHoeleHHA. B pesynomami ananizy icuytouux nioxooig 0o
Oocnioxcents I'JICB 0ogedero, wjo 0CHOBHI npobiemu GUHUKAIOMb Yepe3: HeOOOYIHEeHHs.
PO | 3HAUEHHsT eKOHOMIYHOL ROJIIMUKU MA MOOENL 3DOCMAHHSL KPAiH, Wo KOONepYiOmbC s,
HeOOCKOHANICMb ICHYIOUUX MEMOOUK OYIHKU ma 00Ky CIpYKMypu mop2ogux ROMoKie, wo
He ¢ikcyromb ma He 8iOnosioaromev peanrbHomy macwima6y 3sanyuenus IJICB y
MIJHCHAPOOHY MOP2i6Nio.

Bucnoexu. Possumox IJICB € incmpymeHmom 3pyuHO20 CIMPYKMYPHO20 AHANIZY
pizHux npoyecie 8 exonomiyi. Ilpome HassHicmb OesAKUX MeMOOONOSIYHUX He3pYUHOCHel
NOKA3ye, WO Memoooo2is OYIHKU CMPYKMYpU MOop20oeux NOMmMoOKie He 8i0nosioae
peanvhomy macumadby gyuryionysanus IJICB y midicnapooniti mopeieni. Bona nosunna
bazyeamucs Ha 3MiujeHHi aKyeHwmy 3 OYIHKU paxmopie yuacmi y mopeiéni 3 000aHoIo
eapmicmio 00 aHanizy cmpameeii mexnonoziunoeo eoyoosyeanns y I'JICB, a makooic
HOOANBULO20 80OCKOHANEHHS YbO2O NPOYECY.

Kniouwoei cnoea: tmobanbHI JAaHIIOTH CTBOPEHHS BapTOCTi, TOJaHa BapTIiCTh,
MDKHapOIHI BUPOOHWYI MEpexki, BEpTHKAIIbHA IHTEeTpallis, TiIo0ami3aris.
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Was defined the basic premise of human capital theory and the concept of human
development, conducted a comparative analysis on the basis of which the contradictions
and the interconnections of these concepts were found. The necessity of updating the
economic methodology in the direction of trialistic approach to the study of the formation
of human capital and human development was grounded. Was suggested a theoretical
model of human development in the form of the triad which combines some elements of the
analyzed theories into a single conceptual scheme.
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Cmpucax E. Konyenyuu uenogeueckozo Kanumana u 4eio8eueckozo pa3gunmusl.
Onpedenenvl 6a306vle NPEONOCLLIKU MeOPUU UYel08eHecKo20 KANUmand U KOHYenyuu
4ENOBEUECK020 PA36UMUSL, NPOBEOCH UX CPAGHUMETbHbII AHAU3, HA OCHO8E KOMOPO20
BbISLGILCHBL NPOMUBOPEUUS. U 83AUMOCEA3U IMuXx Konyenyuil. Q60cHo8ana Heobxooumocnms
O0OHOBNICHUST IKOHOMUYECKOU MemoOdoNocuu 6 HANpAeleHuu UCHONb306AHUS MPUATIeK-
MUUECK020 NOOX00a K UCCILeO08AHUIO NPOYECCO8 POPMUPOBAHUSL HETIOBEUECKO20 KANUMAAA
u uenoseueckozo pazeumust. Ilpeonoscena meopemuueckas Mooenb pa3umus 4ei06eKka 6
dopme mpuadvl, 06veduHAIOWAS OMOETbHbIE IeMEHMbl AHATUSUPYEMbIX KOHYenyul 6
€OUHYIO KOHYENMYAbHYIO CXEMY.

Knouegvle cnoea: 4YenoBeUECKW KamWTall, YeIOBEUYECKOE Pa3BUTHE, TPUAJICK-
THYECKHH MOIXO/I.

Background. The current social and economic crisis that Ukraine is
experiencing reflects primarily on the most vulnerable segments of the
population, effectively destroying the middle class, which recently began to
emerge in our country. The rapid drop in revenue and consequently the
standard of living in the country increase the proportion of the poor,
including those among the working population, and cause the transition of
poor strata of the population by world standards to abject poverty strata. The
high number of internally displaced persons from the occupied territories,
the soldiers who returned from the ATO area with injuries and disabilities,
many people who lost their jobs due to recession in the economy, and so
join the ranks of the marginalized. Very quickly increased the gap between
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the most and least well off sectors of the population, increasing social
stratification, and the lack of balanced and reasonable measures for social
protection increases the already high social tension.

Difficult conditions our country faced require the development of
science-based and balanced socio-economic policies focused on immediate
solution of not only tax, fiscal, currency, customs and others problems, but
also social problems because financial and economic issues can not be
considered in isolation from issues of human development, decent working
and living conditions for all members of society. Solving the task of coming
out of a deep economic crisis should begin with the development and
implementation of reforms to resolve economic and social problems, the
introduction of measures to stabilize the production and the formation of an
effective employment policy and implementation of social policy, which is
to focus not only on providing targeted material assistance, but also to create
new jobs and improve the quality of human capital.

Formation of social and economic policy corresponding to the current
economic conditions can not be based on outdated principles and schemes
of economics, that is why an update is needed towards economic
methodology in the direction of adaptation of its theoretical achievements to
the features of transformation of Ukraine's economy with a high degree of
risk and uncertainty. The most popularized and presented in most economic
textbooks neoclassical tools based on the allocation patterns of economic
activity in developed countries are often found unsuitable for the application
in terms of modern domestic economy that actualizes the need to develop its
own methods adapted to the unstable socio-economic situation in Ukraine.

Analysis of recent research and publications. At each stage of
social development the list of pressing problems changes, so the task of
science is to provide adequate to trends and features of society answers to
the questions that arise during the transition from one technological
structure to another, to solve the problems that arise depending on the
characteristics of the economy and society. Consequently, the deteriorating
economic situation and the corresponding decline of living standards in
Ukraine require scientific community to focus on solving social issues of the
theoretical foundations and development of practical recommendations to
improve the level of human development in the country.

Thematic field of the study of human factor in the economy, starting
with grounding the human capital theory by G. Becker [1] and T. Schultz [2]
and the development of the concept of human development by Mahboob-
Ul-Hack [3], M. Desai [4] and A. Sen [5] to the Ilatest scientific
achievements of local scientists E. Libanova [6], A. Grishnova [7],
L. Shaulska [8], B. Antoniuk [9], L. Halkiv [10], L. Beztelesnai [11] et al.,
is developed quite thoroughly. However, despite significant scientific
advances in this area, a number of issues are in need of improvement and
development. In particular, it concerns the need for further study
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of methodological principles of human capital theory and the concept of
human development, identification of similarities and differences of these
scientific trends to determine their relationship and improvement of the
basis of methodological research tools of the human factor in the
development of society.

The aim of the article — is to identify interconnections and
contradictions of the concept of human capital and the theory of human
development.

Materials and methods. The study used such methods: analysis and
synthesis — to formulate goals and objectives of the study; comparative
analysis — for comparison of the indices of human capital and human
development of countries and for identifying and comparing the basic
assumptions, identifying conflicts and the relationship of the concept of
human development (CHD) and human capital theory (HCT); trialectic
approach — to represent the model of human development in the form of the
triad. Research materials were scientific works of local and foreign experts
in the field of human development and human capital, data of international
intergovernmental organizations and the State Statistics Committee of
Ukraine.

Results. The decline in production and thus reduction of incomes in
the background of depreciation reduces the purchasing power of citizens
and total costs, which in turn leads to a further decline in the economy. It
triggers a multiplier effect, and the macroeconomic policy of passive
spending of borrowed money does not solve either social or economic
problems, causing only increase of the country's debt. On the background of
increasing public debt and the fall in output is seen deterioration of all labor
market indicators. According to the State Statistics Committee [12] among
the population aged 15-70 in 2015 compared to 2013-2014 was observed:
reduction of economic activity from 64.9 % in 2013 to 62.4 % in 2014 and
62.4 % in 2015 and employment rate from 60.2 % to 56.6% and 56.7 %
respectively; an increase in the unemployment rate (according to the
methodology of the International Labour Organization (ILO) from 7.3 % to
9.3 % and 9.1 % and the load of the registered unemployed for 10 vacancies
(vacant positions) from 110 to 145 and 189 people respectively. In the
unemployed structure due to unemployment there was an increase in the
proportion of redundant for economic reasons from 22.3 % in 2014 to
27.8 % in 2015. In the structure of the unemployed by the duration of job
search significantly reduced the share of people looking for work for
3 months (11.3 %). However, doubled the proportion of long-term
unemployed (those seeking job for 12 months and more). As a result,
increased the average duration of unemployment (following ILO methodo-
logy) from 5 months in 2014 to 7 months in 2015.

Statistics show the difficult situation on the labor market in Ukraine.
Problems in the labor market on the one hand are caused by the difficult
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economic situation in the country, on the other — they exacerbate the
situation: the decline in production causes a reduction in employment,
which in turn leads to reduced consumer demand and accordingly more
layoffs. Movement of a large number of citizens from employed to
unemployed category results not only in lower levels and quality of life of
the population, but contributes to the marginalization of certain social
groups. As a consequance, it increases stratification in society and grows
inequality. In this context the isuues of stabilization in the labor market are
particularly relevant. Stable employment has a positive effect not only on
the corresponding increase in tax revenue, but also the quality of the human
potential of society, as raising incomes allow to invest in development,
health, training and more. The increase in tax revenues in the form of taxes
on personal income increases total revenues and allows to direct these funds
to social programs.

The latest Human Development Report (HDR) proved that the
relationship between labor and human development is synergistic in nature.
The work raises the level of human development, providing income and
livelihood, contributing to reducing poverty and ensuring equitable growth.
Human development, raising the level of health, knowledge, skills and
awareness, increases human capital and extends the opportunities and
choice range [13, p. 3]. Therefore a prerequisite for effective implemen-
tation of socio-economic policy is its focus on the development of the labor
market and human resources. Theoretical basis of the study of human re-
sources is presented in the concepts of human capital and human deve-
lopment. In this context, it seems appropriate to identify and compare basic
premise of human capital theory and the concept of human development to
determine their relationship (table 1).

The object of the research in both concepts, as it clearly follows from
their name, is the man in the broad sense of their motives, aspirations,
capabilities, knowledge and so on. Thus in the theory of human capital a
person acts as an economic agent in the labor market and the rational
investor in their capacity, who compares the cost of investment and
expected benefits, and accordingly makes investments only if they payback
in the future. Human capital, as well as other forms of capital, is seen as a
value that increases over time and brings revenue to its owner. In contrast,
in the concept of the human development a person and their development is
seen as the goal of social progress and investment in people is regarded as
social costs and is aimed at providing decent living conditions to them
regardless of the fact if they will pay off or not. Accordingly, human capital
theory considers the economically active population, i.e. the real and
potential workforce, and the concept of human development focuses on all
segments of the population without exclusions, including those that are not
or will not be part of the workforce. So, despite the fact that the object of
study of both concepts is the human, in HCT the human is seen as a factor
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of production involved in the creation of additional product and source
of national wealth, and in the CHD — as the goal of social progress.

Table 1

Comparative characteristic of basic premises of HCT and CHD
(developed by the author)

Key element

The theory of human capital

The concept of human
development

Defining basic
category

The main principle
of research

Methodological
paradigm

Human model used
for analysis
Purpose of the
concept study

The main hypothesis
of research

The combination of natural
features and capabilities and
acquired and developed skills
which are inseparable from
their carrier and owner, income
and positive externalities, usage
of which exceeds the total cost
of formation

Methodological individualism,

which provides an explanation
of social phenomena based on
behavior of individuals to ma-
ximize their objective function

Economic imperialism

REMM-Resourceful,
Evaluating, Maximizing Man

The capacities which generate
revenues in the production
of goods and services

The human ability is trans-
formed into human capital in
the labor market, bringing
income during their use

Fulfillment and realization of
opportunities, rights, freedoms,
needs and capabilities of the
individual, the use of which
contributes to the quality of life
and welfare both of a subject
of development and society

The methodological holism,
which means public relations
advantage over those
individuals who are relatively
secondary objectives of the
system

Human-centered approach

SRSM-Socialized, Role-
playing and Sanctioned Man
Personal qualities, capabilities
and human rights that give the
opportunity to live a full life
Public revenue is directed at
improving human development
that contributes to quality of life
and well-being

This basic contradiction between the concepts of human capital and
human development is that despite the unity of the subject of study, in the
HCT the main purpose of human development is the ability to get more
revenue, and a human and their potential are seen as a means of receiving it,
and in the CHD — on the contrary, the revenue is seen as a means of human
development, and the main purpose of social development is a man and their
potential.

The subject of the study in two theories analyzed are the processes of
human qualities and capabilities development. However, as follows from the
title, the theory of human capital focuses on those human qualities that have
certain properties of capital and are able to generate revenue, describing the
man primarily as a media and investor of human capital, and the concept of
human development focuses on empowerment and human development

ISSN 1727-9313. HERALD OF KNUTE. 2016. N 6 35




STATE AND ECONOMY

of personality, its implementation not only in skills, but also the rights and
freedoms, thus considering not only economic, but all other aspects of
human development — political, gender, environmental, freedom of speech,
movement, expression and so on. In the theory of human capital investment
is targeted to a person to increase productivity, which in turn affects the
increase in wages and increase of aggregated income, and the concept of
human development is to improve the welfare of people, thereby increasing
the level and quality the lives of all members of society.

Despite the differences in purpose, both concepts justify the need for
investment in human. However, if in the CHD education and health are
considered primarily as a public benefit, in the HCT — as a means of raising
revenue. As stated in the regional report on human development, "human
development paradigm provides two simultaneous processes: the formation
of human capabilities and their application in practice. Thus, this is a final
point, the goal of social and political processes and the way to achieve this
goal. The processes and outcomes of development provide increased choice,
capacity and freedoms [14, p. 10]". No doubt that the stock of human capital
in the society is important, but not less important is how to use it.

Research method. In human capital theory, a man is regarded from the
standpoint of economic imperialism not as a sound many-sided person, but
as a rational maximizer focused primarily on obtaining economic benefits
from their actions, and investments in people — as a source of income,
whether it be income of entrepreneurs or wage of the human capital owner
as an employee. This narrow economical approach, although fit to explain
many phenomena in the labor, insurance, educational services markets etc.,
has a limited application for the analysis of social phenomena which have
non-market nature, but can influence the market and often affect, radically
changing economic conditions and factors of economic agents. For example,
rumors (even unconfirmed) of leading banks bankruptcy that appear from
time to time in the media, affect the exchange rates and the amount of cash
in public, leading to purely economic consequences. In the concept of
human development analysis is based on the social, institutional, political
and other factors, expanding the limits of the economic approach.

Research methodology. Evaluation of the index of human capital
(Human Capital Index) is performed by the analytical group of the World
Economic Forum in cooperation with the ILO, the Organization for
Economic Cooperation and Development and consulting company Mercer
Human Resource Consulting. Human Capital Index contains two horizontal
themes — education and employment, which intersect with five vertical age
group poles of the index (under 15; 15-24, 25-54, 55-64 and 65 and older).
The two cross-cutting themes assess the success of the development of skills
and human capacity through training and implementation of knowledge
gained through productive employment. In general, human capital index
includes 46 indicators, of which half is the result of disaggregation in terms
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of education (primary, secondary and higher education) and labor market
indicators (level of participation in the labor force, unemployment and
underemployment). Human Capital Index (HCI) distributes all countries
under one standard, measurement of countries is defined as "the distance to
the ideal state". The values for each of the indicators are taken from public
data originally compiled by international organizations such as the ILO, the
United Nations (UN), United Nations Educational, Scientific and Cultural
Organization (UNESCO), World Health Organization (WHO). In addition
to the quantitative data, the index uses qualitative data survey of the World
Economic Forum [15, p. 4-5].

Human Development Index (HDI) is calculated by experts of the UN
Development Program, together with a group of independent international
experts using in their work, along with analytical development, national
statistics institutes and international organizations. HDI is calculated as the
geometric mean (before 2010 — the arithmetic mean) of the index of life
expectancy, level of education index and index of adjusted real GNI per
capita (before 2010 — GDP). To convert indicators in the index on a scale
from O to 1 are set minimum and maximum values (or targets marks):

. Life expectancy at birth — 20 and 85 years (before 2010 25 and
85 years);

- The average length of study — 0 and 15 (before to 2010 the literacy
rate of the adult population);

« The expected duration of study — 0 and 18 (the maximum rate)
(before to 2010 the combined share of the total contingent of students);

« Gross national income (GNI) per capita (2011 PPP USD) — USD 100
and USD 75 000 (before 2010 real GDP per capita (PPP USD) — USD 100
and USD 40 000) [16, p. 2].

Table 2 shows the top 20 countries according to the index of HC and
HD for 2013-2016 (Compiled from existing reports).

From table 2 can be seen that the top 20 countries include most EU
countries and North America, and the majority also have high human capital
indices according to the HDI. All 12 countries that during the years 2013—
2016 were presented in the rankings, both according to IHC and HDI belong
to developed ones, indicating a relationship between the levels of develop-
ment of the country and its citizens. Ukraine was ranked 83 out of 187 in
2013 and 81 out of 188 according to HDI in 2015. According to the index of
human capital Ukraine occupied 63 place in the ranking of 122 countries in
2013, 31-st in 2015 and 26-th in 2016. These significant differences in terms
of two reports are due to the lack of revenue in the calculation of IHC
in 2015. So, with human potential of sufficiently high level, with the
introduction to the analysis of revenue indicator, Ukraine dramatically
lowers in the international rankings. Thus, there is a paradoxical situation
when Ukraine, having high levels of human capital according to the World
Bank, at the same time has one of the lowest (in recent years — the lowest)
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levels of per capita income in Europe, and this indicator is approaching the
level of the least developed countries. Resolving this issue requires pri-
marily the development and realization of socio-economic policies to
promote employment and decent wages for employees. Implementation of
appropriate measures should begin with the improvement of the metho-
dological tools of investigating human factors of the economy, deepening
the theoretical foundations of scientific concepts of human capital and
human development.

Table 2

Comparison of top 20 countries on the basis of HC and HD indexes

Position HDI, 2013 [HC, 2013 HDI, 2014 IHC, 2015 IHC, 2016
[17,p. 15] [18, p. 12] [13, p. 28] [15, p. 10] [19,p. 4]
1 Norway Switzerland Norway Finland Finland
2 Australia Finland Australia Norway Norway
3 Switzerland Singapore Switzerland Switzerland Switzerland
4 Netherlands | Netherlands Denmark Canada Japan
5 USA Sweden Netherlands Japan Sweden
6 Germany Germany Germany Sweden New Zealand
7 New Zealand Norway Ireland Denmark Denmark
8 Canada Great Britain USA Netherlands Netherlands
9 Singapore Denmark Canada New Zealand Canada
10 Denmark Canada New Zealand Belgium Belgium
11 Ireland Belgium Singapore Austria Germany
12 Sweden New Zealand | Hong Kong Ireland Austria
13 Iceland Austria Liechtenstein Australia Singapore
14 Great Britain Iceland Great Britain France Ireland
15 Hong Kong Japan Sweden Slovenia Estonia
16 | Republicof USA Ieeland Estonia Slovenia
Korea
Republic

17 Japan Luxembourg of pKorea USA France
18 Liechtenstein Qatar Israel Lithuania Australia
19 Israel Australia Luxembourg | Great Britain | Great Britain
20 France Ireland Japan Iceland Iceland

Note: In italics are those countries which during the years 2013-2016 were
presented in both IHC and HDI ranking.

To study the processes of the human factor in the economy it is
advisable to use trialogic approach. G. Zadorozhnyy focuses on the funda-
mental for the national economic science problem "triology as a method of
knowledge that distinguishes the Orthodox religious and philosophical
thought from Western dialectical analysis, in which the whole is broken into
two opposites, the strongest of which absorbs another. In the format of
dialectics (breaking the whole into the opposite side-part and the struggle
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between them for domination-winning) is not covered the study of dynamic
existence which is a division of the initial syncretical reality, that ultimately
turns to pro-life and anti-humanism, which clearly indicates modern,
transformed by the dialectical scenarios, crisis world. And it is evident that
while in the thinking dominates dialectics, it is by definition impossible to
start overcoming the crisis" [20, p. 118]. This difference of trialectic
approach, as opposed to dialectical, according to P. Sergienko, is that the
object of study (research) of trialectics is not a contradiction of opposites but
their unity, communication, interaction. Method of trialectic knowledge — is
mostly synthesis method, i.e. knowledge of a whole, but not the change
(development) of opposite parts, and a single system of functional
interaction: unity of connections division of the whole into parts and their
relationship, synthesis, where the division (analysis) is separate and
synthesis — a total feature of saving multi-level hierarchy of single
existence [21]. That is, if the dialectical approach aims to identify causal
relationships and contradictions, the essence of trialectic approach is
reflected in consensus by building ternary diagrams or triads.

When using trialectic approach to the study of complex social and
economic systems the basic element of the analysis is triad system which,
by the definition of R. Barantsev, combines three equal elements, each of
which may be involved in resolving conflicts between the other two as a
measure of compromise, as arbitrator, as a factor in their coexistence in an
integrated system [22]. Developing a systematic approach to analyzing
systems based on triads, M. Huzairov justifies the conclusion that the
analysis of complex system is reduced to the analysis of a set of triads,
formed from the core factors included in the concept of the system. Each
triad allows to create the simplest system tasks. The study of complex
systems lies in the formulation and solution of system tasks based on triads.
But we can not fully understand the nature of the system, examining only
some of the triads, and have to learn all the complex set of interrelated triads
belonging to the system [23, p. 33—34]. Consequently, the use of trialectic
approach allows to integrate some elements of CHD and HCT into a single
conceptual system, and the man can be regarded not as a subject of
economic relations in the narrow sense, but as a multi-faceted personality in
combination of social, economic and institutional aspects (figure).

Thus, the proposed model of human development based on building
triads, which combines some elements of CHD and HCT into a single
conceptual scheme provides for the implementation of a comprehensive
study of a human from the standpoint of a multidisciplinary approach and
can be extended by further decomposition of its components. In addition,
certain provisions of HCT in their application to problems of human
development will increase the possibility of expanding assess the rela-
tionship of rights and freedoms to the economic success of countries.
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Monetary approach

Entrepreneur's Passive
profit income*

Institutes

H

Formal State healthcare system

educational
Vocational - Self-
i education

Insurance
healthcare
system

Private
healthcare
system

training

The model of human development in the form of a triad *
(developed by the author)

* The passive income includes all types of money income and payments not related
to employment and business activities, dividends, interest, royalties, insurance payments,
winning the lottery, government transfers, compensation and more.

Human development is primarily a qualitative change in the status
of human capital and is characterized by the transition to a new level
of implementation of needs and opportunities, provides the opportunity to
participate in social life and development of capabilities and potential of
every person, including the equitable distribution of funds and resources for
achieving the goals of carriers of human capital. That human development
should be aimed at society as a whole and not at certain privileged groups,
classes or regions. Most scientists in a particular way equate human
development with the provision of opportunities. This approach has some
limitations, since some given opportunities to develop are not enough and
still is needed individual's desire to develop, improve. That means that
human development must include not only provision of opportunities, but
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also their implementation. The subject should be of a proactive stance to
implement the opportunities provided by the state or public institutions. If
the state has provided development opportunities, but people do not use
them (for example, a significant number of Gipsy children do not attend
primary school even though they are entitled to free education), it is
pointless to speak of human development, it actually refers to missed
opportunities for human development. To implement the basic ideas of
human development it is important to ensure not the development itself, but
a possibility to use all features of human development together for the
benefit of society as a whole.

Conclusion. Human development, unlike human capital, includes not
only development capabilities, focused on income, also the qualities which
are not used in the market environment and on the labor market, but make
people a multifaceted personality. To create favorable conditions for human
development, on the one hand, the state must ensure the rights and freedoms
of citizens, on the other — citizens should use their capacity to benefit
society. Thus, not only the society should be focused on human development,
but people have to focus on the development of society.

Prospects for further research in this area lie in the further de-
velopment of methodological tools of human capital theory and the concept
of human development in their relationship to implement key provisions
of these scientific theories to the conditions of transformation economy of
Ukraine.
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Cmpuorcak O. Konyenuyii 1100cbK020 Kanimasiy ma at00cbKoz2o po3eumKy.

Ilocmanoska npoénemu. CmabinoHa 3atHAMICMb NO3UMUBHO GNIUBAE HA AKICMb
JIH0OCbKO20 KANiMaay, OCKLIbKU 3pOCHAHHA 00X00i8 00380A€ 1020 GIACHUKY IHBecysamu
KOWmu y po36umok, 300po8’s, nioguwyenHs xeanigikayii mowo. Tomy enposadoiceHms
3ax00i6 U000 GOPMYSaHHs epeKkmueHoi NOAMUKYU 3aUHAMOCI, A MAKOXC peanizayil
COYianvHOI NOAIMuKY, SAKA OPIEHMYEMbCA HA CMBOPEHHA HOBUX pobOYUX Micyb ma
niosUUeHHs AKOCI TH00CbK020 NOMeHYiaNy, € NepedyMO80I0 SUPIULeHHS NPoOeMU BUX0OY
3 eKOHOMIUHOI KpU3U.

Mema cmammi — 6usGNIeHHS 83AEMO36 3Ki6 Ma NPOmMupiy KOHYenyii i00CbKo20
Kanimany ma meopii 1100CbK020 PO3GUMKY.

Mamepianu ma memoou. Y 00CHiOdNCEeHHI GUKOPUCMAHO Memoou aHAi3y mda
cuHmesy, MPUAIeKMUYHUNl NiOXio;, Memoo NOPIGHAIbHO20 aHanizy. Mamepiaramu
O00CTIOMNCEHHSl UCTYNUIU HAYKOGI Npayi 8IMYU3HAHUX Ma 3apy0OiscHux ¢axieyie y cgepi
JII0OCHKO20 pPO3GUMKY MaA JH0OCbK020 Kanimany, Oaui MidcHapoOHux MmixcoepicasHux
opeanizayit i /leporcasnoz2o komimemy cmamucmuxu Yxpainu.
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Pe3ynomamu oocnioxycennna. Busnaueno 6a308i nepedymosu meopii 100CbKo20
Kanimainy ma KoHyenyii 100cbko2o po3eumky. Ha ocHosi nopignsiibH020 ananizy UsGIeHO
cynepeunocmi ma 83a€mo38 ’a3ku yux konyenyiu. O6IpyHMo8ano HeoOXiOHICb OHOBNeHHS
EKOHOMIYHOT MemOoOON02il Y HANPSMKY GUKOPUCMAHHSA MPUATIEKIMUYHO20 NI0X00Y 00
00CHIOMNHCEeH ST NPoYecié POPMYBAHHs JHOOCbKO20 KANIMAaiy ma JH0OCbKO20 PO3GUMKY.
3anpononosano meopemuyny mMooeib po3eumKy JMOOUHU Yy hopmi mpiadu, saxa 06'conye
OKpeMmi eleMeHmu aHAi308aHUX MeOPill 6 COUHY KOHYENMYAIbHY CXeMY.

Bucnogxku. Bcmanosneno, wjo n00CbKUL PO3BUMOK MAE GKIIOUAMU He Juue Ha-
OawHs Modxcaueocmetl, a i ix peanizayito. /[ cmeopeHHs MaKCUMAIbHO CAPUSMAUBUX YMO8
0151 IIOOCLKO20 PO3BUMKY, 3 00HO20 DOKY, 0epaicasa NOSUHHA 3a0e3nedumu MOJCIUGICIb peaiti-
3ayii npaé ma c60600 2poMaodsH, A 3 IHUO20 — 2POMAOSIHYU NOBUHHI UKOPUCTOBYE8AMU CEOT
CRPOMOICHOCI HA KOPUCHTb CYCHITLCMEA.

Knwuosi cnoea: MOOCHKUA KalliTall, JIOACEKHNA PO3BUTOK, TPHAJCKTHIHHIHA
miaxiz.
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The article substantiates the processes of the mechanisms formation of the middle
class formation and development as a necessary condition of the functioning of competitive
small enterprises in case of the economic transformation of Ukraine. It defined the
components of public policy formation of the middle class in conjunction with the
development of small enterprises: state regulation of wages and incomes of population;
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Egpemosa A. I'ocyoapcmeennas noooeprcka manozo npeOnpUHUMAMENbCMEd U
cpeonezo knacca. Qb6ocHoanbl npoyeccol QOPMUPOBAHUA MEXAHUIMOE CMAHOBNEHUA U
pazeumus cpedHe20 KIACCA KAK HeobXo0umozo YCio8usi (DYHKYUOHUPOBAHUS KOHK)-
PEHMOCNOCOOHO20  MANI020  NPEONPUHUMAMENLCMBA 6  YCI0BUAX — mpancghopmayuu
aKoHoMuKYU Ykpaunvl. Onpedenenvl cocmagisiiowue 20cyOapcmeeHHON NOIUmuKy Gopmu-
POBaHUs cpeOHe20 KIAcca 60 83AUMOCBA3U C PA3GUMUEM MAL020 NPEONPUHUMAMETbCIEA.
20Cy0apcmeenHoe  pe2yiuposanue cgepvl oniamel mpyoa U 00X0008 HACENeHUs,
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9KOHOMUYECKOe HepaseHCmEo 8 obujecmee; co30anue ONa2oNnpusmuol cpedvi 6 cghepe
NPEONPUHUMAMENbCMEA, MOHUMOPUHE U 3AKOHOOAMENbHOE DPe2yIupOo8anue CMOUMOCIU
JICU3HU HACENEHUSL;, CHOUMOCHIHbLE NOKA3AMENU YPOGHSL JCUSHU, YMO BKIIOYEHbL 8 CUCHIEM)
20CY0apCmMEEHHO20 Pe2yIUPOBAHUsl, COYUANbHbIE 2aPAHmMUU 6 cepe pe2yiuposaHusl
00x0008 U 61A20COCMOAHUS HACETeHUS.

Knwouesvie cnosa: CpCI[HI/Iﬁ KJIacc, MaJio€ MnpeAnpruHUMAaTEIIbCTBO, KOHKYPEHTO-
CHOCO6HOCTB, OKOHOMHYCCKOC HEPABCHCTBO, IIOJUTHKA NECPECpacupeaAciaIcHusa IT0XO0I0B,
rocygapCTB€HHas MOAJACPIKKA MajIoro NpeANpUHUMATE/ILCTBA.

Background. During the overcoming of the systemic crisis in Ukraine
is particularly relevant a question of necessity of social and economic
transformation and the formation of a strong middle class, which requires
the solving of the problem of studying the economic characteristics of the
middle class and its role in the economic life of the country.

At the current stage, developed countries rely on the middle class,
which is 60 % of the population. It is a major productive force, a main
consumer of goods and services, an essential part of the investment
potential, acts like a driving force of reforms, provides technological, social
and economic progress.

The middle class formation, as is clear from the history of developed
countries, was not an easy process, where a significant role belonged to
economic and regulatory standards initiated by the state as a social
institution. The strategic aim of these reforms was a creation a socially
oriented market economy, which a middle class had to be the main subject.
However, the middle class, similar to developed countries, in Ukraine has
not yet been created. Accordingly, there is a need to find effective
mechanisms of formation, development and use of middle class possibilities
in the implementation of transformations in social and economic system of
Ukraine [1].

Analysis of recent research and publications. Scope of the study of
the middle class is very diverse. The problems of the middle class and the
development of social and economic systems are devoted the works of many
foreign scholars, including: A. Akayev, A. Sarygulov and V. Sokolov [9],
0. Balakay and B. Kusmarov [5], N. Birdsall [4], P. Lunt and W. Warner [3].

However, the process of Ukraine economy transforming has raised a
question of the research need of the middle class formation and the
development of competitive small enterprise interconnection problem
because subjects of small enterprise are an important part of the formation
and functioning of the middle class.

Researching the problem of middle class formation as a necessary
condition of a competitive small enterprise functioning in the conditions of
market transformation of economy in transition, noted the scientific develop-
ments of modern scientists, as I. Angelko and G. Lech [6], O. Andronik [8],
V. Geyets [1], Y. Zhalilo [14], V. Klimenko and G. Lozova [11],
T. Kovalchuk [7], E. Libanova [10], G. Yatsyuk [2].
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At the same time, despite the considerable amount of works from the
researched subject, it should be noted that for the effective solution of this
problem it is important to analyze the institutional features of formation of
small enterprise sector in Ukraine and studying the world experience,
generalization of which could be useful for creating favorable conditions
of its development.

The aim of the research is analysis of the formation mechanism of the
middle class formation and development as a necessary condition of the
competitive small enterprise functioning in economic transformation.

Materials and methods. The study was conducted on the basis of
scientific works of foreign and domestic scientists on the theory of middle
class formation and small enterprises functioning. The study entrusted with
general scientific and special methods of cognition: abstract logic — for
professional analysis of scientific literature, theoretical generalization and
forming conclusions on the economic nature of middle class and its
developing; decomposition — to disclose the purpose of the study and setting
goals; analysis and synthesis — to determine the impact of small enterprises
on the middle class formation; statistical and economic — for the prediction
of the population living level on the basis of certain indicators of
macroeconomic development of Ukraine and its entrepreneurship.

Results. The analysis of the theoretical foundations of the middle
class formation indicates that in the process of market economy formation,
the middle class formation was conducted in several stages that reflected the
essence of the relevant social and economic processes. At the first stage, the
middle class formation was reflected the spreading of small commodity
production, which was based on labor private ownership. This inter-
connection of labor and property defined the limits of the middle class,
separating it from representatives of other classes — owners of production
means and employees. The second stage of the middle class formation
began with the mid-twentieth century, when the economic basis of society
began to acquire a postindustrial development direction. In the post-
industrial society has gradually changed the concept of a single middle class
to the concept of "old" and "new" middle classes [2].

In our opinion the most exact qualitative characteristics of the middle
class, which fully reflects its essence, place and role in society as a sta-
bilizing social group, were given by American researchers William P. Warner
and Lunt almost seventy years ago [3]. These quality characteristics are:

e significant amount of income and property;

e relative personal autonomy, initiative and high economic activity;

¢ inherited cultural potential associated with getting a good education;

¢ high score family as values.

The process of the middle class formation in the western countries
took objective, comprehensive character and held under conditions of stable
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and long-term processes of economic growth, improving the welfare of the
population and their educational level, mental and consolidation of basic
values in society, inherent to the middle class. The economic policy of
western countries was conducted usually in the interests of the middle class,
in particular, were created the conditions for the growth of entrepreneurs
number in the sphere of small enterprises.

However, as the further economic development has shown, the middle
class formation in different countries bore unequal character. Moreover, on
the edge of XX and XXI centuries it became obvious that many developed
countries were not able to support qualitative characteristics of the middle
class, as there are contradictions of the middle class definition:

« The tendency of blurring and reduction of the middle class. An
indirect indicator of such blurring are the changes in Gini coefficient, which
rose for United States from 0.4 in 1990 to 0.44 in 2015, while the value of
this ratio for France during the same period fell from 0.36 to 0.25, and for
Japan and the Netherlands remains unchanged.

o Initiated mainly by international financial institutions the attempt to
artificially expand the boundaries of the middle class by assigning it to
those whose average daily income ranges from 2 to 10 dollars. If its
followed such approach, then for today in the world to the middle class can
be attributed about 1.8 billion of people. The divisiveness of such approach
is obvious, especially in the context of combating against poverty, given that
the US poverty border is set on the level of daily income in 13 USD, and in
developing countries — only 2 USD.

However, partly artificial expanding of the middle class boundaries
also affects to the determination of those who belong to the "rich". By the
definition of N. Birdsall, to the middle class should be referred everyone
whose daily personal income is not lower than 10 USD [4].

In Ukraine the middle class share has been decreasing over the last
twenty years. High speed of market reforms and the impossibility of
realization of many social functions by the government led to a sharp
economic inequality in society. There was an actual decrease in social level
and, consequently, a sharp reduction in the number of a middle class. As a
result, a becoming of significant variations in dynamics, the number and
proportion of middle class share according to the subjects of the state [5].

The middle class is formed in the specific economic conditions,
a social development dynamic, particularly of economic inequality has a
significant impact on this process. Thus, despite the considerable social
costs, Scandinavian countries (Norway, Finland, Sweden and Denmark) show
steady growth and positive economic indicators. In fact, these countries
actually characterized as the societies of general welfare, have proved once
again that for the complete functioning of the state social stability and striving
to provide a worthy quality of life for all their citizens are essential [2].

46 ISSN 1727-9313. HERALD OF KNUTE. 2016. N 6




STATE AND ECONOMY

However Ukraine, as a country with developing transition economy,
working towards the process of polarization that is reflected in the
simultaneous increasing of secured and needy number of population
segments and also in the growth of a gap between their incomes. Herewith,
the part of middle class representatives is being moving to the upper and
lower corners of the income distribution, and the middle class — as a major
stabilizing force of society — is being eroded.

According to the analysis of the structure of Ukraine’s incomes,
almost 4/5 of all personal incomes are formed by salaries and social benefits
and other current transfers, a little more (1/5) — by profit and mixed income
and property income. In addition to income, the number and quality of the
goods that can be bought by the population for income which it’s obtained
also affects on the level of living. First of all, the costs of households can be
described as the actual expenses of financial and commodity resources
allocated to material and spiritual needs satisfaction of their members and
are necessary to ensure the vital activity and development of the household [6].

In case of income inequality increasing in Ukraine today it is due to
additional excessive enrichment of the richest when high incomes is
growing indefinitely, and income of low and middle segment of the
population is not significantly changing or even falling. This process is
usually interrupted by large cyclical crisis that happens once in 3040 years,
accompanied by a deep recession in the economy, mass unemployment and
prolonged depression. Under these conditions, the government began to take
measures against poverty and for reduction of inequality in income
distribution through the adoption and realization of social programs [7].

A similar cyclical crisis that intensified economic crisis we observe in
Ukraine. In general structure of cash incomes the largest share in 2014
indicators such as wage and social assistance were taken (figure I). It was
concluded that since the wage is almost the only source of population
income increase, the decline in production, forced underemployment and
unemployment growth led to a decline in real population income [8].

It is established that the quantity of the population with middle level
of income concedes not only the indicator of the pre-crisis 2007, but the
indicator of 2002, indicating enhancing processes that led to the deterioration of
social structure (fable I). Thus, the growth of income share from labor
activity in the structure of total household income confirms the conclusion
about importance of employment as a major factor of improving financial
status of population [8].

State Statistics Service announced that compared with 2014 Ukrainian
real income in 2015 decreased by 22.2 %. Also, the State Statistics Service
noted that in the income structure in 2015 Ukrainian wage was 39 %, while
in 2014 its share was higher — 40.5 %. Social payments in the structure of
income were 37.8 % in 2015 against 37.1 % in 2014 [5].
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Figure 1. Dynamics of different types of incomes specific share
in Ukraine in the 2002-2014 years, %, (compiled according to [8])

Table 1

Quantity and proportion of the population with middle income in the
structure of the population of Ukraine, (compiled according to the [8])

Th.e quantity .Of population Proportion of population
with middle income, thsd. . . . o
Indicator people with middle income, %
2002 | 2007 | 2013 | 2014 | 2002 | 2007 | 2013 | 2014
The population with |15, o 17964 5161374 5470.7| 156 | 17.4 | 140 | 146
middle income |
- with higher education |3205.3 |3582.2 |13086.7 |3709.6 | 6.7 7.9 9.8 9.9
- with a sufficient status 1,5 | 3566 42045.1 (35072| 62 | 8.1 | 94 | 96
on the labor market
- with higher education
and sufficient status on |2073.8 [2584.6 [2080.8 [2548.0| 4.3 5.7 6.6 6.8
the labor market

The problem of economic inequality can be solved through an
effective policy of income redistribution. As an example is the experience of
developed countries in Europe and Canada. Thus, through the different
social programs, which are based on income redistribution, the poverty
threshold can be significantly reduced. The most significant reduction until
2000 s (23-27 %) was achieved in Belgium, Austria and Sweden; in the UK
and Germany this decline was about 20 %, in Italy and the Netherlands —
15-17 % in comparison with the previous indicators of these countries [9].
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Determining the ways to overcome and lower the poverty line of these
countries was found that one of the most important elements of the new
economic policy has become a significant reduction in public spending,
including social purposes and the simultaneous reduction in tax rates for
commercial activity.

However, Ukraine in terms of income inequality is far ahead not only the
countries which have moderate or weak inherent inequality, and even the US,
which is recognized as the country with high inequality. Thus, according to
Thomas Picketti, earnings of the poorest 50% of taxpayers in the Nordic
countries in 1970—-1980 (during the lowest inequality) accounted for 35 % of
total labor income, in Europe (2010) — 30 % in the US (2010) — 25 %, and in
Ukraine (2015) — only 15 %. In case of full equality they would be equaled
50 %, according to the share of this group in the total number of taxpayers.
Instead, the earnings of the richest 10 % stood in the Nordic countries 20%,
in Europe — 25 % in the US — 35 %, and in Ukraine — 39 % (in the condition
of full equality they had to be 10 %).

Unacceptably low (even by the national standards of official wage)
earnings of at least half of the employees is a characteristic feature of
inequality in Ukraine. Thus, in the Nordic countries the average wage of the
poorer 50 % is 70 % from the average wage, in Europe — 60 % in the US —
50 %, in Ukraine — only 30 %. The second feature is the extremely high wage
gaps of 1 % of most highly paid employees and the rest of the workforce. In
particular, in the Scandinavian countries earnings of this relatively small
group exceed the average in 5 times, in European countries — in 7, in the US —
in 12, and in Ukraine — in 13 times [7; 10].

Accordingly, the difference in wages of the most secured 1 % and the
poorest employees 50 % in Ukraine are fantastically high: in the Scandi-
navian countries the average earnings of the most highly paid employees 1 %
exceeds the average wage of less paid employees 50 % 7.1 times, in Euro-
pean countries — 11.7, in the US — 24, in Ukraine — 43.3 times. And that’s
only officially paid wages from which taxes have been fully paid officially.
There are many reasons to believe that the account of unregistered income
will increase of not poorer, but wealthy sector of Ukrainian society — which
completely corresponds to the world practice (table 2) [7; 10].

Based on the analysis of factors influencing middle class formation
(economic, political, legal, social, spiritual, social and economic) the
necessary conditions for the formation of a strong middle class in Ukraine
have been identified:

« development of real market relations in society;

. creation of favorable conditions for small enterprises;

. intensive development of scientific informative scope and necessary
reorientation of social and economic policy and financial system of the state [11].
Taking into consideration these conditions, we have developed a conceptual
scheme of the formation, composition and structure of the middle class in
system of social and economic development of Ukraine (figure 2).
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Evaluation of common population inequality
of various types of the countries according

to the wages (source [10])

Table 2

The ratio of average earnings in the group with average earnings
of poorer payers half, times
L European .
Group by incomes | Scandinavian countries, | USA,2010 | UXraine.
countries, 2010 ’ (}figh 2015
(weleizgl_el ii(l)it y | (moderate | inequality) iixg;lrirtle)
d Y inequality) q y
o,
40 %% of taxpayers 1.6 1.9 2.0 3.8
with average earnings
o,
10% of the most 2.9 42 7.0 13.0
wealthy
o,
9 % of poorer from 24 33 51 9.6
the most secured
1 o,
The richest 1 % from 71 117 24.0 433
the most secured

The theoretical foundations of the middle class in the system of social
and economic development of Ukraine make it possible to distinguish small
enterprises as the main raising element of middle class. As the effective
development of competitive small enterprises firstly increases the number of
small entrepreneurs that have historically been members of the old middle
class. Secondly, the obtaining of entrepreneurial income, which depends on
the efficiency of entrepreneurial activity, provides a growth of efficient use
of production factors, which in its turn, promotes the development of
entrepreneurial activity in general and small enterprise in particular, which
is one of the conditions of employment growth and GDP volume rising and
efficiency increasing of the economy as a whole [12].

The analysis of world experience shows that small enterprise is more
resistant to crises and confirms its ability to create new workplaces, value
creation of which is considerably inferior to the value of workplaces that are
created by the big enterprises and to absorb the excess labor force. Thus, the
share of employed in small enterprises in the United States exceeds 50%, in
France it is 54 %, in Japan — 78 %. The share of small enterprises sector in
the GDP of these countries is significant and is takes accordingly 52 %,
62 % and 55 % [13].
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System of social and economic development of Ukraine
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* state social policy; * increasing employment and wages of the population;
* transforming society * rationalization and optimization of consumption;
« social and financial support and assistance;
* social responsibility
v
Evaluation of the effectiveness of the measures by the indicators of:
* competitiveness of the national economy; » amount of foreign direct investment;
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* level of population welfare; « foreign trade balance;
« availability of social programs; * the budget deficit
53
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* educational and intellectual potential;
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* level of complexity of professional activity
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Condition of social and economic development of Ukraine
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Strategic and tactical management of social and economic development system
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_’
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Figure 2. Formation, composition and structure of the middle class
in the system of social and economic development of Ukraine
(compiled by the author [8])
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Having researched the theoretical foundations of the middle class
formation and highlighted a small enterprise as its main producing element
we should note that the present practice has significant disadvantages in the
mechanisms of regulation of this institution in Ukraine, due to the
inconsistent and contradictory policy of small enterprises state support in
Ukraine. Under these conditions, the problem of priority decisions and
regulatory measures on the definition of the main directions and forms of
legal, economic and organizational small enterprises promotion as the
driving force of structural adjustment to modernize the economy should be
resolved considering the interests of the state and entities.

In this case, it’s determined that national policy of supporting
functioning of small entrepreneurship should be implemented by the unified
strategy:

. systematization of legislation on entrepreneurship in Ukraine on the
basis of a common understanding of the nature and content of officially
approved strategy for public policy development;

. removing administrative barriers on the way of creation and
functioning of small enterprises;

« cooperation with international partners (technological and financial
assistance, experience exchange, training organization, training of qualified
stuff);

. financial and credit support, the main direction of which should be a
preference of activities that do not require expenditures from the budget
(credit guarantees, the spread of private lending to small enterprises entities);

o direction of tax policy on the formation of a clear, stable and
efficient tax system (fiscal incentives to interest local authorities in the
development of small enterprises, preferential conditions for businessmen —
practices at local and regional level in order to combine theoretical
knowledges of students with practical activities) etc. [14].

Conclusion. In the results of economic characteristics comparison of
different sectors of society it is determined that the middle class is able to
perform a stabilizing and balancing functions in society.

However, middle class formation is an irregular difficult process.
According to a historical practice, there are two main ways of its
development: the first one is a comprehensive and integrated institutional
development of society; second — a system development of policy measures,
in particular aimed at accumulating a large part of economic incomes for
their efficient redistribution to ensure a harmonious development and
establishment of capable middle class.

The researches of theoretical foundations of the middle class in the
system of social and economic development of Ukraine make it possible to
distinguish small enterprises as the main raising element of middle class. As
the effective development of competitive small enterprises firstly increases
the number of small entrepreneurs that have historically been members of
the old middle class. Secondly, the obtaining of entrepreneurial income,
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which depends on the efficiency entrepreneurial activity, provides a growth
of efficient use of production factors, which in its turn promotes the
development of entrepreneurial activity in general and small enterprise in
particular, which is one of the conditions of employment growth and GDP
volume rising and efficiency increasing of the economy as a whole.

The author esearched the theoretical foundations of the middle class
formation and highlighted a small enterprise as its main producing element,
it should be noted that the present practice covers significant disadvantages
in the mechanisms of regulation of this institution in Ukraine, due to the
inconsistent and contradictory policy of small enterprises state support in
Ukraine. Under these conditions, the problem of priority decisions and
regulatory measures on the definition of the main directions and forms of
legal, economic and organizational small enterprises promotion as the
driving force of structural adjustment to modernize the economy should be
resolved considering the interests of the state and entities. That’s why the
national policy of supporting small entrepreneurship should be implemented
by the unified strategy.
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Edpemosa O. [leprcasna niompumka manozo niONPUEMHUYMEA MA CEPEOHbO2O
Knacy.

Ilocmanoska npoonemu. Y nepio0 nNoOONAHHA CUCMEMHOI eKOHOMIYHOI Kpusu
6 Ykpaini ocobnuso 2ocmpo nocmae numarnHs NPo HeoOXiOHICMb COYIAIbHO-EKOHOMIUHUX
nepemeoperv i (hopMY8aHHI NOMYAHCHO2O CePeOHbO20 KIACY, WO BUMASAE BUPIULEHHS
npobemMu 8USUEHHS eKOHOMIYHUX XAPAKMEPUCMUK CePeOHbOo20 KIACY 1 11020 poi 8 20CHO-
0apcoKomy ocummi Kpainu.

Memorw cmammi € ananiz npoyecié (oOpmy8aHHs MeXAHI3MIE CMAHOBNEHHS |
PO3BUMKY CEPEOHbO2O KIACY K HeOOXIOHOI yMO8U (DYHKYIOHY8AHHS KOHKYPEHMOCHPOMOIC-
HO20 MA020 NIONPUEMHUYMBA 8 YMOBAX MPAHCHOPMAYLL eKOHOMIKU.

Mamepianu ma memoou. I1i0 uac 00CniOdHCeHHs NPAKMUKU 3apyOIdCHUX KpaiH
w000 PYHKYIOHYBAHHA KOHKYPEHINOCNPOMONCHO20 MAN020 NIONPUEMHUYMBA BUKOPUCTIAHO
maxki memoou: abCmpaKmHO-102i4HUl, O0eKOMNO3UYii, aHAizy ma CuHmesy, CHAMUC-
MUYHO-EKOHOMIYHULL.

Pesynomamu  0ocnioycennn. J{ocniodcenHs mMeopemuyHux OCHO8 (DOpMYEaHHs.
CepeodHbo20 KAcy 0a€ MONCIUBICIL BUOKPEMUMU Male NIONPUEMHUYMBO AK HAUBANCIU-
SlWULl YUHHUK OopMy8aHHs cepedHbozo Kiaacy. OcKinbKu, no-nepuie, 30L1bULYEMbCS
KibKicmb Y6 ’€kmie Manoco nionpueEMHUYmMed, AKi iCMOpuyHo Oyau NpeoCmAa8HUKAMU
cmapoeo cepeonvoeo knacy. Ilo-Opyee, mane nionpuemuuymeo Oinbui cmilke 00 Kpus i
niOMBepOAHCy€e C80I0 30AMHICMb 3ACHO8Y8AMU HO8I pobOUI Micys, 8apmiCmeb CMEOPeHHs
AKUX ZHAYHO NOCMYRAEMbCA 8APMOCII POOOUUX MICYb Y 8eIUKOMY Oi3HeCI, ma no2IUHAMU
Haonuwkosy pobouy cuny. Ilo-mpeme, ompumaHHA NIONPUEMHUYBKO2O O00XO00Y, AKUL
3anedcums 6i0 eeKmugHOCmi NIONPUEMHUYBKOL OIAIbHOCI, 00YMOGIOE NIOSUUEHHS
epexmusHoCmi  UKOPUCMAHHA (DAKmMopie euUpoOHUYMEA, w0, 8 C80I0 uepey, CHpUse
PO3BUMKY RIONPUEMHUYBKOL OLIbHOCMI 6 YLIOMY mMa MAlo20 NiONPUEMHUYMBA 30KpeMd,
wWo € OOHIEI 3 YMOB8 3DOCMAHHA 3AUHAMOCMI HacenenHs, 30invutentus 00 ’'emy BBII ma
niosuUerH sl epeKmueHOCMI eKOHOMIKU 8 YILOMY.

Bucnoexu. [lepoicasna niompumka manoeo nionpuemHuymea 8 Yxpaiuni nocmae
CYKYRHICIO Npiopumemuux piuiens i pecynamopHux 3axo0ié wooo 8U3HAUEHHSI OCHOBHUX
Hanpamie i Gopm npagogozo, eKOHOMIYHO2O Ul OpP2aHI3AYIUHO20 CHPUSAHHS DO3BUMKY
Mano2o niONpUEMHUYMBA 3 YPAXYBAHHAM [HMepecie depakcasu ma cyb ekmie 20cnooapio-
6anHA. Busnaueno cknadosi 0epocagnoi nonimuxu wooo Gopmysants cepeoHbo20 Kiacy
YV 83A€MO36 'A3KY 3 PO3GUMKOM MAL020 RIONPUEMHUYMBA: OepICABHEe Pe2ylio8ans cgepu
oniamu npayi ma 00x00i6 HACeNeHHs, 0epIHCABHA NIOMPUMKA y NUMAHHAX CMAHOGEHHS
6IIACHUKIB KANIMALy; CMEOPeHHs CHpUSIMIUBO20 cepedosuwa y cepi nionpuemHuymed;
MOHIMOPUHE Ma 3AKOHOOAGHe pPecyNO8aHHA 8APMOCMI HCUMMs HACENeHHs, BaPMICHI
NOKA3HUKU PIBHS JCUTMS, WO BKIIOYEHI 8 CUCMEMY 0EPIHCABHO20 PeSYNIO8AHHS, COYIdNbHI
eapanmii y chepi pe2ynto8anus 00x00ie ma 00opodymy HaceneHHs.

Kniouosi cnosea: cepemHii kimac, Mane MHiIIPHUEMHHULTBO, KOHKYPEHTOCIIPO-
MOJKHICTh, €KOHOMIYHa HEpPIBHICTh, MOJITHKA IEpPEpO3MOJIiTy MOXOMIB, NEp)KaBHA IIiI-
TPUMKa MAJIOTO TiJIIPUEMHHIITBA.

54 ISSN 1727-9313. HERALD OF KNUTE. 2016. M 6




ENTERPRISE

UDC 005.35:338.486.2

BOIKO Marharyta, Doctor of Economics, Professor, head of the
department Hotel and Restaurant Business, KNUTE

BABENKO Olena, assistent of the department Hotel
and Restaurant Business, KNUTE

SOCIAL RESPONSIBILITY
OF TOURISM ENTERPISES

The article solves scientific issue on social responsibility as a factor of tourism
development. Architecture of social responsibility of tourism was suggested: the society —
the owner — staff of travel companies — consumer of tourism services. The analysis of
implementation trends of ISO in activity of tourism enterprises was conducted. The
organizational-economic mechanism of implementation of standards of social respon-
sibility of tourism enterprises was suggested.

Keywords: corporate social responsibility, stakeholders, international standards
IS0, social report.

boiixo M., babenko E. Couuansnasa omeemcmeeHHOCHb MYPUCHUYUECKUX
npeonpuamuil. Packpuima nayunas nosuyus OmMHOCUMENbHO COYUAbHOU OMGENCIGeH-
HOCMU KaK (axmopa pazeumus mypucmuiecko2o ousneca. Ilpeonooicena apxumexkmoHuxa
COYUANbHOU  OMBEMCMEEHHOCY  MYPUCIUYecKo20 OusHeca 6 gopmame mpuaowl:
00uecmeo — coOCMEEHHUK, NePCOHAN MYPUCIUYECKO20 Npeonpusmus — nompeodumens
mypucmuueckux ycaye. IIpogeden ananus Hanpasienui UMniemeHmayuu MexicOyHapoOHbIX
cmanoapmos 1SO 6 desmenvHocms mypucmuyeckux npeonpusmuil. Ilpeonoscen opeanu-
3AYUOHHO-IKOHOMUHECKULL MEXAHUSM UMNIEMEHMAYUuu CIMAaHoapmos COYyualbHOU omeem-
CMBEHHOCIU MYPUCMUYECKUX NPEONPUAMULL.

Kniouesvle cnosa: xopropaTuBHas COLHAIbHAS OTBETCTBEHHOCTh, CTEUKXONIEPHI,
MeXIyHapoaHble cTanaaptsl [SO, cormansHbIi OTYeT.

Background. Ukrainian economy is influenced by global trends in
fast changing social, economic and environmental trends that affect the
vector of its development. Among the sectors of the national economy
significant value has tourism — a sector of economic activity, which
successfully combines economic and socially oriented goals of society
development and influences: increasing the share of services in GDP
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structure and filling the budgets of all levels; reducing of social tension in
society; enhancing the tourist attraction of Ukraine; implementation of
foreign policy objectives in the context of harmonization of relations
between countries and peoples.

For analytical data of the World Tourism Organization (UNWTO), in
2014 the number of international trips reached 1.138 billion arrivals, which
is 4.7 % more than in the previous year; in 2015 the average annual growth
of international tourism was 3—4 %. Thus, despite the social, political and
economic factors that affect the intensity of international tourist flows, the
total number of tourists continues to grow.

Tourism, unlike other economic activities is diversified fields of
economy, combining into a single consolidated system of different industries,
forming a stable complex of horizontal economic ties. Because of this, it,
besides a positive economic effect, provides social goals.

For the tourist industry social responsibility is relevant for two
reasons. First, under current conditions it considers social responsibility
(SR) with respect to the potential economic benefits, and secondly, through
social responsibility program is able to influence the external and internal
environment. In this sense, social responsibility of TB should be considered
as administrative actions aimed at improving the socio-economic
environment of management. Accordingly, SR together with other factors is
responsible for the development of business in the long term goals, based on
the harmonization of economic interests of stakeholders: society —
the owner — staff of travel companies — consumers of tourism services. The
economic interests of stakeholders reflect the range of contradictions
inherent to economic relations, and set vector of the implementation of
standards of SR. That refers to the balance of interests: business and society
as a whole — macro level (taxes, duties, tariffs, charity, etc.) business and the
immediate environment — mesolevel (the concept of interaction with
consumers, partners, competitors, instruments which are quality, price and
so on.) business and its internal environment — micro (staff) [1].

Thus, the object of this study is the formation of a scientific basis of
social responsibility of tourism enterprises.

Analysis of recent research and publications. Theoretical analysis
of scientific sources, research on the issue of corporate social responsibility
of business, found out that main work on SR appeared in the 50s of
XX century. H. Bowen in scientific work "Social responsibility of busines-
sman" proved that "awareness of social objectives while making business
decisions can bring social and economic benefits to society" [2, p. 163]. In
the scientific field there were developed the basic ideas important
theoretical and methodological provision of social responsibility also in the
works of such authors as J. Blagov, F. Kotler, N. Sapa, M. Friedman [3-6]
and others.
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The research of status and prospects of development of corporate
social responsibility in business activity of enterprises dedicated their
publication O. Vorona, O. Solyanyk, I. Hryshova, V. Kuzhel, A. Boyarova,
Yu. Burlakova, A. Mazaraki, E. Romat, T. Tkachenko, T. Hnatyeva,
S. Melnyk [1; 7-15] and others. Scientists have determined that the social
responsibility of business is its capacity for social interaction with
stakeholders. However, in the scientific field, the problems of consensus
positions on three sides were fragmental investigated (the owner — staff
of travel companies — consumers of tourism services) within the model
of socially responsible tourism business. Social aspects of the activity of
tourism industry are not enough developed in scientific research, as SR is
mostly seen in the dual plane, as a source of social responsibility and the
resources for social investment.

The aim of article is to study the prerequisites of the scientific basis
forming of social responsibility of tourism enterprises.

Materials and methods. The information base was the materials of
the World Tourism Organization, the World Economic Forum, the State
Statistics Service of Ukraine, the Department of Tourism and Resorts of the
Ministry of Economic Development and Trade of Ukraine. The study used a
systematic approach, methods of dialectics, comparative, systematic and
structural analysis, scientific forecasting.

Results. Interdisciplinary character of tourism determines the
appropriate focus of theoretical and methodological and practical-applied
researches in the form of issues of social responsibility of enterprises.

We can agree with the scientific position of researchers [1; 7] that the
problem that needs to be solved in the process of forming of the scientific
basis of SR is to ensure consistency between the goals of the enterprise,
consumer (tourist) and society. Extrapolating the findings to the scientific
features of TB, it is appropriate to note that a travel company must make
management decisions based on the interests of customers, staff and society
based on the standards of social responsibility, which declare the basic
principles of economic behavior of business entities in the form of civilized
tourist market.

O. Solyanyk has made a proper statement [7], that competitive
advantages of business entity based on the results of implementation of
corporate SR can be reached due to:

« proper issuing of priorities and the directions of development
concerning their social orientation;

. correct diagnosis of problems and realization of measures of their
solution;

. reducing of manufacturing costs through implementation modern
results of logistics, increasing the effectiveness of resources usage and
reducing refusals;
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« usage of benefits, adopted by the law for social responsible enterprises;

. receiving benefits during cooperation with other manufacturing and
financial organizations;

. reducing of risks as for the loss (under reaching) the profit as a result
of fair sanctions or restriction in activity;

. increasing of organization investing attraction;

o reducing of losses on the development of project documents,
reconstruction and construction of environment protection institutions or
implementation of new technologies through reducing of the amount of
npereHsiii of society and executive power;

. increasing of market segment due to information and desire of
consumers use the production of the company;

- optimization of insurance costs.

Usage the concept of social responsibility in business surrounding, as
I. Hryshova claims, reflects SR of some business enterprise for social
interests of the country and the influence of maintaining activity on sha-
reholders, suppliers, orders, staff, local public and natural environment [8].
Completely approved is a constellation that, unlike SR corporations, the
idea of SR business received evolutionary development as a result of
realization by the society deconstructive effect of business activity on the
condition of natural environment.

Argument scientific position as for SR business is shown in the
works [1; 9], where namely it is suggested to consider social responsibility as:

« instrument for achieving long-term goals of entrepreneurship;

« method of acquiring competitiveness of enterprise through accepting
and satisfying social needs of the subjects of internal and external
environment;

« conception of business running in the modern conditions of business
activity, which predicts the existence of: subjects, objects, mission, strategic
goals, principles, instruments, Bumor and concrete results of SR;

« object studying and regulation in theory and practice of modern
management, which is based on accepting and satisfying social needs;

« principle of theory general management of quality, according to
which the relations with consumers are formed and the usage of technical,
ecological, and other standards of quality is organized;

« way of effective management of social and business processes with
the aim of supplementation of positive company influence on society;

o duty of personality, management, organization to make decisions
and take measures, which increase the level of wealth, correspond to the
interests of society, company, public;

. optimal variant of common cooperation of interests, rights and duties
of social subjects.
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For the arguments of scientists as for necessity of development of
scientific basis of SR show the results of investigation, of the experiment
conducted /BM (Institute Based Management). Thus, on questionnaire
results 250 leaders of world business, it was found out that 68 % describe
cooperative social activity as a new source of profits; 54 % are sure that
cooperative social activity has already given to their companies some
advantages over their main competitors [10].

Described arguments as for necessity of forming of scientific basis of
SR are very important for the activity of tourism enterprises. In the borders
of classical market model consumers desire to realize their interest in
purchasing of qualified goods on minimal price, the producers have opposite
interest — realize their product (resources) on maximal price. But still this
competition is dialectal. In long-term perspective one side realization of
economic interests is impossible. In general, the usage of SR of tourism
enterprises show such organizational economic management mechanism,
which, on one hand, supply the competitive development of tourism enterprise,
and on the other hand, help to minimize cooperation of interests of
economic subjects due to reducing of harp competitiveness between them.

Implementation of social responsibility has to be maintained under the
logics of managerial process, in which higher position occupies the analysis
of macro conditions, which reflect social economic necessity of tourism. In
this context it is necessary to show the results of investigation of tendencies
of world tourism, which, starting from 1950, demonstrate huge growth—
from 25 miln of tourists to 1.2 billions in 2014. According to UNWTO
forecasting, the tourism branch by 2020 will continue to demonstrate
positive tendencies:

« The amount of tourists will reach 1.6 billion people;

« Middle costs of tourist will be from 1000 to 1300 US dollars;

« Profits from international tourism will increase and show the results
nearly 2 trillion US dollars.

By the results of analysis of condition of the development of national
tourism condition it was shown, that the dynamics of tourist flows (figure 1)
demonstrate the development of abroad tourism during 2010-2013 (average
year surplus was 12.6 %), relatively stable development of abroad tourism
(average year surplus was 3.8 %) and stable dynamics of internal flows (2.7 %),
which shows the increasing of the level of Ukraine competitiveness on
international area. Taking into consideration political instability in 2014-2015,
tourism market of Ukraine was characterized by negative tendencies. The
amount of foreigners, who visited Ukraine, reduced almost to 50 % and was
only 12.9 mln of people. As a result, it was considerable reduction of profits
of tourists’ hotels, currency, investments in tourist infrastructure, working
places. Positive dynamics is common only for one-day-tours (excursions),
which grew in 2014 on 50 %.
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Figure 1. Dynamics of tourist flows in Ukraine in 2011-2015

Source: according to the data of Administration of State Border Service of Ukraine

Geopolitics situation in Ukraine strengthen the meaning of social
direction of tourist business. That is why in the periods of crisis it is
necessary to take into consideration the configurations of consumer
expectations for their rationalization and address spending of resources
according to the priorities of saving the tendencies of business activity
development under the complex economic conditions. The experts of the
World Bank made a conclusion, that for quick change of political,
economic, social and cultural conditions most crises in developing countries
have managerial character. Judging from this, a new concept of the
evaluation of managerial appreciation was suggested from the position of
social responsibility. That is "Good governance" — rational management
(effectiveness, result and saving), supervisory, information exchange, it
slow spread (transparence) and legal basis of development [16].

Thus, from the position of tourism business management, firstly, it is
not a restricting factor of the development of economic activity, but on the
contrary it gives additional impulses to the development; secondly, social
investments are the result of successful business activity. The determination
of items, which characterize social responsibility of tourism enterprises is
shown by the fact, that any subject of business activity may function
effectively and develop only when its social-economic policy is realized
through socially oriented system of equity of economic interests of the
subject, personnel, consumers and society (figure 2).

The attempts to form wuniversal concept of social cooperative
responsibility were described in standard /SO 26000 [17].
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These international standards should be describes as scientific basis
for the formation of methodic supplement of social oriented system of
tourism enterprise management. Under the social responsibility adopted by
the European Commission of strategy of social cooperative respon-
sibility [18] such kinds of reports were recommended: "About corporative
and social responsibility", "About constant development”, "About social
development".

But described standards of social responsibility are not involved in the
activity of national tourism enterprises and tourism branch at all; exceptions
are such tourism companies, as "7TUI Ukraine" and "TPG". Nowadays the
Department of tourism and resorts by Ministry of economic development
and trade of Ukraine actively initiates: implementation of international
standards /SO in the activity of tourism enterprises with the purpose:
increasing the level of social responsibility; improving the quality of
providing services in tourism sphere; strengthen of clearness of allowing
and licensing systems; reducing of corruption risks; protection the rights of
consumers of tourism services.

The directions and vectors of implementation of portfolio of inter-
national standards in the activity of tourism enterprises are shown in table.

Implementation of social responsibility standards in the activity of
tourism enterprises targeted mostly at removing inter functional and inter
branch barriers and forming long-term relations with stakeholders on the
market of tourism services based of organizational economic mechanism
(figure. 3).

Positive managerial decision for tourism business as for SR is
implementation of corporate social report in business affairs. The formation
of this document will help to improve the reputation of business subject on
mesolevel, to increase investment attraction during evaluation of business
activity for making investment decisions.
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Table
The directions and vectors of implementation ISO

in the activity if tourism enterprises *

Standard Content Vector of implementation in tourism business
1SO 14785 Creation of tourism informational offices provides the
existence of the information as for services of tourist
awareness _
180 18065:2015 Tourism and common services. Tourism services on natural
protecting territories
1SO 21101:2014 Adventures and ecologic tourism. Systems of safety
management |
1S0O 13009:2015 Tourism and common services. Tourism services for sand rest.
Demands and recommendations |
EN 15565 2008 Tourism services. Demands to qualification preparation and
qualification programs for guides of social responsibility
GRI Economic, social Improvement of constant tourism development, which
and ecologic provides not only satisfying tourists’ needs, but also social
policy with responsibility in the context of taking liabilities according to
response to the nature protection, acceptance of ecologic norms.
interests of Formulation of non-financial reports to tourism enterprises
stakeholders According to GRI standards we may distinguish such groups
(levels) of stakeholders of tourism enterprises:
1st — shareholders, top management and personnel;
2d — consumers (tourists);
3d — other interested sides, which belong to the
environment of functioning and business processes of
enterprise _
AA4 1000 Increasing the Determination of the results of business activity from the point
effectiveness of of view of ethics, which gives them procedure and the set of
social projects of | criteria, with the help of which social and ethic audit of their
enterprise activity may be maintained.
Studying, the education of stakeholders according to the
actuality of acceptance the principles of constant tourism
development.
Existence of social programs
SA4 8000 Level of social Providing of benefits (discounts) on tourism services.
responsibility of | Supplementation of personnel loyalty forming, partners,
business system suppliers.
according to Development of different social programs, which improve
ecological wealth of employees of tourism enterprise and population
demands to
business
processes
1SO 14 000 | Social Boosting of consumers to the choice of trips, which show their
partnership responsible attitude and behavior as for nature protection.
Supplement of optimal resource use of natural environment,
which make key element of tourism development, maintaining
main ecologic processes and helping to save natural heritage

* Developed on the basis of recommendations of the Department of tourism and
resorts by the Ministry of economic development and trade of Ukraine and [19-21].

62

ISSN 1727-9313. HERALD OF KNUTE. 2016. M 6




ENTERPRISE

Macrolevel Mesolevel Microlevel
International State, Internal standards of
standards ISO. Branch and social
International Regional standards responsibility.
standards of social of social Corporative social
responsibility responsibility report

Figure 3. Organizational field implementation of standards
of social responsibility (author development)

It is important in this context, that the periods of economic instability
social responsibility may become a part of risk management system. It lets
to integrate SR in managerial strategy, to influence positively on operation
activity and market value of tourism enterprises in long-term perspective.

To make these managerial decisions it is necessary, to form a critical
mass of tourism operators on the market of tourism service, which activate
the implementation of social responsibility standards.

Conclusion. In conditions of instability of natural environment,
unfavorable conjuncture, taught competition among tourism operators and
agents rises the necessity to implement standards of social responsibility for
saving market positions of tourism enterprises and minimizing contra versions
between aims of functioning of tourism activity subjects and social-eco-
nomic tendencies of tourism development. For tourism development, which
combines market aspects of economic relations and social oriented aims of
society development, this process must correspond to modern global pro-
cesses of tourism market, take into consideration their main tendencies and
contra versions for reducing negative influence of market externals and
permanent renovation of restrictions of tourism demand.

Vector of further investigations of scientific basis of social respon-
sibility in tourism should be targeted on the development: methodological
basis of its social and economic results, forming the communicative net of
stakeholders of tourism market. It lets to balance legal, economic, eco-
logical, ethic, discretional parts of business responsibility and helps corres-
pondingly, to form stable competitive advantages of tourism enterprises.
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boiiko M., badenko O. Couianvha 8i0nosioanbHicms mypucmuyHuxX RiONPUEMCING.

Ilocmanosxka npoonemu. Ha 6iominy 6i0 iHwiux 6uoi6 eKoHOMiuHOi OiANbHOCHI,
mypucmuynuil 6i3Hec € OUBEPCUPDIKOBAHOIO CEPOI0 eKOHOMIKU, (POPMYIOUU KOMIIEKC CIILIKUX
20PUBOHMATILHUX 20CNOOAPCLKUX 36'513KI8 CYO €Kmi@ eKOHOMIYHOL JisttbHoCcmi PI3HOL 2any3e60l
cneyianizayii. Came momy 6iH, KpIM NO3UMUBHO20 EKOHOMIMHO20 ehekmy, 3abesneuye
00CSCHEHHS COYIAIbHUX YiNlel, W0 NOOBOIOE AKMYAIbHICMb COYIANbHOI GION0GIOAIbHOCHII
mypucmuunozo 6iznecy. Jocniodceno npoyec imniemenmayii CmManoapmis CcoyianbHol
8ION0GIOANILHOCTINI MYPUCMUYHUX NIONPUEMCIG, OOIPYHMOBAHO GeKMOp iX IMniemMeHmayii
Ha 0CHOBE MidiCHapoOHux cmandapmig ISO.

Ananiz ocmannix 0ocnioxycens i nyonikayiii 00360116 3’Acy8amu, o y HAYKOBOMY
nozi po3eunymo 0asucHi ioei, npome 6azomi meopemudHi ma MemoO0n02IYHI NOIONHCEHHS,
AKI  pO3Kpugaroms MoOoeni iMnieMeHmayii CmaHoapmis KOpHopamueHoi coyianbHOi
8IONOBIOANILHOCIE 3ANUMAIOMbCS PPASMEHMAPHO PO3POOIEHUMU.

Memoro cmammi € ananiz Hanpamie iMnieMenmayii MidCHAPOOHUX CIMAHOAPMI8
1SO y Oisibnicms mypucmuyHux niONPUEMCME ma po3pooKa 0peaHizayitino-eKOHOMIYHO20
MEXani3My IMnAeMeHmayii cmanoapmie coyianbHol 8ION0GI0OANbHOCME MYPUCTIUYHUX
nionpuemcms.

Mamepianu ma memoou. Ingopmayitinol 0az0 OOCTHONCEHH CMAIL MAMEPIaU
Bceceimuvoi’ mypucmuunoi’ opeanizayii, Beeceimuboeo exonomiunozo gopymy, eporcagroi cuyoicou
cmamucmuxy  Yxpainu, [lenapmamvenmy mypusmy ma Kypopmie Minicmepcmea eKoHOMIUHO2O
poseumky i mopeieni Yipainu. Buxopucmano cucmemuuti nioxio, memoou OIaneKmuKi,
NOPIBHANLHO20 AHANI3ZY, CUCEMHO-CIMPYKMYPHO20 AHANIZY, HAYKOBO20 NPOSHO3YEAHHSL.

Pe3ynomamu 0ocnioycennsa. Y cmammi 8UKIA0eHO meopemudni nepeoymosu ma
00TPYHMOBAHO OOYINbHICMb IMNIeMeHmayii MIXCHAPOOHUX COYIANbHUX CMAHOApmie y
OisAbHICMb MYPUCMUYHUX RIONpuemcms. Poskpumo Hayxkogy nosuyiro wjooo coyianbHoi
8ION0GIOANLHOCMI  AK — YUHHUKAG — 3a0e3NnedeHHs  pO36UMKYy — mMypucmuuHo2o  Oi3Hec.
3anpononosano apximekmoHiKy coyianbHoi 8i0n08i0aNbHOCMI MYypUCMUYHO20 Oi3Hecy y
Gopmami mpiadu — cycnitbCmeo — GIACHUK, NEPCOHAN MYPUCTIUYHO2O NIONPUEMCIGA —
cnooicusay mypucmuynux nocaye. Ilpoananizoeano nanpsmu imniemeHmayii MiJcHapoOHUX
cmanoapmie ISO y OisnvHicmbs mypucmuyHux niOnpuemcms. 3anponoHo8aHo Opeawiza-
YIIHO-eKOHOMIYHULL MEXAHI3M IMIIeMeHmayii cmanoapmis coyiaibHoi 8I0N08I0aIbHOCMI
MYPUCIUYHUX RIONPUEMCME.

Bucnoexu. Iuniemenmayis ma 3acmocy8aHHs CMAHOAPMIE COYianbHOL 8i0N0Gi-
oanvHocmi Y OIANbHICHb MYPUCIIUYHUX NIONPUEMCME Cchpusimume QOPMYBAHHIO Cma-
OINbHUX KOHKYDEHMHUX nepegaz MypucmudHux niOnpueMcmes, OCKIIbKU 003801UMb
36anauncysamu npasosy, eKOHOMIUHY, eKOA02IYHY, emuuHy, OUCKpeyiliHy cK1aodosi 8iono-
gidanvHocmi Oi3necy. Bekmop nooanvuioco Haykoeoeo eupiuienHs npobremu coyianbHoi
8i0N0GI0ANLHOCMI  MYPUCUYHUX NIONPUEMCME NOBUHEeH OVMU  CNPAMOBAHUL  HA
PO3pO6NEeHHsT MeMOOONOSTUHUX 3ACA0 OYIHKU eKOHOMIYHOI ma coyianbHoi pe3yibma-
MUBHOCMI 3ACMOCYBAHHSL CMAHOAPMIE COYIANbHOI 8IONOBIOANILHOCMI.

Knwuoei cnoea: KopnopaTMBHA COIialbHA BIAMOBINATBHICTh, CTCHKXOJICPH,
MikHaposHi ctanaapty [SO, comianbHuiA 3BIT.
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Hlynvea H., I'opouenxo T. Konuenuyusa pecynuposanus QuHancoeozo puvlHKA.
Ipoananuzuposano co8pemMeHHoe cOCMOsHUE Pe2yIupoSanus U Ha030pa 3a (PUHAHCOBbIM
pwinkom. Paspabomana xonyenyusi Kpocc-ceKmMOPHO20 pe2yiuposanuss u HaAo30pa 3a
omeuecmeenHbiM QUHAHCOBBIM POIHKOM U NPEOLONCEHA OOPOICHASL KAPMA ee Peanru3ayull.

Knwouesvie crosa: NOpoXKHas KapTa, KpocC-CEKTOPHOE perynuposanue, Harwo-
HaJbHasg KOMMCCHS IO Haa30py 3a (PMHAHCOBBIM PHIHKOM, HamuoHanbHas KOMHCCHS IO
peryJMpoBaHuio (PMHAHCOBOTO PHIHKA, PEryJISITUBHBII apOuTpak, peryisirtop, pMHAHCOBbIE
yupexnenus, QoHI rapaHTUPOBaHUs BKIIAJIOB, LICHTPAJIbHUI OaHK.

Background. The global financial crisis has revealed the existence of
significant imbalances in the global and national economies and financial
markets, and also serious gaps in the mechanism of regulation and
supervision of activity of financial institutions. Especially acute, this
problem appeared in Ukraine. The domestic financial market, represented
by banking, insurance, stock markets and market of non-bank credit
financial institutions, proved to be disbalanced because of the lack of
a single economic, institutional, informational platform of its regulation and
supervision. This causes necessity of: establishment of equally tense
conditions for the functioning of financial institutions, which work
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simultaneously on a single market segment; creating conditions of their
corporate administration; develop common standards of transparency and
quality of financial services; mechanism of settlement of the insolvency of
financial institutions in case of strengthening of financial instability and
forming the same mode of their access to resources of lender of last resort;
expanding of the circle of participants in the Deposit Guarantee Fund, and
also conducting other measures about reforming the financial market.

In addition, there is an objective need in foundation of a rationality the
transition to a new organizational format of regulation and supervision of
activity of financial institutions and identification of new functions of
central bank and other regulatory authorities, and also the impact of these
organizational changes on ability of financial market to withstand the risk of
financial instability.The first step in solving existing problems iselaborating
of Concept of regulation and supervision of financial market of Ukraine.

Analysis of the latest researches and publications. In the economic
literature doesn’t stop active discussion about expediency of implementing
the model of cross-sectoral regulation of the financial market. To this
problem dedicated works of foreign and domestic scientists, such as:
A. Adambekova, T. Andreikiv, V. Shmorhay, D. Vavulin, S. Simonov,
A.Dzyun, L. Krivenko, O. Isayev, S. Lobozynska, T. Makshanova,
A. Medvedev, K. Miroshyna, A. Pinchuk, Mr. Barenboim, Bernard R.,
B. Bruksli, A. Roth, Alexander Zakharov, J. Mirkin, A. Yekmalyan,
A. Yanpar, E. Denters, M. Kawali, J. Prasad, J. Karmassi, R. Herring [1-15]
and other. While giving honour thorough developments of foreign and
domestic scientists, it must be noted, that the scientific issues remains
acutely debatable and unsolved, which determines the relevance of this
scientific research.

The aim of the research is to analyze the current situation and
development of the concept of cross-sector regulation and supervision of
financial market in Ukraine, and also a road map for its realization.

To achieve this purpose were put and established such tasks:
identification of the main problems of regulation and supervision
of financial market of Ukraine; disclosure of the structure and content
of Concept of regulation and supervision of financial market; development a
road map of an implementation of Concept of regulation and supervision of
financial market.

The object of research is the process of regulation and supervision
of the domestic financial market.

Materials and methods. In the process of researching were used
methods of comparison, tabular, induction and deduction.

Results.The leading role in the development of the domestic financial
market belongs to banks (figure).

The banks generate 79.38 % assets of total Ukrainian financial market,
the rest — non-banking financial services as of 01.01.2016. Moreover, the
share of non-banking market of financial services, presented by insurance,
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stock market and non-bank credit institutions in recent years had a tendency to
increase. From 2008 to 2015 this share increased in 1.82 times. The increasing
of market share of non-banking services in the total amount of assets of the
financial sector of Ukraine needs more careful their regulation and
supervision. The fall of share of the banking market caused by effect of
several factors:

the first, a sharp reduction in the number of banks in the last seven
years from 184 to 117 unit due to the increasing demands of regulatory
authority about ensuring the transparency of their ownership, adequacy
of capital and reserves to cover losses by active operations;

secondly, the negative results of stress testing of 20 largest banks
of Ukraine, including 16 banks which NBU proposed within three years
additionally increase capital due to the low quality of assets;

thirdly, increasing of "regulatory pressure" from the NBU, which
formulated the enhanced requirements on the capital adequacy of banks
during 2019-2020 years in the context of the recommendations of Basel I1I.

From this it follows, that investment attractiveness for shareholders of
domestic banks significantly reduced. Besides, bankruptcy of many banks
significantly undermined confidence to the banking sector from customers,
which led to the overflow of client funds in favor of non-bank financial
institutions.
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Changing of vectors of financial market development and presence
of problems, that disincentive its effective functioning, require reforming of
the regulation and supervision system. Among these problems we need to
pay attention to the following: increasing of the level of systemic risk,
caused by structural imbalances, in the absence of instruments for risk
hedging; divergence of politics and methods of regulation and supervision
of banking, insurance, stock and non-bank credit markets, and also frequent
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changes of legislation; insufficient level of independence of regulators of
financial services, which negatively affects the quality of management
decisions; imperfect regulation and prudential supervision of activity of
financial institutions on a consolidated basis; lack of effective tools for
removing from the market problematic financial institutions; low level
of transparency of financial institutions’ activity, especially non-bank credit
and insurance companies, and also state regulators: The National
Commission for Regulation of Financial Services Markets; The Securities
and Stock Market National Commission; ineffective protection of investor
rights and consumers of financial services; absence of an effective system of
communication between currently existing agencies of regulation and
supervision of financial market.

To overcome these problems selected vector on increasing the
efficiency of regulation of markets of financial services by consolidating the
functions of state regulators: National Bank of Ukraine, The National
Commission for Regulation of Financial Services Markets and The
Securities and Stock Market National Commission. In the Draft Law about
amendments to some legislative acts of Ukraine about consolidation of the
functions of state regulation of financial services markets [18] described
ideas of transition from the sectoral model of regulation of financial markets
to cross-sectoral regulation.

The transition to cross-sector regulation and supervision caused by the
influence of many factors, to which it is appropriate to include:

. interpenetration of different market segments, that reflected in the
convergence of services and the integration of financial institutions, which
is rapidly expanding its activities and increase the impact on the financial
market [15, p. 14];

. concentration and aggregation of financial capital by bringing
together financial institutions in financial conglomerates and holding
companies which presented by banking, insurance and investment business
at the same time, which reflected in spreading of cross sales, the emergence
of combined, integrated and complex financial products, that leads
to generation of higher level of the system risk, that can not be adequately
assessed and not subjected to control within the sectoral approach
to financial supervision and regulation [12, p. 28; 14, p. 322];

. legal, organizational and functional complications of business in the
financial sphere [10];

« presence of some regulatory privileges for certain groups of financial
institutions, that leads to disproportionate development of some sectors of
the financial market and reduces the competitiveness of capital [15, p. 16];

. the possibility of cost savings on maintenance of regulatory and
supervisory bodies, and provision of information exchange between
government agencies [15, p. 16];

. the need at consolidation of efforts of regulators with the purpose of
resisting the influence of the risks and overcoming the consequences of the
crisis [12, p. 28; 14, p. 321; 20];
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. the need to provide equal implementation and compliance of inter-
national regulatory and supervisory standards on financial markets, and also
establishing communications between national and international regulators [13];

. widespread electronic payment, providing financial services through
the Internet by different types of financial institutions [2, p. 60].

Research of global experience in building cross-sector regulation and
supervision allowed to identify the following approaches:

. consolidation of regulatory and supervisory functions in the central
bank (the model used in Singapore, Russia, Kazakhstan);

. creating separate mega regulator of financial market that provides
both regulation and supervision of financial institutions. In this case the
central bank acts only as a monetary authority (this approach is implemented in
Canada and some European countries — Norway, Sweden, Germany and Finland);

. separation of the functions of regulation and supervision of financial
institutions between different authorities (model "Twin Peaks"), as was done
in Japan, the UK and Australia.

Scientists have no consensus about the best model of cross-sectoral
regulation. Among supporters of the first approach can be identified
A. Adambekova [1], D. Vavulina, S. Simonova [3], A. Yekmalyan [11].
K. Miroshyna also supports the idea of consolidation of the regulatory and
supervisory functions of the central bank, but draws attention to a conflict of
interests, due to the fact that the central bank, on the one hand, is both the
regulator and supervisor, and on the other — is a member of the financial
market [8, p. 380].

According to other researchers, in particular A. Medvedev and
T. Makshanova, more acceptable is the second and third approaches to building
of model of regulation and supervision of financial institutions [7, p. 356].

In the article "The structure of cross-sectoral financial regulation”
R. Herring and David Harmassi argue in favor of the transfer from central
bank functions of supervision of financial institutions to another controller.
They note that financial stability will be enhanced in the case that central
banks will focus exclusively on markoprudential supervision, despite mikro-
prudential supervision and conduct of business oversight [15, c. 17].

Among domestic researchers there are also opponents of Ukraine's
transition to cross-regulation of financial services, including A. Dzyun,
L. Krivenko and A. Isayev, who emphasized on the unavailability of the
Ukrainian financial market to such fundamental institutional reform [4; 5, p. 36],
T. Andreikiv and B. Shmorhay insist on the need to preserve the sectoral
approach to regulation of financial market [2, p. 63]. Their opinion supports
S. Lobozynska, arguing that the domestic financial market is dispersed
and not segmented, there is no clear specialization, financial products and
Ukrainian financial institutions have a simplified structure [6, p. 196].
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In our opinion, Ukraine's transition from a sector model that assumes
the existence of several state regulatory authorities (National Bank of
Ukraine, The National Commission for Regulation of Financial Services
Markets and The Securities and Stock Market National Commission), each
of which is responsible for a specific market to cross-sector regulation and
supervision of activity of financial institutions is actual and requires
implementation.

Introducing a model of cross-sector regulation and supervision
provides determining its quality characteristics, which are still haven’t
found reflection in the economic literature. Considering global and national
trends in regulation and supervision in the financial sector, and in view of
lessons of the global financial crisis, it is appropriate to allocate such quality
characteristics of cross-sectoral model:

. systemically regulation and supervision of financial market, encom-
passing all its sectors and based on full concentration of powers on the
regulation of activity of financial institutions in one institution — The
National Commission for financial market regulation; supervision — in The
National Commission for prudential supervision;

. equal stressed regulation and supervision of the different types of
financial institutions, that operate in one segment of the financial market
that avoids or minimize regulatory arbitrage;

. transparent regulation and supervision of financial market, which
should be based on international standards of public disclosure of infor-
mation about the results of activity of supervisory authorities and financial
institutions;

. risk-oriented regulation and supervision, which aim is to provide
financial stability and reliability both separate financial institutions and the
financial market as a whole by adopting preventive measures in response to
the appearance of certain types of risks and systemic risk;

. proactive regulation and supervision, the objective need for which
arises due to increased levels of volatility in the commodity and financial
markets. For this purpose it seems appropriate for national regulator to carry
out the stress testing of the state of both separate financial institutions and
the financial market as a whole. By the results of stress testing will be
implementing forecast of vectors of their future development with indicating
the complex of stabilization measures upon the occurrence of the worst
scenario of the macroeconomic situation.

In view of the stated we propose definition of cross-sector regulation
and supervision — this is a model that covers all its sectors, distinguishes by
high levels of transparency and equal conditions of functioning of financial
institutions, the presence of effective mechanisms of early response on
reducing financial stability of financial markets and protecting it from
systemic risks.
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The first step to the introduction of a cross-sector regulation and
supervision of financial market in Ukraine is the development appropriate
conception, which structure may consist of the following sections: general
provisions; goal, objectives and principles; a summary of the model;
participants of cross-sector regulation and supervision of financial market,
their rights and obligations and areas of interaction; final provisions.

The purpose of cross-sectoral regulation is to minimize systemic risks
and providing financial stability of the financial market, and also the
introduction of a unified approach to regulation and supervision of financial
institutions on methodological grounds, formulated by international
financial institutions, which will allow gradually implement the national
financial market into the international financial space.

Achieving this goal is realized through solving the following tasks:

« support of financial balance of financial market and the efficiency
of financial institutions activity;

. reforming of institutional support for regulation and supervision
of financial institutions due to the rational allocation of rights and
obligations among the various regulators;

. introduction of market mechanism for protection interests of consu-
mers of financial services;

. building a unified informational architecture to ensure transparency
in of results of activity of regulators and financial institutions, and also in
conditions of financial services to consumers;

. creation of a unified informational space based on the software and
hardware tools of the The national Commission for financial market
regulation, that allows to increase the quality of economic analysis and
reduce the time for decision-making with a purpose of ensuring stability of
financial market;

« monitoring the level of financialisation of economy of the country,
identification of financial imbalances, forecasting their possible impact on
the trajectory of development of banking, insurance, securities and non-bank
credit markets and also financial market in general;

. establishing procedures for measuring systemic risk and proving
analysis results of its influence on the financial market for stakeholders
(rating agencies, customers, contractors, etc.);

. conducting a through and continuous monitoring sectors of financial
market and the development of complex preventive measures in case of
beginning of crisis situations;

. development of methodical bases of evaluation of effectiveness of
activities of regulators and supervisors and establishing responsibility for
their management decisions.

Cross-sector regulation and supervision of financial market in Ukraine
should be based on compliance of a number of principles (table 1).
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Table 1

Principles of cross-sector regulation and supervision

of financial market in Ukraine *

Principle

Contents, purpose

Independence

of regulatory

and supervisory
institutions

Separation (segregation)
functions of supervisory
of regulation

Selective choice

Flexibility of regulatory
and supervisory
institutions

Synergetic effect

Providing political and economic independence of regulatory
and supervisory institutions to avoid any pressure on them
from the government

Providing deconcentration of power; improving the objec-
tivity of the decisions about the development of the financial
market and of activity of individual financial institutions;
improving the formation of a single platform of informatio-
nal, organizational and methodological support of regulation
and supervision; increasing the responsibility of public
officials for accepted decisions

The possibility of using specific regulatory methods, tools,
levers and approaches for a brief period to stabilize the finan-
cial situation. Validity of selective choice in the regulatory
practice should depend on the depth of the financial crisis in
the country

Possibility quickly direct financial flows in those areas and
sectors, which need it, that will allow to avoid imbalances and
stabilize situation on financial market and the economy

Strengthening the stimulating effect of the financial services
market on social and economic development of the country
by improving the efficiency of activity of financial institu-
tions, creation of a unified legal contour to eliminate
regulatory arbitrage and support free (perfect) competition,
consolidation of efforts of regulators, aimed at countering the
impact of systemic risks and overcome the consequences
of the crisis, and also creation of effective mechanism for
protection of interests of subjects of financial services markets,
exclusion of discriminatory decisions and prevention of conflict
of interests

* Developed by authors.

Considering outlined principles it’s appropriate to introduce a model
of "Twin Peaks" (task-based model), which provides singling out:
- macroprudential regulation, that it is advisable to assign to by the

Financial Stability Council (starting from 2017 year);

« mikroprudentsial regulation of financial market — to newly
established authority — the National Commission for financial market
regulation (in 2020 year);

« mikroprudentsial supervision — to newly established authority —
the National Commission for prudential supervision (in 2020 year).
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In this case the National Bank of Ukraine will be responsible for
development and implementation of monetary policy.

For the Financial Stability Council proposed to fix the following key
functions:

o development and implementation of the progress strategy of
financial market;

. coordination of activity of members (Ministry of Finance of
Ukraine, the National Bank of Ukraine, the National Commission for fi-
nancial market regulation, the National Commission for prudential
supervision, the Deposit Guarantee Fund) regarding response to real or
potential occasion of financial instability and assistance in resolving any
issues, which are the subject of joint activities;

« harmonization of regulation and reporting requirements emphasising
on the need to minimize the cost of regulation;

. coordination of proactive measures and fast reaction on signs of
unstable financial condition, and also circumstances, which threaten the
stability of the financial market;

« development of methods and regular exercising a stress testing of the
impact of risk-factors on the financial market, accepting decisions about
improvement of financial market regulation system on the basis of stress tests
results;

. preparation of recommendations about reacting on systemic risks,
that threaten the stability of the financial market.

The National Commission for financial market regulation must:

. formulate and ensure the implementation of state policy of
regulation of financial services markets;

. develop and approve binding normative and legal acts on financial
services and markets, as well as proposals about their improvement;

. issue relevant permits and licenses on provision of financial services
by financial institutions, to determine the order of their cancellation;

o determine the criteria and standards of liquidity, capital, solvency,
profitability, asset quality and risk of operations, quality of management
systems and administrative personnel, compliance rules about provision of
financial services, and also other requirements for transactions with
financial assets;

o define the criteria for systemic importance of financial institutions
and financial groups, establish for them special economic standards of
activity;

. identify, analyze and monitor current and potential external and
internal threats, and also report about them to the Financial Stability
Council;
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. organize and methodologically maintain a system of statistical
information about the state of financial market, analyse and forecast state of
financial market and diagnose its financial stability, and also provide this
information to the Financial Stability Council.

Tasks of the National Commission for prudential supervision are:

« the supervision of financial institutions on individual and conso-
lidated basis;

« withdrawal insolvent financial institutions from the market;

. the enforcement of effective competition between institutions on the
financial services markets and conscientious of their behavior when inte-
racting with clients;

« protection of financial services consumers’rights.

The model of cross-sector regulation also provides for equal pro-
tection of depositors interests in financial institutions. In this regard, it is
proposed to add to the list of participants of the Households Deposit
guarantee Fund (DGF]I) credit unions, insurance companies, private pension
funds and construction financing funds. In addition, with the aim of impro-
ving the system of protection of depositors interests and supporting the
development of entrepreneurship in Ukraine it is expedient to guarantee also
the deposits representatives of small- and medium-sized enterprises, and
rename the Households Deposit guarantee Fund into Deposit guarantee Fund.

According to the Concept of cross-sectoral financial market
regulation, it is appropriate to delegate the liquidation of insolvent financial
institutions from the g Households Deposit guarantee Fund to the new
regulatory body — the National Commission for prudential supervision. This
will allow to form a unified mechanism of withdrawal of insolvent financial
institutions from the market regardless of their type (banks, insurance
companies, non-bank credit institutions).

The Concept of cross-regulation of the financial market will be carried
out in two stages. In the first stage, it is implemented a complex of actions
directed on formation of favourable conditions for the consolidation of the
functions of existing regulatory authorities; the second — creation of the
National Commission for financial market regulation and the National
Commission for prudential supervision by the transferring to them functions
of regulation and supervision over all financial institutions, including banks.

The roadmap of the transition to cross-sectoral regulation of financial
services markets of Ukraine is shown in (fable. 2).
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Road map of transition to cross-sectoral regulation and supervision of financial services market of Ukraine*

The time
horizon, year

Measures

Responsible Agencies

Effect

I stage (20172019 yy.)

2017

Clarification of priorities of the state financial policy and improvement of the strategy
of financial market development taking into account organizational and structural
changes in the system of regulation and supervision

The Supreme Council of Ukraine;

The Ministry of Finance of
Ukraine;

The Financial Stability Council
(FSC)

2017

The extension of the functions of the financial stability Board (FSB)
The cancellation of clause of a recommendatory nature of decisions of the FSB and
definitions of tools of its influence on financial market

The Financial Stability Council
(FSC)

2017

Reforming the regulatory framework, rules and procedures regulating the activities of
financial institutions in the context of implementation of international legislation,
optimization of license conditions and harmonization of regulatory requirements,
methods of supervision of banking and non-banking financial institutions, the
construction of certain provisions of the protection of the rights of consumers of
financial services, set out in various documents into a single document (the Code), as
well as the development and implementation of "Methods of stress testing of the
financial market in case of unforeseen events", "Corporate governance code of
financial institutions", "Key attributes of recovery and rehabilitation of financial
institutions", "Standard of transparency of financial institutions", "Quality standard of
financial services", "Compensation policy (remuneration policy)" and other documents

The Supreme Council of Ukraine;
The Financial Stability Council
(FSC);

The National Bank of Ukraine
(NBU);

The National Commission for
Regulation of Financial Services
Markets (NCRFSM);

The Securities and Stock Market
National Commission (SSMNC)

2018

The creation of a single database on the activities of financial institutions, ensuring a
reliable system of information exchange on the basis of bilateral agreements and
memoranda on cooperation between regulators

The National Bank of Ukraine
(NBU);

The National Commission for
Regulation of Financial Services
Markets NCRFSM);

The Securities and Stock Market
National Commission (SSMNC)

Specification of changes in the
regulatory legal acts necessary for
implementation of the Concept
and avoid their declarative
character

The establishment of mechanisms
of macroprudential financial market

supervision

Actualization and harmonization
of Ukrainian legislation with EU
directives. The decrease of the
level of regulatory arbitrage.
Implementation of standards

of transparency activities

of financial institutions and
quality of financial services.

The increase of transparency and
sustainability of financial
services markets

The creation of the information
base cross-sectoral regulation

of the financial market

Table 2



Table 2

h The time Measures Responsible Agencies Effect
orizon, year

2018 A discussion (quarterly) of the results of the activity of NBU, SCRFSM, SSMSC | The Ministry of Finance of Ukraine; | Ensuring transparency of financial
at the meetings of the financial stability Board. Holding the quarterly meetings|The National Bank of Ukraine|market regulators. Establishing
with FSB-regulatory organizations to discuss topical issues of regulation and | (NBU); control over the execution of
supervision of financial market The National Commission for|functions by regulators.

Regulation of Financial Services
Markets (NCRFSM),

The Securities and Stock Market
National Commission (SSMNC)

2018 Carrying out of explanatory and consultative work, training, retraining and|The National Bank of Ukraine | Creating a favorable climate for
advanced training of employees of regulatory bodies and financial institutions, and | (NBU); implementation of institutional
improvement of residents financial literacy The National Commission for|reforms

Regulation of Financial Services
Markets (NCRFSM),

The Securities and Stock Market
National Commission (SSMNC)

2019 Reasons of general goals and objectives which are planned to be achieved by |The Financial Stability Council | Determination of the effect from
implementing the concept of cross-sectoral regulation (FSC) the introduction of the concept and con-

trol establishing over its achievement
II stage (2020 y.—...)

2020 The reform of the institutional structure of NCRFSM, SSMNC, the Households | NBU; The creation of institutional prere-

Deposit Guarantee Fund (HDGF) and NBU NCRFSM; quisites for the transition to cross-
SSMNC; sectoral regulation of the financial
HDGF market

2020 The distinction between the functions of monetary regulation, microprudential | NBU; The establishment of the syste-
regulation and microprudential supervision of financial market and creation of the | The national Commission for fi- | mically important, equally stressed,
National Commission for financial market regulation and the National |nancial market regulation; The|transparent, risk-oriented, proac-
Commission for prudential supervision. The transfer of functions for regulation | national Commission for pru-|tive regulation and supervision of
and supervision of banks from the NBU to newly established commissions. dential supervision financial market

2021 The assignments of new functions of the Deposit Guarantee Fund (DGF). The | The Deposit Guarantee Fund The development of the Deposit

establishment of the Deposit guarantee system for small and medium-sized
businesses. Additions credit unions, insurance companies, private pension funds
and funds of construction financing to the list of participants of DGF

guarantee system and protection
of financial services consumers'
rights

* Developed by author.
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Conclusion. The result of the study proves that cross-sector regulation
and supervision over financial market is a model that covers all of its
sectors, has a high level of transparency of financial institutions and
regulators, and provides for the creation of equally stressed conditions of
activity of financial institutions, introduction of mechanisms for early
response on the decline of financial stability of financial market and
protection against systemic risks.

The model of "Twin Peaks" which provides separation of the
functions of regulation and supervision between the two independent bodies
is seen as an effective to reform the institutional structure of regulation and
supervision of financial market in Ukraine. In this regard, it was proposed to
establish the National Commission on financial market regulation and the
National Commission for prudential supervision.

The roadmap defines the sequence of implementation of cross-sectoral
regulation of Ukrainian financial market:

« 2017-2020 — the creation of information, technical and institutional
precondition for the transition to cross-sectoral regulation and supervision;

« 2020 — the introduction of the concept of cross-sectoral regulation
and supervision of financial market, the distribution regulatory and
supervisory functions between the Supreme Council of Ukraine (responsible
for macroprudential supervision), the National Bank of Ukraine (monetary
regulation), the National Commission on financial market regulation
(macroprudential regulation), National Commission for prudential
supervision (microprudential supervision), Deposit guarantee Fund
(guarantee deposits and contributions of individuals and small and medium-
sized enterprises in banks, insurance companies, credit unions, construction
financing funds, private pension funds).

In contrast to existing research, for the first time it was proposed the
structure of the concept of cross-sectoral regulation of financial market of Ukraine.

Implementation of the proposed concept of cross-sectoral regulation
and supervision of financial market will contribute to the harmonization of
activities of financial institutions in the domestic financial markets and their
progressive integration into the world financial space.
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I Iynvea H., I'opoienko T. Konuenuyia pezyniosannsn hinancoeozo putky.

Ilocmanoeka npobnemu. Kpoc-cexmopre pe2ynioganus (iHaHCO8020 PUHKY — ye
MoOOenb, AKA OXONMOE Yci U020 CeKmopu, XapaKxmepuzyemvcs BUCOKUM — piGHeM
MPAHCRApeHmHocmi  (QinanHcosux ycmanog i pe2yisimopie ma nepedbayae CmeopeHHs
DIBHOHANPYICEHUX  YMO8  (DYHKYIOHYBAHHSL @inancosux ycmawos, 6NPOBAOINCEHHS
MEXAHIZMIE PAHHbO2O Peazy8aHHs HA 3HUNCEHHs (DIHAHCO80I cmitlkocmi QiHaHC08020
PUHKY Ma 3aXUCmy 6i0 CUCIEMHUX PUSUKIE.

Ananiz ocmannix 0ocnioicens i nyoaikayii. /[uckyciiini numanHs Cmoco8Ho Kpoc-
CEKMOPHO20  pe2ylo8antss (DIHAHCOB020 PUHKY PO3KPUMO 8 HAYKOGUX NYONiKayisx
8iMUU3HAHUX Ma 3apyOixcHux aemopis, 30kpema A. Adambexrosoi, T. Audpeiikis, O. ba-
panoscvroeco, IlI. Bapenmbotima, P. bepnapoa, b. bpyxcni, /l. Baeynina, JI. Bapmii,
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E. Jlenmepca, O. [[3oub, A. Exmansna, A. 3axaposa, O. Icaceéoi, M. Kasai, J{oc. Kapmacci,
Ioic. Kapyana, C. Kobasxasu JI. Kpusenko, C. Jlobosuncvroi, T. Maxwanosoi,
0. Meoseoesoi, A. Mipkina, K. Mipowuna, B. Miwenxa, C. Haymenxosoi, A. ITinuyx,
1 Ilpacaoa, A. Poma, A. oe Ceppa, C. Cimonosa, T. Cioxa, P. Xeppinea, B. IlImopeau, A. Alnnapa.

Tonpu mnassHicms oKpemux HAYKOBUX O0OPOOOK 3ANUMAIOMbCS  HeGUPIUEHUMU
npobemMu CMOCOBHO BUSHAUEHHS CHPSAMOBAHOCME MOOE KPOC-CEKMOPHO20 pPecyNo8aHHs
@inancoo2o punKy, a maxodic nepeniKy opeanie pezynio8aHHs ma Hazuaoy 3a QIHAHCOBUM
PpuHKOM YKpainu, ix oyHKyiil ma nogHosax cerb.

Memoto OocniddicenHss € aHaniz ICHYIO4020 CMAHYy Ma po3podKa KOHyenyii Kpoc-
CEeKMOPHO20 pe2yNiosanHs | Haenady 3d (QiHAHCO8UM DPUHKOM 6 YKpaini, a makxoosc
00podicHbOI Kapmu ii peanizayii.

Mamepianu ma memoodu. Y npoyeci O0O0CHIONCEHHI BUKOPUCAHO Memoou
NOPi6HAHHA, MAOIUYHUY, THOYKYII ma 0e0yKyii.

Pesynomamu 0ocnioscennsn. Bnepuie po3pobreHo cmpykmypy ma 3MiCmMoOGHe
HanosHenns: Konyenyii Kpoc-cekmopHo2o pecyntosanus (DiHanco8o2o puHky Ykpainu, 6
SAKIU BUBHAYEHO 0COOIUBOCMI 3ANPONOHOBAHOI MOOeNi pe2ylio8aHHs Ma HA2Ady, U020
Memy ma 3a80anns. Haeedeno HOSUI nepenik oOpeauie pezynioganHs U HA2uA0y 3d
@inancosum punkom YKpainu 3a60aKu GopmysanHio 060X Hogux komicii — Hayionanenol
KoMicii 3 pezymosanns inancogozo punky ma Hayionanvroi xomicii 3 npyoenyiiinoeo
Haena0y, a makodic pOo3Kpumo ix ocHoeui yHkyii. Ymouneno ¢ynxyii Hayionanornoeo
banky Yxpainu, pexomenoosano sminumu Hazey ma @yuxkyii Ponoy eapanmyeaHnHs exiadie
@izuynux ocib. 3anpononogano 00podicHo Kapmy peanizayii Konyenyii kpoc-cexmoprozo
pe2yneants Qinancosoeo punky Yrpainu.

Bucnoexku. Ha 6iominy 6i0 icHyrouux nyoOnikayiil, enepuie 3anponoHO8AHO
cmpykmypy Konyenyii' Kpoc-cekmophozo pezyntoeantsi inancoeo2o punky Ykpaiuu, sxa
CKA0AEMbCsL 3 po30iNi6. 3a2anbHi NOLOJCEHHS, Memd, 3a60AHHS MdA NPUHYUNLY, KOPOMKULL
3Micm MOOe, YYACHUKU KPOC-CEKMOPHO20 Pe2ynlo8anHs ma Hazusidy 3a QiHaHcosum
PUHKOM, NPUKIHYEB] NONONCEHHS, A MAKONHC USHAYEHO 3MICT KOHCHO20 3 HUX.

Y oopoorcnini xapmi  eusnaueno maxky NOCHIOOBHICMb 6NPOBAONCEHH KPOC-
CEKMOPHO20 pecynioeants Qinancoso2o punky Yrpainu:

3 2017p. no 2020 p. — cmeopents iHQOPMAYIUHUX, MEXHIYHUX MA THCMUMYYTUHUX
nepeoymos 0/ nepexody 00 KpOC-CeKmMOPHO20 Pe2yIio8anHts I HaA2A0y,

3 2020 p. — 8npo8aodicents KOHYenyii Kpoc-ceKkmopHo20 pe2yto8anHs i Hazusady 3d
QinancosuM PUHKOM Ma 3aKPINIeHHs NOBHOBAMCEHb W00 MaKpopezynosants 3a Padow
@inancosoi cmabineHocmi; Mikponpyoenyitinoeo pecyntoganus — Hayionanvroro komiciero
3 pe2ymosanHst (PIHAHCOB020 PUHKY; MIKpOnpYOenyitinozo naznsidy — Hayionanwnoro xomicicio 3
npyoenyitinozo Ha2aody, po3pooxku ma peanizayii monemapnoi noaimuxu — Hayionanvnum
b6ankom Ykpainu, eapanmyeants K1a0i6 ma 6HeCKi8 QI3UYHUX OCIO UL MAN020 i CepedHbo20
bisHecy 00 OamKie, CMPAXouUx KOMNAHIl, KpPeOUMHUX CRHINOK, (DOHOI6 (DIHAHCYBAHHS
6y0isHUYMEA, HEOePHCABHUX NEHCIUHUX oHOI6 — POHOOM 2apaHmy8aHHs 6KIAOIE.

Buxnadeni xonyenmyanvui nonoosicenns nompeoyloms nooAIbUO20 HAYKOBO20
O0CHIOMNCEHHSl 8 HANPAMI. 3MIHU PeSyISMUGHUX 6UMO2 00 (DIHAHCOBUX YCMAHOS, V MOMY
YUCHT CUCTNEMHO 8adCIUBUX, po3poOku "Memoduku cmpec-mecmyeanhs @QiHAHCO8020
PUHKY Ha 6unadok Henepeobauenux nooiu", "Kodexcy kopnopamusnozo ynpasiiHHs
@inancosumu ycmarnogamu", "Knrouosux ampubymie 0300posnenns i canayii ¢inancosux
yemanos”, "Kepisnuymea 3 ynpagninua pusukamu 8 inancosux ycmanogax", "Cmanoapmy
mpancnapenmuocmi OistbHocmi ginancosux ycmarnog”, "Cmandapmy skocmi (inancogux
nocnye", "Komnencayitinoi nonimuku (noaimuxa eunazopoo)" ma iHwux OOKYyMeHmis,
BNPOBAOIICEHHS. SIKUX CApUsiIMUMe 2apMouisayii OisibHocmi (DIHAHCOBUX YCMAHO8 Ha
GIMYUBHIHOMY DIHAHCOBOMY PUHKY MA NOCMYNOGIll ix iHmezpayii y ceimosutl iHAHCOBUL
npocmip.

Knwuoei crnoea: MOPOXKHS KapTa, KPOC-CEKTOPHE peryioBaHHs, HaiioHanbHa
KOMicCisi 3 peryioBaHHS (hpiHAaHCOBOrO pHHKY, HarioHanpHa KOMIcCist 3 Harmsmy 3a
(hiHAHCOBUM PHUHKOM, PETYJISATUBHHUN apOiTpax, perymnsarop, (iHaHcoBi ycraHOBH, PoHI
rapaHTyBaHHS BKJIAJIiB, IIEHTPAJILHUI OaHK.
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INSTITUTIONAL MODERNIZATION
OF STATE FINANCIAL SUPPORT
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The essence of state financial support for small business was determined. The types
of institutional coordination of state financial support for small business were identified.
The priorities of institutional reforming of the state financial support for small business
were marked. The reforms mentioned will contribute to the growth of gross domestic
product and the level of employment.
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Bonocosuu C., Anocmontok O. Hucmumyyuonnas mooepru3ayus 20cyoapcmeeHHoll
dunancosoit noooepicku manozo ouszneca. Onpedenena CywHOCMb 20CYOAPCMEEHHOU
Gunancosoti  nodoepdcku  manozo OusHeca. Buisenenvl munvl  uHCMUMYYUOHHOU
KOOpOUHAyuu  20CyOapCmMEeHHOU  (DUHAHCOBOU  NOOOEPICKU — MAN020  NPEOnpUHU-
mamenvcmea. ObO3HAUEHbl NPUOPUMENMHbIE HANPABLEHUS. PePOPMUPOBAHUSL UHCIUMY-
YUOHHOU COCMAsisiioueti OmeyecmeeHHOU 20CyO0apCmMEeHHOU (DUHAHCOBOU NOOOEPI’CKU
Manozo busHeca, umo Oyoem cnocob6cmeosams pocmy 8ai08020 HYMPEHHe20 NPOOYKma U
VPOBHS 3AHAMOCMU.

Knwuesvie cnosa: HWHCTUTYLIUOHHAsT MOACPHU3ALNS, MaUTBIA 6H3HCC, rocy-
JapCTBCHHAas (bI/IHaHCOBa}I TIoAACPIKKA, MHCTUTYLHUOHHAsI KOOPpANMHAUA.

Background. Structural transformation of the national economy,
increasing globalization procedures require the necessity of the appropriate
transformations in business sector. Dynamic development of a small
business is a factor of formulation the competitive environment,
accelerating scientific and technological process, increasing the level of
employment, formation the middle class. It can be achieved by a rapid
reaction in response to changes in the external environment, thus increasing
the national competitiveness. As the experience of developed counties
shows, achieving this aim during the period of economic instability and
recession 1is possible only through implementation balanced national
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financial support for small business. The basis for this is in modernization of
institutional component according to requirements as the international
community in general and the EU in particular. It will further optimization
used by the state financial instruments of developing small business, priority
sectors of the state economy, increasing the level of efficiency state and
regional programs of support.

Analysis of recent research and publications. State financial support
is considered by most scientists as a way of influence on entities which is
aimed at solving specific problems of developing economy by using
a complex of instruments and forms [1, p. 114].

Some issues of the institutional modernization of state financial support
of small business were investigated by such foreign and domestic scientists
as O. Prutska, J. Yarova, V. Gavriluk, V. Jucka, N. Karpenko, R. Lipsky,
A. Mazaraky, N.Popovenko, O. Ganenko, R. Slaviuk [1-6] and others.
However, despite of the high level of existing theoretical works, problems
of institutional transformation of the national system of stimulation small
business in conditional of radical economic reforms, require further
investigation.

The aim of the article is determination the value orientations of
modernization the state financial support of domestic small business in terms
of intensification Ukrainian integration into the international environment.

Materials and methods. Theoretical and methodological basis for
writing the article were the works of domestic and foreign scientists which
concern state financial support of small business. The investigation is done
by using methods of theoretical generalization, comparative analysis,
analysis and synthesis, that allowed to prove necessity and directions of
institutional modernization the state financial support of small business in
Ukraine.

Results. Small business is an important part of national economies in
developed countries, that provides social and economical stability,
employment, implementation of innovation. Small business’ adaptability to
changes of customers demands’ condition, possibility of employment for
people allow this sector of business to influence positively on formation of
gross national product and to support the state economy during the
recession. According to the fable 1, during the years 2010-2015 there was a
tendency to increasing in sales of small business in Ukraine. This had been
accompanied by increasing the share of small business in the total sales at
the same time. Significant influence was made by activation role of
individuals — subjects of small business in this process. So, during the
mentioned period the share of sales by individuals — the subjects of small
business, increased in one and a half times in total while increasing the
amount of sales.
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Table 1
Sales dynamics of small business and its share at total amount
of sales in Ukraine for the years 2010-2015*
Indexes 2010 2011 2012 2013 2014 2015

The amount of sales

3596.65 | 4202.46 | 4459.82 | 4334.45 | 4459.70 | 5556.54
by entrepreneurs

The amount of sales by small

. 568.27 | 607.78 | 672.65 | 670.26 | 705.00 | 937.11
business

The share of small enterprises
in total sales

Sales volume of physical 210.93 | 199.99 | 243.63 | 263.46 | 276.30 | 381.86
entities

15.80 14.46 15.08 15.46 15.81 16.87

The proportion of individuals
— of small businesses in total 5.86 476 5.46 6.08 6.20 6.87
sales

* Calculated according to the State Statistics Service of Ukraine [7].

State financial support in an important part in the state regulation of a
small business development. Analysis of the science literature demonstrates
the lack of unanimity in the views of scientists concerning the definition of
state financial support. It is possible to distinguish three approaches to the
term of state financial support. Within the first approach there is an identi-
fication of the state financial support of small business with its financial
component. These positions have N. Popovenko, O. Ganenko [5, p. 128].
However this approach is controversial, considering, the Law of Ukraine
"On the development and state support of small and medium enterprises"”
from March 22, 2013 Ne 4618-VI are singled out such types of state support
of small and medium enterprises as financial, informational and consulting
support. The second approach considers state financial support through its
individual components [3, p. 94; 6, p. 105], which do not take account of its
all possible instruments. The third approach provides state stimulating the
limited range of small businesses, depending on the type of activity [2, p. 9],
what is smaller compared to the practice.

The financial state support of small business development should be
considered in institutional and functional aspects. Institutional aspect
includes the formation and development of institutions which provides
promotion of self-employment and increase the part of small business in
GDP (Gross Domestic Product). Functional aspect of the financial state
support foresees the implementation of distributing, control and informative
functions. The distributing function expects the distribution part of GDP
with the aim of supporting the development of small business. Its variety
is regulate and promotional function. By means of regulate function is
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implemented the influence of state on balancing and harmonization the
development of small business subjects with the consideration of nationwide
interests. Promotional function helps for giving financial support to small
business priority branches and areas of national economy. Control function
aims the implementation of control for purposeful using the provided funds
and for effectiveness the appropriate state and regional programs of suppor-
ting the small business. Informative function foresees giving the information
about the state of implementation the governmental and regional programs
of developing small business and efficiency their implementation. The
realization of functions is based on application of direct and indirect helping
mechanisms of public authority and local government to priority kinds of
small businesses.

Based on the above, the financial state support of small business is
a component of state financial policy, which is realized by using specific
financial mechanism with the aim of developing the priority branches and
areas of national economy, promotion the occupation and growth the part of
small business in GDP.

The System of financial state support of small business has a complex
institution structure. There are two historically types:

- with making a single specialized governmental formation, which
carries out the coordination support the development of small business

. without making a specialized governmental formation. In this
situation its functions are distributed between a few state structures and
realized successfully, if in this country traditions of conscientious business
are prevailed.

In the USA the institution structure of financial state support for small
business has a single governmental formation — Small Business Adminis-
tration. According to researches of Deutsche Bank, exactly small enterprises
became the key factor in restoration of the USA economy after depression
and recession in 2007-2009 [8, p. 1]. In 2014 in the USA from 10.9 million
newly working places 7 millions were made by start-ups and small
enterprises [9].

The Administration of small business was founded in 1953. Its
activity reduces to 4 main functions: providing admission to capital,
providing entrepreneurial development, implementation of Public Pro-
curement, protection interests of small enterprises through the revision of
current legislation, producing claims on behalf of small business and
conducting different researches.

The important characteristic of the system of state financial support
of the USA is Small Business Administration does not make direct loans of
entrepreneurs. It operates as a guarantor of credit payout banks and in-
vestors. Thus, the government of the USA doesn’t spend enormous sums of
budget funds on support programs, just guarantees and accompanies credits.
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The approachability of financial services for small business is an
important instrument of formation the competitiveness of country [3, p. 15].
From all credit programs of small business in the USA four should be defined.

The Program of loans 7 (a) (General Small Business Loans: 7 (a) —
the most popular kind of credits that gives on filling up the current assets,
purchasing equipment, estate, technology, materials, on construction and
reconstruction, refinancing debts or on start-ups. The term of payment this
credit fluctuates from 1 to 25 years depending on aims, which it is given out.

The Program of finance the current assets (CAPLines) was made for
enterprises with short-term and cyclic demand in current assets amount to 5
millions dollars the USA. This funds can be used for financing seasonal
demands in current asset (The Seasonal Line of Credit Program), on direct
costs of construction agreements, on contracts for providing services or on
supplying, the subcontracts, ordering on purchasing goods (The Contract
Loan Program), costs on commercial or residential construction (7he
Builders Line Program), credit lines of wide spectrum on different kinds of
demands in current assets (The Working Capital Line of Credit Program).

The Program of supporting export (Export Loan Programs): Export
Express, Export Working Capital, International Trade Loan. Export Express
is an available kind of credit supporting the development of export activity
of small enterprises, which starts working on external markets and in which
70 % of capital is involved in export. The Program Export Working Capital
is directed to attract the additional capital in already developed export
activity of enterprises. It foresees making short-term loans for financing
specific contract in the amount of $ 5 million. The Program International
Trade Loan (Credits for Foreign Trade) is directed on improving compe-
tition position of small enterprises, which develop its activity on external
markets through credit in the amount of $ 5 million on renewal equipment
and protection from effect competition from the side foreign companies.

The Program of business-help from disasters consequences (Disaster
Loans). Help for business can be given for financing material (Economic
Physical Disaster Loans) and economic consequences (Economic Injury
Disaster Loans). The first type of loan can be used on financing costs,
related with repair or replacement realty, cars, equipment, armature, stock,
improvement rented realty, with reduction or avoiding risk in the future. The
second is related with covering economic costs from consequences of
disasters, it is known as impossibility of a company to implement its
financial obligations and cover necessary operating costs.

The organizations, like Administration of small business, were also
established in other countries, particular, in Great Britain — National Agency
for Small Business Service (SBS), in Germany — General Directorate of
Small and Medium Business, crafts, services and free professions (DG VIII)
at Federal Ministry of economy and technology, in Japan — Agency of small
and medium enterprises (SMEA), in Hungry — National Council for Enterprise
Development, in Poland — Department crafts small and medium enterprises.
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There are also success examples of implementation of the financial
state policy without coordination the support of development the small
enterprise by a single governmental formation. The functions of such
organization, as Administration of small business, can be distributed
between few state structures. This approach is applied in the European
Union, where more than 20 millions of small and medium enterprises
engage 99 % of all business [10]. In a small and medium business is
engaged 2/3 of active working population in Europe.

The basic political principles of the European Union about supporting
of small businesses are indicated in a Small Business Act for Europe, which
was accepted in 2008. Here with the European Commission, which is
represented by the executive board of EU, is guided by the principle "Think
Small First" [11]. In 2011 the new conception of treatment to the small
businesses was represented, which essence is to reduce regulating pressure
on small firms. Established by the European Commission, the General
Directorate of Enterprise and Industry deals with advancement and
development of small and medium-sized companies, particularly provides
supporting to EU member countries and their regions for application the
EU policy about progressing of small businesses and their coming out to the
international market.

European portal for the small businesses, created by the European
Commission for ensuring wide on-line access to the whole information,
which is related to the supporting of small businesses. With its help an
entrepreneurs can find the sources of funding their businesses, partners, here
the information about all thematic arrangements, which are held by
European Commission, are lighted up and the successful examples of using
the maintenance to the small businesses are located. In Europe the state
financial policy of sustaining small businesses are implemented mostly by
indirect financing to small businesses by means of guaranteeing, but in
some cases direct state grants can be given.

In the countries of the European Union a large quantity of supporting
small businesses programs are implemented, among them COSME and EU
programs of microfinancing with participation of European Commission,
European Investment Fund and European Investment Bank should be
emphasized.

Competitiveness of Small and Medium-sized Enterprises (COSME) —
is a program, which is reckoned on the period from 2014 to 2020 year with
planned budget in amount of 2.3 billion euro. It is oriented on growth of
sources of financing small and medium-sized business accessibility, market
accessibility, supporting of entrepreneur, favorableness of establishing
business condition and its expansion.

European Progress Microfinance Facility — is a program neglected in
2010 year, which provides making loans for people, who lost their job and
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have a desire to start-up their own business, or for entrepreneurs, who want
to expand their own businesses, but have no ability to receive a standard
bank loan.

Joint European Resources for Micro to Medium-sized Enterprises
(JEREMIE) is an initiative of European Commission participating with
European Investment Fund, was created for improvement of the access to
the financing small and medium-sized companies through mediation of
European Regional Development Fund. Payments from this fund are
divided between credit, guarantee funds or venture capital funds for
investing in enterprises. The income of such companies is reinvested in the
firms. Thereby, money can be used again and it enlarges the influence of
state resources, given for small and medium-sized businesses development.

European Investment Fund realizes investment into venture capital
implements — capital investments into the venture capital funds and business
incubators, which provide supporting to the small businesses, especially
newly-established and technologic oriented companies. Here with it ensures
the creditors of small businesses with guarantees.

In Ukraine there is no special agency of a state financial supporting of
small business. This function is done by the Ministry of Economic
Development and Trade, which cooperates with the international financial
institutions, coordinates the preparation and realization of maintenance
projects. Functions of the State Agency of Investment and National Projects
had been charged on the Ministry of Economic development and Trade,
which was liquidated according to resolution of the Cabinet of Ministers of
Ukraine "About optimization of the central executive authority system"
from September 10, 2014 Ne 442. In the mean time, in the compound of
State Tax Service there is a Council concerning encouraging of investments
and entrepreneurship, which assists the small businesses in raising additional
investments on account of improvement of the fiscal surroundings and
elaboration of recommendation for making facilities of doing business.

The central place in the system of executive authority, which is
engaged in financial policy concerning supporting small businesses, until
2014 was taken by the State Service of Ukraine of regulatory policy and
entrepreneurship development, which was subordinated to the Cabinet of
Ministers of Ukraine. The aim of its operation was creating of conditions, in
particular financial conditions, for providing economic activity on a high
level, assisting the employment of population, accomplishing the tasks of
National Program of supporting small business development in Ukraine,
ensuring making micro loans to the subjects of enterprising. This service
was reorganized into the State Regulating Service of Ukraine, which has
been engaged in business supporting no more, but which accomplishes
regulating, supervising functions, makes licensing of economic activity and
its deregulation [13]. The authority concerning small businesses
maintenance was passed to the Department of the Business Development
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and Regulating Policy in a compound of Ministry of Economic
Development and Trade. The department operates through Ukrainian Fund
of Business Supporting, which implements programs concerning small and
medium-sized businesses development using money from National Budget.
In Ukraine, establishing regional purpose-oriented funds of small and
medium-sized businesses supporting is provided, too. Supporting of small
businesses innovative activity is accomplished owing to the Fund of Small
Innovative Business Supporting, but nowadays the issue about its
submission and further operation are remain unregulated.

Ukrainian Fund of Farm Enterprises Supporting, which activity is
regulated due to the Law of Ukraine "About Farm Enterprises" from June 19,
2003 Ne 973-VI, supports establishing and developing of the farm companies
by giving returnable financial aid to them up to 5 years from the State and
local budget.

Among state public companies, which provide supporting to the small
businesses, Ukreksimbank, Ukragroleasing, State Food and Grain Corporation
and Agrarian Fund should be emphasized. In Ukreksimbank the separate
enumeration of credit products for small and medium-sized businesses was
elaborated. According to the agroloans such as "Investment", "Argicultural
machinery" or "Reversible", interest rates in 2016 were from 7 % in euro to
20 % in hryvnia, while in the U.S. they do not exceed 8 %.

National joint stock company "Ukragroleasing" gives agricultural
machinery for financial leasing for a period from 3 to 7 years with pro-
visional leasing payments at a rate of 10-15 % of the cost of equipment
without VAT. The main objective of the state leasing programs is alle-
viation of the small farm enterprises participation in searching money for
purchasing or renting agricultural machinery and assistance in accelerated
renovation of the farm enterprises’ capital assets, in which the considerable
part is physically and morally outdated. State Food Grain Corporation
attracts credit and investment resources in agricultural production,
promoting Ukrainian grain and its products to overseas markets.

Agrarian Fund was established pursuant to the Law of Ukraine "On
State Support of Agriculture" on June 24, 2004 Ne 1877-1V. Agrarian Fund
functions are connected with governmental support of agricultural enterprises
and related implementation commodity and financial interventions in the
organized commodity market to ensure price equilibrium; purchase or sale
of material and technical equipment for the needs of agricultural producers;
providing low cost loans to producers of grain in the standby state pledge
purchases; providing budget subsidies producers of livestock products in
order to prevent loss of Ukrainian producers.

According to the Law "On peculiarities of agricultural products
insurance with state support" Ne 4391-VI of February 9, 2012 insurance
program for agricultural products carried out with state support association
of insurers — insurance Agrarian the Pool, which coordinates the activities of
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insurance companies and contributes to providing quality insurance
services, which includes four private insurance companies. This allows, on
the one hand, private insurance companies to participate in the development
of agricultural insurance and in a partnership with the government, on the
other hand, the state is developing and implementing insurance products,
monitors the quality of insurance services, asserts the need to implement of
agricultural insurance programs. Such insurance pools have proven their
effectiveness in other countries. For example, in Spain created
"Agroseguro", in Turkey — "TARSIM", the Russian Federation — National
Union of Agricultural Insurance. Thus, the creation of Agricultural
Insurance can be interpreted as positive steps towards state support of
insurance of agricultural products. However, the activities of these
institutions can be successful only in case of stable regulatory framework,
adequate funding and proper organization of their activities.

Significant influence on the development of the small business in
Ukraine is carried out by international organizations, funding various
projects to support small business. For example, the EIB implements the
credit line in Ukraine "The main credit for SMEs and companies with mid-
cap" (APEX LOAN FOR SMES & MID-CAPS (UKRAINE)) in the amount
of 400 million euros. Under this program recipients will act banks that lend
their help with final borrowers — small businesses. Priority areas of crediting
are the private sector mitigate and adapt to climate change, the development
of social and economic infrastructure. Similar credit lines open for Spain,
Portugal, Italy, Serbia, Turkey and Malta. The European Investment Bank
opened to Ukrainian enterprises a credit line in supporting trade
(400 million euros) and the restoration of Ukraine (200 million euros).

Promoting reforms and improving the business environment in
Ukraine, the European Bank for Reconstruction and Development (EBRD)
has an active financial policy in Ukraine, funding 329 projects. EBRD has
already invested in Ukraine 9.64 §$ billion. Since 2015 the EBRD and the
EU jointly launched a project to support small and medium business in
Ukraine, Georgia and Moldova. This program is being implemented as a
part of Project Support Agreement deep and comprehensive free trade area
(Deep and Comprehensive Free Trade Area Agreement), signed between
Ukraine and the European Union on June 27, 2014, which in turn is a part of
the Association Agreement.

International Finance Corporation (IFC) finances investment projects
and introduces advisory program in Ukraine since 1993 through consulting
projects for privatization and land reform. This was the basis for the creation
of more than 60 thousand small businesses and more than 700 thousand
jobs. In the framework of this cooperation the domestic banking sector,
agribusiness, small businesses receive about 400$ million dollars.

Credit Institution for Reconstruction (KfW) was established in 1948 to
promote economic development in Germany and developing countries. The
main activities of KfW are to promote small and medium enterprises,
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support for start-ups, financing, construction, provision of export and
project financing. As a part of the German government's "Transform" Credit
Institution for Reconstruction, the National Bank of Ukraine and the
Ministry of Finance in 1999 was created the German-Ukrainian Fund (GUF)
with registered capital of 16.36 million euros.

Currently, the fund helps small and medium business in Ukraine
through networking with Ukrainian partner banks to provide them with
financial resources for lending to fixed and working capital for small business.

Conclusion. Thus, the institution of the state support of small business
impacts on socio-economic development by means of budget, tax, credit and
investment tools. The effectiveness of the state financial policy of supporting
small businesses in the US and the European Union, highlighting the need
for more widespread use of instruments of indirect financial support to
Ukraine that will upgrade its own system of support of small business and
create a foundation for the formation of a competitive national economy.
However, the basis of modernization should be cooperation of domestic,
foreign and international institutions to support small businesses.
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Bonocosuu C., Anocmonwk O. Incmumyyitina mooephizauia oOeprcasnoi
¢inancosoi niompumku manozo oiznecy.

Ilocmanoeka npoonemu. Cmpykmypui nepemeopeHHs HAYIOHANbHOI eKOHOMIKU,
NOCUNIeHHST 2NI00ANI3aYIIHUX NPOYeci8 0OYMOBIIMb HeOOXIOHICMb BIONOGIOHUX MPAHC-
dopmayii NIONPUEMHUYBKO20 CEKMOPA, 6ANCIUGOH) CKIAO0B0I0 K020 € Manull OizHec.
Junamiunuil po3eumox manozco NiONPUEMHUYMBA € YUHHUKOM (OPMYBAHHS KOHKYDEHM-
HO20 cepedosuiyd, NPUCKOPEHHS HAYKOBO-MEXHIUHO20 Npo2cpecy, 3POCMAHHSA DIGHs 3aliHs-
mocmi, gopmysanHsa cepedHbo2o Kiacy. Ak ceiduumv 00C8i0 po36UHEHUX KpdiH, docse-
HeHHs yiei Memu 6 yMO8aX eKOHOMIYHOI HecmaOilbHOCMI ma peyecii Moxciuge nuuie
3a805KU  30IUCHEHHIO 38AJICEHOT 0epaicasHoi Ginancosoi niOmpumku manozo 0izHecy.
Hiorpynmam yvoeo € modepHizayis ii incmumyyiuHoi ck1ado8oi 8i0N08IOHO 00 8UMO2 AK
MidcHapoOoHoi cnineHomu 8 yinomy, max i €sponeticokoco Cow3y 30kpema.

Mema cmammi — 8U3HAYEHHS YIHHICHUX OPIEHMUPIE THCMUMYYIUHOT MOOepHIZ3ayil
Oeporcashoi QPiHancosoi niOMpUMKU GIMYUZHAHO20 MA020 DI3HECY 8 YMO8AX AKMusizayil
inmeepayii Ykpainu y mischapoonull npocmip.

Mamepianu ma memoou. Teopemuunum ma MemoOONOIYHUM NIOTPYHMAM OJis
HANUCauHs cmammi cmanu npayi IMYUSHAHUX MA 3apYOINCHUX HAYKOBYIE CMOCOBHO
0epocasroil PiHanco8ol NiOMpPUMKU MA020 NIONPUEMHUYMEA. [[OCTIONCEH S NPOBEOEHO 13
3ACOCYBAHHAM Memo0i8 MeopemuyHo20 Y3d2aibHeHH s, NOPIGHANbHO20 AHANI3Y, AHATIZY
ma cuumesy, wo 0aio 3mMo2y 0OIPYHmMY8amu HeoOXIOHICMb ma HANpAMU THCTMUMYYIUHOL
MoOepHizayii OepaicasHoi iHaHCO80T NiOMpUMKU Ma02o OisHecy 8 YKpaiHi.

Pesynomamu oocnioxncenna. 30amuicms Manozo 0Oi3Hecy APUCMOCO8Y8AMUCH 00
3MIH YMOG CHONCUBHO20 NONUMY, MOICTUBOCHI 3a0e3neueHHst 3aUHAMOocmi OJis HACENeHH s
0036071A10Mb  YbOM) CEKMOpY NIONPUEMHUYMBA NOZUMUBHO BNAUBAMU HA QOPMYBAHHSA
8a7106020 HAYIOHAILHO20 NPOOYKMY MA RIOMPUMYEAMU HAYIOHATbHY eKOHOMIKY 8 YMO8aX
peyecii. Ha ocnosi ananizy Haykoeoi nimepamypu 3anponoHO8AHO GU3HAUEHHS NOHAMMI
OepoicasHoi inancosoi NIOMPUMKU PO3BUMKY MAN020 NIONPUEMHUYIMBA DO32IA0AMU 8
iHcmumyyiiinomy ma QyHKyionanbHoMy acnekmi. Incmumyyitinuii acnekm nepeobauae
dopmysanHs ma po3eUmMoK [HCMUMYMIS, K 3a0e3neuyoms CHPUSHHL CaMO3AUHAMOCMI
ma 3pOCMAHHI0 YACmKU Mano2o nionpuemuuymea y BBII. @yuxyionanvhuu acnexm
Oepacasnoi  hiHancoeoi  niompumku  nepeddAuae  BUKOHAHHA Hew  PO3NOOinbYoi,
KOHMpOabHOI ma iH@opmayitinoi Qyuxyil. JJocriodxicenHs c8imosoi npakmuKku 0epicasHol
Qinancogoi niompumxku manozo 0izHecy 00360UN0 GUOLIUMU 08 MURU THCMUMYYIUHOL
niOMPUMKU: i3 CMBOPEHHAM EOUHO20 CReyiani308aH020 Yps008020 YMEOPEHHS, W0
300ICHIOE KOOPOUHAYII0 NIOMPUMKU PO3BUMKY MAN020 NIONPUEMHUYMBA; De3 CIBOPeHHs
cneyianizo8ano2o ypsaoo6020 YmeopeHHsi.

Bucnoexu. Incmumym 0epocasHoi niOmpuMKy Mano2o niOnpUEMHUYMEA 6NIUBAE
HA COYIanbHO-eKOHOMIYHULL PO36UMOK KPAiHU 3d OONOMO20I0 OI00HCEMHUX, NOOAMKOBUX,
KpeOumuux ma iHeecmuyitiHux incmpymenmis. Egexmugnicms OepowcasHoi Qinancosol
noaimuxy niompumku manozo nionpuemuuymea 6 CIIA ma kpainax €eponeiicbkoeo
Coro3y cgiduums npo HeoOXIOHICMb WUPULO20 3ACMOCYBAHHS [HCMPYMEHMIE HenpsamMoi
@inancosoi niompumxu 8 Ykpaiui, wo Hadacme MONMCIUGICML MOOEPHIZY8AMU 6IACHY
cucmemy NIOMPUMKU MAN020 NIONPUEMHUYMBA MA CMBOPUMU OCHO8U 05l POPMYBAHHSA
KOHKYPEHMOCHPOMONICHOI HAYIOHANbHOI eKoHOMIKU. Boonouac niotpynmam mooepuizayii
Mae cmamu  CHiGNpays  GIMYUSHAHUX, I[HO3EMHUX MA MIZCHAPOOHUX [HCMUMYMI8
niIOMPUMKU MAI020 Di3HeC).

Kniouoei cnosa: iHcTUTyHiHA MoJepHi3auis, Majiuid Oi3Hec, Jep)KaBHa
(biHaHCOBA MIATPUMKA, IHCTUTYLIHHA KOOPIMHALLIS.
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REGULATION AND SUPERVISION
OVER SYSTEMICALLY IMPORTANT
BANKS

The theoretical and practical approaches to regulation and supervision of
systemically important banks of global and national levels have been studied. The analysis
of the recommendations of the Basel Committee concerning the regulation and supervision
of systemically important banks has been conducted and suggestions as for improving their
efficiency have been developed.
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standards and principles of regulation.

Bypa B. Cucmemno eajxcuvle 0amxu: pezynupogéanue u Haosop. Hcciedosarvi
meopemuyueckue U NpakmuiecKue nooxoovl K pe2yiuposanulo u Hao3opy 3d CUCEMHO
BAJICHBIMU  DAHKAMU 27100ANbHO20 U HAYUOHANbHBIX YpoeHel. IIpoeeden ananus pexo-
Menoayuil bazenbckozo Komumema KAcamenbHo pe2yiupoeanus U Had30pa 3a CUCEMHO
BAJICHBIMU ~ OAHKaMU, a makdce papabomansvl NPeoNoANCeHUs NO NOGLIUEHUIO UX
aghgpexmusrocmu.

Kniouesvie cnoea: CHCTEeMHO BaKHbIH OaHK, OAHKOBCKOE pEryJHUpOBaHUE,
0aHKOBCKMI Ha/130p, CTAaHJAPTHI U MPUHIMITB PETyJIHPOBAHMSI.

Background. During the global financial crisis, the primary focus of
regulators of most countries was on maintaining solvency and overall
stability of systemically important banks (SIBs), which, in turn, revealed the
need to improve the mechanism of state regulation of their activities.
Reform approaches to regulation and supervision of SIBs after the crisis has
become one of the key tasks of the oversight bodies of global and national
levels. Currently, international organizations have developed a number of
recommendations to improve the requirements of SIBs, which involve
comprehensive study and systematization, and define the need and
relevance of this research.

Analysis of recent research and publications. Despite substantial
research portfolio of international organizations, namely, the Basel Com-
mittee on Banking Supervision, the Financial Stability Board as well as
foreign and local researchers, methodology of regulation and supervision of
SIBs requires further development. The works of foreign scholars (F. Alek-
serov, G. Penikas, V. Novikova) as well as domestic scholars (I. Krasnova,
V. Lavrenyuk, A. Semiryad) are dedicated to certain theoretical and
practical issues of regulation and supervision of SIBs [1-4].Without
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denying the scientific achievements of these authors, the problem of
effective regulation and supervision of SIBs is still remains open.

The aim of the article is to study the standards of regulation and
supervision of systemically important banks and develop practical
recommendations to enhance their performance.

To achieve this goal the following tasks are set: to analyze interna-
tional standards of regulation and supervision of SIBs on a world-wide and
national basis; to distinguish stages of regulation and supervision of SIBs; to
develop proposals for improving the regulation and supervision of SIBs in
Ukraine.

Materials and methods. The information bases of the research are
the documents of the Basel Committee on Banking Supervision (BCBS) and
the Financial Stability Board (FSB), the regulatory framework of Ukraine
on regulation and supervision of SIBs as well as scientific articles of foreign
and domestic scientists.

The article is made using the dialectical method as the main method of
any research and is based on the systematic, historical and logical approach
to the study of the regulation and supervision of systemically important
banks. The study has used such methods as analysis and synthesis (in the
definition of the term "potential systemically important bank") and
comparative analysis (in the analysis of standards of Basel Committee and
the National Bank of Ukraine in regulation of SIBs).

Results. To ensure stable functioning of the banking system, the
standards of regulation and supervision of banks (including systemically
important banks) are developed at the international level and transformed
into national law of countries. These standards are basically a form of
principles and guidelines and, as such, from a legal point of view, are not
compulsory. The most striking example is the work of BCBS and the FSB,
which developed a set of recommendations for regulating both global and
national SIBs. These recommendations are aimed primarily at elimination of
systemic risks and, as a consequence, at moral hazard.

Under the control of SIBs it is appropriate to understand the series of
steps of the competent authorities on the development and implementation
of regulations, which are the basis for the identification of SIBs and higher
requirements determination for their activities in order to prevent systemic
imbalances. Supervision of SIBs is a set of procedures to identify their
compliance with established requirements of regulatory bodies and to
develop measures to address identified problems in order to prevent
systemic imbalances and/or reduction of costs related to financial instability.

The regulation and supervision of global systemically important banks
(GSIBs) is done by BCBS, the FSB and national supervisory authorities.
The standards of BCBS and the FSB aimed primarily at developing GSIBs
sufficient capital to prevent the emergence of systemic risk through their
fault.
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In theory, there are two possible models of regulation of SIBs:
preventive model and the restrictive one. The first involves state actions to
prevent the formation of the bank as a systemically important one and
involves their reorganization. The second model assumes the existence of
SIBs in the financial market, but the requirements for their operation are
much harder [4, p. 36]. The use of restrictive regulatory model of GSIBs
provides international standards of BCBS and the FSB, the main provisions
of which can be reduced to three blocks.

Firstly, the formation of a systemically important buffer (increased
ability to absorb losses or the NLA — higher loss absorbency) of GSIBs,
depending on the degree of systemic importance of the bank (table ). The
size of this figure varies from 1 % (for the first group) to 2.5 % (for the
fourth group) of risk-weighted assets. Also, the group involved the requi-
rements of which, currently, any bank meets (the fifth group with the
volume of buffer to 3.5 %), with the aim of restraining the growth process
of systemic importance of banks [5].

The formation of a systemically important buffer is made entirely at
the cost of Tier I capital as it is defined by Basel III that is equity capital.
This requirement is implemented gradually and in parallel with the
performance requirements for the formation of capital conservation buffer
and countercyclical capital buffer of January 1, 2016, acquiring full force on
January 1, 2019 [5; 6].

BCBS emphasizes that these requirements to the size of systemically
important buffer (fable I) are minimal, and national authorities on their own
initiative may increase them [5].

Table 1

Differentiation of requirements to increase capital of GSIBs
according to their systemic importance (as of November 2015) *

Systemic importance

Group The list of banks buffer size, %
5 - 3.5
4 HSBC, JP Morgan Chase 2.5
3 Barclays, BNP Paribas, Citigroup, Deutsche Bank 2.0
2 Bank of America, Credit Suisse, Goldman Sachs, 1.5
Mitsubishi UFJ FG, Morgan Stanley
1 Agricultural Bank of China, Bank of China, Bank of 1.0

New York Mellon, China Construction Bank,
Groupe BPCE, Groupe Crédit Agricole, Industrial
and Commercial Bank of China Limited, ING Bank,
Mizuho FG, Nordea, Royal Bank of Scotland,
Santander, Société Générale, Standard Chartered,
State Street, Sumitomo Mitsui FG, UBS, Unicredit
Group, Wells Fargo

* Compiled by the author in concert with [7]
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Secondly, GSIBs are obliged to form Recovery Plan of the financial
stability of the bank. In case of violation of the requirements of capital
adequacy, measures foreseen by the Recovery plan of the financial stability
of the bank and supervisory authorities impose restrictions on the payment
of dividends [5].

Thirdly, higher requirements for disclosure are set. All banks with
total assets of over 200 billion euros (incl. GSIBs) are publicly required to
disclose the value of the 12 indicators provided by GSIBs identification
method [5].

GSIBs identification method and requirements for the formation of
systemically important buffer as well as information disclosure nowadays
are implemented in all countries where GSIBs are registered, namely the
EU, the US, China, Japan and Switzerland.

However, despite the development and implementation of post-crisis
regulatory GSIBs approach and obvious progress of the reform, the existing
set of regulatory instruments still continues to grow and improve. Thus, in
2015 the FSB added a list of requirements for the GSIBs through the
introduction of two indicators: first, the indicator of the total loss-absorbing
capacity (TLAC, a ratio of regulatory capital and long-term unsecured debt
to assets weighted for risk), which until January 1, 2019 must be at least
16 %, and from January 1, 2020 — 18 %; second, the indicator of TLAC LRE
(ratio of regulatory capital and long-term unsecured debt in the denominator
of financial leverage, i.e. assets of balance sheet and off-balance sheet),
which until January 1, 2019 shall not be less than 6%, and from January 1,
2022 —-6.75 % [8].

Reduced requirements for these metrics are applied to GSIBs which
headquarters are located in countries with market economy that is emerging
(EME), i.e. to four GSIBs of China — Agricultural Bank of China, Bank of
China, China Construction Bank and Industrial and Commercial Bank of
China. The minimal TLAC for them is set at 16 %, and TLAC LRE — 6 %,
they must be carried out no later than January 1, 2025, and higher indicator
values at — respectively 18 % and 6.75 % no later than January 1, 2028 [8].

Financial Stability Board determines that the calculation of TLAC and
TLAC LRE should take into account the financial instruments that can be
legally effective and quickly converted into equity capital. Based on these
principles, the minimum TLAC is calculated with such financial instruments
as the basic and additional capital of the first order, subordinated and
unsecured long-term debt.

It is estimated that to meet TLAC rate at 18 % GSIBs will have to
attract additional capital in the amount of 457 billion euros up to 1.1 trillion
euros, depending on what tools will be used to increase it. To get necessary
funds banks will issue special bonds with high interest rates (assuming 57 %
in normal, currently 0.5-1.5 % per annum), but during the crisis these bonds
will overlap first losses of the banks. That is, in case of bank failure, these
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bonds can be written off forcibly to replenish its capital. Thus, the
bankruptcy of major banks will not be paid by the taxpayers but by the bank
owners and the owners of these bonds.

In domestic practice of banking regulation the National Bank of
Ukraine in 2009 used a somewhat similar figure to TLAC — capital
adequacy ratio H4. It is calculated as the ratio of total capital to total assets
of the bank (reduced by the establishment of appropriate reserves).
Normative value H4 was no lower than 4 %.

The ratio shows the level of capital adequacy in view of the total
volume of activity, regardless of the size of various risks. This standard was
used in the domestic banking practice for strengthening control over the
amount of capital versus assets. As for international norms, the application
of this index is not provided by them.

Another standard of regulation and supervision of GSIBs is the
requirement to aggregate their risks. Risk aggregation involves identifi-
cation, collection and processing of data on the risks in accordance with the
banks’ risk reporting, allowing them to evaluate their activities on the basis
of risk appetite (risk tolerance) [9].

During the last global crisis, information technologies of banks were
not able to ensure proper management of financial risks. Many banks could
not aggregate volume of all the risks as well as quickly and accurately
determine the degree of risk concentration at the level of the banking group,
the bank activities and the level of members of the group. Some banks were
unable to manage their own risks properly, having only limited information
and imperfect methods for reporting risks.

In this regard, the Basel Committee on Banking Supervision in
January 2013 formed 14 principles of risk aggregation and presentation of
reports on risk ("Principles for effective risk data aggregation and risk
reporting") [9]. In turn, it is expected that effective implementation of these
principles will improve risk management and decision-making procedures
by banks. These principles are designed to systemically important banks and
came into force in January 2016. However, national authorities may extend
the scope of their application to a wide range of banks considering the
volume, nature and complexity of their operations.

Discovered principles cover four closely interrelated areas:

. general management and infrastructure (principles 1-2) — provide
requirements for corporate governance and the development as well as
support of data architecture and infrastructure of information technology (IT),
which will be the basis for risk aggregation and reporting;

. risk aggregation procedures (principles 3—7) — involve the use of
automated aggregation of all important data on the risks, its timely presen-
tation and the possibility of processing a wide range of special requests;

. reporting practice (principles 8-11) — provide the accuracy and
correctness of the data in the reports, exhaustive reporting on all types of
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risks, their clarity and accuracy, increase the frequency of reporting in times of
crisis and extending them to the persons concerned, subject to confidentiality;

- control, tools and interaction of supervision (principles 12—14).

Supervisory bodies are required to carry out regular monitoring and
evaluation of compliance with these principles by banks, to use appropriate
tools and resources to ensure effective and timely bank measures for
eliminating the shortcomings in aggregating and reporting on risks as well
as they should cooperate with the relevant supervisory authorities in other
jurisdictions.

Aggregation of risks opens up new possibilities for solving bank
problems. For global systemically important banks, in particular, it is
important, the financial recovery authorities to have access to aggregated
data on risk, subject to the document of the Financial stability board on
"Key attributes of effective modes of recovery and reorganization of
financial institutions". The availability of reliable information database will
allow banks and supervisory bodies to predict problems in advance and to
expedite the process of rehabilitation of the bank. It will also enhance the
ability to find alternative ways to restore financial stability and viability, if
the bank gets into serious stressful situation. Thus, a reliable information
base will simplify the search for the right partner for business merger [9].

Another aspect of the regulation of GSIBs that deserves attention is
the BCBS guidelines that are the basis for determining the interest rate risk
in the banking book (Interest rate risk in the banking book or IRRBB) and
minimizing it [10]. /RRBB refers to current or potential risk of the bank's
capital and its income due to adverse changes in interest rates that affect the
positions of the banking portfolio. This risk is a part of the recommen-
dations of Basel II as well as Guidelines for the management and control of
interest rate risk which were set out in the 2004. These principles covered
the process of identification, measurement, monitoring and control of /[RRBB.

In January 2016, Guidelines on /RRBB were updated by BCBS to take
account of market developments and changes in the supervisory practice. As
it turned out, the conceptualization of this category of risk was pushed by
the extremely low interest rates on deposit and credit operations, which
threatens the insolvency of banks because of narrowing the economic base
of capital replenishment due to market sources, on the one hand, and a
possible shortage of liquidity on the other hand.

The implementation of these principles should be comparable to the
size and complexity of the bank and its structure, economic significance and
overall risk profile. That is the attention of supervisory bodies, primarily,
should be focused on the systemic risks inherent in large, complex or
international banks [10].

The requirements set out in the activities of GSIBs are quite strict and
require significant financial investments. As the head of the FSB, Mark
Carney, mentioned: "These proposals will help to change the system so that
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banks and their investors and lenders will be responsible for their own
actions" [11].

However, the proposed standards for regulation of GSIBs also have a
number of omissions. Thus, the imposition of additional capital requi-
rements does not solve the problem of the quality of bank assets. Stress
analysis conducted by the IMF showed serious problems in Deutsche Bank
(it belongs to the third group of GSIBs) associated with a significant amount
of risky assets on the balance sheet against the background of a high level of
capital security [12]. The recommendations also do not take into account the
specificity of banks and their risk profile. BCBS continues to work towards
further improvement of approaches as for the credit risk assessment in
estimating of assets and international accounting.

Thus, developed by BCBS and the FSB standards of regulation and
supervision of SIBs include higher requirements to their activities,
empowerment of national supervisory authorities and increase of the
intensity of its implementation.

BCBS also provided recommendations on regulating domestic syste-
mically important banks (D-SIBS). However, these recommendations apply
only to their identification and formation of a systemically important buffer.
For D-SIBS just as for GSIBs, BCBS recommends to establish differen-
tiated requirements for the amount of systemically important buffer, which
will serve as an additional incentive to reduce systemically important banks,
or at least keep it at a constant level. Additionally, at the discretion of the
national supervisory authorities, in the implementation of regulation and
supervision of D-SIBS they can be guided by the standards developed for GSIBs.

Consequently, according to the standards, there can be determined
four stages of regulation and supervision of SIBs, namely:

First — organizational: development of an appropriate regulatory
framework with the standards. At this stage, the authorities, administering
regulation of SIBs, with the appropriate division of powers are defined,
methods of identification of these banks are formed and approved,
requirements of their activities and the time of their implementation are
defined by the legislative.

Second — identification of a list of SIBs and their grouping. In
accordance with the methodology supervision body annually identifies the
list of SIBs and divides them into groups by level of systemic importance.

Third — gradual and differentiated fulfillment of increased requi-
rements to their activities. This stage is the practical implementation of the
first two stages. Thus, the first and the second stages should be legally
established by the rules that allow banks to timely and fully realize their
implementation.

Fourth — monitoring the compliance with the requirements of the
supervisory authority.

Along with SIBs it is appropriate to identify potential SIBs (PSIBs).
Potential SIBs are the banks that due to the approaching of their activities to
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the level of systemic importance and its projected increase have the
potential to get the status of SIBs at global and national levels next year.

The need to identify PSIBs is associated with providing timely
fulfillment of requirements of SIBs activity. Identification of SIBs for the
next year is held annually at the end of this year. Definition PSIBs allows to
anticipate the term of their obtaining of the status of SIBs.

PSIBs are required to bring their activities to the maximum in
accordance with the level of SIBs, as, in case of getting the status of SIBs at
the beginning of the year, to meet all prescribed standards of SIBs. As for
PSIBs, we offer to form appropriate Plan of action for compliance of the
bank with SIBs requirements, which will gradually bring its activities to
these requirements. The structure of this plan should include the following
sections:

« brief summary of the bank performance for the last three years;

. the Bank's strategy for the next three years;

. indicators of the bank activity with certain deviations from the
requirements provided for SIBs;

. a list of alternatives of the bank to eliminate deviations (indicated
separately for each request);

. measures of the bank for maximum possible conformity with the
requirements of SIBs (indicated separately for each request) — provides
compliance for following instructions at least 70 %;

. measures of the bank for the full implementation of all requirements
of SIBs (indicated separately for each request) — performed only if the bank
gets the status of SIBs.

For the authorized body it is also appropriate to quarterly oversee
running state of the proposed Plan.

The issue of regulation of banks, especially D-SIBS, is extremely
important given the impact of the financial crisis. Ukraine is no exception.
Regulation of D-SIBS in Ukraine is carried out by the NBU according to
regulations developed with the advice of BCBS, namely, Regulations on the
procedure for determining systemically important banks [13] and the
Instruction on regulation of banks in Ukraine [14].

According to the 10th chapter of Instructions, called "Requirements of
systemically important banks", three categories of D-SIBS are defined,
depending on their level of systemic importance (table 2).

Table 2
Differentiated buffer requirements for the formation
of systemic importance for SIBs in Ukraine [14]
SIB category Indicator size of systemic Systemic importance buffer
importance of the bank, % size, %

1 <5 1
5-10 1.5

3 >10 2

ISSN 1727-9313. HERALD OF KNUTE. 2016. N 6 99




FINANCE AND BANKING

In practice the NBU currently does not realize SIB aggregation in
three groups (as shown in fable 2). Thus, the systemically important banks
do not have clear requirements for the formation of buffer of systemic
importance.

Mentioned in the table 2 requirements are applicable from January 1,
2020. In addition, the National Bank sets high demands on the values of
economic standards, which take effect only from January 1, 2019, including:

. instant liquidity ratio (H4) — not less than 30 %;

« maximum credit risk per counterparty (H7) — not more than 20 % [14].

Standards regulating SIBs do not expect increased demands on
liquidity ratios and credit risk per counterparty. Under the provisions of
Basel III on the same basis strict requirements for liquidity for all banks
through short-term liquidity index calculation (LCR) and the net stable
funding (NSFR), which should not be less than 100 % [6], are set.

American economist, Nobel Prize laureate, Joseph Stiglitz, rightly
considers it is necessary to examine only two alternatives regulating SIBs:
either restructure large banks or limit their acceptance of risk. In his view,
a multilateral approach is required. It will include special taxes, increased
capital requirements, tighter control, and limitation of the scale of activities
related to risk-taking [4, p. 37].

Given the above, it is advisable to consider regulation of SIBs in
Ukraine in terms of combined model, according to which bodies of regu-
lation and supervision use not only the tools of limitation the activities of
banks (based on more stringent requirements), but also the tools for limiting
the establishment of the bank as SIBs (providing the highest requirements of
antitrust laws). Combined regulation model of SIBs in Ukraine should
include:

o limiting the growth of systemic importance of banks (establishment
of requirements depending on the level of systemic importance of the bank);

- limiting the size of the bank (improvement of antimonopoly legislation);

o limiting the amount and types of banking transactions (separation of
banking and investment activities);

. setting higher prudential requirements (with respect to capital,
liquidity, asset quality, risk management systems and transparency infor-
mation) depending on the level of systemic importance of the bank and the
risk level of its activities;

. ensuring the sustainability of SIBs (development of Plans to restore
financial stability and to conduct stress-testing practices);

. covering losses due to bankruptcy of SIBs at the expense of
shareholders and creditors (development of Plans for insolvent bank to
abandon the market, increasing the responsibility of top managers and
shareholders for the actions that led to the bankruptcy of the bank).

Limitation of growth of systemic importance of SIBs is the first step
in the process of regulation, which is reflected in the motivation of banks to
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reduce systemic importance. This can be achieved through the imple-
mentation of the BCBS recommendations on the formation of a differen-
tiated system of buffer importance. In this regard, it is appropriate to
consider the application of differential rates depending on the systemic
importance in the formation of Deposit guarantee fund.

One of the main aspects of the regulation of SIB is the use of high
prudential capital requirements, risk, liquidity, etc. taking into account not
only the level of systemic importance, but the riskiness of its operations,
which should provide stability of SIB and prevent crisis situations (on the
basis of stress analysis).

Increasing requirements of antitrust legislation will not allow the
emergence of new SIBs and will reduce impact on the market of existing
SIBs. According to the antimonopoly legislation of Ukraine, monopoly
(dominant) position is considered to be the entity provided that:

« its market share exceeds 35 %, if it does not prove that it undergoes
substantial competition;

. its market share of goods is 35 % or less, but it does not undergo
considerable competition, particularly, because of the relatively small size
of the market shares that belong to competitors.

Monopoly is also considered the position of each of several entities, if
they meet the following conditions:

. aggregate share of not more than three entities, which have the
biggest market shares in one market, exceeds 50 %;

. aggregate share of not more than five entities, which have the
biggest market shares in one market, exceeds 70 % [15].

Given the nature of the financial sector, it is worth increasing the
requirements for recognition of the status of the bank's market monopoly.
That is to reduce the percentage that determines the position of the bank
monopoly, accordingly from 30 to 20 %, from 50 to 35 % and from 70 to
50 %. Thus, the three largest banks will not be able to control more than half
of the banking market. This restriction will contribute to partially solving
the problem of "too big to fail" and increasing the level of competition.

Developed standards for regulation and supervision of SIBs have
additional (secondary) character, as to SIB, as well as to other banks, a
number of requirements that are mandatory is set. Micro-regulation is the
foundation of stable operation of banks, including SIBs. A SIB regulation
should be aimed at the three main objectives: ensuring stable functioning of
the financial system as well as equal competitive conditions in the market
and reducing the impact of SIB activity on financial and real sector.

Conclusion. Global trends in regulation and supervision of SIBs are
the consideration of the relevant BCBS recommendations and their
implementation into national law, as reflected in the increase of SIB
requirements as well as in prevention of taking excessive financial risks by
them, provision of regulated bankruptcy and increase of the intensity of
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supervision over their activities. Even developed international standards are
not able to fully solve the problem of banks being which are "too big to fail".

Solution to this problem requires further research and discussion on

trends, tools and models regulating SIBs, additions and revisions of existing
standards with the new circumstances arising in the banking sector.
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Bypa B. CucmemHno saxciugi 6anku: pezyiio6anus ma Haz2iusao.

Ilocmanoska npoéonemu. Pepopma nioxodige 0o pecymosanns ma Hazuady 3d
cucmemno gaxcausumu oanxamu (CBB) nicis kpuzu cmaia 0OHUM 3 KIIOYOBUX 3A80AHb
HA2ISI008UX OpP2aHi@ 2100aIbHO20 MA HAYIOHATbHO20 pIieHie. Humi midxcnapoonumu
opeaHizayisimMu pos3podieHo psid pekoMeHOayili wooo NIOSUWEHHsT 6UMO2 00 OLLIbHOCMI
CBb, ski nompebyioms KOMNHIEKCHO20 BUBYEHHS MdA CUCMeMamu3ayii, wo obyMoenoe
HeobXIOHICMb Ul AKMYANbHICMb Yb020 HAYKOB020 OOCHIONCEHHSL.

Memoro cmammi € 0ocniodceHHs: cmandapmie pezynosants ma Haenady sa CBE
ma po3pooKa NpaKmuyHux peKoMeHOayill wooo NiOBUUeHHs IX eghekmusHOCMi.

Mamepianu ma memoou. Cmamms 6UKOHAHA i3 3ACMOCYBAHHAM OIANIEKMUYHO20
Memooy AK 207108H020 O OYO0b-AK020 O00CHIONCEHHs Ma 0a3yeEMbCs HA CUCMEMHOMY,
icmopuuHoMy i 102IYHOMY RIOX00aX 00 GUSUEHHsI NpoYecy pe2yio8anHs ma Ha2isidy 3d
CBb. ¥V npoyeci 0ocniodcents 6UKOPUCMAHO MAKi Memoou, sK. awaniz i cunmes (npu
BuU3HAYEeHHT noHamms "nomenyitinull cucmemHo 8axicausuti banx") ma nopieHALHUL AHAI3
(npu ananizi cmanoapmis pezynoeanns CBB basenvcokozco komimemy ma Hayionansrnozo
banky Yrpainu).

Pesynomamu oocnioscennn. Cmanoapmu pe2yniosants ma HA2us0 3a OLUIbHICIIO
OaHKI6 (V MOMY HUCTE | CUCIEMHO BANCIUBUX) AGISIIOMb CODOIO NPUHYUNU | PEKOMEHOAYil,
5K pO3pOOIAIOMbC HA MIJDCHAPOOHOMY DI6HI ma MpaHc@opmylomscsi 6 HAYIOHAbHE
3aKOH00a8Ccmeo Kpain. Haubinbwr sAcKpagum RPUKIaoom yb020 MOdice CAYHCUMU Oisiib-
nicmo basenvcokozo komimemy 3 6aukiscokozo naznsidy (BKBH) ma Paodu 3 ¢inancogoi
cmabinvrocmi (POC), wjo po3pobunu pso pekomenoayiil 5K OJid pe2yit08aHHs 2100aNbHUX,
maxk i HayionaneHux CBE. Pospooneni cmanoapmu BKEH ma POC cnpamosaHni nepedycim
Ha ¢opmyeanns y CBBE docmammuboeo obcazy kanimany 018 HeOONYUWEHHS BUHUKHEHHS
CUCMEMHO20 PUSUKY 3 IX GUHU.

Ha ocnosi suokpemnenns emanie 30iticneHHs pe2yntoganus ma Haenady 3a CBE
suzHaueno Heobxionicme nopsd 3 CBE maxooic idenmugikysamu nomenyiiHi cucmemHo
saxcnuei banxu. 3anpononosano 0ns nomenyitinux CBE ¢opmyeamu eionosionuu Ilnan
3ax00i6 w000 eionosionocmi OisibHocmi Oanky eumozam CBB ma po3pobneno iiozo
cmpyKmypy.

3anpononosano 30iticniosamu pezymosanus CBBE 6 Ykpaini 3a kom6inosanoio
MOOe0, GIONOBIOHO 00 5KOI Op2aHamu pe2ylo8aHHs Ma HA2IA0Y BUKOPUCOBYIOMbCA
IHCmpymMeHmu He quuie 0OMediceHHs OLLIbHOCMI Yux OanKié (Ha OCHOGI OilbUL JHCOPCMKUX
8UMO2), A MAKONHC THCMPYMeHMU Wo0o 0OMedceHb ecmaHnosnienus banky ak CBE (nepeo-
bauaroms euwi UMO2U 00 AHMUMOHONONILHO20 3aKOHoOascmaea). Y meoxcax yici mooeni
BU3HAUEHO OCHOGHI HANPSIMU HA IHCMPYMeHmuU 30IUCHeHHs. Pe2yNIo8anHs. ma Ha2isdy 3d
CBFb ¢ YVxpaini.

Bucnoexu. Busnaueno, wo 3a2anbHoC8IMosuMU MeHOeHYIsIMU y chepi pe2yniosaniis.
ma wnaensdy 3a CBE € epaxyeanns pospobnenux pexomendayii BKBH ma P®C, ix
iMnIeMeHmayis 6 HAYIOHAbHE 3aKOHOOABCMBO, A MAKOIC NOOATbULE IX YOOCKOHANEHHS Ma
poszuupenns. Cmanoapmu pezynioganns CBE nepedycim cnpsamosani Ha nonepeoiceHHs.
NPUUHAMMS HUMU HAOMIPDHUX (DIHAHCOBUX PU3UKIG, 3a0e3nedeHHsi 8pecylb08aH020 OaH-
Kpymcmea ma 30i1bueHHs IHMeHCUsHoCmi Hazusady 3a ix Oisnvhicmio. Ilpome Hagime
PO3POOAEHI MIJICHAPOOHI CMAHOAPMU He 30amHi NOSHOK MIPOI0 SUPIWUmMU RPoOIemy
icCHy8anHsA OAHKIB, 3aHAOMO BeIUKUX, W00 30aHKpYymysamu, sKka nompedye noOATbUUX
HAYKOBUX O0CTIONCEHD.

Knwuosi cnosa: cuCTeMHO BaXIMBHHA OaHK, OaHKIBCHKE pPETYJIIOBAHHS,
0aHKIBCHKMH HATIIAA, CTAHAAPTH Ta IPHHLIUIN PETYJIIOBAHHS.
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ACCOUNTING PROVISION
OF THE FINANCIAL SECURITY
OF THE ENTERPRISE

The article deals with the place of the accounting provision in the security system of
the enterprise. It also gives the approaches to the notion "financial security of the
enterprise’ as well as the definition of the ‘enterprise information security”. The article
tackles the importance of accounting policy. There has been given own structural model of
accounting provision of the financial security of the enterprise and suggested practical step
as to organizing accounting provision of the financial security of the enterprise.
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Conko B., I'anywax T. Yuemnoe obecneuenue unancoeoit 6e3onacHocmu
npeonpuamun. OnpedeneHo Mecmo yuemHo2o obecneyenusi ¢ cucmeme 0e30NACHOCMU
cyovexma xozaiicmeosanusi. Ilpugedernvl nooxoovl k nousmuro "unancosas bezonacHocme
npeonpuamus”. Ompadicenvl n0oxoobl k Oepunuyuu "ungopmayuonnas bOezonacnocmo
npeonpusmus”. Packpvima cymv  yyemuou noaumuxu. Ilpusedena cobcmeenHas
CMPYKMYpHas MOOelb Y4emHo20 obecnedeHus (puHancosol 6e30nacHoCmu npeonpusmus.
Packpvima cymv cucmemvr yuemnozo obecneuenusn. Ilpeocmaenenvl npeonodceHus no
yuemHomy obecnedenuro QUHAHCOBOL 6e30NACHOCIU NPEeONPUANUSL.

Knwuesvie cnosa: yderHoe obecrmeueHue, O€30MacHOCTh, (UHAHCOBas 6e30-
IIaCHOCTb Hpe[ll'lpl/ISITI/lﬂ, l/IH(l)OpMaLIl/IOHHaSI 6e3OHaCHOCTb HpeﬂHpI/lHTI/IH, yquHaﬂ I10JIU-
THKa, CHCTEMa YYETHOTO 00eCIIcueHH s, CTPYKTYpa, MOJIC/b, AC)UHUIIMU, TIOAXO/T.

Background. Under conditions of the financial and economic crisis
and unstable situation in Ukraine one of the most troublesome spheres of
business activity is accounting provision and information as a part of the
finance security of the enterprise. It is obligatory to control information
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flows of the firm in terms of reporting, accountancy, profiting, money
transactions as it results in the main purpose — earning money by the
entrepreneurs and paying taxes and making country prosperous. In the time
of unsteady business development, frauds, thefts, increasing unfair
competitiveness, bribery, corruption, manipulating with financial informa-
tion the main task for companies is to focus on the measures to prevent
financial damages and creation of the policy in the sphere of accounting
provision and financial security to unable the access to accountancy data
and reports. The core function of accounting records is to provide with true
information which is to be processed on the basis of the scientific method of
the system analysis. The records data to be in use influences to a greater
degree on the provision of the financial security of the enterprise.

According to the World economical crime records the enterprises which
most suffer from economic crimes are in sphere of financial services (50 %),
in energy producing and mining industries (43 %), in communication
industry (40 %). The crimes committed by the employees exceed the
trespass dome by other companies [1, p. 1].

Annual company losses because of thefts, trespass or other frauds may
reach 7 % of the profit. Nearly 80 % of damage in Ukrainian companies is
the matter of deliberate actions or personnel neglect. Meanwhile the survey
conducted within companies showed that 56 % of them do not have
effective system fighting fraud, only 37 % seems to have it formally [2].

About 80 % of financial losses are committed by the personnel 20 %
of crimes are caused by illegal access to the computer information data.
Consequently the price of the problems is from 6 to 9 % of the profit [3].

It has become vitally important now to create a particular theoretical
and methodological body dealing with the questions of accountancy record
provision of finance security the aim of which is to ensure strategy and
tactics in company practical activities.

Analysis of the latest research and publications. We are trying to
look into the development of the enterprise finance security, the
development of information security and report provision — the main three
scientific and practical approaches.

The issue of the enterprise finance security has been in vestigated by
the following economy scientists: A. I. Bartysh [8], O. V. Chernysh [5, 10],
. G. Chumarin [3], T. V. Gavrylova [9], V. S. Dombrovsky [6], A. O. Yepi-
fanov [6], T.V.Klymenko [11], B. I Kutsyk [8], V. G. Margasova [7],
O. L. Plastup [6], A. V. Rogoviy [7], 1. O. Tarasenko [7]. There have been the
following works dedicated to this problem written by A. N. Azrilian [11],
O. A. Sokolovska [15], V. L. Gevko, V. A. Grygoriev [12], L. M. Degtya-
riova [14], V. S. Iftemchuk [12], D. V. Kislov [16], M. I. Manylych [12],
O. M. Stepanova [14], G. D. Shutak [12], O. I. Zaharov [17]. The question
of reporting provision was tackled by I. V. Bolbotenko [4, 21], T. V. Bo-
chulia [28], L. V. Gnylytska[1, 24], Ya.l. Mulyk [22, 23], O.M. Ro-
mashko [20], L. Ya. Trynka [25].
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The description of report provision in the information component of
the enterprise financial security needs systematization on the basis of recent
research of economy scientists. The lack of the unanimous point of view as
to the definition of ‘enterprise financial security’ needs more research. It has
to be focused on the role of reporting provision as the component of the
financial security of the enterprise, which is not tackled to the full.

The purpose of the article is to define the contents, role of the
reporting provision in the informational component of the financial security,
in accordance with nowadays conditions.

The aim of the article are:

. to define the place of the reporting provision in the security system
of the enterprise;

. to introduce the approaches to the category financial security of the
enterprise;

. to explain the definition of information security of the enterprise;

. to introduce the meaning of recording policy;

« to implement the own structural model of report provision of the
financial security of the enterprise;

. to reveal the essence of the report provision system,;

. to give suggestions as to record provision of financial security of the
enterprise.

Materials and methods. The article uses the laws, theses data,
scientific reports, internet-resources and there have been used the following
methods: analysis, synthesis, induction, deduction, summarizing theoretical
knowledge.

Results. Economical security is the core function of the enterprise
activity to avoid the destructive processes [4, p. 170]. One of the main parts
of the economical security is financial security of the enterprise.

Financial security of the enterprise plays the main role in provision of
its functioning, development of the activity. That is why it is necessary to
give the definition of the "financial security of the enterprise" (table 1).

The main idea of the approaches to the notions of the financial
security is to provide the commercial secrets in the form of information, the
protection against of the negative affect of inner and outer environment, the
ability to fast reaction on the changes, the ability to use the enterprise
resources to function in steady pace in the current and future periods.

According to the authors’ point of view, financial security is a
component of the economical security of the enterprise, which defines the
development process of the enterprise on the basis of the corresponding
financial resources, sufficient capital activities, accordance to the aims and
missions minding the level of inner and outer threats, which may be in the
current and future periods, protection of reporting information from illegal
employees’ performance, managers and counteragents.
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Table 1

Approaches to the definition
of the term "*financial security of the enterprise"

Approach Authors Brief contents
Situationa | A. O. Yepifanov, | e Promotes profitable activity of the enterprise
1 approach 0. L. Plastun, e Allows to detect problems at various stages in
0. S. Dombrovskiy, enterprise activity
V. L. Kutsyk, « Neutralizes crisis and prevents bankruptcy
A. 1. Bartysh
[5, p. 22-23]
Subjective V. L. Kutsyk, « Provides steady security of the main well-balanced
approach A. 1. Bartysh, financial interests from current and real threats of
[6, p. 254] inner and outer sources
T. V. Klymenko
[7, p. 248-249]
Resourceful | T. V. Gavrilova | e States the enterprise working condition with its
and [8, p. 106] financial steadiness provision as well as necessary
functional financial resources to be realized to reach definite
approach purposes and to make control on every stage, and
sensibly use all financial resources to receive the
profit
Standard- | V. G. Margasova, | e The enterprise state when it is provided to use all
legal A. V. Rogoviy kinds of available resources and solution of the
approach [9, p. 124] tasks and the necessary conditions are being created
to strategic development in the future;

« the creation of functional conditions to use finances
directly on purposes as well minimize the abuse of
the usage of finances

Statistical A. O. Yepifanov, | e Creates necessary conditions for financial support,
approach 0. L. Plastun, its steady growth in the current and future periods
V. S. Dombrovskiy,
V. L. Kutsyk,
A. 1. Bartysh
[10, p. 22-23]
Approach | L. O.Matviychuk | e Enterprise development, accordance of its financial
of the [11, p. 135] capacities to the market conditions in the state and
strategic as a whole, so it gives the objective possibility to
purposefu estimate the correctness and advisability of the
Iness chosen financial strategy

Under conditions of steady growth in formation field it is necessary to
provide information security on all levels of its activity (table 2).
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Table 2

Approaches to the definition ""Informational security™

Author

The contents of the approach

V. S. Iftemchuk,
V. A. Grigoriev,
M. I. Manylich

The provision of the information security against accidental or
deliberate access of the people who do not have such right, the
protection of the equipment, processes, programs, data base to

[12, p. 55] present the ample picture of the information to be processed, stored
and transmitted by the equipment
Integral peculiarity of the information, which is characterized by
confidentiality, integrity and accessibility, the protection of the
equipment, processes, programs, database to present the ample
picture of the information to be processed, stored and transmitted by
the equipment, the possibility of the environment to provide the
security of the information
. Stepanova, Protection of the information and supportive infrastructure against
. Degtyariova | accidental or deliberate actions, which can produce the damage to
] the owner of information resources or the information users of the
supportive infrastructure

A. N. Azrilian
[13, p. 56]

o.M
L. M
[14

—_—

O. A. Sorokovska, | Social relations hips as to creation and maintenance of the capability

V. L. Gevko of the information system of the enterprise

[15, p. 33-34]

D. V. Kislov Security state against the affect and the usage of the information to
16, p. 40] be lead to slow down or obstacles to its usage and realization

To counteract the threats, hazards and risks and to provide the security
and steady growth of the enterprise is possible only on the basis of the joint
approaches to form the information resources, which are the source of the
adoption of the strategic, tactical and operation managerial decisions. Only
the joint system to provide information security at the current moment
enables to detect, estimate and counteract the threats and risks effectively,
protect intellectual property of the enterprise and provide the guidance with
true and necessary information about the processes, which take place in
inner and outer surroundings [17, p. 185].

The import ant place in the system information component takes the
recording policy of the enterprise, which reflects its working performance
and contains information about money movement. Recording is one of the
methods of financial system managing alongside with planning, motivation,
arrangement, analysis and supervision in the process of the provision of the
managerial activity and adoption of the strategic and tactical decisions. The
main functions of the recording is collection, procession of the working
managerial, commercial, financial information, provision of the users with
reliable information about the financial state of the enterprise. According to
the Law of Ukraine on the Accountancy and Financial Reporting in
Ukraine’ and the National Standard of the Accountancy 1 "General
Requirements to Financial Reporting" the reporting policy is the complex of
the principles, methods and procedures to be used by the enterprise to make
the financial reports [18; 19]. So the enterprises should reflect the reliable
information about its working activity, being free to select principles,
methods and procedures of the accountancy reporting. The main task of
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recording policy is the provision with qualitative and quantitative recording
information about main principles of the financial and working activity of
the enterprise, which is based on the financial activity in order to make
reliable financial reports. Recording policy is signed by the chief manager
of the enterprise. It is necessary to outline main procedures in recording
financial reports to meet peculiarities of the enterprise performance and the
owners’ interests.

The order of the recording policy is to be the important standard
document with peculiarities of the enterprise performance and must regulate
principles, arrangement procedures and methods of recording policy of the
enterprise [20].

Drawing to get her with international standards of finance reporting
for national accountancy law allows the enterprises to decide the reporting
policy by themselves. The enterprise should record reporting information in
accordance with the financial policy of the enterprise alongside with state
regulations. If the enterprise uses different methods in giving the financial
reports, the results consequently will be different. So such facts can’t show
the real financial conditions of any enterprise. There must be a unique
method for reliable reporting for all rank users [21, p. 14-22].

Special attention in enterprise accounting policy in our opinion must
be given to accounting maintenance in the informational component of the
financial insurance of the enterprise. We consider the following approaches
of scientist economists in this matter (table 3).

Table 3
Approaches to ""accounting maintenance' term
Author Approach
I. V. Bolbotenko | The combination of the process of selection, preparation, registration
[21; 14-22] and consideration of the accounting information of the enterprise on

the legal basis of the system of returns

Ya.I. Mulyk | The process of selection, preparation, registration and systematization
[22; 14;23; 21] | of returns information and considering it on the basis of the
management solutions which aim safety provision of the financial
interests of the enterprise on all its financial levels

The main purpose of the accountancy provision of the enterprise is the
access to the liable information to rule economical processes of the
enterprise and selection of approaches to support its security and stable
growth. The main tasks of the accountancy provision is the diagnosis of the
financial performance of the enterprise to foresee its solvency (bankruptcy),
estimation of the security situation and financial reliability of the potential
partners, information preparation to adopt managerial decisions on the
cooperation with the partners under conditions of appearing threats and
dangers, identification of risk sand connected potential dangers, minimi-
zation of the risks connected with unreliable reporting information, assisting
harmony of the interests by both people and organization, to provide the
information security, which may relate to commercial secret of the
enterprise [24, p. 143].
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So, it is necessary to stress the following: on the one hand provision of
the accountancy reporting is the financial platform to estimate the state,
level, dynamics, comparison of the financial security, and on the other hand —
the sort of professional performance in the sphere of management of
financial economical security of the enterprise. To our mind, the
accountancyreportprovisionasanelementofinformationsecurityoftheenterpris
eisinfluencedbythesystematizationoftheaccountancyreporting, to be given
timely, accuracy and reliability, the completeness of the reporting,
thereshouldbeeconomicalandrationalreportingwithpeculiaritiesoftheenterpris
eperformance, the legal form of activity, the amount and the level of
diversification of financial working activity and other factors.

Here is the structural model of the accounting maintenance of the
enterprise financial safety (figure).

Function The accounting Function provision
provision theory maintenance methodology
of enterprise = of the enterprise - of enterprise
financial safety financial safety functional safety
Accounting maintenance of the Returns performance
enterprise financial safety running — in enterprise financial safety
v Y,
Functional components of the Functional components
accounting maintenance of the provision of the accounting
of the enterprise financial maintenance of the enterprise
safety running financial safety

SR S 2 L2 2NN 2 2

;Informational E: Legal i:rMethodological :i Running "  Human " Informational \
! orders " regulations |, Instructions i: legal i: resources | technologies i
. bills 5 Laws n Statements i Laws ! Qualified i Soft programs
i accounts ii regulations :i methods :i solutions :i and skilled :i !
b " laws, hommmmmooo " laws, @ employees ! '

I resolutions ! ' resolutions ;=" 7" TTTTotToooomooooo '

| national | | national i

| position i position !

i (standard) of i i (standard) !

! record- ! ! of record- |

' keeping ! 1 keeping

______________________

The Model of the accounting maintenance in enterprise financial safety
(the author’ research)
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Accounting systems contain confidential information that should be
kept safe and secure at all times. The consequences of unauthorized access
can be devastating — from identity theft problems to loss of irreplaceable
data. When accounting data is changed or deleted on purpose or by chance,
it creates havoc in the accounting department, calling into question the
reliability or accuracy of all data. To ensure the cooperation of the structural
detachments may be done with the help of the system of the accountancy
provision, which reflects the reaction of the enterprise on the changes in
inner and outer environment. The system of the accountancy reporting is a
complex of all interconnected reports (accountancy, financial, managerial,
tax), which make the whole.

The system of the reporting provision is a part of the general
managerial system, which defines the circle of its users, their informational
requirements. The main significance is to provide with continuous process
and the usage of the results to form recommendations to adopt managerial
solutions. The general methodology and regulations are being developed to
use rationally in the reporting system [25].

Accounting systems contain confidential information that should be
kept safe and secure at all times. The consequences of unauthorized access
can be devastating — from identity theft problems to loss of irreplaceable
data. When accounting data is changed or deleted on purpose or by chance,
it creates havoc in the accounting department, calling into question the
reliability or accuracy of all data [26].

In the system of secretly keeping reporting information of the
enterprise there is a very important element — electronic digital signature.
According to ar.1 of the Law of Ukraine "About electronic digital
signature" the electronic digital signature is the "kind of the electronic
signature" which is created as a result of cryptographic image of electronic
symbols and enables to confirm its integrity and identify the signature [27].

Additionalfunctionsofthepersonalsecuritydatabymeansofauthorizingon
the basis of up-to-date technology and modern equipment al lows to install
continuous connection with inner and outer carriers of information.
Managerial personnel have the possibility to rule the company in the
distance, which leads to fast generation of solutions and fulfilling the tasks.
Actualization of the informational system provides the search and the usage
of new mechanisms to promote the company at the world market, realize
investment potential and form effective innovation environment [28, p. 282].

Accounting information system infrastructure is crucial to carry out
successfully most of bookkeeping operations in a modern enterprise.
Consequently, the security of the system should be an important issue on the
enterprise agenda. A series of factories can be construed as having increased
the risk of electronic attack at the accounting information system
infrastructure such as unavoidable difficulties of securing such system; the
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increased globalization; insufficient awareness and training of the
accounting systems users, and attitudes or practices that do not follow use
procedures; availability of information with concern to unauthorized access
to the accounting information system; unclear regulations and certain
jurisdictional difficulties. The paper studies the security of the accounting
information system infrastructure in modern corporations from the
viewpoint of modernizing accounting while implementing new information
technologies aimed at carrying out the objectives of integration and
globalization construed as phenomena specific to information society and
knowledge [29].

So, according to authors’ points of view, one of the threats of the
accountancy reporting of the enterprise is the shadow economy, double
accountancy reporting, releasing in accurate information on the website for
auction holders and other users, which enables reliable calculations, makes
doubtful financial analysis, importance to invest the enterprise.

Conclusion. Given research in accounting maintenance of the
enterprise financial safety allows to formulate the generalizing conclusions,
which cover its content and the role: the accounting maintenance of the
enterprise financial safety is the component to the information all
maintenance of the enterprise financial safety; the absence of the suited
preparation system of the staff in the sphere of management of the financial
economic safety in the national educational establishments in accordance
with the modern market in services; the lack of understanding the needs of
the accounting maintenance of the informational safety of the enterprise by
the managers; the slow process of spreading necessary information at the
enterprises about the accounting maintenance; what is more the usage of
accounting policy supposes varieties of depicting the accounting
information and that it fraught with wrong and inappropriate strategy and
tactics solutions.

We recon the authority must undertake the following steps in the
sphere of accounting maintenance of the enterprise financial safety: to sign
the agreement as to commercial or official secrecy; to avoid fixing the
electronics with important information at soft repairing off ices or to fix the
electronic equipment in the presence of authorized persons ; try avoiding the
accountancy errors, distortions; the accountancy records must be done in the
moment of transactions or immediately after them; avoid making presents or
passing in to heritage the equipment or documents which may contain
confidential enterprise accounting information; avoid saving on electronic
digital signature; constantly follow the changes in the procedure of keeping
the accountancy; there must be a clear interaction of all structural
subdivisions; to arrange psychological tests at the enterprise to detect the
persons who are prone to abuse or neglect their duties, as well as to prevent
robberies, frauds, or other financial crimes, distortions in financial reports.
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Conko B., I'anywiax T. Oonixoee 3a6e3neuennsn Qinancosoi beznexu nionpuemcmea.

Ilocmanoska npoonemu. B ymosax ¢pinancogo-exonomiunoi Kpusu, 0ecmabitbHoi
cumyayii 8 Ykpaini 00Hi€0 3 0CHOBHUX npobiemuux cgpep dianvHocmi 8 YKpaini € obnikose
3abezneyennsi iHghopmayiinoi ckiaoogoi Ginancoeoi besneku cyb '€kmie 20cno0apIOBaAHHs.
L]opiuni eumpamu 6 KOMHAHIAX uepe3 KpaodidiCcKu, 3M08AHCUBAHHS YU THWLI WAXPAUCLKE
cxemu nepcoHay moicyms oocsicamu 00 7 % eupyuxu. Mavioce 80 % 36umxis ykpaincoxkux
KOMNAHIL — ye HACTIOKU YMUCHUX Oill ab0 XANamno20 CMagieHHs GIACHO20 NePCOHATY.

Came ye nompebye po3pobxu i0n0Gi0HO20 MeopemuKo-MemooOUsHo20 anapamy 3
numawub 001iK08020 3abe3neyenHs Qinancogoi besneku, ke Oyoe gionogidamu cmpa-
me2iuHUM Mma MaKmuyHUM Yiam ¢y0 'eKma 6upOOHUY0-20CRO0APCHKOT OILTbHOCIL.

Mema cmammi — @usHauumu 3micm, poiv 001iK08020 3abe3neyenHs 8 iHpopma-
YIUHIl  CK1a008itl  ¢hinancogoi besnexu cyd’ekma 20cnodaploséanHs, ii 6i0nogioHicmo
CYUACHUM YMOBAM.
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Mamepianu ma memoou. Y cmammi UKOPUCIAHO 3aKOHU, Mamepianu oucepmayil,
asmopeghepamis, naykosux Gaxosux cmameil, inmepHem-oOdxcepend, d  MAKONC
3ACOCOBAHO MEMOOU. V3a2albHeHHA MeopemuyHux 3HAHb, aHANi3y, cuHmesy, IHOVKYIi,
0edyKyii.

Pesynomamu oocniorycenns. Cucmema o0671iKk08020 3a0e3neueHHs € CKIA0080I0
3a2anbHOL cucmemu YNpasiintis, wo ioenmugikye Kono it kopucmysauis, ix ingopmayitini
nompebu. Ii cyms nonsicae y 3abesneuenni 6esnepepsHOCmi Yb02o npoyecy i 6UKOPUCMAHHT
11020 pe3ynemamia O hopMyBanHs peKOMEHOAYIl WoO0 NPULHAMMSA YRPAGTIHCOKUX DileHb.

Obnikoge 3abe3neyeHns 8 IHOOPMAYINHIL cucmemi Mae UPIUIAIbHE 3HAYEeHHs OJis
VCRIWHO20 BUKOHAHHA OLnbulocmi onepayiti. Oyxeanmepcvkozo 00Ky HA  CYYACHOMY
nionpuemcmsi. Omoice, Oe3neka cucmemu NOBUHHA CMAMU BAXNCIUBUM NUMAHHAM HA
NOPAOKY OeHHOMY NIONPUEMCIEA.

3aepozamu o0brikogoi besnexu nionpuemcmea € poboma 8 MiHbOSIU eKOHOMIY,
noOGIUHUIL OONIK HA NIONPUEMCMBAX, ONPUTIOOHEHHS Henpaeousoi ingopmayii Ha caumi
HKIII®P ona axyionepie ma iHWUX KOPUCMYBAUIB, WO YHEMONCIUBTIOE NPABOUBI PO3-
PAXVHKU, Cmagums Ni0 CYMHI6 (DIHAHCOBUL aHAN3, OOYLIbHICMb IHEECMYBAHH 6 Ue
nioNpUEMCMEO0.

Bucnosku. Y cmammi eusnaueno micye 0071ik08020 3abe3neueHHs 6 — cucmemi
beszneku cy6’ekma 2ocnodapiosans. Haseoeno nioxoou oo nonsmms "pinancosa besnexa
nionpuemcmea”. Bioobpasiceno nioxoou 0o Oe@iniyii "inhopmayiina Oeznexa nionpu-
emcmea". Poskpumo cymuv 001iko6oi nonimuxu. Haeedeno enacny cmpykmypHy mooeinsb
0011iK06020 3abe3nevenus hinancosoi besnexu nionpuemcmsa. Poskpumo cyms cucmemu
001iK06020 3abe3neyenns. Haoano npono3uyii yjo0o 061iko6o2o 3abe3neyents inancogoi
be3neku nionpuemcmaad.

Knwuoei cnosa: o6mikoBe 3abe3neucHHs, Oe3meka, QiHaHcoBa Oe3meka
MiAIpUEMCTBA, iHGOpMamiiHa Oe3neka MiAmpHEMCTBA, OONIKOBAa IIONITHKA, CHCTEMa
00J1IKOBOTO 3a0e3MeUeHHsI, CTPYKTYPa, MOZACIb, Ae(iHiIii, miIxXi.
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COMPETITIVENESS OF HIGHER
EDUCATION ESTABLISHMENTS
IN THE LEARNING SERVICES MARKET

The environment conditions that affect _directly the learning services market are
characterised. The educational sector quality and competitiveness of domestic higher
education institutions according to the international and national ratings are analysed. The
main competitive indicators for higher education institutions are revealed.

Keywords: education, educational quality, learning services market, competitiveness
of higher education establishments, a degree of competitiveness, innovation process.

buowk A. Koukypenmocnocodnocmp evicuiux y4eOHvIX 3A6€0€HUll HA DPbIHKE
obpazoeamensuvix ycaye. Oxapakmepuzo8anvl 6HeWHUE YCIO08US, HENOCPEeOCMBEHHO
enusIOWUe Ha QYHKyuonuposanue puiHka obpazoeamenvhvix ycaye. lIpoananusuposano
Kawecmso cgepvl 00paz3oeanus U KOHKYPEHMOCHOCOOHOCHb OMEeYeCHBEHHbIX 6)308 C
ROUYUU  MENCOYHAPOOHBIX U  HAYUOHANLHLIX — petimuneos. Onpedenenvi  OcHOBHbIE
noxasamenu, Xapakmepusylowue KOHKypeHmocnocoOHOCHb 8Y308.

Kniouesvie cnosa: obpa3oBaHue, KadecTBO 00pa3oBaHUs, PHIHOK 00pa3oBa-
TEJIHBIX YCIYT, KOHKYPEHTOCIIOCOOHOCTH BY30B, YpPOBEHb KOHKYPEHTOCIOCOOHOCTH,
MHHOBAIlMOHHBIN MpoLEcC.

Background. Stepping up the requirements of the society for
educational service quality, the change in the organizational and economic
conditions of higher education institutions, joining the European Higher
Education Area and updating the technologies and training standards
relating thereto promotes the aggravation of competition in the learning
services market and, as a result, makes higher education establishments seek
ways to increase their competitive advantage.

Analysis of the latest research and publications. The problem of
competitiveness of higher education system and its establishments in the
learning services market is reflected in the research papers of national and
foreign scholars. N. Verkhogliadova [1], I. Kaleniuk [2], T. Olshantseva [3],
A. Petersons [4], R. Fatkhutdinov [5] and the others draw special attention
to the issues of competitiveness in higher education.
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The aim of the research is a competition analysis in the learning
services market of Ukraine and a competitiveness evaluation of higher
education establishments.

Materials and methods. The study is based on the methods of statistical
and comparative analysis, deduction, comprehensive approach, etc.

Results. The transformational changes in modern education are
evident in rethinking all the aspects of the educational activities, which are
defined as the process of life required for human adaptation to the new
requirements [6].

Education is one of the main factors for an increase of human capital
quality, a generator of new ideas, a key to dynamic development of an
economy and society as a whole. In order to perform these crucial tasks
effectively Ukrainian education needs to be updated with regard to current
global trends in the development of education in the wider social and
economic context [7].

The starting point for reforming the national higher education system
was the adoption of the amended Law of Ukraine "On Higher Education" of
1 July 2014. Implementing educational reform is enshrined in the Strategy
for Sustainable Development "Ukraine — 2020" approved by the Decree of
the President of Ukraine of 12 January 2015, Ne 5/2015 [8].

The state interest in the educational reform is due primarily to the
public needs concerning the growing disaffection with the quality of
education. That is why the main official objective of the reform is meant to
be the higher education efficiency improvement. The latter corresponds to
the worldwide trend, namely since the 1980s the authorities of different
countries have been working on the reform of national and transnational
(organised as the Bologna Process and the creation of the uniform European
Education Area) higher education systems.

Over the past two decades the national system of higher education in
Ukraine has been pertinently transformed. The widespread introduction of
the Internet and other information and communication technologies results
in the gradual joining Ukrainian higher school into the global educational
and research system. Nowadays, every country seeks to provide free access
to the united scientific and educational area for its scientists as well as the
equal participation in the global science and international cooperation.
However, the relations between Ukrainian higher school and the world one
remain quite low. Even the leading Ukrainian universities are extremely
limited in the global ratings. The indexes of publications and citations of
academic staff are considerably below than foreign universities' figures.
The low level of internationalization in the Ukrainian universities and
science, as well as the quick ageing of the research resources accumulated
primarily during the Soviet era, downgrades the educational and scientific
process in Ukrainian universities [9].
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Achieving the aim of higher education reform, namely a substantial
rise in its quality for higher education professionals’ efficiency participation
improvement, the higher school itself in the modernization of the social and
economic system, for its competitive recovery in the global educational
environment, requires the academic organizations to search for new sources
of a potential increase in their own competitiveness.

In the present context the higher education establishments have faced
the challenges whose understanding and consideration will determine their
competitiveness:

e dynamically changing requirements of labour market and related
need to ensure sustainable institutional linkages of higher education system
and labour market;

e the transformation of higher education in the primary source of
innovative economic development, an enhancement of the role of higher
education in research and development work (R & D) and the need to
strengthen the ties between universities, research institutions, production
enterprises and business;

o the diversification of educational programs, the widespread growth
of higher education, the expansion of academic freedom, a growing
individualization of educational routes (educational paths) for higher
education trainees and related need to ensure the dynamism of the system
through more effective quality control of higher education;

e a growing international and domestic labour and academic mobility
and the need for maintenance of the uniform educational area and
development of a comprehensive strategy of higher education
internationalization;

e an inadequate funding of higher education system, on the one hand,
and a growing number of for-profit educational services in the terms of the
expanding social and economic differentiation of the society, on the other
hand, the necessity in efficiency funding mechanisms for higher education
and providing an access to higher education service quality for different
categories of people;

o the change of demographic setting stipulated largely by the baby
bust in the early 1990s, the need for major institutional reforms,
restructuring the content and the education structure in an increasingly
competitive environment of higher education establishments [9].

Taking the afore-mentioned challenges into consideration, as well as
the increased public demands for higher education quality, one may state
that the universities are bound to face the problem of competitiveness.

The competitiveness of higher education establishments is not just an
economic term, it is the philosophy of an educational institution which is the
basis of the diversity of strategic and tactical methods of its operation and
development [10].
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For instance, R. Fatkhutdinov describes the competitiveness of higher
education establishment as its power [5]: to train specialists who will
withstand competition on a particular international or domestic labour
market; to develop a competitive innovation in a certain industry; to pursue
an effective policy in all spheres of its activity.

According to A.Peterson’s definition, one of the factors that ensure the
competitiveness of universities is an integration of an educational institution
into the academic community. Also, the author emphasizes such factors as
social stability in a team, its participation in the management of higher
education institution. The author defines the competitiveness of higher
education institutions as "a state of university as a social and economic
system, wherein the following factors are provided:

1) appropriate quality of educational services, customer satisfaction
and public recognition of the educational institution;

2) relevance and practical importance of the implemented research
projects;

3) integration of educational institutions into the academic community
including international associations;

4) development of facilities and resources, and data base as well,

5) social stability of a team, their participation in the management of
universities" [4].

Thus, the competitiveness of universities is determined by the
competitiveness of its graduates, its willingness to continuous innovation
process based on the use of existing knowledge and generation of new ones.
Knowledge is the main resource in the provision of educational services as
well as conducting research activities and knowledge management system is
a major competitive advantage in the competitive struggle.

Under current conditions, one of the important indicators of
competitiveness of the national education system as well as higher
education institutions is international and national ratings.

International research shows that quality indicators of higher
education in Ukraine are quite heterogeneous. According to a study of
Global competitiveness, conducted by the World Economic Forum, in
quantitative terms — coverage of higher education, Ukraine is among the
first 10—15 countries, while the quality of business education in the 2016—
2017 yrs. took only 93 position and substantially increased its positions
compared to the 2012-2014 yrs. (table).

Generally speaking, Ukraine took the 85th place among 138 countries
in the world, having lost six positions per year in the rating of the Global
Competitiveness Index (Global Competitiveness Index) in the 2016—
2017 yrs. [11].

Consumers of educational services — students of Ukrainian
universities — confirm by themselves the evaluation of the international
research of the quality of education in Ukraine.
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Table
Rating positions of Ukraine upon the components
of Global Competitiveness Index *
Indexes 2012/13 | 2013/14 | 2014/15 | 2015/16 | 2016/17
The qughty of the education 70 79 7 54 56
system in total
Statu; of hlghfzr' edqcatlon and 47 43 40 34 33
vocational training in general
The quality of management 117 115 38 g7 93
schools
Higher education coverage 10 10 13 14 11
The number of countries —
participants of the research 144 148 144 140 138

* Developed by the author according to the data [11].

Thus, according to a nationwide survey of students, conducted on
March 5-12, 2015 by the "Democratic Initiatives Foundation n.a. Ilko
Kucheriv" and by the company "Ukrainian Sociology Service", the vast
majority of students — 87 % — find improvement of higher education the
important issue, among them — 36 % consider this social problem a priority.
Taken as a whole, most students rated the quality of higher education in
Ukraine below the average — 2.8 points according to the five-point grading
scale. The proportion of students who identified the quality of higher
education as "very low" and "low" comes up to 25 %, those who consider
higher education "rather high" and "very high" — 18 % [12]. This shows that
the Ukrainian education sector is significantly behind in quality and
competitiveness compared to the world education sector.

Regarding Ukrainian universities, their score in international rankings
is even more modest. According to statistics of the British company
"Quacquarelli Symonds", which publishes an annual ranking of top
universities in the world "QS World University Rankings", in 2016-2017 yrs.
only two Ukrainian universities made the list of 500 world's best
universities: V. N. Karazin Kharkiv National University (ranking position is
"382"), which greatly improved its position in the ranking, and Taras Shevchenko
National University of Kyiv (ranking position is "431-440") [13].

When it comes to the domestic Ukrainian market of educational
services, the vast majority of universities have strong positions and well-
deserved reputation. The most powerful and strong advantages are its
unique educational traditions, known academic and scientific schools, stable
structure and branching of universities, stable quantity and quality structure
of teaching staff in higher education institutions [14].

To assess the competitiveness of Ukrainian universities it is
appropriate to consider methods and results of known national ratings,
including the position of Kyiv National University of Trade and Economics.
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Among domestic methods of ranking development, such ratings as
"Compass" and "TOP-200 Ukraine" are the most complete, transparent and
periodically published.

University Ranking "Compass", developed by the portal on higher
education "Best Universities", became the first nationwide ranking that
reflects satisfaction with education by graduates and potential employers.
The basis of this rating is a specially developed methodology that considers
data derived from complex sociological research, namely: the poll of
employers, alumni survey of 2007-2012 yrs., who graduated from
universities participating in the ranking, and interviews with experts [15].
According to the rating system of evaluation "Compass", KNUTE is in the
top ten and holds the 7th position among 239 universities in Ukraine.

A more complex character has a rating system "TOP-200 Ukraine". Its
technique is built according to the principles of international ranking of
universities and provides a comparative analysis of various types of
university achievements based on a number of universal criteria. In used
methodology activity of universities is estimated by the means of aggregate
index (integral index), which is formed on the basis of indicators of direct
measurement (80 %), expert assessment of the quality of training of
university graduates by representatives of employers and the academic
community (15 %) and also using international scientometric and web metric
data (5 %). The integral index is represented by three components: quality
of scientific and educational potential, education quality, international
recognition [16]. Although experts consider the low reliability of the data of
universities as its weak point, in particular, the lack of accurate, objective
information on the sites of universities and organizations involved in higher
education and science. KNUTE holds 28 position in this ranking.

National Technical University of Ukraine "Igor Sikorsky Kyiv
Polytechnic Institute" and Taras Shevchenko National University of Kyiv
are the leaders of both ratings in recent years, but as for further positions,
they differ significantly.

Considered methods and the results of university rankings show even
not better or worse Ukrainian universities, but the systemic problems of
Ukrainian higher education in general. Low positions or absence in leading
international rankings is the evidence of a lack of scientific activity in
Ukrainian universities as well as problems of integration in the international
scientific and educational environment.

Ukrainian ratings rather indicate the impossibility to assess the level
of education, based on quantitative indicators — because all these figures are
too often unreliable and biased [17]. At the same time, high positions in the
rankings are essential to support the academic reputation of the university,
which is often associated with university competitiveness.

Conclusion. The main factor in the competitiveness of a modern
economy is knowledge and intelligence. Currently the education sector is
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developing extremely rapidly, gaining new features in circumstances when
the demands of society for quality education are increasing, educational
technologies are being continually updated, economic environment of
universities as well as the existing right to autonomy is rapidly changing and
competition in the educational market is also escalating. This requires
finding new sources of increasing the competitiveness of universities.

Formation of competitiveness of higher education institutions is
multidimensional process that covers all the functions of universities. In
connection with the formation of integrated educational space, competi-
tiveness of university is defined by competitiveness of its graduates as a
result of improvement of quality of their training and readiness to develop
competitive innovations, covering all key areas of its operation.
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biowk A. Kouxypenmocnpomosichicms euujux HAGUAIbHUX 3AKN1A0I8 HA PUHKY
0C8IimHiIx nociuye.

Ilocmanoska npoonemu. 11iosuweHHs 8umoz cycnitbemea 00 AKOCMI 0C8imu, 3MiHa
OpP2aHi3ayitiHuUX ma eKOHOMIMHUX yMo8 OisieHocmi BH3, exoldocenns 6 egponeiicokuil
npocmip euwyoi oceimu i N6 A3ane 3 YUM OHOGIEHHS MEXHON0I | CMAHOAPMIE HAGYAHHS
CRPUSIE 3A20CMPENHIO KOHKYPEHMHOI 60pombou Ha pUHKY OCEIMHIX NOCIye 1, K HACTIOOK,
cnonykae BH3 00 noutyky winsaxie nioguugeHHs 61acHoi KOHKYPEHMOCNPOMONCHOCHIL.

Memoto cmammi € ananiz cmany KOHKYPEHYii HaA pUHKY OC8ImHIX nocuye Yxpainu
ma KoHKypenmocnpomodichocmi BH3.

Mamepianu ma memoou. Y 00cniodicenHi BUKOPUCAHO MEMOOU CIAMUCMUYHO20
Ma NopiBHAILHO20 aHanizy, 0edyKYis, cucmemHull nioxio mowo.

Pesynomamu  docnioscenv. Tpancghopmayiss cyuacnoi oceimu GUAGIAEMbCS 8
nepeocMucieHHti 6cix acnekmie oceimuwvoi Oisnvnocmi. Konkypenmocnpomoscuicms BH3
BUSHAYAEMBCA KOHKYPEHMOCTIPOMONCHICINIO 11020 BUNYCKHUKIB, 20MOo8Hicmio 0o Gesne-
PEPB8HO20 THHOBAYIIIHO20 Npoyecy, 3ACHOBAHO020 HA BUKOPUCMAHHI ICHYIOUUX 3HAHbL |
eenepayii nosux. OOHUM 3 6ANCTUBUX NOKAZHUKIG PIGHS KOHKYDEHMOCHPOMOICHOCMI SIK
cucmemu HayionanvHoi oceimu, max i BH3 cmaiome midchapooni ma HayioHanvHi
petimunzu.

Bucnoexu. I'onognum ¢paxmopom KOHKYDEHMOCAPOMONCHOCI CYUACHOT eKOHOMIKU
€ 3HaHHA ma inmenexm. Humni cgpepa oceimu poseueaemvcsa HAO38UYANHO OUHAMIYHO,
Habyeaouu HOBUX PUC, 8 YMOBAX, KOMU NIOBUUVIOMbCA BUMO2U CYCHITbCMBA 00 SKOCHI
oceimu, 6e3nepepeHO OHOBNIIMbCA MEXHON02I HABYAHHS, WBUOKO 3MIHIOIOMbCSA eKo-
HoMiuHI ymosu OianeHocmi BH3, euwam nHadano npaso ma asmoHOMII0, 3a20CMPIOEMbCS
KOHKYpenmHa 6opomuvba Ha pumky oceimuix nocaye. Lle obymoentoe npobremy nouiyky
HOBUX Odcepen NIOBUUEHHS KOHKYpeHmocnpomodxcHocmi BH3. ©DopmyeaHus KOHKY-
penmocnpomodichocmi BH3 ¢ bazamoacnexmuum npoyecom, saxuil 0XOna0e 6ci QyHKyii,
axi euxonye BH3.

Kniwouoei cnosa: ocBiTa, SKICTh OCBITH, PpHHOK OCBITHIX  MOCIHYT,
KOHKypeHTOcIIpoMokHicTe  BH3, piBeHp KOHKYPEHTOCIIPOMOXKHOCTI, 1HHOBALIHHHUN
pouec.
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BUSINESS ENVIRONMENT
OF EDUCATIONAL
AND SCIENTIFIC ACTIVITY

The concept of the modern university as the establishment that can cope with
temporary problems of higher school caused by transition to the ‘society of knowledge’ is
studied in the given article. Authors propose matrix that can estimate the level of
entrepreneurial activity of the university and make strategic planning of its activity. The
role of universities in industrial clusters and their importance in the formation of social
networks of graduates have been defined.

Keywords: university, modern university, higher educational establishment.

Xmyposa B., I'opnamoea E. busnec-cpeda HayuHo-o0pazo6amenbHoil 0esme1bHOCHU.
Paccmompena xonmyenyuss cospemenno2o yHugepcumema Kak UHCMUMymd, cHoOCOOHO2O0
CHpABUMbCA C BPEMEHHBIMU NPOOTEMAMY BbICULEN WKOLbL, 00)YCI0GIEHHbIMU NEPEXOOOM K
"oowecmsy 3Hanutl”. Ilpednodwcena mampuya, NO380NAOUAS  OYEHUMb  YPOBEHD
NPeOnPUHUMAMENbCKON  AKMUBHOCMU YHUGEPCUMEMA U OCYWeCmEUmMb CIMpame2uieckoe
naanupoganue e2o deamensrHocmu. Onpedenena poib YHUSEPCUMEMOSE 8 UHOYCHPUAIbHbIX
Kaacmepax u OpMuposaHul CoOYUaIbHbIX cemell 8bINYCKHUKOB.

Kniouesvie cnoséa: yHUBEPCUTET, COBPEMEHHBIN YHUBEPCHUTET, BhICIIEE ydeOHOE
3aBe/ICHHE.

Background. The attitude of society to its major institutions changes
with time, but the speed of changes to different institutions varies
essentially. Business institutions change quicker than the other ones. In
general in the whole world both the system of education and its sub-system
that are universities are rather conservative. It can be explained by different
reasons, the main of which is the habit of people to create that way of giving
knowledge that once helped them to get knowledge.

As the most active part of every generation gets through the system of
universities there is a certain paradox: potentially innovative part of society
prepares to work life on the base of old and conservative methods. There
with, the part of educational society insists on keeping the traditions in this
field and risks of introducing sudden changes. There can also be discontent
of the given situation in any professional society and radical part of this
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society initiates discussion directed at reforming the system. For the system
of education it is necessary to introduce changes through the system and in
every university.

In our opinion there are several serious problems of modern
universities and they demand to review their mission.

The first problem is in "large-scale participation" of university
education. At the end of the 18th and beginning of the 19th centuries higher
education comprised a small part of society while forming a modern model
of university — only few people could get it. Under these conditions it was
possible both to impose high demands while entering the university and
provide high quality of education directed at a highly trained and rather
intelligent audience. The situation changed while transferto a large-scale
education. Dispersion in the level of training and motivation of students
became greater and the level of their cultural and intellectual development
varied as well. Many modern universities solve this problem by reducing
requirements both while entering the university and during the process of
training; besides, they have to level educational background of students thus
fulfilling the role of secondary school [2].

Since a modern model of university was created by B. Humbolt [6] its
main functions have been generation and spread of knowledge. But nature
of knowledge that society demands gradually changes. The model of
modern university is formed in the period of great development of society
when the discoveries in the field of physics, chemistry and other exact
sciences changed the life of people. We are transfering from industrial
society to "society of knowledge". Society of knowledge progresses due to
the growth of social knowledge that can’t be exclusive by its nature and is
necessary for almost every person of society. Besides, generation of
knowledge under these conditions is not only the task of scientists: social
knowledge appear, for example, in business, when understanding of
consumer’s behaviortakes place. So, it is necessary to rethink what
knowledge should university generate and spread. The change of nature of
this knowledge needs revision and methods of its message to the audience.
To create entrepreneurial society it is necessary to educate intellectual
entrepreneurs as it is the most important task of education system of future.

In time of industrial era when the basis of economy were fixed assets
and financial capital practical oriented knowledge was generated mainly in
universities. In exchange for life and relatively high social status scientists
made researches the result of which was knowledge that at once became
public benefit. Only in the end of industrial era the concepts of intellectual
property and intellectual capital were formed. While transferto a new
economy where knowledge is the main source of competitive advantages
and major force of economy the following problem may arise: how long
will the situation where owners of financial capital get the lion’s share of the
profit using knowledge to generation of which they bear no relation go on?
How long will teachers of universities who generate and spread knowledge
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get significantly lower compensation than their students who use this
knowledge in business? Is it obvious that all knowledge got in the
University should be public benefit? Mostly there is no answer to this
question. One of the complexities is that the system of notions that describes
forms and conditions of exchange in society adapts hard from industrial
society to the processes of society of knowledge. Just from this point the
attempts to expand the notion of capital take place adding the notion of
‘social capital’ to the financial and intellectual forms [14; 20]. Today
constant cooperation between business, universities and state is very
important for the effective development of economy. Thus, developed
countries use scientific and research potential of higher educational
establishments for industrial development. Students and also teachers
become entrepreneurs and take part in starting new companies.

One more problem of modern universities is the increase of gap
between cultures. If at the beginning of the 1960-s publication "Two
cultures" [26] of Snow where dislike of the representatives of humanitarian
and natural science cultures was pointed out caused great discussion now
there is a demand of the group that could be called "Three cultures".
Misunderstanding with representatives of formed business-culture has been
added to described by Snow [26] opposition between humanitarian subjects
specialists and mathematicians. It can be mentioned that the name
‘university’ is the unity of human knowledge and culture. Thus, taking into
account the mentioned above, the issue concerning the role of university in
filling the civilized gap between cultures becomes relevant.

Analysis of recent research and publications. In our opinion, one of
the most important ideas as to the change of modern university directed to
provide better correspondence of results of its activity to challenges of the
time is the concept of Entrepreneurial University. Many articles and books
have been written on this point [3; 4; 11; 12; 20; 24; 30; 31]. But the review
of this literature does not give definite explanation and understanding of the
notion of "Entrepreneurial University". This term means higher educational
establishment that can attract additional financial resources for its activity,
use innovative methods of training and tightly cooperate with industry
where developments of the scientists of the university are introduced.

The aim. This lack of consistency makes the understanding of the
notion of "Entrepreneurial University" more complicated and as the result
for the purpose of self-advertisement universities announce themselves as
entrepreneurial ones without enough as to our mind facts.

The purpose of the research is to propose on the basis of clear
definition of the notion "Entrepreneurial University" the chart to review the
level of entrepreneurial activity in higher educational establishments that in
our opinion will make the strategic planning of their activity easier.

Materials and methods. Scientific methods of theoretic generali-
zation, system analysis, induction, scientific and periodic publications have
been applied.
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Results. The term "entrepreneurship"” was introduced by scientific
terminology of Y. Shumpeter. Such features as initiative, readiness,
insistence in gaining aim, willingness to risk have become generally
accepted. Hundreds of books and articles have been written on the
phenomenon of entrepreneurship since the famous work of Y. Shumpeter
"The theory of economic development" was published (1911) [7].

Analysing different scientific approaches and formulations we think
that professor of Harvard School of Business Hovard Stivenson gave the
most complete definition. "Entrepreneurship is the search of opportunities
beyond resources that can be controlled at the moment" [27; 28; 29].

In order to make relevant searches it is necessary to have all qualities
mentioned above. This definition is special because it can be applied in any
spheres of human activity.

Later, more extended context was given to the definition of
R. Stivenson by R. Chervits, who proposed the concept of intellectual
entrepreneurship [10; 11]. R. Chervits wrote that ‘creating of material
benefits is only the one demonstration of entrepreneurship. Entrepreneurship
is not the business. It is the direction for possessing the world, it is the
process of cultural innovations [10]. It is rather definite remark. It can be
understood as follows: entrepreneurship can be carried out in all cultures:
humanitarian, natural sciences and business.

The notion "entrepreneurial university" is used in many works starting
from the middle of the 1990-s of the 20th century. But there is no clear
definition so far. The majority of authors just describe characteristics of
entrepreneurial university, for example as Ropke [22] did in his work. The
author proposes the following demands to universities that try to be called
as entrepreneurial ones:

« the university should demonstrate an entrepreneurial behavior as an
organization;

. employees of the university that is academic staff, students and
operating personnel should be entrepreneurs;

. cooperation between the university and the surrounding environment
should be carried out in "structural sequence".

B. Klark, one of the most famous developers of the given concept,
thinks that the main characteristic of the entrepreneurial university is
transparency to commercialization of generation and spread of knowledge.
He thinks [12] that the members of such university don’t see in
commercialization any danger for academic traditions and quality of
education. Such approach forecasts diversification of financial sources of
the university. B. Klark states that the important factor of the effective
functioning of the entrepreneurial university is the management style that
can provide flexibility and strategic cooperation with the surrounding
environment.

It can’t be said that characteristics given above don’t show important
elements of what can be called as "entrepreneurial university". But making
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this notion only a commercial one or of any form a traditional entrepreneurial
flags the problem and can’t state the ways to overcome the difficulties of a
higher school [18]. So we think it is important to come back to the definition
of ‘entrepreneurial university’.

We’ll use the definition of R. Stivenson and consider on its basis the
general entrepreneurial potential of the university. University needs
resources to solve the main tasks. The lack of resources naturally limits
possibilities to solve the main tasks of the university. Using the definition of
R. Stivenson it can be said that entrepreneurial university always seeks
opportunities to overcome these limits. Taking into account what are the key
spheres for higher educational establishment it can be said that the
university that wants to be called as an entrepreneurial one should overcome
limits in three spheres [27; 29]:

. generation of knowledge, constantly working at creating new
research methods and studying new fields of knowledge or new problems in
already known fields;

. teaching, developing innovative methods of learning and modifying
the content of learning by reflecting in it the new achievements of science
and practice;

. implementing knowledge into practice with the help of various kinds
of cooperation with the surrounding environment.

We think that it is not right to exaggerate the significance of any of
these spheres at the expense of the other one. Such exaggeration over time
will lead to serious danger. For example, disrespect for innovations in the
sphere of education while concentrating on research activity can lead to
depletion of the important resource: the number of young researches will
reduce. Excess of emphasis on teaching at the expense of research leads to
the reduction of qualification of teachers. Absence of practice is connected
with the risk of "scholastization" of researches of changing them into a goal
in itself. There are evident consequences of absence of connection with
practice for teaching.

So, one more definition of "entrepreneurial university" can be given.
"Entrepreneurial University is a higher educational establishment that
systematically makes efforts to overcome limits in three spheres that are
generation of knowledge, teaching and converting knowledge into practice
by initiating a new activity, transforming internal environment and
modifying cooperation with surrounding environment at its risk".

Limits in all three spheres mentioned above are always connected with
the deficit of the main kinds of resources such as financial, informative and
human. Attraction of these resources is always seen as the main
characteristic of a company but, we think, it is wrong as search of resources
is of secondary importance towards overcoming limits in these three
spheres. But entrepreneurial activity of the university is impossible without
solving the problem of resources so a lot of efforts should be made.
Traditional universities, as a rule, consider the problem of resources as the
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task that should be solved by the environment where they function but not
by them. Paradoxically, but when the surrounding solves this problem the
entrepreneurial potential of the university only decreases. It is important to
note that the problem of resources is connected with the necessity of serious
changes in the internal environment of the university, especially change of
its corporate culture and also overcoming tendency to isolation from the
surrounding environment. In general the problem of entrepreneurship in the
activity of university can be shown in the form of matrix (table I).

Table 1
Matrix of the entrepreneurial activity of universities
Overcomin Overcoming | Overcoming Overcoming
Real CICOmINg - e shortage the deficit the deficit Risk
. resources . . .
entrepreneurship limits of human of financial | of information |assessment

resources resources resources

Overcoming limits
in the sphere of
knowledge
generation
Overcoming limits
in the sphere of
teaching
Overcoming limits
in the sphere
of implementing
knowledge into
practice
Cooperation with
state authorities

With the help of this matrix it is possible to note those fields in which
university concentrates entrepreneurial activity. The research of a real
practice of universities can help to create general approaches for the
development of entrepreneurship in their activity.

Among problems of universities mentioned above one of the most
difficult to solve is to overcome gap between three cultures that are
humanitarian, natural sciences and business. We think that entrepreneurial
university can play an important role to solve this problem by modernizing
both content and methods of teaching. In our opinion the problem is that
special subjects at universities are taught too early and students don’t have
possibility to master the languages of three different cultures.

Besides, natural education practically almost ignores emotional sphere
and, with some minor exceptions, is isolated from social processes that take
place in society. Future scientists and engineers don’t understand the
mechanisms of converting scientific ideas and discoveries into goods and
services the production of which is the basis of business. Actually modern
education helps to form cultural snobbery. What can be done in relation to
this problem?
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Such forms of management as cross-disciplinary teams, centers and
networks have been used on a study level for a long time. Such experience
can be used to organize educational process in terms of which students,
representatives of three cultures would carry out common projects thus
mastering the systems of notions, language and mentality of the
representatives of other cultures. In our opinion, overcoming disciplinary
limit of the educational process can make teaching more interesting sphere
of activity for creative people, who are frightened of teaching routine. What
prevents from realizing this idea? First of all, the modern structure of the
university. Division into departments, assessment of academic hours of
teachers and disposition of funds are the problems which who try to put into
practice the idea of university as universum of knowledge will immediately
come across. In the majority of countries the approach is complicated with
such terrible system of standards of higher school. We’ll note that
"competency-based approach" with the help of which the standards of
higher education are tried to be improved will not help. It is very pragmatic
for this situation.

Researching tendencies in the change of competition in modern
markets under the conditions of economic globalization, Michael Porter
pointed out at a sort of paradox [4]. With the development of globalization,
growth of scales in the world distribution of labor, formation of global
corporations that have budgets equal to the budgets of certain countries,
some local government officers not only lost their importance but became
more important for the analysis of competitive environment. Critical mass
of concentrated in one region companies creates them special conditions
that give the opportunity to have competitive success. The paradox is that in
the global world competition depends more and more on local
characteristics of areas such as knowledge, ties and motivation that are
relevant to these areas. Location always played an important role in
competition, but recently this role has changed much as concentration of
companies, service institutes and universities on a small arca has become
the main factor to get competitive advantages first of all in the sphere of
generation of innovations. Formation of arecas where great entrepreneurial
forces of certain direction are concentrated has changed a global business
landscape. Special-propose areas where many successful companies are
started have emerged. The example can be Hollywood in the sphere of show
business, Silicon Valley in information technology or shoe clusterin
Lombardy (Italy).

Industrial cluster is the integrated system of interactive companies in
different fields, service institutes and universities that support each other in
the processes of production improving, innovations providing and global
competition by developing cooperation between companies and
organizations that form such social and economic surrounding which helps
to get great success in global competition. One or several standard
companies that compete in a global market play a leading role in a cluster.
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Such companies as suppliers of raw materials, component parts or services
concentrate around them. All of them cooperate with infrastructure
companies, educational and scientific establishments. Such system creates a
cluster. Network institutes that provide cooperation of companies between
each other play the most important role in clusters. Three types of clusters
can be noted. The first type is an ordinary cluster where the leading
company produces one product and competes in different territorial markets
within one field. The second type is multi-industrial cluster. Such type of
cluster emerges in case when the strategy of the leading company is oriented
at diversification of a product. In this case a company competes not only in
different territorial markets but also in different industrial markets as well.
The third type of cluster is a complex multi-industrial cluster. It emerges
when there are several leading companies.

Many new special-purpose companies emerge, cooperation between
companies grow, highly skilled work force is formed and the spirit of
entrepreneurship increases within clusters. All this provides companies with
great flexibility under rapid changes. These processes create good
conditions for the development of small and medium-sized businesses that
can create and provide innovations. Cluster provides the most effective
exchange of knowledge and better access to resources and markets (figure).

More effective exchange of knowledge can be possible through fast
regional development, formation of research and educational establishments,
cooperation between companies, research and educational establishments.

Global —
markets
Entrepreneurialuni| ——> Access
versity torecourcesan
dmarkets . .
Financia
linstitutes
Exchange of know / Companies
ledge
/ Marketoppor
tunities
Regional Entrepreneurialuniv
development ersity Opportunitiesof . -
cooperation Discussionforums
Conferences
Exhibitions
> Workgroups

Cluster provides the most effective exchange
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Access to resources and markets is provided by presence of ties with
big companies and specialized financial institutes. Interaction is provided
with the help of a great number of exhibitions, discussion forums,
conferences, activity of associations and work groups that take place in the
given area. It is important to note that there is an intensive exchange not
only of information within a cluster but also knowledge. Mutual understan-
ding plays an important role in this process. Barrier to mutual understanding
is a gap between natural and business culture. As it was mentioned above,
skilled workers don’t always understand the language of scientists and
scientists don’t always understand the needs of business and markets.
Companies of new type are actively formed in industrial clusters. These
companies can understand the needs of business, its needs in research and
innovations. Based on this understanding, they place business order for
research in universities and research institutes. In fact they are network
intermediary agents able to speak both the language of business and the
language of science. At the moment they fill the niche which entrepreneurial
universities should take. Entrepreneurial universities should overcome limits
in the field of generation of knowledge to take this niche. Classical
university is prone to generate the knowledge which it can generate at the
moment. But it is important to generate the knowledge which business
needs at the moment and within the certain time limits. So entrepreneurial
university should be a network player in a cluster, that can solve tasks which
are beyond present limits. We mean the knowledge that is working opposed
to the knowledge which meets academic standards that were formed in the
process of isolated from business development of universities in the past.
University academic snobbery is the main barrier for the formation of
entrepreneurial universities. In this case the matrix of entrepreneurial
activity of the university looks like it is presented in table 2.

Network relations play an important role within industrial clusters.
The role of social networks in the economy of knowledge grows rapidly and
goes beyond industrial clusters. Social capital as it is understood as the
capital of relations within social networks plays more and more important
role. The effectiveness of operations in social networks demands absolutely
other level of trust. In this case trust is understood not only in a traditional
sense that is to be ready to put yourself in an unpleasant position but it is
also belief that all participants of the network can get success and will go
the common goal. Further development is connected with cooperative
relations and relevant skills. Hence, transformation of a successful person
gradually takes place. The main direction of this development is from
formal authority to cooperation and trust, from charisma to intellectual
leadership. Universities have always been generators of social networks,
especially those ones which could create effective unions of graduates.
Business schools that learnt to create professional unions of graduates
during educational process that supports each other in business and
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management activity got more success in this field. Entrepreneurial
university should see itself not only as the institute of "transfer" knowledge.
It should see itself as the system that creates social networks with the
highest level of social capital which can solve complex intellectual tasks.
This possibility can be realized not only through associations of graduates
but also through great mechanisms of long-term cooperation of graduates

while solving research tasks of applied direction.

Table 2
Matrix of entrepreneurial activity of universities
Overcoming Overcoming deficit Overcorping Overcorping .
resources limits of human deficit deficit Risk
reSOUTrCes of financial of information assessment
Real entrepreneurship resources resources
Practically oriented
research. The result
is more important .
Overcoming limits than the form and The d§pth Qvercomlng .
. of decision information The risk
in the sphere standard. Knowledge | . . S
of generation that is working is relevant deficit at the of losing time,
of knowledee opposed to the to financial expense of out-of-dateness
& kncl))\?vle dge which resources intuition
meets academic
standards
From the problem
Group of of information
From the teaching teachers to support of
Overcoming oriented at a standard solve applied academic Incompetence,
limits in the sphere to the teaching problems. statement of mlsun'der-
of teaching oriented at a non- Increased use prqblems to the standing
standard result of ability to solve
coordination | research tasks at
by companies | the information
level
Change of logic. From the .
S e Working logic: there | expenses to Prap tlcg !
Overcoming limits in the | . . s application
O is knowledge so it is | providing to
sphere of providing . creates new . .
knowledge into necessary to search financial information for Discrepancies
ractice practical application. | results from new research
P New logic: only new | the usage of tasks
knowledge emerges | knowledge
Absence of rapid
C‘?V(i)gle::l;(em Limits with Extra tax gﬁiﬁﬁfﬁ Administrative
. registration. burden . responsibility
authorities with state
establishments

From this point of view entrepreneurial university should renew the
practice of scientific schools formation, that unite graduates not only by
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unique conceptual language but also the development of research school
beyond the university as a social network specializing in solving certain
research tasks.

Conclusion. System consideration of the problem of entrepreneurial
universities that can be done on the basis of the matrix stated above gives
every university the opportunity to choose high-priority direction of
entrepreneurship and develop it. At the same time, as it was mentioned
above, entrepreneurial university has to overcome limits of all three types.

The development of new forms of educational process to overcome
"disciplinary myopia" is the important element of the activity of any
entrepreneurial university, helping on the one hand, to break gap between
cultures and, on the other hand, to overcome limits in the field of teaching
through overcoming deficit of information and human resources.
Entrepreneurial universities can become an important element of industrial
clusters, overcoming deficit of financial resources and helping to develop
the regions where they work. To solve this task entrepreneurial universities
should pay more attention to the creation of social networks which includes
also the work with its graduates. The graduates who are in business don’t
break relations with educational establishments but develop them. As the
result, higher educational establishments get opportunity to accumulate
finances directing them first of all at a scientific activity. Commercialization
and applied character of research help entrepreneurial universities to
become the necessary link of business-education-state chain.
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Xmypoea B., I'opnamosa O. Biznec-cepedosuuie 0ceimnubo-Haykosoi 0iaipHocHi.

Ilocmanoska npobnemu. 3 uacom 3MIHIOEMbCA CMABLEHHA CYCRilbCMEd 00 1020
ocHogHux Hcmumymis. OOHaK WeUOKICb 3MiH BIOHOCHO PIZHUX THCTUMYMIE iICMOMHO
sapiroemocs. Incmumymu 6iznecy sminoomecs weuowe 3a 6cix. Cucmema ocgimu 6
yCcbomy cimi ocums KOHCepeamueta, sk i it niocucmema — ynieepcumemu. OOHax uepes
cucmemy yHigepcumemis npoxooums HAuOLIbW AKMUBHA YACMUHA KOJCHO20 NOKOJIHHA,
MOMY 8UHUKAE NEGHUL NAPAOOKC: NOMEHYIUHO IHHOBAYIIHA YACMUHA COYIYMY 20MYEMbCs
00 mpyoo8o2o Jcumms Ha 0azi 3acmapiiux, KOHCEep8amueHux memoois. s cucmemu
oceimu HeoOXiOHe B8NPOBAONCEHHA 3MIH Y CepeOuHi 2anysi ma 8 cepeouHi KONCHO2O
YHigepcumemy.

Ananiz ocmannix oocnioxycenv i nyonixauiii. Oouicio 3 6adicIUBUX i0ell 6IOHOCHO
nepemeopeHHsl Cy4acHo20 yHigepcumemy, CApAMOBAHO20 HA 3abe3neuenHs Kpaujoi 8iono-
8iOHOCMI pe3yIbmamis 1020 OiIbHOCMI 8UMO2AM UYACY, € KOHYenyis niOnpueEMHUYbK020
yHigepcumemy. L{bomy numannio npuceéaueno b6azamo cmamei ma kHue. OOHax ananis yiei
nimepamypu He 0a€ 0OHO3HAYHO20 MIYMAYEHHs Ma PO3YMIHHA NoHAmms "nionpuemuuyb-
Kutl ynigepcumem”.

Mema cmammi — eusnauentns nowsmms "nionpuemHuybkull yHisepcumem', pos-
POONEHHsL cXeMu Ol AHANIZY CIYNeHs. NIONPUEMHUYBKOT AKMUBHOCHE Y GUUUX HABUAILHUX
3aK1A0ax, KA NOAE2WUMb CMpameiuHe NIAHYS8AHHS IX OisIbHOCI.

Mamepianu ma memoou. 3acmoco8ano HAYKOGI Memoou MeopemuyHo20 y3a2aib-
HeHHsl, CUCEeMHO20 aHAi3y, IHOYKYIl, BUKOPUCTNAHO HAYKOSI mda nepioOuyHi 6UOAHHS.

Pe3ynomamu oocnioxncenna. /locniosceno cymuicmos "niOnpueMHUYbK020 yHigepCu-
memy" il OCHOBHI pecypcu 01i e@QeKmuHo2o 1020 QYHKYIOHY8AHHA. 3aNpONOHOBAHO
BNPOBAOIHCEHH MAMPUYT NIONPUEMHUYBLKOT OIATbHOCMI YHIGepCUmemis.

Bucnoexu. Cucmemnuil po3enad npobiemu niOnpUEMHUYbKUX YHIGepCUmemisa, o
MOJICHA NPOBECTU HA OCHOBI 3aNPONOHOBAHOI MAMPUYi, 00360I5€ KOJHCHOMY YHI6EpCUMENY
subpamu npiopumemHuill Hanpam niOnpuemMHuymea i possueamu iiozo. B moii dce uac
RIONPUEMHUYbKULL YHIBEpCUMem NOGUHEH YMImu 00Aamu 8Ci mpu munu 06Medlcets.

Kniouoei cnoea: yHiBepcuTer, CydyacHWH YHIBEPCHUTET, BHIIMN HaBYAIbHUH
3aKJIa.
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