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STATE AND ECONOMY
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INTERNAL TRADE OF UKRAINE
IN CRISIS SOCIO-ECONOMIC
CHALLENGES

The article defines the role and place of internal trade in the national economy
in crisis challenges, analyzes the current state of trade activities in Ukraine, identifies
priority directions of reforming domestic retail and wholesale trade in the context of anti-
crisis mechanisms of social and economic development.

Keywords: economic crisis, domestic trade, wholesale, retail, trade services,
threats indicators.

Mazapaku A., Jlacymun B. Buympennsaa mopzoensa Ykpaunwt 6 yciosusax KpusucHix
COUUANBLHO-IKOHOMUYECKUX 6bI30606. PacKkpbimbl poib u Mecmo 6HympeHHel mop2o6iu 6
HAYUOHATLHOU DKOHOMUKE 8 YCIOBUX KPUSUCHBIX Gbl30606, MPOAHAIUZUPOSAHO MeEKyujee
cocmosiHue mopeosoll OesmenrbHocmu 8 Yxpaune, onpedeieHbl npuopumemHsle HanpasIeHus.
pedhopmMuposanuss. OmeuecmeeHHOU PO3ZHUYHOU U  ONMOBOU MOP2O8NU 6 KOHMEKCme
AHMUKPUSUCHBIX MEXAHUIMOB COYUATLHO-IKOHOMUUECKO20 PA3GUMUA.

Knwueesvie cnosa: >KOHOMHYECKHI KpU3UC, BHYTPEHHASA TOPTOBJIIA, OIITOBAasA
TOPTOBJIA, PO3HUYHAs TOPTOBJIA, TOPIrOBLIC YCIYI', MHAUKATOPHI YIPO3.

Background. The crisis that swept Ukrainian economy in 2013-2015
put on the agenda the role of internal trade in the national economy in terms
of its importance in recovery. The importance of scientific research of the
state and prospects of internal trade development derives from the role that
it plays in social and economic development. Internal trade is the basis for
the functioning of commodity circulation sphere in the national economy,
which affects the society. Imperfect mechanisms of internal trade give rise
to a variety of distortion such as uncivilized forms of trade, informal sector
and others.

© Mazaraki A., Lagutin V., 2015
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STATE AND ECONOMY

Current socio-economic crisis in Ukraine the beginning of which is
associated with post-revolutionary changes, loss of territory and military
operations has aggravated the problem of living standards and social
stability in society. The solution in modern conditions is linked to the
restoration of economic growth, increase in the wholesale and retail trade
turnover, stimulating effect of trade on the development of the domestic
commodity production.

Analysis of recent research and publications. The questions of the
development of commodity circulation and domestic trade were highlighted
in the writings of many economists, including V. Apopiy, 1. Vysochyn,
V. Marcyn, S. Narovchatov, O. Nestulia, [.-F. Sherr, G. Hamilton [1-7]
and others. However, the problem of internal trade in crisis socio-economic
challenges is not duly reflected in the economic literature. Due to this the
research questions of domestic trade in the context of the economic crisis
and post-crisis recovery of the national economy is topical now.

The aim of the article is to outline the role of internal (wholesale
and retail) trade in the development of national production and market amid
the increasingly critical socio-economic challenges.

Materials and methods. The study is based on the scientific works
of foreign and domestic economists on the development of domestic market
and domestic trade, data of the State Statistics Service of Ukraine, set of
advanced methods of scientific knowledge, systematic approach and
synthesis was used as well.

Results. Internal trade is an important economic activity playing
a significant role in shaping the economic potential of society and meeting
consumer demand for goods and services. It has always been an object of
much attention and interest from economic science. The history of trade is
an important component of economic history in general. William Bernstein
wrote: "The tendency to trade and exchange is a part of human nature and
any attempt to suppress it is eventually self-defeating" [8, p. 434, 435].
From the economic history we know that trade has played a decisive role in
shaping the social and economic foundations of capitalism and civil society.
Famous French historian and researcher of the medieval economy
P. Buassonad showed that at the end of the XI century prosperity of city-
states was associated with the progress of trade, which increasingly
enhanced the scope of their influence, created new markets and fairs,
providing a transformation in society and causing the need for new
conveniences [9, p. 184-185].

Noting the need for objective trade I.-F. Sherr stressed: "Consumers
and producers are forced to turn to an organization that stands between them
and is independent from them and establishes a link between the producer
and the consumer. Trade as a mediator is new economic form, and trader is
its representative" [6, p. 29]. The researcher distinguished three forms of
isolation between producer and consumer that trade must overcome: spatial,
temporal and subjective [6, p. 50].

6 ISSN 1727-9313. HERALD OF KNUTE. 2015. m 6
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In domestic trade function specific economic relations on which
establishes a special market form of communication between production and
consumption, the sale of goods and value is provided. The process of
commodity production makes sense if the goods are sold in trade. As early
as J. S. Mill stated that the market system "is based entirely on buying and
selling and each individual exists primarily not thanks to things in
production of which he is involved but thanks to using things gained by
double exchange — sale followed by buying" [10, p. 172].

Without diminishing the role of the production process we can say
that in terms of methodology the role of the sphere of commodity circu-
lation and commerce as engines of economic development is important and
indispensable. Trade not only provides commodity-money exchange, but
also as noted by A. Marshall: "Production in the narrow sense of the word
changes the shape and properties of objects. Trade changes their external
relations" [11, p. 123].

Movement of goods and the cost from some areas to the others carried
out on a market basis increases marginal utility of available products.
Standard of usefulness in limit values, as they are formed in the exchange,
according to the theory of marginal utility allows to re-evaluate the nature of
the market mechanism measuring economic performance.

Therefore, the economic base of trade is the process of commodity-
money exchange. The basis of this process are key categories: demand,
supply, product, purchase and sale (transaction), market. Study and
forecasting of consumer demand (one of the main elements of the market) is
a necessary condition for adapting production to market requirements
(exchange) [12; 13]. That is, if the goods are produced regardless effective
consumer demand (buyers), the exchange process loses its economic
meaning (sale).

Internal trade (corresponding economic activity, according to NACE
defined as "Wholesale and retail trade; vehicles trade; repair services")
is directly involved in the creation of gross value added. The main forms
of trade are retail and wholesale. Services in retail trade are the sale of
goods for personal and family use in a fixed location (e.g., store) or away
from a fixed location (outside the store). Wholesale is selling consumer
goods to retailers, industrial, commercial, institutional or other professional
users or to other wholesalers.

State of internal trade is a significant indicator of economic
development. Inefficiency of domestic trade leads to serious social and
economic strains.

Trade is an important sector of national economy, which makes a
significant independent contribution to the production of GDP. In the
system of national GDP accounts at the production stage it is defined as the
sum of gross value added of economic activities. The share of taxes
(excluding subsidies on products) as an element of GDP is low. The
contribution of domestic internal trade in the creation of GDP compared to
many other types of economic activity is increasing (fable I). It’s biggest
indicator it was in 2011.

ISSN 1727-9313. HERALD OF KNUTE. 2015. m 6 7
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Table 1

Structure of GDP by economic activity in Ukraine in 2001 and 2005-2013, %
(compiled according to [14])

Activity types 2001 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
Industry (extracting |} <0153 74|24.16|24.30(23.11|19.99|20.69| 19.47 18.19|17.75
and processing)
Construction [3.57 371 3.89 1423 |3.08|238|3.00]2.86]2.78|2.52
Agriculture, 14.41|9.18 | 7.54 | 6.58 | 6.87 | 7.20 | 7.63 | 8.50 | 7.82 | 8.69
hunting, foresting
Transportation and
communication
Trade: repair of ve-
hicles, equipment 10.97|12.69(12.60|13.21|13.85[14.23|15.23|15.65| 14.29(14.63
and personal use goods
Other activity types [37.41[39.94|41.51]41.96|43.91[45.57]43.20|43.29|48.7849.18

12.04(10.74{10.30| 9.72 | 9.18 |10.63|10.25|10.23| 7.04 | 7.23

Trade creates significant share of gross domestic product. Following
the results of 2014, the share of wholesale and retail trade in Ukraine’s GDP
was 14.2 % (gross value added — 222.675 million UAH), excluding the
temporarily occupied territories [15, p. 458].

Quantitative indicators of internal trade contribution to GDP in
Ukraine are shown in (figure 1). Internal trade during the 2001-2014 is one
of the fastest growing sectors of Ukraine’s economy, outpacing the growth
rate by gross value added of other economic activities.
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Figure 1. Contribution of domestic trade in GDP in Ukraine during 2001-2014
(compiled by the authors [15, p. 457-458])

The share of gross value added in domestic trade (not taking into
account taxes except for subsidies on products) is connected with its
redistribution between economic activities and individual private owners.
In the late 1990s — early 2000s there was a significant redistribution of gross
value added in the economy of Ukraine in favor of domestic trade. This is
particularly due to the socio-economic phenomenon of redistributive activity,
which for example V. Polterovych described as activities aimed at changing

8 ISSN 1727-9313. HERALD OF KNUTE. 2015. m 6
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proportions of assignment manufactured product without increasing its
quality or amount [16, p. 58].

The share of internal trade in Ukraine’s GDP is currently higher than
the figure in the economies of developed countries due to lack of development in
the domestic economy of a number of modern economic activities (their share
is too small), including financial and insurance activities, real estate operations,
information and telecommunications. According to the US Census, Eurostat,
Asian Development Bank, the share of wholesale and retail trade in the
gross value added is in the US is about 12 %, the EU — 11-12 %, China — 7-8 %.

It’s negative that the growth of value added in trade happens with
a decline in the share of real economy sectors. According to Y. Kindzersky
this trend isn’t positive, although it is inherent in post-industrial societies.
Expanding domestic trade in terms of actual deindustrialization of Ukrainian
economy, says the scientist, can guide further development not to post-
industrial, but to pre-industrial society, that once turned into industrial one
thanks to trade expansion [17, p. 218]. Yet while the share of gross value
added in domestic trade is within the 13—14 % independent economic significance
of this sector in the national economy is obvious.

To ensure current share of internal trade in the future economic growth
it’s necessary to increase value added of trade by expanding volumes and
significantly improving the quality of trade services as internal trade is
a component of service sector.

The essence of trade services, their classification, principles of assessing
the effectiveness and quality are not sufficiently defined in the economic
literature. It’s too narrow to understand trading services only from the standpoint
of additional activities and helping to meet the needs of customers
(consumers)'. The economic content of domestic trade services is broader.

Firstly, they relate to the value and thus ensure changing the form of
the value -money into commaodity. This very type of service is basic, intrinsic
trading activities. The material basis of the implementation cost for this is
a change of ownership of the goods.

Secondly, they are related to the provision of buyers (consumers) with
the proper range of products at affordable prices. This is the most complete
needs satisfaction of the population with trade services (goods affordability,
high quality of products and services, physical accessibility) by creating
efficient commodity infrastructure (wide geographical coverage, greater
bandwidth, lower unit costs).

Thirdly, a service bringing consumer goods from production to con-
sumtion. Trade and intermediary businesses reduce the time for marketing
of goods, reduce costs, speed up the circulation of goods, take greater account
of the consumer demands. As for producers, for them role of internal trade

" In DSTU 4303:2004 service trade is defined as additional activities of business
entities in the retail and wholesale to assist customers in carrying out the contract of sale of
goods, their delivery and use [18, p. 3].

ISSN 1727-9313. HERALD OF KNUTE. 2015. m 6 9
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in the distribution of products, their marketing to direct (end) consumers and
feedback are particularly important. In theoretical terms it is the receipt of
information from internal trade on value and consumer value of products.
Providing feedback by trade between producers and consumers is an im-
portant part of solving the contradiction between production and the con-
sumer. The factors that hinder effective communication between manufacturers,
wholesalers, retailers and consumers, are as follows: imperfection of legal
regulation, inefficient payment systems, underdeveloped logistics services.

To improve the quality of trade services and create more value added
in domestic trade it is necessary to create a modern efficient distribution
network (including increasing the number of retail space in modern formats,
shares of modern formats, etc.).

To analyze the crisis processes in internal trade in Ukraine and
possible ways of preventing or attenuating them it is appropriate to consider
the development of trade from the position of the retail and wholesale trade
dynamics. Figure 2 shows the dynamics of the physical quantity of retail
trade turnover, that is its assessment in comparable prices.

%

Ye
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

--#-- The volume index of physical volume of enterprise retail trade turnover in Ukraine
—m— The volume index of physical volume of enterprise retail trade turnover per person in Ukraine
—&— %, 1990=100,0%

Figure 2. The volume index of retail turnover of enterprises in Ukraine in 1995-2014
(compiled by the authors [14])

In the 2000s the situation in the retail trade was getting better. Annual
growth of retail trade turnover over the past decade was on average 1.5—-1.7 times
higher (except for the crisis years 2008 and 2009) than GDP as a whole.
In 2007 physical quantity of retail trade turnover exceeded the level of 1990,
and per person — a year earlier, in 2006. However in 2009 drop in retail
turnover of enterprises was bigger (by 20.9 %) than decline of GDP as
a whole (by 15.1 %). The same trend was manifested in 2014: businesses
retail turnover decreased by 10 % and GDP by 6.8 %.

Crisis in Ukrainian economy in 2013-2015 led to a significant reduce-
tion of both wholesale and retail turnover. In the first half (January—July) 2015,
retail trade turnover decreased by 23.6 % compared to the same period last
year and wholesale — by 17.1 % [14]. The decrease in retail turnover is due

10 ISSN 1727-9313. HERALD OF KNUTE. 2015. N 6
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to a decrease in living standards and increased social tension caused by
threats resulting from armed confrontation in the east. Such negative dynamics
of domestic trade aggravates disparities in this area.

Shortcomings and imperfections of domestic retail trade were especially
obvious in terms of political and economic instability in the first half of 2014.
Sharp currency depreciation and inflation even led to the emergence of
unjustified panic about non-deficient today consumer products. Using this
panic, retail businesses, especially retailers, unjustified increased food prices.

The role of wholesale is important in anti crisis provision of coordi-
nation of total demand and total supply, establishing stable economic ties
between production and retail trade, optimizing the entire process product
promotion, stabilization of prices in the commodity markets. In particular,
wholesale businesses have the opportunity to influence the prices of specific
commodities by commodity interventions (purchasing large quantities of
goods). Regarding manufacturers wholesalers perform the following functions:
inventory support, order processing, gathering information about the market,
minimizing commercial risk and so on. Regarding retail customers whole-
salers carry out: assessment of market conditions and demand; ensuring the
availability of goods; transformation of industrial range into trade one;
division of large lots into smaller ones; financing by providing trade credit;
consulting and technical support; service. The low level of development of
wholesale trade in Ukraine does not allow fulfill these functions.

Most wholesalers in Ukraine only carry out a limited run of service
(establish economic relations, supply goods and some other functions).
Under these conditions wholesalers can no longer serve as centers regu-
lating trade flows and turn into simple intermediaries who carry out only
transactions for the sale and resale of small consignments. The data
presented in the fable 2 shows how wholesale trade in general and wholesale
trade of food products in Ukraine varied in 2005-2013.

As can be seen from the fable 2, crisis tendencies were observed in
wholesale trade in 2012-2013. In Ukraine from 2001 to 2008 the wholesale
turnover of enterprises exceeded GDP. In 2009 the trend changed — wholesale
trade turnover to GDP ratio was 94.1 %, down sharply compared to 2008.
This trend strengthened even more in 2011-2013.

Notably the crises in the wholesale trade come earlier than in the
whole economy. Crisis challenges in the economy are primarily in wholesale
trade, which is an indication of a future crisis in the retail trade.

In the current crisis the social and economic challenges are associated
primarily with exogenous factors that are determined by the world market.
Wholesale trade in Ukraine increasing sales of imported goods immediately
and directly responds to adverse processes of change in global markets.
The crisis, especially rising prices, high deflation expectations, increasing
risk of foreign economic activity, exacerbating asymmetry of information
on the state of international markets rapidly form crisis impulses that are
sent from wholesale to retail trade.

ISSN 1727-9313. HERALD OF KNUTE. 2015. W 6 11
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Table 2

The dynamics of the wholesale turnover in Ukraine in 2005-2013 *

Unit

2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
of measure

Wholesale trade turnover of enterprises
billion UAH 511.2 | 667.2 1863.9]1050.4 ] 860.9 [993.7 [1107.3 | 1093.3 | 1074.8
; ‘

g’e;"rpre“"us 93.4 | 130.5 [129.5| 121.6 | 82.0 | 121.5| 111.4 | 98.7 | 98.3
%of GDP | 1158 | 122.6 | 119.9] 110.8 | 94.1 | 91.8 | 85.0 | 77.6 | 70.6
Wholesale trade turnover of food products
billion UAH 79.1 | 103.3 [131.5] 155.1 | 168.3]193.8 ] 194.5 | 215.2 | 199.7
; :

y/‘é;‘r’prewous 121.1 | 130.6 [127.3] 117.9 | 108.5 | 1152 | 100.4 | 110.6 | 92.8
%of GDP | 17.9 | 19.0 | 182 | 164 | 184 | 179 | 149 | 153 | 13.1

* Compiled by the authors [14]

Large independent wholesalers and distributors, making wholesale full
cycle service, really coordinate their activities with the financial and credit
institutions. Today the crisis processes that have primarily global financial
and credit nature start in the financial sector. Wholesale is especially sensitive
to all the financial and credit crisis turmoil. Retail trade is less vulnerable to
excessive financial risks, because there are real opportunities to shift them
to the final consumers (buyers).

The lack of an effective wholesale in Ukraine provokes unregulated
trade and industrial relations, formation disorder of commodity supply,
inadequate quality of consumer goods, irregular supply, slow update of
product range by manufacturer. Wholesale significance objectively stems
from the role and place of wholesale businesses that may have a lot of
information about market conditions. In modern conditions only powerful
wholesalers are able to purchase significant quantities of goods (which
guarantees lower prices), introduce advanced logistical technology to
provide high quality service, offer customers a wide range of products.

To ensure the sustainable development of domestic trade we should
identify threats, explore their interactions, priority, and the significance of
effects. Threats to internal trade in the broadest sense are any internal and
external factors that can hinder the implementation of public and private
economic interests in trade. Anti crisis mechanism of internal trade involves
complex of forms, methods, means and tools needed to identify the causes
of the deterioration of quantitative and qualitative indicators of its state,
resolution of pressing problems, eliminating deformation, smoothing their
negative manifestations, elimination of crisis consequences, evaluation of
prospects to improve the stability of the industry .

The development of anti-crisis mechanism of internal trade functioning is
based on identifying the threats that can negatively affect the situation in
domestic trade, and provides evaluation of the extent of possible dangerous
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changes. The critical state of domestic trade may be due to many different
reasons, which features the dynamics of various economic variables. Thus,
the main threat here is a narrowing of the internal market in Ukraine,
excessive flow of low-quality imported consumer goods, poor quality of
market institutions, structural deformation, limited capacity of domestic
demand, dependence on fluctuations of the world market. To limit the impact
of these threats to the development of domestic trade the state should take
the path of real support of domestic production and effective management of
wholesale and retail turnover.

The list of 10 most critical in the current environment structural and
institutional threats for Ukrainian internal trade is systematized in table 3
(based on the distinction and subordination of crisis socio-economic factors —
threats and related quantitative parameters describing the assessment of their
possible impact — indicators) according to indicators that express their meaning.

Table 3
Threats to Internal Trade of Ukraine *
Structural Institutional
threats indicators threats indicators
L . Dependence Openness
High inflation CPI on external markets of internal market
Devaluation of the Average official Admlp1strat1ve Index of Economic
hryvnia qxchange rate barriers aqd Freedom
against the US dollar overregulation
Increqsmg share Share of imported Property rights Property rights
of imports . . .
consumer goods insecurity index

in the market

Goods inventories

Inventory . . . Level of informal
. in online retail Informal trade .
Reduction internal trade
trade
Monopolization of State of competitive

Decrease Wholesale P . . pet
. trade and formation environment in
in wholesale trade turnover .

of cartels domestic trade

* Developed by the authors

The monitoring system of structural and institutional threats to domestic
trade functioning and assessing their impact includes the following steps:

1) choice of monitoring target;

2) selection of the most significant threats;

3) selection of statistical indicators to assess selected threats;

4) building a model of integral index of evaluating threats;

5) development of recommendations on the results of monitoring and
forecasting future changes.

Implementing these stages enables relevantly assess the impact of
structural and institutional threats to sustainable development of domestic
trade, which could in advance point to their vulnerability to a possible crisis.

ISSN 1727-9313. HERALD OF KNUTE. 2015. W 6 13




STATE AND ECONOMY

One of the main elements of the crisis mechanism of internal trade
functioning is traditionally considered keeping inventory level to ensure
uninterrupted trade development, creating opportunities to select products
and best meet the public demand. Commodity stocks can not be considered
"dead capital" of domestic trade, their presence is a necessary precondition
for achieving a trade balance. In the Keynesian model of real economy
investments in stocks is an important factor in rebalancing commodity
markets. Here is the classic position of J. Maynard Keynes that price increases
will contribute to the establishment of equilibrium, which leads to consumption
delay, redistribution of income in favor of "saving" classes (this income
distribution is the result of an increase in profits due to higher prices), and
finally, the dispersal of stocks due to the rise in prices [19, p. 140].

The process of goods sale requires goods to be constantly in stock.
Formation of certain inventory volume ensures product range sustainability,
effective pricing policy, increases the level of meeting the demand of
customers. All this requires maintaining an optimal level and sufficient
product range of inventory.

Purpose of trade as an anti crisis factor is also to influence the
production regarding manufacturing goods according to effective demand,
higher quality product offering, expansion and improvement of its range.
Trade can have both stimulating and destimulating influence on the development
of national production. Internal trade "relieves" the process of commodity
production from the need to sell the manufactured goods, the latter would
lead to inefficient use of material, labor and financial resources [20]. This
creates objective conditions for the acceleration of commodity turnover,
reducing the time spent in circulation, giving substantial economic benefit.
Thus, the role of trade in the national economy is to provide manufacturers
through its orders not only with the necessary information about the size and
structure of the market demand, but also encourage them to modernize the
production process and to replace range of commodity products.

It is important to ensure the conditions for competition, institutional
support to trade business amid crisis socio-economic challenges. The most
important task here is to eliminate barriers that prevent the effective
development of a competitive environment in the retail trade. It is about
sharing risk between trading entities and suppliers, asymmetry of information
support of wholesale and retail trade, discrimination against the interests of
SMEs from retail networks. The experience of developed countries has always
shown in the context of the dominance of retailers high probability of mani-
festation of monopolistic abuse of both consumers and suppliers [21, p. 106].

In April 2015 Ukraine AMC has fined for cartel price fixing 15 retailers
and consulting (research) company "ASNilsen Ukraine" totaling more than
203 mln UAN. These networks are LLC "Fozzy-Food" ("Silpo") — with
a fine of 78.4 min UAN; LLC "ATB-Market" (ATB) — 48.6 mln UAN; LLC
"Metro Cash and Carry Ukraine" ("METRO") — 23.4 mln UAN; LLC "Fora"
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("Fora") — 11.1 mln UAN; LLC "Auchan Hypermarket Ukraine" ("Auchan") —
9.4 min UAH; LLC "Novus Ukraine" ("Novus") — 9 mln UAN; LLC "Fud-
market" ("Velyka Kyshenya") — 6.5 mln UAN; LLC "Adventis" ("Caravan") —
4.6 min UAN; FDI "Billa-Ukraine" ("Billa") — 4.6 min UAH; SE "Furshet
Center" ("Furshet") — 2.9 mln UAN; Ltd. "Krai-2" ("Krai" and "Kraina") —
1.5 mln UAN; SE "Traverse Market" ("Furshet") — 680 thousand UAH; SE
"Food Center" ("Fushet") — 680 thousand UAH; LLC "Spar Center" ("Spar") —
680 thousand UAH; LLC "Mepromah" ("Bimarket") — 680 thousand UAH;
LLC "ASNilsen Ukraine" — 400 thousand UAH; LLC "X 5 Retail Group
Ukraine" ("Perekrestok") — 340 thousand UAH; LLC "ECO" ("Eco-Market") —
100 thousand UAH; JSC "Furshet" ("Furshet") — 56 thousand UAH [22, p. 7].

The subject of cartel price fixing was not a traditional increase in
prices for consumer goods, but exchange of information on the state of the
consumer market, the development on this basis of common (coordinated)
actions of suppliers and producers. It is no accident the main coordinator of
the cartel was consulting company that has accumulated relevant market
information.

However, it has had no positive effect on forming more effective compe-
titive environment in domestic trade. In the future Law of Ukraine "On the
domestic trade" it is necessary to provide the application of antitrust measu-
res in this area, including the criteria formulation of vertical contracts illega-
lity between retail chains and suppliers to avoid cartel conspiracies [23].

Conclusion. Assessment of the state and prospects of anti crisis
development of internal trade is essential to analyze the national economy
and is a prerequisite for the development of science-based strategies for its
development. The mechanism of sustainable development of domestic trade
should be the only process from the moment of identifying threats to
making recommendations to identify the level of market stability, in the
long run it will allow to use this mechanism as a really effective tool of state
regulation of domestic trade. Modern trends in internal trade in Ukraine
include streamlining the entire complex of relationships between the real
sector of economy, trade and consumption.

An important component of future research should be to identify
contradictions and problem situations in the system of internal wholesale
and retail trade regulation. In particular, the probability of the impact of
macroeconomic variables on domestic trade indicators, which determine its
stability, method of determining the critical values of structural and institutional
crisis indicators need further development.
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Masapaxi A., Jlazymin B. Buympiwna mopziena Ykpainu ¢ ymosax Kpu3oeux
COUIAIbHO-EKOHOMIYMHUX BUKIUKIB.

Ilocmanosxka npobaemu. B ymosax Kpuzosux coyianbHO-eKOHOMIYHUX BUKIUKIB
nocmae npoodrema KpuzoCmitikocmi 6HYmpIiwHb0i mopeieni, ii micysa y 8i0HO61eHHI eKOHO-
MiuHO20 3pocmanHa. Bpaxysaunsa yiei npobnemu nepeddbauac awaniz poii 6HYMpPIUHbOI
mopeieni 8 OuHamiyi eKOHOMIYHO20 YUKTY, MEXAHI3MIG 3a0e3neyueHHs. CIMUMYIIOY020 NIUGY
MOP2ieNE HA PO3BUMOK HAYIOHATLHO20 GUPOOHUYME.

Ananiz ocmanuix 00ciodcens i nyOniKauiii NoKazas, wo, He38axcarodl Ha HAABHICMb
DIBHONIAHOBUX HAYKOBUX PO3POOOK, 3AMUUAEMBCA HEBUPIUEHOI BANCTIUBA HAYKOBO-NPAKMUYHA
npobaema wooo micys i poii 6HYMpPIUHbOI MOP2iGIi Y KOHMEKCMI NOOOJIAHHS eKOHOMIUHOL
KpU3u ma nOCMKpU308020 GIOHOGLEHHS HAYIOHANbHOT eKOHOMIKU.

Mema cmammi — poskpumu poiib 6HympIiuwiHboi (Po30pidHOT ma onmoegoi) mopeisni
6 PO3BUMKY HAYIOHAILHO20 GUPOOHUYMBA | PUHKY 8 YMOBAX NOCULEHHS KPU30BUX COYIAIbHO-
EeKOHOMIYHUX BUKTIUKIE.

Mamepianu ma memoou. Y npoyeci 00CHIONCEHHS SUKOPUCMAHO CYKYHHICMb
HOBIMHIX MemOo0i8 HAYKOB02O NI3HAHHS, CUCIEMHO20 NIOX00Y Ma Y3a2albHeHHs.

Pesynomamu oocnioxcenns. Iloxkazano, wo cman 6HympiuiHboi Mopeieni € 8a2omum
MAKPOEKOHOMIYHUM [THOUKAMOPOM PO36UMKY HAYIOHANbHOI eKoHomiku. Heegexmugnicmo
onmoesoi i po30pioHoi mopeieni npu3eo0ums 00 KPU308UX COYIATbHO-eKOHOMIYHUX deqhop-
mayii. Hedonixu i nedockonanicms 6Hympiunboi mopeieni 6 Yxpaini ocobnueo suseunucs
8 yMo8ax noximuxo-ekoHomiunoi Hecmadinonocmi 2014-2015 pp. Awmuxpusosuii nomenyian
BHYMPIWHLOT MOP2i6Nl PeanizyemvpCsi Ha OCHOBL 30LIbUIeHHS 8all080I 000AHOL 6apmocmi y
cghepi mopeisni, nO3UMUEHOT OUHAMIKU PO30PIOHO20 | ONMOBO20 MOBAPOOOOPOMY, POSUUPEHHSL
00cseie | noninwienHs axocmi mopeosenvrux nociye. Oxapaxmepuzosani Oecsimv Hali-
BAJCIUGIWUX Y HUHIWUHIX YMOBAX CMPYKMYPHUX MA THCMUMYYIUHUX 3A2P03 PO3GUMK)
6HYMPIWHLOI mopeieni Ykpainu, ceped sikux: 6ucoki memnu ingaayii, desanveayis epusHi,
30IIbUIEHHS YACMKU IMANOPMHUX MOBAPI8 HA PUHKY, 3ANEHCHICb 6i0 KOH HOHKMYpU
306HIWHIX PUHKIB, AOMIHICMpamueHi 6ap ‘epu i 3ape2yibo8anicms ma ix.

Bucnoexu. Ha iominy 6i0 Hasenux nybnikayii, y cmammi enepuie HA0aHO HAYKO8Y
OYIHKY Cmawny i NepCneKmué aHmuKpu306020 PO36UMKY GHYMPIUHbOI MOp2ieni y KOHmeKcmi
8iOHOBNEHHS HAYIOHANBHOI eKOHOMIKU. MexaHizm 3abe3nedenns cmitiko2o po36UmKy eHym-
PiwHbOI mopzieni noguHern OYmMu €OUHUM NPOYECOM 8i0 MOMEHMY BUIHAYEHHS 3A2pO3 00
ni020MOBKU PeKOMeHOayil w000 RIOBUUWCHHS DIGHS PUHKOBOI CIMIIKOCMI, WO 8 NepCneK-
Musi 0acms 3M02y BUKOPUCIOBYEAMU Yell MeXaHIzM 51K OIICHO eheKmuUGHUIL 3CiO 0epiCcasHO20
peaymosants enympiwiHboi mopeieni. Cyuacni menoeHyii po3eumxy 6HympiuHb0i mopeiei
6 YKpaini nepedbauaromsv payioHanizayito 8cb020 KOMMWIEKCY 83A€MO38 SI3KI68 MIJIC PealbHUM
CEeKMOPOM eKOHOMIKIL, MOP2i6elo ma cheporo CRONCUBANHS.

Kniouoei crosa: exoHOMIYHa Kpu3a, BHYTPIIIHS TOPTiBJIS, ONTOBA TOPTiBIS,
po3apiOHa TOPTiBIIA, TOPTOBEIBHI OCIYTH, IHIUKATOPH 3arpo3.
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STATE REGULATION OF PRICES
IN DOMESTIC MARKET

The analysis of international experience in regulating pricing in the sphere
of domestic trade was conducted. There were defined deficiencies in Ukrainian model of
regulating prices of some goods. There was discovered dichotomy between reasons of state
price controls and decision-making of entrepreneurs on price changes in the sphere
domestic trade.

Keywords: state regulation, pricing, price controls, domestic trade, trade
premiums, price dumping, competition.

Iamnuuykan I. I'ocyoapcmeennoe pezyiupoeanue uen Ha 6HYMPEHHEM DbIHKE.
Ilposeden ananuz medncOyHapOOHO2O ONbIMA peSyIuUposanus yeHoobpazosanus 6 cghepe
6HympeHHell mop2oanu. Buloenenvl HedoCmamKku YKPAUHCKOU MOOelU Pe2yiupoanus yeH
Ha omoenbHble Mosapul. Bvisenena Oouxomomusi mMedcoy NPUYUHAMU 20CYOAPCMEEHHO20
KOHMPOISL YeH U NPUHIMUEeM DeueHutl NPeOnpUHUMamensiMu OmMHOCUMENbHO YeHOBbIX
usMeHeHull 8 cghepe HympenHel mop2osiu.

Knwuesvie cnoea: eocydapcmeennoe pecynuposanue, YeHOOOpPA308aHuUe,
KOHMPOTb YeH, 6HYMPeHHsA MOP208iA, MOpP2osble HA00ABKU, YEHOBOU OeMNUH2, KOHKYPEeHYUsL.

Background. Economic growth in domestic trade and full perfor-
mance of its social functions in any country of the world is hard to achieve
without forming a proper system of management that should combine
effective mechanisms of trading activities regulation, effective decision
making on development of trade infrastructure in the country and its
particular regions taking into account both urban and rural population,
creating favorable conditions for investments in enterprise development, etc.
One of the most critical problems of regulatory policy in the sphere of
domestic trade in previous years and now is pricing regulation (or price
controls).

Analysis of recent research and publications. Methodological bases
of research on pricing in the economic market system were in the focus of
economic classic authors: L. Walras, A. Marshall, J. Schumpeter, M. Kond-
ratiev, M. Tugan-Baranowski [1-5] and others. Some aspects of state price
regulation were covered in the writings of modern scholars (including
Ukrainian ones), namely: A. Boyladud, D. Nicoletti, E. Colla, E. Knysh,
O. Hetalo, 1. Sydor [6-9] and others. However, aspects of comprehensive
analysis of international experience in pricing regulation of domestic trade
with determination and comparison of differences in price controls in
Ukraine and other countries has not been considered.
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The aim of the study is to determine the effects of price controls in
domestic trade on the basis of comparative analysis results of international
experience in pricing regulation. In accordance with the purpose were set
the following objectives: to analyze the change of the rigidity indicator of
the state pricing regulation of retail prices in different countries; to identify
the drawbacks of Ukrainian model of price controls for some goods; to
describe the relationship between reasons of state regulation of pricing
decisions and decision making of entrepreneurs in relation to the change of
prices in domestic trade.

Materials and methods. In the study were used methods of analysis
and synthesis. The information base for the study were legislative and
regulatory acts, OECD statistics, research findings of foreign scholars who
studied the issues of state pricing regulation in the retail and wholesale
trade, findings of personal research.

Results. In the international practice there are no common rules
regulating retail and wholesale trade. This is due to differences in the needs
of each country. Regulation rules vary from state to state, creating
a complex system often represented by such elements as:

e general laws, 1.e. rules that are widely used (tax, labor, antitrust law);

e special laws regulating activities in certain sector market or its
segment (for example, laws that relate directly to the trade sector).

The influence of the state on pricing can be manifested both indirectly
through the creation of a system of economic and legal instruments, and
through direct administrative interference in the price mechanism operation.
In various countries with the aim of price controls were adopted relevant
laws and regulations (e.g. in Italy — the Law on Price Control (1973), France —
Resolution on the liberalization of prices (1986), in Sweden — the Law on
prices (1956), in the US — the Sherman Antitrust Act (1890) and Clayton
Antitrust Act (1914), etc.).

State policy on price controls in domestic trade (particularly in the
retail segment) during 19982013 was heterogeneous (figure I). As illustra-
ted in figure I, price controls in some countries over the years have become
overregulated (such as in Korea and the Netherlands where rigidity
of pricing regulation in retail trade during 1998-2013 increased by 2.1 and
2 times respectively). Meanwhile, in other countries was formed the trend
towards deregulation of pricing (for example, in Greece, Belgium and
Mexico, where during 1998-2013 control over retail prices was moderated
by 3.5, 2.5 and 2.3 times respectively). There are countries where regulation
of pricing remains the same for over 15 years: tough enough in Canada (4),
mild in Denmark (0.86) and Finland (0.86).

Experience of modern state influence on trade enterprises prices in
Western countries contrasts sharply with the similar experience of Ukraine
and other countries of the former Soviet Union. If, for example, in retail
trade in Western Europe concern is caused by price dumping, resorted to by
retailers as a result of stiff price competition, in Ukraine — economically
unjustified price overstatement to obtain excess profits tales place. In the
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first case, regulators have resorted to measures aimed at limiting the lower
limit of trade prices, while in the second — to regulate the upper limit of
trade margin (primarily for the protection of consumers).

In general, state control of prices as a means of consumer protection in
modern internal trade regulation is a tool that is rarely used. In 85 % of
countries-members of the Organization for Economic Cooperation and
Development (OECD) there is no regulation at all; and for the remaining
15 % — there is controlled pricing of certain groups of goods (medicines,
tobacco, alcohol). In addition, in Canada, Korea, Iceland product pricing of
essential goods is controlled (bread, milk). In exceptional circumstances
(war, natural disasters, epidemics, etc.) for a limited period of time, as the
world practice shows, can be applied administrative (direct) methods of
price regulation.
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Figure 1. Dynamics of the rigidity indicator of state regulation on pricing
(price controls) in retail trade in different countries of the world during 1998-2013
(developed by the author basing on the OECD statistics [10])
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Ukraine’s transition to a market economy has necessitated changes in
pricing policy, from the directive pricing country moved to free pricing.
However, the loss of purchasing power, considerable disparity in prices of
different product groups has led to the need for state intervention in the
pricing process. Due to the presence of all these problems nowadays prices
for some goods continue to be regulated according to the provisions of the
Law of Ukraine "On Prices and Pricing" [11].

Providing carrying out of the state pricing policy, the Cabinet of
Ministers of Ukraine:

o performs state regulation of prices, defines the powers of the
authorities on the formation, establishment and application of prices, unless
otherwise provided by the law or international treaties of Ukraine ratified by
the Verkhovna Rada of Ukraine;
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e determines the list of goods, state regulated prices on which
are approved by appropriate executive authorities, unless otherwise
provided by the law.

According to Article 12 of the Law of Ukraine "On Prices and
Pricing" government regulated prices are set on goods that have decisive
impact on the overall level and dynamics of prices, have significant social
importance and on goods produced by the subjects that have a monopolistic
(dominant) position on the market. In addition, government regulated prices
on goods can be introduced for the goods of entities that violate the law on
protection of economic competition.

Methods of state regulation of prices, in accordance with Article 13 of
the Law of Ukraine "On Prices and Pricing", are provided by: setting
mandatory for the application by entities: fixed prices; marginal prices;
maximum levels of trade margin and supply-marketing margin (supply fee);
marginal profitability limits; amount of supply remuneration; amount of
bonuses, discounts (bearish coefficients); introduction of a procedure for
declaring changes and / or registration of prices.

As of early November 2015 in Ukraine price regulation for certain
foods, medications, diesel fuel, motor gasoline is carried out by the state. In
the country operates Resolution of the Cabinet of Ministers of Ukraine "On
establishing powers of executive authorities and executive bodies of city
councils regarding the regulation of prices (tariffs)" of 25 December 1996
Ne 1548 (as amended on March 25, 2015) [12], according to which it is
established:

e marginal trade (supply and sale) premiums to the wholesale price
(customs value) for flour, bread, pasta, cereals, sugar, beef, pork and
poultry, sausage products, milk, cheese, sour cream, butter, sunflower oil,
eggs not more than 15% excluding the cost of their transportation in the
intercity traffic;

e marginal trade premiums for diesel fuel and motor gasoline sold
through service stations at no higher than 15% of the wholesale price or
customs value.

Meanwhile, the Ministry of Economic development of Ukraine within
the framework of reducing administrative impact on the market has recently
proposed to abandon the state regulation of prices, replacing the mechanism
with marginal level of profitability, and to reduce the list of food for social
purposes, the prices of which are regulated by the state, to 11 items. In the
project developed by the Ministry Resolution of the Cabinet of Ministers of
Ukraine it is stated that [13]:

e marginal trade margins and premiums will be determined by local
authorities, and the marginal rate of return will range from 2 % to 15 %
depending on the region and type of product;

e from the list of socially important goods will be excluded foods of
so-called "premium segment", that are made with improved technology and
using special packaging;
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e maximum levels of trade and supply-marketing premiums will be
applied at a level no higher than 15 % in determining the price of flour;
simple-recipe bread; bread and bakery products for diabetics; cereals such
as buckwheat, oats, millet; white sugar; pork (besides boneless meat);
chicken (excluding fillets); drinking pasteurized cow’s milk with a fat
content of up to 3 % (packed in a film); cheese with fat content of up to 10 %
(packed in parchment bag); refined sunflower oil (bottled in plastic bottles);
table eggs of 1 and 2 categories, baby food.

Considering current Ukrainian practice of regulation of food prices, it
is should be stressed that one of its drawbacks is that neither current law nor
the Ministry of Economic development of Ukraine offers clear rules on
defining products that have an important social value. In addition, the
competence of any public body of Ukraine does not include the one that
provides classifying goods as socially significant. The latter, in turn,
questions the legal validity of such regulation.

Along with this, the declaration of changes in wholesale price poses
hidden registration of changes in wholesale prices. A mechanism of
declaration contains corruption component, as it implies registration of the
document in the body which introduced this method of regulation at its
discretion and has no clear and understandable criteria for conducting such
registration or refusing it.

The disadvantages of the Ukrainian model of regulating food prices
also include:

e introducing parallelism in prices regulation (for example, the use of
marginal levels of profitability and marginal wholesale and retail premiums
on the one hand, and the declaration of changes in wholesale prices — on the
other);

e lack of economic basis of necessity for this regulation and necessary
volume of it.

These and other deficiencies lead to undue financial burden as on the
activities in the field of domestic trade and other areas of the economy and
the state as a whole: the administration of such a model of price regulation
requires significant financial and human resources; absence of economic
motivational component in the model causes the decline of business people
interest to investment in the activities and development of their businesses /
companies.

If the given project of the changes in the regulation of food prices still
remains only a proposal, the state regulation of medicines pricing in Ukraine
is already carried out under the new rules. Since 1 January 2015 came into
effect changes to paragraph 1 of the Resolution of the Cabinet of Ministers
of Ukraine "On measures to stabilize prices for medicines and medical
products" of 17 October 2008 Ne 955 [14], the purpose of the introduction
of which is to increase economic accessibility of domestic medicines for the
low-income sections of the population and to create equal conditions for
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the use of state regulation of prices for medicines for both foreign and
domestic producers. In accordance with the changes now for medicines and
medical goods included in the National list of essential medicines and medi-
cal products (except narcotic, psychotropic drugs, precursors and medical
gases) and the minimum compulsory range (socially oriented) of medicines
and medical products for pharmacies, defined by the Minister of Health,
were established marginal supply-marketing premiums not higher than
10 %, which are calculated for the wholesale price including taxes and fees,
and marginal commercial (retail) premiums not exceeding 25 % calculated
for the purchase price including taxes. According to the Ministry of Health
of Ukraine data, the amount of retail trade premiums on domestic medicines
whose wholesale price is lower than 12 UAH per package, before the
beginning of 2015 could be between 0.3 % and 169.5 % [15].

According to the practical experience, the kind of price regulation
used in Ukraine (when marginal trade premiums are set), and the one
common in Western Europe (where regulation is mainly aimed at
preventing dumping prices), state intervention in the pricing often leads to
a number of adverse effects (figure 2).

Abuse of the manufacturers’ position, The growth of retail prices due to
expressed in the reduction of internally changes
branded competition, inflating the prices by | in the horizontal and vertical competition
suppliers of national brands in terms of the Complications in relationships between
overall supply (e. g., as it was in France, retailers and suppliers.
Ireland). Switching la.rge retail cpmpanies to the
Containment of price competition forms of non-price competition.

between trade enterprises. Development of own trademarks by

u Increased rigidity of prices in the trading networks and their active promotion

conditions of establishing a particular method of on the market, .
calculating the minimum retail price Increased marketing payments (bonuses).
: e I liers’ h ice.
Increased costs for managing distribution I_III CerZi;u;p é;ﬁafkft(; :;zczrcigetheir
centers in trade firms due to difficulties with P P
. market share to discounters
the sale of surplus and goods stored in

[
upper limit of prcies (marginal trade
premium)

on
g warehouses. between manufacturers and retailers
3
Gy
o
% Redistribution of added value in the supply Spread of the practice of bypassing the
‘é chain. restrictions (for example, by selling imported|
= The growth of retail prices. goods on which the price of supply can be
The emergence of trade deficit. set outside the country).
Chain reaction of price increases to Averaging of doing business conditions

compensate for loss of earnings: setting the | with the neglect of differences in the cost of
margins premium (or price) for certain type | renting retail space, maintenance of various

of goods leads to an increase in margins trade formats, etc., which leads to the
(prices) for other types of goods. formation of unequal conditions

Increase in the number of conflicts of competition: greater losses from trade
between retailers and their suppliers. restrictions suffered by the objects of trade

Reduced quality of products distributed | placed in the center of large cities, as well
by points of sale (including through partial | as goods of "medium" and "upmarket" price
falsification of product ingredients by segments.
producers) Stimulation (although limited) of
entrepreneurs to find ways to reduce costs

[
lower limit of prices in trade *

* The effects of setting the lower price limit are determined on the basis of studies of
various scientists, including [6; 7; 16; 17].

Figure 2. Likely effects of state regulation of pricing (developed by the author)
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The nature of negative effects multitude of state pricing regulation in
domestic trade lies in the dichotomy between reasons and causes of the
regulation and reasons of entrepreneurs on price changes (figure 3). Only a
compromise solution aimed at minimizing the gap between the slope of
price changes vectors at the state level and the level of trade organizations
or deregulation may stipulate reduce of the number of these adverse effects.

Of course, it is impossible to rely solely on self-regulation
mechanism of market prices, because it not only does not guarantee but may
conflict with the need to protect disadvantaged groups. However, solving
this problem, instead of administrative (direct) state regulation of prices (for
example, food products) it is possible to apply economic (indirect) ways of

influence (for example, preferential loans, subsidies, tax benefits, etc.).

Reasons for

regulation

Reasons of entrepreneurs’
decisions on price changes

gy

gt

Manifestations of predatory
competition in the market by
the displacement of weaker
competitors or creation
of barriers for the entrance

"Disruption” of the manufa-
cturer’s image, resulting
in the reduction of value

of their brands

Efforts to optimize prices and reduce losses or increase
demand as a result of rational behavior of the retailer
(for example, in the case of complementing goods
a businessman puts a low price on one product to boost
demand for a complementing product, or in case of limiting
a markup on one product an entrepreneur in order to
compensate for lost revenue raises prices for other goods)

The growth of private
trademarks and discrimination
of goods under trademarks
of manufacturer(s)

Trying to minimize losses associated with the use
of average conditions when setting price limits, that
leads to unequal conditions of competition
(for example, by changing the payments for marketing
services or raising the price for cheap goods
to compensate for loss of income in the more upmarket
price segment)

The need to protect the low-
income sections of population
(especially under the
established social standards
of the country)

Efforts to attract new customers to increase sales and
improve financial well-being (for example, by
combining strategies of price reduction and
promotional strategies targeted at a wide audience)

Initiation / participation in a price war in order to increase
market share or minimize risk of losses in terms
of prospects for consumer spending reduction

* The arrows indicate between which reasons of state regulation and entrepreneurs’
decision on price changes dichotomy is observed.

Figure 3. The dichotomy between the reasons of state regulation of pricing
and decision-making of entrepreneurs on price changes in domestic trade
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In the United States since the 60s of XX century operates a program
of targeted social aid to purchase food products (Supplemental Nutrition
Assistance Program, SNAP). In the basis of the program is put a "Plan of
economical nutrition" which is actually a mathematical model that
determines the minimum volume of household income as a percentage that
must be spent on purchasing food. If a household buys products for a lower
part of income, the difference comes on the account of special electronic
card using which it is only possible to buy food and non-alcoholic beverages
in authorized stores. A similar pattern of targeted aid is used in the UK.

In the EU operates framework mechanism of food supply to people
with the lowest income (Distribution to the most deprived persons in the
Community). It provides the distribution of food products through certain
non-profit organizations free of charge or at the lowest prices. This supply is
carried out from intervention stocks, i.e. stocks of agricultural products,
which were previously acquired by state institutions in the market due to
lack of supply and reduction of prices.

Among international practices of price controls there are the ones
which involve: the conclusion of contract with the state on the basis of
which is established the right to raise prices of some goods, while reducing
them of others (for example, in France); sectoral subsidizing of certain
spheres of economic activity (for example, Switzerland or the United
States).

Conclusion. Developing current model of regulation of domestic
trade in Ukraine (including in terms of developing effective regulations of
price controls) it is necessary to take into account international experience
of such regulation and its consequences. By preventing the development of
predatory competition in domestic trade (including by regulating pricing) it
is important to pay attention to the feasibility of bridging the gap between
the slope of price changes vectors at the national and enterprise levels.

The results of the study can be further used both in the process of
improving the mechanisms of state regulation of domestic trade (in aspects
of price controls) in Ukraine and other countries and for more in-depth
study of issues of prices regulation for specific goods.
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Ilamuuyvka I'. [lepycasne pezyniosannn yin Ha 6HympiuitHbOMy PUHKY.

Ilocmanoseka npoonemu. OOHUM 3 HAUOINLUL 20CMPUX NUMAHL PE2YIAMOPHOT
noaimuku y cpepi HympiwiHboi mopeieni 0oHuHi € Konmpons yin. Hezeascarouu na me, wjo
0esKi acnekmu 0epiHcagHo2o pecyno8ants Yin 6UCEIMAEHO Y NPAYaX CYYACHUX THO3EeMHUX
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ma YyKpaiHcoKux HayKosyis, npooremMamurka KOMIIEKCHO20 AHAIZY MIXCHAPOOHO20 00CBI0y
De2yNioBanHs YIHOYMBOPEHHSI HA DPUHKY Y GHYMPIWHIN MOpP2i6Ni 3 BU3HAYEHHAM mda
NOPIGHAHHAM GIOMIHHOCMEl KOHMPOMO YiK 8 YKpaini ma inwux xpainax ceimy 00 yb020 He
po3enaoanacs.

Memoro npeocmasnenozo y cmammi OOCHIONCEHHS € BUSHAYEHHS Pe3Vabmamis
KOHMPOMIO YiH Y 6HYMPIWMHITL MOP2i6li HA OCHOGI OAHUX NOPISHSIBHO20 AHANIZY MINCHA-
POOHO20 00CBIOY pe2ynto8aHHs YIHOYMBOPEHHS, B3AEMO38 A3KY MIdHC NPUYUHAMU 0epIHCA8-
HO20 pecynto8aHHs YIHOYMBOPEHHA Mda NPUUHAMMAM piuleHb NIONPUEMYAMU OO0 3MIHU
Yin y cqhepi 6Hympiuinboi mopeieiii, 8UseieHHs HeOONIKI8 YKPAIHCLKOI MOOe pe2yit08aHHs.
YiH Ha OKpemi moeapu.

Mamepianu ma memoou. Y xo0i 00CniO#ceHHs BUKOPUCIIAHO MemoOU aHali3y ma
cunmesy. Ingopmayiiny 6a3y 00CHiONHCeHHS CMAHOBIAMb OAHI GIACHUX OOCHIONCEHD,
3aKOH00agyo-Hopmamugui akmu, cmamucmuuni oani OECP, pe3ynemamu O0ocniodceHs
3apyOiNCHUX HAYKOBYIG, AKI BUBUAIU NPOOIEMAMUKY OEPHCABHO20 PecyNIO8aHHA YIH )
PO30PIOHIT ma onmosiii mopeiéii.

Pesynomamu 0ocnioxncenns. Bcmanosneno, wo eniue 0epoicasu Ha YiHOymeopeHs.
ModHCe  BUABTAMUCH 5K ONOCEPeOKOBAHO Hepe3 CMBOPEHHS CUCHeMU eKOHOMIUHUX I
npagosux eavicelis, max i 3a 00NOMO20I0 NPAMO20 AOMIHICIPAMUEHO20 6MPYUAHHS Y Oit0
YiHo6o20 Mmexanizmy. Jlocei0 cyuacHo2o 0epicasHoco 6nausy Ha YiHU NIONPUEMCME
mopeieni y 3axXiOHUX KpaiHax pizko KOHMpacmye 3 aHanoidnum ooceioom 6 Yxpaiuni ma
bacamvox Kpainax nocmpadsncvkoeo npocmopy. Hanpuxnao, y po3opiouiu mopeieni kpain
3axionoi €gponu cmypbosanicmv SUKIUKAE YIHOBUL OeMmniHe, 00 5K020 60armMbCsl
TNOP20GENbHI MEPedNCi 8 pe3ybmami HCopcmKoi Yinogoi KoHKypeHyii, mo 6 Ykpaiuni ma
IHWUX KpaiHax nocmpaosHCbKo20 NPOCMOpy — eKOHOMIYHO HeOOTpYHMOBAHEe 3d8ULYEeHHS
YiH 3 Memoi0 OMPUMAHHSL HAONPUOYMKIE.

Ilepexio  Vkpainu 0o pumkosux GiOHOCUH nompebdye  3MiHU  NOMIMUKU
YIHOYMBOPEHHA: 6I0 OUPEeKMUBHO20 BCMAHOBIEHH UYIHU 00 BLIbHO2O UYIHOYMEOPEHHS.
Ilpome empama KynigenbHOI CHPOMOICHOCMI HACENEHHS, 3HAYHUL OUCNApUmMem YiH MidC
OKpeMUMU 2pynamu moeapie npuseie 00 HeoOXIOHOCMI 8MPYYAHHA Oepicasu 8 npoyec
YiHOYmMBOpeHHs. BcmaHo8ieHo, wo Cy4yacHa YKpaincbKa MOOelb pe2yito8aHHs YiH MA€ psao
Heoonikie. Le 3anpoeadoicenss napaneibHOCmi y pe2yiro8aHHi YiH Ha NPoo008OIbYl MO8apu,
KOPYNYIHA CKIA0068a Y MeXAHI3MI OeKIapy8aHHsL 3MIH ONMOoGol YiHu 6UPOOHUKA MA iH.

Bucnoexu. 3anobicarouu po3eumxy Xuxicaybkoi KOHKYpeHYil' y 6HympiliHiti mopeieni
(v m.u. wasxom pe2yniosanis YiHOYMEOpeHHs), apmo 36epmMamu yeazy Ha OOYLIbHICHb
NOOONAHHS PO3PUBY MIJIC HAXUIOM BEKMOPI8 NPUUUN 0EPICABHO20 pecynio8anHs Yin ma
NPUYUH NPUUHAMMNA PIUEHHS 000 3MIHU YiH HA NIONPUEMHUYLKOMY DIGHI.

Ilpeocmasneni pezyromamu OOCHIONCEHHSA y NOOAILUOMY MONCYMb Oymu 6UKO-
pucmati sK y npoyeci yOOCKOHANEHHS MEXAHIZMIB 0ePICABHO20 Pe2YO8aHH S GHYMPIUHbOT
mopeieni (6 acnekmax KOHmpoato yin) 8 Yxpaini ma inwux kpainax ceimy, max i 01 Oinbu
2IUOOK020 00CTIONHCEHHS NPOOAEMAMUKY Pe2yTI08AHHA YIH HA KOHKPEeMHI 2pynu moeapis.

Knwouogi  crosa: nepxaBHE PEryJIOBaHHS, I[IHOYTBOPEHHS, KOHTPOJIb IiiH,
BHYTPILIHS TOPTiBJIsl, TOPrOBENbHI Ha/I0aBKH, IHOBUH AEMIIIHT, KOHKYPEHLIis.
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Dynamics of scientific, technological and innovative development of economy of
Ukraine was evaluatetd. Factors and trends in the changing of development level in the
sector of science and technologies were determined. Results of comparative analysis of
positions of Ukraine and other countries, in particular Poland, in the sphere of innovative
activity were made. Resent problems and developed proposals according to adjustment of
state innovation policy were discovered.
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Deodynosa JI. Hunosauuonnoe pazeumue Ikonomuku Yxkpaunot. Oyernena OUHAMUKA
HAYYHO-MEXHONIO2UYECKO20 U UHHOBAYUOHHO20 pa3eumus dKOHoMuku Ykpaunwl. Onpe-
oenenvl hakmopul u MpeHobl 8 USMEHEHUU YPOGHS PA3GUMUS CEKMOPA HAYKU U MEXHONO0UIL.
IIposeden cpagHumenvublll AHAIU3 NOZUYUL YKpaumbl U Opy2ux cmpaw, 6 uYacmHocmu
THonvuu, 6 cgepe unnosayuonHoOU axmusHocmu u deamenvHocmu. Buisenenvt umerowjuecs
npoonemvl u paspabomarsl NPeoIoNHCeHUs N0 KOPPEKMUPOSAHUIO 20CYOAPCMEEHHOU UHHO-
B8AYUOHHOU NOJUMUKU.

Knroueswvie cnosa: HAYYHBIC HUCCJIICAOBAHUA U pa3p360TKI/I, HWHHOBAaIlMOHHAsA aKTHB-
HOCTb, MTHHOBAILIMOHHOC Pa3BUTUC, MHHOBAIITMOHHAA IMOJIUTHUKA.

Background. In Ukraine, the problems of scientific, technological and
innovative development are ignored recently. In the Strategy of Sustainable
Development "Ukraine—2020" [1] innovative factor is stated as a factor of
pride, in contrast to developed countries, where innovations are the factor of
economic growth. On the one hand, achievements in the military-industrial
complex, ascertained were by experts, stipulated by scientific developments
and appropriate technologies of breakthrough nature and intensified by
military events, and on the other hand, the problematic issues of techno-
logical lag spheres withdrew to the background due to the recession of the
domestic industry, that deepens the process of destructive changes and
requires adequate innovative policy.

Analysis of recent research and publications. Design of economic
aspects of national innovative system building, evaluation of innovative
potential, determination of the role of the state and other entities in this
process, as well as current and future innovative policy issues in modern
Ukraine were investigated in the works of A. Mazaraki [2], C. Davymuka,
H. Androshchuk [3], V. Lysenko, S. Yegorov [4] and others. Features and
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prospects of the EU innovative system development and conditions of in-
novative processes intensification are revealed systematically in the works
of national and foreign authors [5; 6], etc. But in conditions of changing
geopolitical process and integration challenges the complex of issues
of strategic nature appears before our country, particularly in the choice of
priorities and directions of economic development based on innovative
factor. The above mentioned requires system analytical assessment, identification
of specific trends of scientific technological and innovative development of
economy.

The aim of research is the identification of innovative development
tendencies of Ukraine by analyzing of the main indexes of scientific,
technological and innovative potential in comparison with other countries.
According to the set aim the science-based solution is required for the
following questions: identification of the dynamics and setting of the
appropriate trends of scientific, technological and innovative development
of national economy; comparative estimation of the innovative development
of Ukraine and some other countries; definition of problem areas and
working out of offers concerning activation of innovative policy in terms of
strengthening of European integration processes.

Materials and methods. The methodological basis of research is the
provision of innovation — science and practice of management with
innovation processes on all the levels of economic system. Based on a
systematic approach the analysis of innovation processes in Ukraine is
made. Typical tendencies and problems of innovative development of
Ukraine are defined using the methods of statistic and comparative analysis
of international expert estimations and its innovational profile is created. By
structuring and synthesis methods the proposals concerning adjustiment
of state innovation policy were developed towards strengthening of the role
of intellectual resource in provision of implementation of planned reforms.

Results. The key factor in generating of new knowledge is scientific
potential of Ukraine which is constantly under the direct influence and in
great dependence on internal and external environment and still hasn’t
acquired structural and organizational form to this day, adequate to modern
challenges. However, despite the insufficient development conditions due to
low funding and absence of demand for innovations of domestic real sector
of economy it continues to "survive" although the number of scientific
organizations is declining (figure 1). At the end of 2014 it has become even
less than the number of institutions 1991. Thus, according to data of official
statistics of Ukraine 1 143 organizations were carrying out research and
scientific and technical activity in 2013, which is 5.4% less than in 2012.
109.6 thousands workers (without dual jobholders), including researchers
(58.7 thousands people), technicians (10.7 thousands people), additional
staff and other workers by 20.1 thousands people were carrying out research
and scientific and technical work in 999 organizations during 2014.
Especially dangerous is the state of laying off scientists. In 2014 the number
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of them became 2.6 times less than in 1991. In 2014 the part of executives
of scientific research and developments (researchers, technicians and
additional staff) in total number of occupied population was 0.5% including
researchers (0.32 %).

At the same time, according to Eurostat, the highest part was in
Finland (3.2 % and 2.28 %), in Denmark (3.2 % and 2.18 %), in Switzerland
(2.66 % and 1.37 %), in Norway (2.56 % and 1.81 %) and in Slovenia (2.27 %
and 1.34 %); the lowest part was in Romania (0.46 % and 0.3%), in Cyprus
(0.71 % and 0.5%), in Bulgaria (0.74 % and 0.52 %) and in Turkey (0.74 %
and 0.63 %).
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Figure 1. Dynamics in the number of scientific personnel and organizations
in Ukraine (compiled according to the State Statistics Service of Ukraine
[Electronic resource]. — Access : http://www.ukrstat.gov.ua)

One of the effectiveness indicators of scientific potential of the country is
the volume of executed research and scientific and technical works, and although
in the years 2010-2013 at actual prices it slightly increased, but the part of
GDP remained low. In general, the dynamics of the number of executed
research and scientific and technical works was unstable on the structure
during the years 2002-2014, moreover, in 2014 almost all indicators
decreased, except for the works on the creation of new plant varieties and
animal breeds, where was an increase by 1.5 thousands units.

In 2014 the main executives of basic and applied research were public
sector organizations (accordingly 90.4 % and 62.5 % of the volume of
works), scientific and technical developments and scientific and technical
services — organization of business sector (accordingly 93.1 % and 77.9 %).
Dynamics of expenses on research and scientific and technical activity in
GDP of Ukraine has the general downtrend. In particular, by the State
Statistics Service of Ukraine preliminary estimation, in 2014 the part of total
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expenditure on implementation of scientific and technical works in GDP
amounted to 0.66 %, including the state budget — 0.26 % (table 1). For
comparison, according to Eurostat, in 2014 the share of expenditure on
research and developments of EU countries — 28 in GDP was 2.01 %. More
than average part of expenses on research and developments was in Finland —
3.31 %, in Sweden — 3.3%, in Denmark — 3.06 %, in Germany — 2.85 %, in
Austria — 2.81 %, in Slovenia — 2.59 %, in France — 2.23 %, in Belgium —
2.28 %; and less than average part was in Montenegro, Romania, Cyprus,
Latvia and Bulgaria (from 0.38 % to 0.65 %).

Table 1

Dynamics of expenses on research and scientific and technical activity
in Ukraine’s GDP, % (research intensity of GDP) *

Expenses | 1990 |2000| 2004 | 2005 | 2007 | 2008 | 2009 | 2010 | 2012 | 2013 | 2014
é(l))t;l to 311 (120|123 | 1.17 | 094 | 092 | 095 | 091 | 0.75 | 0.77 | 0.66
On account
of state 23 1036|042 | 0.39 | 039|041 | 037|034 |0.33]033]0.26
budget

* Compiled on the basis of data of State Statistics Service of Ukraine [Electronic
resource]. — Access :http.//ukrstat.org.

In recent years Ukraine has put forward many initiatives both in terms
of institutions and organizations as to forming of an effective mechanism of
intensification of scientific and technological and innovative activity.
However, the state power has not reached significant success yet in creating
of "innovation climate" in the country, measures as to supporting of inno-
vative activities are local in nature and do not allow reverse current negative
trends (especially it is concerned to the decrease of scientific and techno-
logical potential in the industry). The dynamics of innovative activity of en-
terprises in Ukraine has uneven character in part of the number of enterprises
involved in innovative activity, although its number slightly decreased during
the crisis of 2008-2009, and in 2012 compared to 2011 slightly increased.
In the period of 2013-2014 innovative activity of industrial enterprises
decreased. Thus, in 2014, only three quarters of them applied innovations
(or 12.1 % of the inspected industrial enterprises).

According to preliminary official statistics, 1206 companies spent
7.7 billion UAH for the implementation of innovations in 2014, two thirds
of which for the purchasing of machinery, equipment and software that
indicates a completely natural process — the aspiration of enterprises to
modernize its technological base to resist competition. And only 15.9 %
spent money on research and development (R & D) by own strengths, 6.9 % —
for the purchasing of the results of research in other enterprises (organi-
zations), 0.6 % — for the acquisition of other external knowledge (new
technologies) and 10.1 % — on education and training of personnel for the
development and implementation of new or significantly improved products
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and processes, on activity as to market innovation and other works, con-
nected with creation and application of innovations (other expenses).

Traditionally, own funds of enterprises remain the main source of
financing innovations, but differences were noticed: this is a significant
decrease in funding in 2010 from own sources as well as from the state
budget and the prominent role of foreign investors in 2009-2010. In 2011
the increase of funding from own sources and the state budget was
observed, but there was a significant decrease of the role of foreign
investors. In 2014 there was observed certain reduction of own funds
(6540.3 mIn UAH against to 6973.4 min UAH in 2013); a significant
increase of funding from the state budget (349.8 mIn UAH against to
24.7 mln UAH in 2013) and a significant reduction of activity of foreign
investors (146.9 mln UAH against 1253.2 min UAH in 2013). Domestic
investors spent a little on financing innovative activity of national industry —
the proportion of their funds remains insignificant (at 0.3-0.5 %). Direct
state support of industry innovative activity with state funds and local
budgets is very limited. Usually it is given to fifty companies from the total
amount and doesn’t exceed 2 % in total funding costs on innovations.

Such trends significantly affect the dynamics of implementation of
new technological processes: a slight increase of its number occurred during
20062011 (besides it was substantial during the crisis). However, the part
of applying of low-waste and resource-saving technological processes was
decreasing during 2009-2011 (figure 2). It demonstrates not only the absence
of effective state incentives in the area of modernization of the industry, but
it also reflects a structural feature — the prevailing part of low redistribution
enterprises in technological complex whose owners are not interested in
upgrading of technology in terms of obtaining of high rent on favorable
conditions in the foreign markets. In 2014 the total number of imple-
mentation of new technological processes has increased, but the number and
proportion of low-waste and resource-saving has decreased again.

Processes 2510 %
00 1647 1893 2043

1808 1419
127 1145

apF

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 Year

= New technological processes which were implemented
[ As well as low-waste and resource-saving
==O==The part of low-waste and resource-saving technological processes

Figure 2. The dynamics of implementation of new technological processes
(calculated on the base of data from the State Statistics Service of Ukraine
[Electronic resource]. — Access : http://www.ukrstat.gov.ua)
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In 2014 the increase of amount of commercialized production of
innovative products, especially new machinery, was recorded, due to the
intensification of OboronProm, but only 905 companies implemented
innovative products on 25.7 billions UAH or 2.5 % of total volume
of sold industrial products. Volume of products, which was sold outward
of Ukraine by 295 enterprises, amounted 7.5 billions UAH.

The weakest link of the innovative process in Ukraine is technology
transfer, especially because of inefficient organization of the economic system.
It requires modernization, especially the change of technological structure
of production towards the formation of the high-tech sector and the
implementation of a job package as to the commercialization of scientific
research, evaluation and intellectual property protection. Thus, in 2014 the
number of enterprises of Ukraine, which created and used advanced
technologies, objects of intellectual property rights (OIPR) and innovations,
was 1.757 units. During 2014 the total number of advanced technologies
developed by 106 companies was 309, 90.3 % of which were new for
Ukraine, 21 % of which were created by the state contract. 769 protective
documents were issued on advanced technologies in general or on its elements,
that was created in 2014: 162 — for inventions, 418 — for useful models and
189 — for industrial samples.

Regarding foreign direct investments (FDI) by technological structure
in production in Ukraine during 2010-2014 the tendency of increase of its
share in low-tech manufacturing (respectively 18.6 % in 2010 and 19.6 % in
2014, against 8.8 % in 2009) was observed. The reduction of the share of
FDI in middle-tech production should be considered as the negative trend
(by statistical monitoring the process of decrease started since 2005, when
the stage of large-scale technological modernization of the food industry
finished) and a sharp decrease of FDI in high-tech industries since 2003 and
as a result — almost complete loss. Such trend is caused by the same factors:
the ownership of natural rent by domestic businessmen logically induced
them to invest in upgrading of the technological base of production to stay
competitive on foreign markets (that is harder) and not lose revenue sources
on the domestic markets.

Under conditions of absence of an effective state policy concerning
formation, development and implementation of intellectual resource is quite
natural extremely low state of investments in intangible assets, including
3.36 % of the total capital investment in 2014 (figure 3). Innovators are
unmotivated because of absence of policy of the internal market forming,
including local innovation market, unformed demand for innovations of
domestic enterprises.

It should be acknowledged that the conceptual statement is the fact
that the positive social effect of scientific and technological, information
and technology development is reflected in the improvement of industrial
relations through intellectualization of labor, improvement of working
conditions, increase of educational and cultural level and the quality of life.
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The dynamics and tempos of transition of economy on the way of innovative
development largely depend on the efficiency of using of results of a person’s
creative activity. Therefore, one of the main problems that needs constant
attention from the state is the creation of production system, protection,
reconstruction and use of intellectual potential of the nation. One of the key
elements of this system is creation of effective economic-legal mechanism
of protection of intellectual property.
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Figure 3. The dynamics of investments in intangible assets
(compiled according to the Statistical Yearbook of Ukraine for the relevant years
and site [Electronic resource]. — Access : http://www.ukrstat.gov.ua)

The indicator characterizing the effectiveness of new technologies
application (process of intellectualization) is the use of inventions, useful
models and industrial samples, e.g. commercialization of results of scientific
and technological activity and introduction of them into economic turnover.
However, in recent years a steady trend of decrease of OIPR application is
observed, that is connected with low inventive activity in the sectors of
industrial production, the scientific staff reduction and slow tempos of
scientific and technical works.

At the same time, while during the 1995-2012 trend of increase of the
number of applications to the State intellectual property service (SIPS) almost 4
times and received protective documents almost 16 times on the objects of
industrial property was observed, in 2014 the activity decreased in applying
for all OIPR. SIPS received more than 44.3 thousand of applications. From its
total number, only 11 % are the applications for inventions, 21 % were for
useful models and 62 % were for the marks of goods and services (20 % of
them applied through the Madrid system). The number of applications for
industrial samples was 6 %. The sphere of education keeps the first place in
this process: in recent years its part is more than 60 % of applications for
inventions and useful models (fable 2), indicating a powerful intellectual
potential, which requires an effective state policy according to its
implementation.
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Table 2

Receipts of applications for inventions and useful models by type
of economic activity (national applicants, legal entities) for 2005-2014*

Type of economic activity | 2005 | 2006 | 2007 | 2008 | 2009 (2010|2011 2012|2013 |2014
Application filed

Total, units 7274]73818242]7582]7025[8141[8139[7858 75657334
Education, units 3999|4123 4940 [4399 |4561 | 5320 | 5549 | 5159 | 5028 | 4662

% of total 55 (55.9]59.9| 58 |64.9/653|68.2|65.7|66.5|63.6
geseamhand ‘ 2086|1960 (2129 (1947 |1718{1990 1721 | 1778|1717 | 1805
evelopments, units

% of total 28.7126.6[25.8(25.7(24.5[24.4|21.1]22.6]22.7|24.6
Machinery and equipment | 1, | 557 | 501 | 217 | 82 | 112 | 118 | 118 | 101 | 71
manufacturing, units

% of total 20 (312429121414 [15]13]1.0
Metallurgy and finished
metal products 208 | 197 [ 182 [ 155 | 84 | 84 | 97 | 102 | 106 | 40
manufacturing, units

% of total 29 2722020121012 (131405
Health care and public

) . 126 | 102 | 88 | 95 | 67 | 62 | 85 | 103 | 152 155
assistance, units

% of total 1.7 141113 ]10]08]1.0]13]20]21

* Compiled according to: Industrial property in figures [Electronic resource]. —
Access : http: //www.uipv.org

Traditionally, the most active are companies and organizations located
in the industrialized regions. So, during the analyzed period the applicants
of Vinnytsia, Dnipropetrovsk, Donetsk, Zaporizhzhya, Lviv, Odessa, Kharkiv
regions and Kyiv granted about 80 % of the total number of applications for
inventions and useful models. In 2014 502 applications from national
applicants for international registration of trademarks of goods and services
were sent to the International Bureau of WIPO, which is 12 % less than in
the previous year.

The priorities of patenting of domestic and foreign applicants are
significantly different. Thus, the largest number of applications, granted by
national applicants in 2014, belongs to the fields of "Mechanical Engineering"
and Chemistry —20.1 % and 25.1 % respectively; about 14% of applications — to
the field of Devices. Among the applications in mechanical engineering
areas dominated fields are Special machines, Motors, pumps, turbines and
Transport, in chemistry area the dominated fields are "Food chemistry",
Materials, metallurgy. Foreign applicants are different in more clearly
defined priorities. Over 60 % of their submitted applications belong to the
field of Chemistry, the vast majority of them is distributed between the areas
Organic fine chemistry (26.6 %), Drugs (21.9 %), Biotechnology (13.3 %)
and Chemical raw material (12.2 %) [7].

The state of innovativeness of economic development is regularly
recorded as domestic statistic research and international rating of compete-
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tiveness. So, according to results of the world economic forum (WEF) (the global
competitiveness Report 2014-2015), Ukraine took the 76th place (+8 positions
compared to 2013-2014). The number of evaluated countries was 144 and
148 in the previous year [8]. Overall, among the components of the Index,
the highest in Ukraine are indexes of the market size, higher education and
training, and also health and primary education (zable 3). The most problematic
factors for doing business in Ukraine remain limited access to financing and
corruption.

Table 3

Ukraine’s positions on components of the Global Competitiveness Index 2013-2015 *

Position in rating
Component 20132014 | 20142015 | The change in compa-
rison with the last year

Institutes 137 130 +7
Infrastructure 68 68 0
Macroeconomic environment 107 105 +2
Health and primary education 62 43 +19
Higher and professional education 43 40 +3
goods Market efficiency 124 112 +12
Labor market efficiency 84 80 +4
Financial market development 117 107 +10
Technological readiness 94 85 +9
The market sire 38 38 0
Business sophistication 97 99 -2
Innovation 93 81 +12

* Compiled according to The Global Competitiveness Report for the relevant years

In this context, research of the International business school INSEAD,
Cornell University and the World intellectual property organization (WIPO),
which presented an analytical report for Global Innovation Index 2014,
which is called "the Human factor in innovation process" and devoted to the
role of creative individuals and teams in the innovation process are note-
worthy [9]. The document emphasizes that innovative human factor is one
of the reasons through which leaders in the field of innovation remain at the
head of ratings and through which some of the large countries with emer-
ging market have different indicators of innovations. In 2014, the indicated
research covered 143 countries, which together produce 99.5 % of the world
GDP and have 95 % of the world population. The global innovation index (GII)
is calculated as a weighted sum of ratings of two groups of indicators:
available resources and conditions for innovation (Innovation Input); the
practical results of the implementation of innovations (Innovation Output).
Thus, the final index is the balance of expenses and effect, that allows
objectively evaluate the effectiveness of efforts as to development of inno-
vations in this or any other country.
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The dynamics of this rating for Ukraine is as follows: in 2012 it took
the 63rd place between Macedonia (61) and India (64); in 2013 — the 71st
place — between Tunisia (70) and Mongolia (72); in 2014 — the 63rd place
between Bahrain (62) and Jordan (64). For comparison: In 2014 Poland took
the 45th place. Comparison of some indicators between Poland and Ukraine
(table 4) shows that the advantage of Ukraine in this rating fairly recognized
as human capital (particularly students reach the third level of education,
graduates in the field of natural sciences and engineering); the creation of
knowledge and technology (applications for patents and useful models by
residents of the country), creativity in part of applications for registration of
the trade mark. The institutional environment, business environment, infra-
structure, creativity in part of accounting for intangible assets and using of
information and communication technologies (ICT) in modeling of business
processes and creating of organizational models found weaknesses in Ukraine GII.

International expert assessments show that intellectual potential of
the nation is on a high level, however, there is no state role in the creation of the
environment for its realization as a key innovation factor of social and
economic development of the country and provision of its competitiveness.
In such a situation the state can’t solve the problem of joining the cognitive
society (a society where the role of continuous cognitive (informative)
activity of all the economical active population is determinative for increase
of human capital).

Generalized results of the analysis indicate a general tendency of pre-
servation of all the signs of stable running innovation and technological
process. But it is not enough for economy which strives for growth. Among
the reasons which control realization of the role of innovation factor in
increase of competitiveness of the Ukrainian economy are following.

« Uselessness of innovations as the Ukrainian economy in its current
state insufficiently forms active interest of the majority of entities in the
results of scientific developments or it turns out that the last ones are not
able to use innovation developments effectively.

. Absence of modern development institutes which provide function-
ning of the economy of innovation type in all its components (organization
and management of developments; its financing, marketing, commercial-
lization, etc.).

o Insufficient number of highly qualified specialists which are able
to work in the innovation sphere.

« Absence of effective coordination of state economic, educational,
scientific and technological, industrial and innovative policy.

The practice of modern Ukrainian reality indicates that on all the
levels of economy management there is an absence of serious attention to
the role and importance of organizational innovations implementation of
which would not only increase of effectiveness of management system but
also accelerate the development of economy on the innovation basis.
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Table 4

Comparison of some indicators of GI1-2014 of Ukraine and Poland
(position in the rating) *

Indicators for groups Ukraine | Poland
Human capital and research 45 43
Expenditure on education, % of GDP 26 53
State expenditure on secondary level education, % of GDP per person 29 43
The coverage % of pupils to third level education 11 21
Graduates in natural and technical sciences 23 69
Creation of knowledge and technology 32 53
The creation of knowledge 15 41
Applications for patents by residents of the country 15 23
Applications for useful models by residents of the country 1 30
Market environment 90 70
The ease of getting credit 13 3
Protection of investors 105 42
Investing 127 90
Business environment 87 64
Work in knowledge-intensive industries, % 37 33
Gross expenditures on R & D, performed by business, % GDP 35 41
Gross expenditures on R & D, financed by business, % GDP 29 49
Communication in innovation 105 103
State of cluster development 126 99
Gross expenditures on R & D, financed by abroad, % 17 35
Joint Ventures and strategic alliances 103 95
Institutes 103 35
Effectiveness of the government 109 42
Quality of regulation 115 34
Rule of law 112 88
Ease of solving insolvency issues 132 33
Infrastructure 107 49
General infrastructure 100 61
Gross capital investments, % in GDP 121 90
Production of GDP per unit of used energy ($ Kg of oil equivalent) 117 46
PAC 2005
Creativity 77 51
Intangible assets 112 118
Applications for registration of trademark in GDP 20 52
Applications for registration of trademark according to Madrid 31 40
agreement on 1 milliard $ GDP
ICT and creations of business models 120 102
ICT and creation of organizational models 122 92
Printed publishing matter, % 43 64
Export of creative goods 51 14
Monthly edits to Wikipedia (per 1 thousand of populati 43 36
on 15-69 years old)
Video on You Tube (per 1 thousand of population 15-69 years old) 28 21

* Compiled by author according to data [9]
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Today, when the world is divided into the main markets including
high-tech, there are alternative strategic objectives concerning opportunities
to use their scientific achievements face Ukraine for realization of the policy
of European integration and activation of the role of member of a free trade
zone with the EU.

« To mobilize available technologies of mass consumption and revive
full internal market — maximum encouragement to "technological raise" and
elimination of "bottlenecks"; concentration of technologies and investments
on the basis of regional innovation clusters; to fit into the budget constrains
(state target programs) and attract private capital (public-private partnership);
mechanisms of realization of innovation policy (effective management system);
technological audit, stimulation of extra-budgetary funding sources; focus of
instruments of state support on the stimulation of demand; further development
of National Innovation System (NIS) and its sub models (regional innovation
ecosystems).

« To provide implementation of breakthrough technologies and win
back lost external markets of high-tech products; priority areas are: a new
generation of aviation technology; development of space systems; new models
of weapons; building of machine tools; new technological markets: ICT-4G,
M2M, "clouds", IT in social sector; biotechnology (implementation of programs),
nanotechnology (realization of projects).

. To integrate with TNK on the technological chain of the manu-
facturing process (in case of saving its competitive advantages with the full
opening of EU markets).

In developed countries innovative component of the economy is
harmonically incorporated into the process of expanded reproduction. In
Ukraine, for all the years of its existence as an independent state it remains
foreign component and human (intellectual) capital has not formed as a real
factor of economic development. So, the most important condition of reforms
of Ukrainian economy must be the formation of national innovation system
which has to eliminate institutional and organizational gaps between
fundamental, applied, industry, university and corporate (factory) sectors of
national science; to concentrate necessary material, financial and human
resources on strategic directions of innovation development; to expand
scientific and applied research in priority sectors of economy and, the most
important, to eliminate the gap between science and industry.

Conclusion. Modern Ukrainian economy needs specific, different
from the traditional economy, approaches for definition and implementation
of innovation policy. These features in generalized form are limited to:
orientation of policy on provision of balance of state and market efforts for
getting maximum result from knowledge for economic and social development;
integration of social and political, scientific, educational, economic, eco-
logical and other public interests through effective impact of state policy on
the creation and assimilation of new knowledge; formation of conditions for
development of private investment, saving of resources and funds, increase
of manufacturing on innovative basis; improvement of taxation through
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gradual reduction of tax rates on savings and investments and increase on
consumption; creation of modern infrastructure of innovation sphere, pro-
vision of state responsibility for personnel training for the needs of
innovative economy; orientation of state policy, mainly on economic growth
and thereby improving of the quality of life of citizens.
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®Deoynosa JI. Innosauitinuii po3eumok eKoHomiku Ykpainu.

Ilocmanoexa npoonemu. Ocmanninu pokamu 6 Yxpaini He npudiisiioms 00CMamubo
ysazu npooremMam Hayko80-mexHON02IYH020 ma IHHOBaYilH020 po36umky. IIpobiemmi
NUMAHHA 2any3ell MexXHONI02TUHO20 8i0CMABanHA GIOIUWLIY HA Opy2ull NIaH ) 36 A3KY 3 peyecicio
BIMYUZHAHOI RPOMUCTIOBOCTI, WO NO2TUONIOE NPOYeC 0eCMPYKMUBHUX 3MIH U uMazae aoe-
K8amuoi' iHHOBAYIIHOT NOAIMUKY, CUCMEMHO20 AHATIMUYHO20 OOCHIONCEHHS Ul BUHAYECHHS
XapakmepHux mpeHoie HayKo80-MeXHONOSIYHO20 MA IHHOBAYIUHO20 PO3GUMKY eKOHOMIKU KPATHU.

Memoto 0ocniodxceHHs € BU3HAUEHHS MeHOeHYil IHHO8aYilHo20 po38umKy Yxpaiuu
Ha 6a3i aHanizy OCHOBHUX NOKA3HUKI@ HAYKOBO-MEXHONO2IUHO20 MA IHHOBAYIIHO20 NOMEHYIANY
NOPIBHAHO 3 THWUMU KPAIHAMU MA OOTPYHIMYBAHHS NEPCHEKMUE IHHOBAYIUHUX 3MIH.

Mamepianu ma memoou. Memo0dono2iunoo 0CHOBOI0 OOCHIONCEHHS € NOTONCEHHS
IHHOBAMUKU — HAVKU | NPAKMUKU YAPABTIHHA THHOBAYIUHUMU NpOYecamu HA YCiX DiGHAX
EeKOHOMIYHOT cucmemu. 3aCmoco8aHO AHATIMUYHULL CUCIEMHUL NIOXIO, Memoou CIamucmuy-
HO20 ™A NOPIBHANLHO20 AHANIZY MINCHAPOOHUX eKCHEPMHUX OYIHOK, GUSHAYEHO XAPAKMepHi
meHOeHYyil ma npobremu IHHOBAYINIHO20 PO36UMKY YKpainu, cknadeno il IHHOBAYIUHUL
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npoghine. Memooamu cmpykmypyeanHs ma cuHmesy po3pooneHo HPORO3UYii o000 Kope2yeanHs
0epoHcasgroil IHHOBAYITIHOL NOIMUKU Y HANPAMI NOCUNEHHSL POJIE IHMELeKMYAIbHO20 Pecypcy
6 3a0e3nevenni 6UKOHAHNS 3aNIAHOBAHUX PepOopM.

Pesynomamu oocnioscennsn. Ha ocnosi cucmemnozo nioxooy 30iiCHEHO AHANI3
iHHOBayIHUX npoyecié 8 VKpaini. Busieneno ounamixy ma 6CmaHo6ieHO XapaKmepHi meH-
OeHYIl HayKOB8O-MEXHOIO2IYHO20 MA IHHOBAYIUHO20 PO36UMK)Y HAYIOHATLHOI eKOHOMIKU.
Haoaro nopisnsinbhy oyinKy iHHOBAYINIHO20 PO36UMKY YKpainu ma 0esKux IHWUX Kpait, Ha
OCHO8I 4020 6CMAHOB]EHO NPOONEMHI 30HU HAYIOHANbHOI I[HHOBAYINHOI cucmemu ma
PO3p00AEHO NPOono3uyii wodo axmusizayii iHHO8AYIUHOT NOAIMUKY 8 YMOBAX NOCUNLEHHS
€8poinmezpayiiunux npoyecis.

Bucnoexu. Cyyacha ykpaincoka eKOHOMIKa nompeoye cneyuiunux, giOMIHHUX 6i0
MpaouyitiHoi eKoHOMIKU, Ni0X00i6 00 eusHayeHHs | peanizayii iHHogayitinoi noximuku. L]i
0cobusocmi nosunHi 3600umucs 00 il opienmayii Ha 3abe3neyeHHs 30a1AHCOBAHOCMI
3ycunv 0epoicagu i puHKy Ol OMPUMAHHA MAKCUMATIbHO20 Pe3Vabmamy 6i0 3HaAHb Ol
E€KOHOMIYHO20 1 COYIanbHO20 PO3BUMKY, THME2PYBAHHA COYIATbHO-NOMIMUYHUX, HAYKOBUX,
OCBIMHIX, EKOHOMIYHUX, eKOJO2TUHUX MA THUUX IHMEPECi8 CYCRIIbCMEA.
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IHHOBAIITHUN PO3BUTOK, IHHOBAI[iI{HA MTOJIITHKA.
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Background. The education plays an important role in the clusters by
serving as a "knowledge bank" and "think tank" for a network of organi-
zations. As a knowledge bank, it attempts to aid local educational systems
by providing "a high-quality knowledge base for education reforms at the
global level." Organization networks as clusters spread an economization of
education viewpoint stressing the contribution of schooling to economic
growth through investment in human capital. In clusters a great deal of
emphasis is paid on determining outcomes to educational investment and
the creation of human capital.

Clusters involves education for a global labor market using human
capital economic theories. These theories focus on shaping human behavior
and knowledge to meet corporate needs. Simply stated, human capital eco-
nomists claim that investment in education to produce better workers will
result in economic growth, reduction of inequality of incomes, and increased
employment. All of these activities are occurring across global networks
composed of scholars, university administrations, for-profit publishing and
knowledge companies, inter-governmental organizations, and higher education
organizations.

In this context for Ukraine is very important to choose the right educa-
tional model in cluster cooperation because the relevant educational system
is too weak to create a platform for economic growth through cluster
initiatives. With regard to the above mentioned present-day clusters deals
with the economization of education. It means the increasing influence of
educational research conducted by economists and judging school outcomes
in economic terms.

Analysis of recent research and publications. Institutional development
of the economic system as a result of organizational transformation by clus-
tering of businesses in recent times provides the basis for the modernization
of a number of scientific concepts, which is gradually moving away from
theories internals and externals and enhance integration trends with clustering.
These concepts are reflected in the scientific improvements of these
researchers A. Mazaraki [1], V. Soloviova [2], L. Fedulova [3]. Mainly the
problem of educational models considered foreign scientists and practices,
the most interesting work is presented by Michael Apple [4], Roger Dale [5],
J. Spring [6], Richard Thale [7], Martin Carnoyand, Diane Rhoten [8].

At the same time for each of the economic system characterized by its
own specific model of clustering and therefore its educational component,
which is why these issues will always be the focus of the scientific environment.
So, let's concentrates on the global trends of educational models in cluster
Economy.

The aim of the objective of the study is devoted to the education
models in clusters and selecting the most rational from the standpoint of the
realities of cluster development Economy of Ukraine.
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Materials and methods. Theoretical and methodological basis of
researches were: scientific works of domestic and foreign economists in the
problems of global education in connection with organizational transformation
by clustering of businesses, the efficiency of educational models in cluster
cooperation. Multidimensional nature of research has led to the use of
complex of scientific methods, namely: systems approach, structural-functional
analysis, comparative-typological analysis, induction and deduction, analysis
of statistic data and so on.

Results. The Economic Education Model refers to making the primary
goal of schooling to be economic and income growth and to rely on eco-
nomic research to guide school policies. This makes education an economic
function that includes analyzing the education through the lenses of an
economist. Looking through the lens of economization, funding schools
becomes investing in human capital, namely students, for the purpose
improving the workforce [9].

Economic Education Model includes:education considered as an
investment in the workforce; students are considered as human capital to be
educated for work; skills-based instruction; accountability of school pro-
grams using student test scores; performance evaluation of administrators,
teachers, and school programs based on standardized testing of students;
teaching English as language of global business; the goal of education is
educating workers to compete in the global economy; the value of education
is measured by economic growth and development (figure 1).

Economic Education
Model

the value of education is
H— measured by economic
growth and development

mvestment n the
workforce

skills-based
mnstruction

accountability of

school programs

using student test
scores

performance
evaluation of

adnmumnstrators,

academics

educating workers to
compete in the
global economy

Figure 1. Basic components of the Economic Education Model
(compiled by the author according to [10])

It is critical to underscore that reinforcing and expanding on the eco-
nomization of education and the economic education model is a significant
part of the World Bank clustering policy. In the context of increased
attention to cluster generation in Ukraine it is an obligatory to be involved
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into World Bank Education Strategy 2020. The economization of education
perspective is reflected in the 2020 education strategy’s refrain: "Invest
early. Invest smartly. Invest for all". A very important shift in emphasis
from school credentials and years of school attendance to learning work
skills is contained in the Bank’s 2020 strategy: "The new strategy focuses
on learning for a simple reason: economy growth, development, and poverty
reduction depend on the knowledge and skills that people acquire, not the
number of years that they sit in a classroom" [11].

The World Bank’s reasoning reinforces the economic education model
by shifting from a concern about everyone attending school to one that
students learn work skills. The World Bank claims, "... Recent research
shows that the level of skills in a workforce predicts economic growth rates
far better than do average schooling levels" [12].

The economization of education viewpoint gives the impression that
economic clusters, their effective strength are dependent on academicals
commitment and students learning work skills. However, mentioned above
can be a result of crises in the economic system, such as bank failures,
corporate greed, or a host of other factors. The World Bank recognizes the
potential for economic meltdowns but claims education can help: "Better
coping with economic shocks. Clusters with more education cope better
with economic shocks than less educated clusters, since they tend to have
more resources and knowledge about how to cope with income fluctuations".

Economic Education Modelis the base for innovative economic renewal
and most contributes to the formation of innovation clusters. This form
of clustering involves considerable expenditure on education and science. It
is telling fact that public and private outlay in the US on science per capita
in 2013 was 293 thousand USD, in Japan — 264 thousand USD, China —
74 thousand USD. In Ukraine public expenditure per capita for the same
period was less than 8 thousand dollars.

From this it follows that 39 Ukraine’s position in the international
ranking SC Imago Journal & Country Rank exposes a significant reduction
in the number of employees of scientific and innovative sphere — 3.3 times [3];
the inertia of growth, according to the introduction of new technologies in
Ukraine is 0.7 %, at the same time in developed countries this figure reaches
60 to 90 %; financing of the scientific field at the level of 0.3 % of GDP, on
the other hand in Europe there is a clearly defined standard — not less than
3 % of GDP.

In our opinionto overcome the alarming trends in the scientific and
educational sphere in Ukraine it is necessary to clearly identify the moti-
vational factors and financial architecture capitalization of human capital, to
recognize the priority of high-tech industry and at last to generate innovative
processes.
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However, the state is obliged to ensure the financing of scientific and
scientific-technical activities in the amount of 1.7 % of GDP as defined by
applicable law, and not the annual budget spending of outlay on education
and science, and diversification of the financial motivation of education,
academic and research workers and, finally, to translate scientific and
educational activities from the plane of "utopia" into public policy.

Not less interesting is Progressive Education Model. Progressive
education theories were born in the work of John Dewey in the late
nineteenth and early twentieth centuries. Today, progressive methods of
instruction are embedded in human rights, peace, social justice, liberation,
and environmental education. Dewey wanted to develop methods that would
demonstrate to the student the social value of knowledge and the interde-
pendence of society [6]. One method Dewey hoped would achieve these
objectives was the development of social imagination through cooperative
group activities.

Our opinion about this idea is that the cluster economy is the result of
the social partnership, therefore this model makes profound effects. This
model provides more teacher and student control of curriculum and instruction.
In contrast to the economization of education model, the goal of the pro-
gressive model is to educate citizens who are conscious of social injustices
and actively work to correct them. Dewey’s ideas on active learning and
preparing students to solve social problems are now part of many different
educational programs seeking social justice, peace, human rights, and environ-
mental protection, as well as liberation from authoritarian governments.

Progressive Education World Model consists of [13, p. 17]: learning
how to change political, social, and economic institutions; preparing students to
participate in issues of social justice, human rights, and environmental
protection; learning based on students’ interests and participation; effective
learning; teacher-determined assessment; protection of local languages; education
for ensuring social justice; education for active participation in determining
social and political change.

World practice in the clustering of the economy shows that for effective
functioning of the cluster as ecosystem its components should be combined
both above-mentioned models. Increasingly the modern cluster focused on
scientific potential of University education than the economic potential of
the business structures. The specification of economic development of each
country dictates the optimal set of Education Models components. In accor-
dance that in Ukraine the potential of clustering in Economics has a social
dimension it is important to adhere it in the formation of clusters, hence the
optimal educational model will be it consolidated type (figure 2).
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Figure 2. Consolidated Education Model
(suggested by the author)

Conclusion. Summarizing previous research, we came to the conclusion
there is a major difference between the Economic Education Model and the
Progressive Education Model. In schools, the Economic Education Model
controls teachers’ behaviors through a prescribed national curriculum and
reliance on standardized testing with the goal of educating workers for the
global economy. In the Progressive Education World Model, students are
actively educated to change the world in the name of social justice.

Finely, for the development of the Ukrainian economy and society
based on the cluster model, it is important to recognize the need for both
models of education as a whole. Such a model should include the basic
features of both the previous and thereby contribute to the development of
human capital as the basis of innovation clusters.
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Ilpucasxcurwok A. Oceimui moodeni é Knacmepniil inmezpauii.

Ilocmanoeka npoonemu. Ocsima sidicpae 8axciugy poiv y hopmyeanHi Kiacmepis,
sucmynaroyu sk "6ank 3Hanv" ma "moskosuil yenmp" 0 mepedsicesux opearnizayin. Opeani-
3ayis KIACMEPHUX YMEOPEeHb BUMA2AE PO3YMIHHA Md BHPOBAONCEHH KOHYUenyii exo-
HOMI3ayii oceimu, wo CNpUsc eKOHOMIYHOMY 3POCMAHHIO He MINbKU 3d PAXYHOK pecypc-
HO20 3abe3neueHHs, a U 3a60aKU THEeCMUYIAM y TH00CbKULl Kaniman. Y kiacmepax genuxa
yeaza NpuodiNaEmMsvcs OCGIMHIM THEBECUYIAM, MOMY BKPAll 8aNCIUB0 00pamu a0eK8amHy
0CBIMHIO MOOenb 01 egheKmuUBHOi peanizayii KiacmepHux iHiyiamus.

Memoto 00cniOxiceHHA € BUHAYEHHS KOHYEeNMYaabHUX GIOMIHHOCMeU MidC eKo-
HOMIYHOIO MOOELII0 OC8IMU | NPOSPEeCUHOI0 GOPMOI0 0C8IMHbLOI MOOeN, OOTPYHMYEAHHS
HeobXIOHOCMI 6NPOBAOINCEHHS. KOHCONIO08AHOT 0CEIMHbOI MOOENT 6 KOHMEKCMI KIACMEePHUX
IHIYyiamue.

Mamepianu ma memoou. 3acmoco8ano KOMHIEKC HAYKOGUX MemOOi8: CUCEMHUL
nioxio, CmMpyKmypHo-QyHKYIOHAIbHUN MA NOPIGHATbHO-MUNONOSIMHULL AHANI3, THOYKYis,
0e0yKYisl, AHANI3 CIMAMUCIUYHUX OAHUX MOWO.

Pe3ynomamu oocniosycenns. OOIpyHmMo8aHo HeOOXiOHICMb iMnieMeHmayii ceimo-
8UX 0CBIMHIX MoOeell 0l IHCMUMYYItIHO20 PO38UMK) eKOHOMIYHOI cucmeMuy 8 KOHMeKCmi
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Ka1acmepHoi inmezpayii. 3anponoHo8ano pekomeHOayii ujooo 6NPOBAONCEHHSI KOHCOMIO0-
8aHOI 0CBIMHBLOI MOOeN, U3HAUEHO 1T KOHCMPYKMUGHI nepesacu 8 npoyeci popmy8aHHs
IHCMUMYYIHOIL CK1A00801 eKOHOMIYHOI N08edIHKU.

Bucnoexku. Exonomiuna molens euwjoi ocgimu nepedbauae mpaouyitiHi OceimHi
npocpamu i no8ediHKOI CMAHOAPMU HABUAHHA 6 HABYANLHUX 3AKIAOAX, NPU YbOMY
EeKOHOMIYHUL NOMEHYIAN TI00CbKO20 pecypcy peanizyemuCs uepe3 npocpamu cnienpayi 6
pamxax kracmepa. Ilpoepecusna modensb oceimu CKOHYEeHMpo8aHa Ha coyianizayii ekoHo-
MiuHOI cnienpayi HA8UANLHUX 3aK1A0i8 U OizHecy. [N po36umKy yKpaiHCbKOi eKOHOMIKU
[ cycninbemea HA KIACMEPHUX 3ACA0aX 6AXCIUGO GUSHAMU HEOOXIOHICMb KOHCONIO08AHOL
ocsimuboi mooeni. Taka moodens, wo 6azyemvpCs HA KO2EPEHMHIU €OHOCMI eKOHOMIYHUX Md
NPOSPeCcUBHUX OCGIMHIX MOoOeel, CNpusmume po3eUMKY J00CbKO20 KANimany sK OCHO8U
Knacmepie.

Knwuyoei crnoea: xmactepw, JOKaJdbHI CHCTEMH OCBITH, €KOHOMiYHAa MOJENb
OCBITH, IPOTPECUBHA OCBITHS MOZIECIb.
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INSTITUTIONS AND THEIR IMPACT
ON ECONOMIC DEVELOPMENT

The theoretical assumption on the role of institutions in ensuring the unity of
functioning and evolution of economic systems has been improved. Based on regression
analysis the assumption on the significant effect of institutional quality on economic
development has been developed.

Keywords: institutional structure of economy, economic institutions, quality of
institutions, institutional development of economy.

Muxonenxko E. Jxonomuueckue UHCmumymsl U Ux e6J1uiHue Ha pazeumue
XO03AUCMBEHHOI CUCHEMDL. yCO@epWEHCWl@O@aHO meopemu4ecKkoe nojiodcerue o poju
uHcmumymoes 6 obecneuenuu eouHcmed q’)yHKuuonupoeanz u aseojimoyuu XO3SUCMBEHHBIX
cucmem. Ha ocnose npoeeOeHﬁoeo pecpeccuoHHoco anaiuza noayduio oanvhetiuee
passumue noJodHceHue O 3HAYUMOM 6IUAHUU Kadyecmed UHCmMuUumymoe Hda paszeumue
OKOHOMUKU.

Knwouesvie cnosa: HHCTUTYIIMOHAJIBHOC YCTpOﬁCTBO OKOHOMHKH, ISKOHOMH-
YECKUE MHCTUTYTHI, KAYE€CTBO MHCTUTYTOB, MHCTUTYIIUOHAIIBHOE PAa3BUTUE SKOHOMUKH.

Background. In modern conditions the research of institutional deve-
lopment of economic systems and its determinants has become increasingly
important due to deepening of income and welfare inequality and diffe-
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rentiation of accumulated human, physical and intellectual capital. The study of
economic reality allows exploring just not only the essence of economic
institutions but its role in ensuring of functioning of market mechanism.

Development of economic system is connected with evolution of eco-
nomic institutions and desire of economic agents to reduce the uncertainty
of their economic activities. In some systems institutional evolution copes
with these challenges, and in others it results in economic destabilization or
system failure [1, p. 48]. Therefore, institutional system of economy is not
just a set of rules and regulations that govern social interactions. It has a
structure and characterized by system and specific properties availability.
The market economy is always more or less institutionalized.

Analysis of recent research and publications. Institutions and insti-
tutional development are of scientific interest. The well-known representatives
of modern institutional concepts are both foreign (D. North [2], D. Rodrik [3]),
and domestic authors: A. Hritsenko [4], V. Dementiev [5], V. Lipov [6] etc.
The issue of impact of formal and informal institutions on functioning and
development of economic systems has been actualized. The correlation
between economic growth and institutional factors has been investigated by
such authors as R. Barro, R. La Porta, A. Prasad, S. Neck, J. Gwartney [7-11] etc.

The aim of the article is to study the role of institutions in ensuring the
unity of functioning and evolution of economic systems.

Materials and methods. The methodological basis of the paper is
institutional theory and research results of domestic and foreign scientists on
the issue of institutional development of economic system. The methods that
have been used for scientific assumptions: analysis, synthesis and method of
abstraction just to study the essence of institutional structure of economy,
correlation and regression analysis to justify the significant impact of
economic institutions on development and functioning of economic system.

Results. The initial concept of this analysis is economic institution.
"This is something that does not fit into the content of rational choice based on
the price mechanism and the others in relation to it" [5, p. 9]. The paper
presented by V. Dementiev develops the analysis of attributes of institution
as a social phenomenon that provide the link between society and individual
spheres of life. The concept of economic institution as a mechanism of
social control and coercion, that structures (orders) interactions and
institutes giving them a stable recurring form, is of scientific interest. In this
context, institutions and institutional forms organize stable institutional
structures, which capture everything that have been verified. Thus, insti-
tutions are the foundation of economic activity and ensure the ordering of all
elements in system in their interconnection. "They... fill the process of interaction
with new qualitative attributes; provide an opportunity to concretize the
conscious activity of people in organization of this process" [12, p. 123].

The notion of "institution" is closely correlated with the concept of
"institutional structure of economy", regarded as a set of institutions that
define a model of economic behaviour and eliminate a problem of rational
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choice; it creates a system of incentives and prevailing motives. The
dominant economic institutions, in turn, become a communication tool of
behaviour that reduces uncertainty of basic economic activity of economic
agents [4, p. 60]. Uncertainty reduce is considered to be a "working" zone as
a set of alternatives for decision-making. This means that institute founds an
alternative choice for decision maker. Any economic agent doesn’t have any
alternative in his choice beyond institutional system. For example, violation
of established rules and regulations displaces economic agent outside of
trusting relationship.

Fixation and stability of institutional structure of economy does not
mean its absolute immutability. On the contrary, any changes concerning
institutional structure reflect deep social and economic changes affecting
overall dynamics of economic system. In this way institutional structure has
an ambivalent nature and is steady against environmental changes in comparison
with other subsystems of economic system. At the same time its changes
reflect structural changes in economy as a whole.

Understanding of the institutional arrangement of economy just only
in terms of fixing (fundamental) component does not provide with notion of
coordination system of economic activities. The institute is a real (operating)
behaviour of economic agents. In this context, E. Ostrom notes that the
institutions can be defined as a set of existing rules, as far as content of
prescribed and realized rights are not the same [13, p. 8]. Actual functional
basis of institutions is an important component of actual behaviour of
economic agents and functioning of economic system. It coordinates social
interactions, checks on suitability of rules and regulations from "bellow",
changes them and enables implementation of proactive changes in system.

In this context, it is logical to identify a functional component of insti-
tutional system, which combines an actual framework of institutions and
agents, incorporates a movement and a development, and forms a social reality.
"By combining the essential (hierarchical) and appearing ... sides of research
object, we get a real understanding of our reality", V. Lipov says [6, p. 123].
Regarding functionality of institutional system it is important to note its
complementarity with the reproductive process. "This provides a possibility
of rapid mutual response of functional components to reproducing process,
their interactions, mutual adaptation to changing environment" [6, p. 123].
For example, a high tax burden deforms enterprise activities and results both
in reduce of fixed capital formation and investment activities or in rejection
of tax institution and reduce its actual potential.

Thus, the concept of institutional system of economy includes a funda-
mental stable component that fixes changes in a system and provides a stable
environment, and a functional component, which coordinates the actual
basis of economic institutions. The effect of interaction between actual
functional and fundamental components is manifested through ensuring the
unity of functioning and evolution of economic system. The concept of
interaction characterizes functioning as well as development of economic
system and its unity represents the dynamism [12, p. 154]. "Universal form
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of economic dynamism are an active interaction of financial, monetary,
financial and stock markets and corresponding institutions, which cover all
socio-economic horizontal and vertical diversity of society" [14, p. 22].

Economic institutions related to the existence of different forms of
interaction between economic agents, methods of action coordination, and
forms of competition, cooperation and conscious control of economic reality.
The increasing complexity of institutional structure due to increasing globa-
lization leads to increased significance of certain institutions in economic
system. Thus, current development of financial capital and its expansion
have contributed to increasing position and importance of financial institutions
in economy. And principles of private property create favourable conditions
for intensive development of efficient financial markets [15]. E. Prasad,
exploring the correlation between capital inflows and economic growth in
developing and developed countries, concludes that weak financial institutions
and weaknesses in a property rights protection in developing countries reduce
returns on equity. In developed countries "deep" financial markets and stable
legal institutions contribute to more efficiency of investment resources [9].

Property rights protection provides prerequisites for intensive expansion
of investment and for enhancing the rate of economic growth [16]. Investing
in this case is a mediator between institutional factors and economic growth.
Therefore, developed countries are characterized by large amounts of
investment in fixed assets in comparison with countries with weak financial
institutions, where a correlation between profitability and capital inflows is
absent. R. Barro notes that a level of property rights protection and a quality
of legal order are supposed to be universal key determinants of economic
growth in both developing and developed countries [7].

The judicial independence also plays an important role in the
implementation of principles and private property rights that is employed by
R. La Porta [8]. In those countries where the courts have a relatively greater
independence and contracts enforcement mechanisms work the better conditions
for economic growth are realized. In particular, D. Rodrik confirms that in
cross-country regressions the factors of institutional quality (especially
property rights, law enforcement and judicial system) more significant
explain the differences in economic development than other factors [3]. Our
results are robust to the use of this alternative measure of openness.

S. Neck and F. Kiefer note that the high levels of trust in transactions
as well as the credibility of the state really contribute to economic growth [10].
Cross-country regression analysis that has been conducted by J. Gwartney
and L. Holcomb shows that the quality of institutions just not only affects
the incomes, but also makes a difference in the rate of its growth in long
term, affects the investment processes and productivity [11].

Thus, different methods to include the variable "quality of institutions" in
the growth model have been developed. One of the two types of models is
more often used to study the influence of institutions on economy: a structural
model or in a reduced form. The period from 2010 to 2014, taken for the
analysis, is characterized by a complete sample data that have a common
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methodology of calculation. During this time the resurgence is moving after
the previous downturns. The data sources are the wide range of components
(pillars) that characterize the level of public and private institutions in
different countries. The data are obtained from database WEFORUM (Global
Competitiveness Reports) [17]. Components of institutional development
cover both formal and informal market institutions. According to the metho-
dology a country receives the highest possible score of 7, thus ensuring that
1 and 7 still corresponds to the worst and best possible outcomes, respectively.
10 institutional factors that characterize property rights, economic power
and availability of informal networks in economy have been selected. In this
analysis because of data availability issues we could include only 71 countries.
These figures have been processed in the application package for mathematical
analysis Statistica. Table I presents the initial results of data processing.

Table 1
Statistics indicators of institutions
Institutional faktors Average itapdgrd
eviation
Property rights (PR) 4.348870 1.061964
Judicial independence (JI) 4.134823 1.398812

Efficiency of legal framework in settling disputes, efficiency

of legal framework in challenging regulations (ELF) 3.498256 0.469774

Wastefulness of government spending,

favoritism in decisions of government officials (DPF) 3.157645 0.477943
Irregular payments and bribes (/PB) 4.502960 1.194984
Public trust in politicians (PTP) 3.084325 1.157068
Transparency of government policymaking (7GP) 4.408660 0.704704
Efficacy of corporate boards (ECB) 4.640196 0.564928
Reliance on professional management (RPM) 4.579735 0.903401
Ease of access to loans (EAL) 2.950534 0.696000

To measure the relationship between multiple variables we use corre-
lation matrix. The correlation coefficients between each variable and the others
show that there is a correlation between the factors identified, which can be
rated as average and strong. The maximum value is 0.9274. Consequently,
there is an effect of multicollinearity (intercorrelations among the indepen-
dent variables) which must be removed to obtain undistorted results of the
analysis. To reduce the dimension of the matrix we can use the principal
components analysis. This transformation is defined in a such way that the
first principal component has the largest possible variance and each
succeeding component in turn has the highest variance possible under the
constraint that it is orthogonal to the preceding components (fable 2).

In our case the first component explains 82.51 % of total variance and
describes the changes of the 9 factors. The factor loadings of 3 components
are represented (table 3). The first component explains the maximum
amount of variance for each factor analyzed (more than 70 %). It means that
there is strong interconnection between the first component and all other
factors. The first component matches all the requirements.
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Table 2
Eigenvalues of the correlation matrix
Component Eigenvalues % Total variance
1 8.250891 82.50891
2 0.668752 6.68752
3 0.363650 3.63650
Table 3
Main component loading faktors
Institutional faktors 7 Comgonent 3
Property rights (PR) 0.9414 —0.1649 —0.1009
Judicial independence (JI) 0.9264 —0.2829 —0.0599
Efficiency of legal framework in settling disputes,
efficiency of legal framework in challenging 0.9596 0.0161 0.0420
regulations (ELF)
Wastefulness of government spending, favoritism
in decisions of government officials (DPF) 0.9619 —0.0030 0.1726
Irregular payments and bribes (/PB) 0.9105 —0.3039 —0.0089
Public trust in politicians (PTP) 0.9070 0.0999 0.3399
Transparency of government policymaking (7GP) 0.8904 0.0619 0.2292
Efficacy of corporate boards (ECB) 0.9079 0.1519 —0.2606
Reliance on professional management (RPM) 0.9373 —0.0746 —0.2689
Ease of access to loans (EAL) 0.7164 0.6529 —0.0997

Principal components analysis allows to reduce the number of variables,
avoid multicollinearity and to eliminate other predictors relative to the number
of observations without any changes in eigenvectors of 1* components (table 4).

Eigenvector of the correlation matrix

Institutional faktors VarlabieZ)number Component 1

PR 1 0.327721

JI 2 0.322505
ELF 3 0.334038
DPF 4 0.334857
IPB 5 0.316986
PTP 6 0.315764
TGP 7 0.309995
ECP 8 0.316075
RPM 9 0.326322
EAL 10 0.249409
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Thus, the equation of the first principal component is made up as follows:

C=0328-7,+0.323 - 2,+0.334 - Z;+0.335 - Z,+ 0317 - Zs +
+0.316 x Zg+ 0.31 - Z;+ 0.316 - Zs+ 0.326 - Zy+ 0.249 - Z,, (1)

Z; — standardized variables X;.

The first principal component is used as an integral index in the
analysis. To apply for analyzed variables standardized variables Z; must be
replaced by the formula (2):

Z;= (X - Xu) / o, (2)

X,y — average value of X; variables;
o; — standard deviation of .X; variables.

Thus, the equation made up with usual variables is made as follows:

IP=0.309 - X, +0.231 - X;+0.712 - X5+ 0.701 - X4+ 0.265 - X5+
+0.273 - X +0.44 - X7+ 0.56 - Xz + 0.361 - Xo+ 0.358 - Xj0—16.278.  (3)

This value is an integral index (/P) that is aimed to assess the impact
of institutional quality on development and functioning of economy. The
integral index for each country is calculated by formula and presented in
table 5. This indicator allows to eliminate the interference between factors
and build an adequate regression model as the relationship between
dependent variable (GDP per capita) and independent variables — factors of
institutional development — for 71 countries (figure).

R?=0,6424

90000

GDP per capita (US$)

Quality of institutions (integral index)

The quality of the institutional development and GDP
per capita (USD) with the line of regression (71 countries)
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Integral index (IP) and average indexes of institutional development of analyzed countries (2010-2014)*

Table 5

Country PR JI ELF ** DPF ** IPB PTP TGP ECP RPM EAL 1P GDP ***
Australia 5.49 6.01 3.97 3.59 5.85 421 4.76 5.63 5.84 3.62 3.48 63289.69
Austria 5.80 5.36 3.99 3.44 5.63 3.55 5.05 5.10 5.32 3.10 2.56 49504.46
Belgium 5.32 5.36 3.73 3.52 5.65 3.71 4.30 5.22 5.54 3.69 2.36 46515.12
Canada 5.86 6.24 4.14 3.63 5.98 4.47 5.31 5.56 6.00 3.70 4.2 51056.95
Denmark 5.64 6.33 3.95 3.93 6.38 4.95 4.97 5.27 5.97 3.20 3.95 59492.04
Finland 6.35 6.48 4.53 4.05 6.60 5.27 5.89 5.64 6.20 4.31 5.95 48588.54
France 5.74 4.92 3.94 3.38 5.44 3.61 4.52 5.15 4.90 3.30 2.05 43747.66
Germany 5.74 6.17 4.17 3.76 5.78 411 5.02 5.22 5.58 3.10 3.43 45251.80
Island 5.15 571 3.99 3.40 6.35 3.34 5.01 4.84 5.33 2.62 2.22 46214.97
Ireland 5.76 6.29 3.95 3.52 6.14 3.51 5.02 4.78 5.74 2.00 2.48 50501.28
Italy 4.05 3.70 2.95 2.67 3.92 1.84 3.11 3.87 3.54 1.92 -3.16 33886.84
Israel 4.87 5.96 3.68 3.21 5.55 3.15 4.24 4.59 4.90 3.14 1.12 36200.95
Netherland 5.86 6.26 4.33 4.06 6.10 5.22 5.22 5.43 6.05 3.50 4.71 51072.21
New Zealand 5.93 6.72 4.40 4.24 6.71 5.54 5.93 5.76 6.31 3.97 6.02 39047.79
Norway 5.84 6.27 4.24 4.01 6.34 571 5.22 5.70 6.20 4.40 5.33 97631.87
Sweden 5.92 6.22 4.38 4.23 6.27 5.59 5.54 5.71 6.19 4.32 5.67 57348.94
Switzerland 6.25 6.24 4.35 391 6.22 5.19 5.77 5.36 5.96 3.65 4.99 83917.55
United Kingdom 5.97 6.22 4.19 3.65 5.93 3.84 5.16 5.27 5.93 2.85 3.54 41671.34
USA 5.13 4.99 3.82 3.15 4.90 3.27 4.49 5.18 5.55 3.72 1.79 51395.87
Bulgaria 3.24 2.74 3.05 2.72 3.84 2.24 3.44 4.00 3.63 3.10 =2.77 7324.98
Croatia 3.74 3.03 2.94 2.81 3.78 2.10 3.91 3.98 3.71 2.48 -2.62 13747.70
Czech Republic 4.01 3.80 3.12 2.73 3.86 1.70 3.86 4.59 4.61 3.03 -1.53 13747.70
Estonia 5.08 5.54 3.80 3.50 5.57 3.63 5.15 4.86 5.23 3.02 2.14 17488.99
Greece 4.09 3.40 3.05 2.78 3.55 1.96 3.70 3.89 3.82 1.96 -2.76 23765.72
Hungary 3.96 3.91 2.98 2.77 4.29 1.92 3.74 4.25 3.95 2.25 -2.17 13403.99
Latvia 4.14 3.87 3.20 2.98 4.33 241 4.28 4.58 4.43 2.48 -1.0 13963.89
Lithuania 4.08 3.57 3.37 3.08 4.56 2.27 4.61 4.93 451 2.33 —0.56 14554.71
Poland 4.18 4.22 3.20 3.11 4.84 2.43 3.74 4.39 4.30 2.65 -1.01 13509.95
Portugal 4.71 4.15 3.22 3.03 5.17 2.92 4.12 4.30 4.19 2.50 -0.66 22006.37
Romania 3.66 3.11 3.09 2.69 3.95 1.95 3.31 4.13 3.68 2.71 2.7 8727.03
Slovak Republic 3.95 2.57 2.83 2.48 3.61 1.82 4.07 4.57 4.38 3.11 —2.22 17648.05
Slovenia 4.33 3.74 3.09 2.83 4.89 221 4.67 3.89 4.03 2.16 -1.54 23671.03
Spain 4.49 3.72 3.47 3.08 4.80 2.48 4.04 4.32 4.56 2.10 -0.87 30400.53
Argentina 2.56 2.42 2.73 2.40 2.95 1.54 3.18 4.12 4.36 1.72 —4.2 13590.57
Brazil 4.03 3.69 3.43 2.93 3.91 1.89 3.83 4.75 4.74 2.92 -1.04 12028.50
Bolivia 291 2.98 3.18 3.04 2.58 2.85 3.50 3.89 3.49 3.21 -2.72 2507.66




End of table 5

Country PR Jl ELF ** DPF ** IPB PTP TGP ECP RPM EAL 1P GDP ***
Chile 4.65 5.33 3.90 3.62 5.72 3.88 5.26 5.05 4.95 3.66 251 14523.97
Columbia 3.62 3.21 3.32 2.78 3.48 2.17 4.15 471 4.23 2.94 -1.56 7531.25
Costa-Rica 4.21 4.94 3.70 3.21 4.44 3.11 4.42 4.82 4.65 2.27 0.19 9450.55
Dominican Republic 3.53 2.64 3.17 2.44 3.26 1.74 4.29 4.37 3.55 2.65 -2.71 5818.97
Honduras 3.52 3.26 3.38 2.75 3.48 2.23 4.08 4.68 3.80 2.68 -1.84 2262.35
Jamaica 4.01 4.45 3.35 2.77 3.83 2.15 3.88 451 4.45 2.03 -1.52 5083.11
Mexico 3.83 3.27 3.33 291 3.57 2.24 4.18 4.38 4.10 2.47 -1.71 10166.90
Nicaragua 3.13 2.20 2.98 2.76 3.37 2.29 3.69 4.10 3.49 2.68 -3.09 1693.83
Panama 4.62 2.46 3.36 2.83 3.85 2.24 4.57 4.51 3.76 4.05 -0.95 9384.82
Paraguay 2.80 1.74 3.10 2.57 2.85 1.57 3.93 4.06 3.28 3.00 -3.56 3795.83
Peru 3.38 2.54 3.20 2.92 3.92 1.89 411 4.85 4.54 3.46 -1.37 6007.00
Uruguay 4,61 5.36 3.71 3.49 5.52 4.36 4.87 4.47 3.95 2.70 1.16 14603.59
Albania 3.05 2.73 3.34 2.97 3.60 2.65 4.33 4.65 4.06 2.02 -1.88 4497.61
Azerbaijan 3.82 3.32 3.55 3.16 3.36 3.39 4.40 4.39 3.79 2.86 -0.99 7247.06
Armenia 3.81 2.82 3.32 2.95 3.61 2.70 4.80 4.10 3.79 2.49 -1.67 3053.05
Georgia 3.17 3.29 3.23 3.13 5.36 2.81 4.76 413 4.01 251 -1.11 3335.09
Kazakhstan 3.66 3.12 3.37 2.94 3.75 3.57 4.55 4.66 3.91 2.52 -1.08 11602.57
Kyrgyz Republic 2.57 2.12 2.95 2.66 2.58 2.02 4.01 4.12 3.41 1.96 -3.79 1155.52
Moldova 3.08 2.08 2.80 2.52 3.23 2.36 4.19 4.38 3.75 2.32 -3.12 2024.95
Russian 2.89 2.69 3.07 2.77 3.19 2.75 3.79 4.18 3.79 2.63 -2.73 13089.69
Serbia 3.03 2.50 2.54 2.58 3.70 2.10 3.77 3.73 3.24 2.30 -3.86 5983.39
Tajikistan 2.93 2.89 3.09 2.76 2.77 3.03 321 3.16 2.70 2.42 -4.00 937.91
Ukraine 2.63 2.17 2.83 2.71 2.78 2.10 3.62 4.22 3.41 2.23 -3.76 3537.66
Japan 5.68 5.90 3.78 3.91 6.21 3.53 4.98 5.18 5.52 3.27 3.13 42143.6
Kora, Rep. 4.38 3.70 3.20 2.9 4.47 2.17 3.40 3.99 4.75 2.15 -1.77 24967.4
Singapore 6.26 5.66 421 4.21 6.57 6.28 6.20 5.68 5.93 4.57 6.04 53313.7
Taiwan, China 5.56 4.53 3.634 3.54 5.16 4.06 5.58 4.97 5.23 3.77 2.50 21183
China 4.54 3.95 3.61 3.45 4.02 4.13 4.58 4.40 4.63 3.26 0.53 6121.51
India 4.1 4.52 3.63 2.95 3.47 2.47 4.34 4.44 451 3.37 -0.5 1516.63
Indonesia 4.0 3.70 3.57 3.41 3.35 3.27 4.14 4.67 4.64 3.92 0.03 3570.84
Malaysia 5.14 4.61 4.06 3.54 4,71 4.30 5.03 5.35 5.41 4.46 291 10041.2
Philippines 3.74 311 3.25 2.85 3.19 2.19 3.77 4.82 4.85 3.19 -1.41 2560.66
Thailand 3.61 4.03 3.51 2.92 3.78 2.20 4.02 4.56 4.38 3.54 -0.92 5269.28
Vietnam 3.37 3.52 3.42 3.00 3.19 3.55 3.86 4.17 3.76 2.49 -1.79 1707.34
Turkey 3.99 3.32 3.51 3.00 4.18 3.09 4.58 4.27 4.21 2.83 -0.79 10443.7

*Global Competitiveness Index [17]

, World Bank [18]; ** Average from 2010 till 2014; *** Per capita, average 2010 — 2014 (US$).
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The same institutions in different countries may be more or less signi-
ficant in the analyzed interval (2010-2014). It varies depending on the group of
analyzed countries. Several groups with different levels of market deve-
lopment and relevant institutions as well as cultural and historical proximity
have been empirically identified. In addition, there are the groups of
countries according to the IMF classification (table 6).

Table 6

Partial correlation between GDP per capita (average for 2010-2014)
and institutional development value in different groups of countries (71 countries)

Countries PR JI | ELF| DPF | IPB | PTP | TGP | ECP | RPM | EAL
Total sample 0.35%*%*%| —0.14 |-0.04 | 0.28%%* |0.33***]|0.44***|0.39***| 0.08 | 0.23* | —0.16
The developed
countries of the
EU and Western
countries with
developed market
institutions
EU countries as
well as Albania,
Serbia and Turkey,
that are experien-
cing institutional
transformation
According to the IMF classification:

0.42**| —0.09 | 0.08 | 0.39* | 0.1 |0.46%* |0.54*%** 0.06 | 0.31 | 0.37*

0.98**%%10.86**% 0.1 | =0.17 | 0.26 | 0.17 | 0.59% [084***|(.82%* |(.85%**

Developed 0.36* | 0.24 |-0.06| 0.38* | —0.06 |0.43**|0.46**| 0.05 | 0.20 | 0.01
countries

Emerging market

countries With 1 sexux| 009 [_0.14| 024 [0.41%%*| —0.19 | ~0.27 |0.35%*[0.37%*| —0.25
relevant

institutions

Note: null hypothesis of no correlation is rejected on: * — 10 % level; ** — 5 % level;
% 1 % level.

Statistical significance assessment of partial correlation coefficients is
based on #-test. Estimated criterion is supposed to be compared with the
critical (Zybs > tcrit) for a certain number of degrees of freedom. After that the
significance of particular factors is determined. Wherein correlations do not
establish a causal link and do not indicate its strength, but indicate its
presence. The correlation coefficients more than 0.7 indicate that the sample
group is small. And its expansion leads to a reduction of the values. Besides
correlation can also occur through indirect impact of institutions on
economic growth, for example through investment, government spending.

The results are consistent with other researches in this area. The most
substantial institutions for developed countries in the analyzed period (2010 —
2014) are property rights; public trust in government, and transparency
of government policymaking. For countries with emerging markets and
institutions — property rights, judicial independence, bribes and informal
irregular payments, and reliance on professional management. The level of
property rights protection and public trust in government are the universal
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key determinants for all groups of countries. They provide the transfor-
mation of physical, financial and intellectual capital to company assets, as
well as profitability and growth in a long term.

Conclusion. The theoretical assumption on the role of institutions in
ensuring the unity of functioning and evolution of economic systems has
been improved due to the expansion of the concept of institutional system. It
includes stable fundamental component that fix system changes in the past
and relevant functional that coordinate the actual foundation of economic
institutions. Inter-country regression analysis proves a significant effect of
institutional quality on economic development on the example of selected
countries in the analyzed period from 2010 to 2014. The level of property
rights protection and public trust in government are the universal key
determinants for all groups of selected countries.
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Muxkonenko O. Exonomiuni incmumymu ma IX 6n1U6 HA PO3GUMOK
20Cn00apcyKoi cucmemu.

Ilocmanoska npobdnemu. J{ocniodxcenHs iHCMUMYYIlIHO20 PO36UMK)Y eKOHOMIYHUX
cucmem i 1020 OemepmiHanm Habdysae ce OINLUIOI AKMYANbHOCMI 8 CYUACHUX YMOBAX Y
36’A3KYy 3 noz2nubnenHam ougepenyiayii 8 pieni 00x00i8, 000pobymi HaceneHHs, 00cA2ax
HAKONUYEHO20 JTH0OCbKO20, (I3UYHO20 Ma I[HmMeleKkmyanvbHo2o Kanimanig. Ilpu yvomy
BUBUEHHSI EKOHOMIUHOI peanbHOCmi nompedye O00CHIONCeHHsT He MITbKU CYMHOCMI
EeKOHOMIYHUX [HCcmumymis, ane U Ix poai 6 3a0e3neyeHHi (QYHKYIOHYBAHHA MeXaHizmy
PUHKOBOI eKOHOMIKU.

Memoio cmammi € 00CHiOJNCeHHs PpONi IHCmMumymié y 3abe3neuenHi €OHOCmI
QyHryionyeanns ma e6omoyii 20CHOOAPCLKUX CUCTEM.

Mamepianu ma memoou. Memooono2iunoo 0CHO80I0 € THCMuUmMYYitiHa meopis ma
pe3yrbmamu  00CTIONHCeHb  GIMUUBHAHUX —mMa  3apyOidCHXX HAYKO8Yi8 3 npobiem
IHCMUMYYIIHO20 PO3BUMKY 20CHOO0APCHKUX cUchmeM. 3acmoco8aHo maki Memoou HayKo8oeo
NI3HAHHA: AHATI3, CUHME3, aOCMPaKyii npu BUBYEHHI CYMHOCMI THCMUMYYILHO20 YCMPOIo
EeKOHOMIKU, KOpenayiliHO-pecpeCitiHull aHaniz npu OOIPYHMYSAHHI 3HAYYU02O0 BNIUSY
EKOHOMIYHUX THCIMUMYMIG HA PO3GUMOK MA (DYHKYIOHYBAHHS eKOHOMIUHOI cucCmemu.

Pesynomamu  0ocnioxcennsn. Ilposedenuii ananiz IHCMUMYYILHO2O —YCMPORO
003601U8 BUOKPEMUMU CMPYKMYPHY | (DYHKYIOHATbHY KOMHOHEHMU, WO 8 CB0ill €OHOCMI
3a6e3ne4yioms e6oNoYilo i PO36UMOK 20CH00apcuKkoi cucmemu. DYHKYIOHATbHA KOMNOHEHMA
8I000PANCAE BANCIUBULL B3AEMO38 A30K MIdHC THCIUMYMAMU i 8IOMBOPIOBATbHUM NPOYECOM 8
exonomiyi. Kopenayitino-pecpecitinuti ananiz 0as 3Mo2y SUSHAUUMU 3HAYYWULL 6NAUE SAKOCHI
iHcmumymie Ha (YHKYIOHYBAHHA eKOHOMIUHOI cucmemu. /{1 KOJCHOI epynu KpaiH, wo
copmosari agmopom 3a pisHUMU KpUmepiamu, 6UOLIeHi eKOHOMIYHI IHCMUmMymu, SKi Maoms
Haubinbue 3HaUeHHs 0N IX eKOHOMIUHO20 PO3BUMKY.

Bucnoexku. Yoockonaneno meopemuyne NONONCEHHS NPO pPONb THCMUMYMIE Y
3a6e3neueHHi €OHOCMI (DYHKYIOHYB8AHHA MA eBON0YIl eKOHOMIMHUX CUCTEM 34 PAXYHOK
BKNIOYEHHs 6 3MIC HNOHAMMSA IHCMUMYYIUHO20 YCMPOIO eKOHOMIKU pO320pHYMOi
Xapaxmepucmuxu cmiikoi yHoameHmanrbHoi KOMROHEHMU, Wo QIKCye 3MIHU cucmemu 6
MUHYTIOMY, | aGKMYanbHOi QYHKYIOHANbHOI, AKA KOOPOUHYE OiflbHY OCHOBY eKOHOMIUHUX
incmumymis. MidcOepacagruti pezpecitinuti anHaniz NPoOeMOHCMPYBAs 3HAYYWUL 8NIUS
AKOCMI IHCMUMYmie Ha PO38UMOK eKOHOMIKU HA NPUKIAdi aHAI308aHUX KPAiH 3a nepioo 3
2010 no 2014 pp. Pieenv 3axucmy npae 6nacHocmi ma 008ipa BUCMYNAIOMb
VHIBEPCANLHUMU KIFOUYOBUMU THCIMUMYYTUHUMU OeMEePMIHAHMAMU 8 YCIX KPATHAX.

Kniouoei cnosa: iHCTUTYHIHHHUN yCTPili €KOHOMIKH, €KOHOMIYHI IHCTUTYTH, SKIiCTh
IHCTHTYTIB, IHCTUTYLIAHUNA PO3BUTOK €KOHOMIKH.
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Jyna II., Boiuux K. Ananu3z muenuii nompedumenei u e20 3HAYeHUE 6
0eAmenbHOCIU cospemennozo npeonpuamus. Oxapaxmepusoéar npoyec uzsneuenus / coou-
panua muenuil hompebumeneti. IIpeonoscen memoo ananu3a MHeHUll HA KOHKPEmHOM
npumepe 05 eMnupuieckoli nposepku e2o oeticmeennocmu. O603HaAUeHbl OMAUUUSL MEHCOY
«aHAanU30M HACMPOEHUly U «usgneyenuem MHeHully. [[na KOMIAeKCHO20 pewenus 3a0ay
MaKoz2o aHAIU3a NPedNodNCceHo UCNoNb308amb moodens LDA (ckpwimozo pacnpedenenus

Hupuxne).

Kniouesvie cnosa: mMHeHUs TOTpeOWTENeH, HACTPOCHUS MOTpeOHTENel, MOIETh
CKPBITOTO pactpeencHus JJupuxiie, aBTOMaTH3aLus aHaI3a MHEHHUH.

Introduction. Through the years the ways of collecting customer
opinions has changed. The development of mass media and especially the
Internet has influenced the form and availability of customer opinions.
Customers not only search for opinions of others before buying a product or
using a service but also tend to put their own opinions in the Internet. Often
they are encouraged to leave their reviews on producer, vendor or intermediary
service web site.

© Lula P., Wéjcik K., 2015
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Increasing number of consumers’ opinions created the need of its
automatic analysis. This issue is gaining popularity for both — researchers
and entrepreneurs, for whom consumers’ reviews are important source of
business information. The application of automated tools for opinions analysis
opened new possibilities of their usage.

In the paper firstly opinion mining will be defined and characterized.
Then we will move on to description of proposed solution for opinions
analysis that uses domain knowledge. Next part of work will be devoted to
empirical example of previously presented method. We will sum up with
conclusions drawn from the conducted research.

Opinion mining definition and characteristics. In the literature
phrases "sentiment analysis" and "opinion mininig" are often used as synonyms.
However the difference in its definitions and in the aim of each of them can
be determined.

Sentiment is defined by Pang et al. [1] as overall opinion towards the
subjects mater. So the sentiment analysis can be defined as actions aiming
only to determine the attitude of speaker or writer to the subject of opinion
(often this attitude is called a polarity).

In the same time opinion mining is defined by Dave et al. [2] as analysis:

« processing a set of search results for a given item;

« generating a list of product attributes (quality, features, etc.);

. aggregating opinion about them (poor, mixed, good).

Within the opinion mining three types of analysis can be conducted [3]:

. sentiment recognition — analysis of the general attitude to a product
or service (positive, negative, neutral), also called sentiment analysis;

. feature-based analysis — identification and evaluation of main features
of a given product;

« comparative analysis which allows to compare a given product or
a given feature to others.

According to analysis of definition and aims presented above sentiment
analysis is part of opinion mining. In the same time opinion mining covers a
wide range of actions aiming to perform complete analysis of opinions (not
only its polarity determination).

Description above makes opinion mining similar to information retrieval.
However while information retrieval is defined as identification and analysis
objective pieces of data, opinion mining (as well as sentiment analysis) can
be defined as identification and analysis of subjective opinions, emotions
and feelings in the text. Often the first step that must be done is determi-
nation if certain text is objective or subjective [4]. Then proper methods can
be applied [5].

Nowadays analytics often don’t have to ask customers for opinions.
E-shops and shopping services are doing the job for them. Consumers also
put their opinions willingly on blogs or different kinds of forums [2].
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The accessibility of consumers opinions made entrepreneurs more interested
in their content. Managers can acquire information how company’s products
or services are evaluated by its users. They can also gain detailed knowledge
about the reasons why customers have positive or negative attitude to
certain products or services. Data obtained from opinions can be used as a
basis for future changes not only in product development but also in sources
and ways of its advertisement.

Opinion mining has many advantages and is a very useful tool in
business. In the same time there are some difficulties that have to be taken
into account. Those difficulties can have technical character like:

e necessity to collect data from different sources;

e processing of large amount of data;

« different forms of opinions available in the Internet;

« opinions in different languages concerning the same product or service.

In the same time there are difficulties with analysis of the content of opi-
nions resulting from the need of computational processing of textual data like:

e hidden character of emotions and sentiment (very often they are not
expressed directly);

e sarcasm (irony) present in opinions;

e mistakes in writing or intentional changes like omitting national
diacritics;

e language of the Internet used in opinions — emoticons, abbreviations,
mixtures of letters and numbers when read phonetically sounds like certain
words;

e repetitions of letters, words and phrases;

e co-references — two or more expressions refer to the same person or
thing (mobile, phone, headphone, etc, ...);

« negations (dislike, do not like);

e entity recognition problem — identification of names of persons,
organizations, locations, monetary values;

e comparisons (... better then...);

e polysemy (the word book can mean reserve or manuscript).

Another problem that is worthy consideration is existence of fake
opinions written by competitior, special PR companies or even by employees
(upon instructions or independently) or ex-employees. They can darken the
results of analysis. To overcome possible negative consequences of difficulties
in opinion mining some opinions’ objectivization actions can be performed like:

. voting — taking into account a large number of opinions; it can be
treated as a form of opinion aggregation;

- opinion evaluation — by other customers;

. evaluation of author’s authority — publishing some details about
opinion’s author and evaluation of his/her authority by others.
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Opinions that can be found in the Internet can be divided into different
groups. Two division criteria can be pointed out: opinions form and the
scope of knowledge. Taking opinions’ form into account following groups
can be distinguished:

- binary opinions (yes/no, like/dislike, good/bad);

. nominal values (about mobile phone: heavy, expensive, modern, ...);

« ordered values (bad/typical/good/excellent; Likert scale).

Text:

« structured opinions;

« unstructured opinions.

When the scope of knowledge is the division criteria following types
of opinions are possible:

« without additional domain knowledge (based only on opinions);

. with additional domain knowledge (based on opinions and on
knowledge about products or services).

The form of opinion is frequently connected with its source. For example
opinions on forums and blogs usually have the form of unstructured text while
opinions on different online shops, auctions online, opinions services etc.
commonly are structured and supported with kind of binary, nominal or
ordered values.

There are many different methods that can be applied to opinion mining:

« approach based on frequency matrix;

« probabilistic approach (topic modelling, probabilistic LSA);

« rule-based methods (used regular expressions);

« approach based on domain knowledge (ontology-based approach,
logic models);

 summarization and keywords identification methods;

« classification methods — for sentiment classification;

« visualization methods;

. aggregation methods — used for increasing the level of objectivism.

The choice of the method must be influenced by the aim of analysis
and by the form of opinions that is subjected to analysis. Different methods
can give better results when analysis is conducted on certain type of
opinions. Most methods require analysed opinions to be in one form.

Latent Dirichlet Allocation (LDA) is a model which is used for
description of documents’ contents as a mixture of homogenous topics. It was
proposed in [6].

Using this approach the process of analysis is composed of two main steps:

1. Topics’ identification.

2. Topics based documents reconstruction.

Relations between these two processes are presented in figure 1.
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Doc-1
.
Topic-1
Topics identification
Doc-2 ‘
< Topic-2
Documents reconstruction
Topic-K
\
Doc-M )

Figure 1. Main steps in Latent Dirichlet Allocation
(own elaboration)

Let’s assume that WORDS is a set of all words which appear in the
corpus (the collection of documents):

WORDS = {word,,word,,...,word } .

Each document is represented by the vector in which the number of
occurrence for every word is stored (bag of words representation). The
information about occurrence can be also expressed in terms of probabilities
of occurrence (dividing the number of word’s occurrence by the number of
all words).

The same approach can be used for topics definition. Each topic is
defined as a vector of probabilities over words.

topic, =[p, Py Ps - DPuls

where p; is a probability of occurrence in j -th word in the i -th topic.

The distribution of words within a given topic is defined by Dirichlet
distribution. The main goal of the topics identification process can be stated
as finding such topics (described by distribution over words) which can be
used for reconstruction of original documents. The contribution of topics to
the contents of a given document also is represented by the Dirichlet
distribution. Unfortunately, topics discovered by the learning algorithm are
hard to interpret. Pro process of topics identification and documents
reconstruction is shown in the figure.

The proposal for solving a problem with interpretation of topics was
presented by Ramage, Hall, Nallapati, Manning in 2009 and is called
Labelled-LDA [7]. In this approach labels are manually assigned to every
document. They are used for contents description and in further calculations
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every label will be represented as one topic. It is possible to assign many
labels for description of each document and the same label can be assign to
many documents. Also in Labelled-LDA topics are defined by expressing
the probability distribution over words. But the number of topics is equal to
the number of unique labels and every topic represents one concept identified
by one label. The schema of Labelled-LDA approach is shown in figure 2.

Label-1
Label3  [Poc-!
[
Topic: Label-1 Topics
Topics identification represent
Label-2 concepts
label4  |DO°2 TopiciLabel2 identified by
< labels.
Documents reconstruction Number of topics =
number of unique
Topic: Label-K labels

Label-1 \
Label2  [Doc-M
Label-K

Figure 2. The idea of Labelled Latent Dirichlet Allocation
(own elaboration)

The possibility of topics’ interpretation as concepts is the main
advantage of Labelled-LDA method.

In the reconstruction phase the contribution of every topic is estimated
by expressing the probability of topic’s occurrence in the contents of a given
document.

Empirical research. In the empirical research opinions about hotel
rooms in London were used*. The feature-based analysis was performed.
The scope of analysis was defined by a list of attributes related to the
subject of research.

The list of attributes embraced several features of hotel rooms. For
example: general evaluation, room size, staff evaluation, quality of bed,
cleanliness, room equipment, room location, comfort, price, temperature and
many others.

Opinions were manually labelled. For description of every room
feature two labels were created which represented positive (feature name
plus suffix pos) or negative (feature name plus suffix neg) evaluation of a
given attribute. For example for staff evaluation two labels were used: staff-
pos and staff-neg.

The set of 380 labelled opinions was used. The part of data set was
presented in the figure 3.

" Source: http://kavita-ganesan.com/opinosis-opinion-dataset.
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A B
1 LABELS DESCRIPTIONS
We arrived at 23,30 hours and they could not recommend a restaurant so we decided to go to
Tesco, with very limited choices but when you are hungry you do not careNext day they rang
2 staff-neg the bell at 8,00 hours to clean the room, not being very nice being waken up so earlyEvery day
We had a room with two double beds which was surprisingly roomy, considering the small
3 size-pos hotel rooms | have in previous trips to London .
4 staff-pos clean-pos bed-pos  The room was quiet, clean, the bed and pillows were comfortable, and the service was
5 readiness-pos We arrived about 11 am, room was ready .
6 |size-pos clean-pos Room was good size for Europe, clean throughout.
7 staff-pos The Concierge desk called our room to ask if we needed any information or assistance .
8 size-pos clean-pos bed-pos Room was plenty big enough and clean and tidy, bed was comfordable .
9 equip-neg First, we walked in and the restroom door was broken .
10 clean-pos Our room was typical holiday inn the bathroom could have done with updating but was
11 readiness-neg Cur rooms were not ready, we were promised rooms at a later time, etc.
12 size-pos My room  was positively huge by European standards .

Figure 3. The dataset structure
(own elaboration)

The data set was divided into two parts: learning set (350 opinions)
and testing set (30 opinions). For learning set the following stages of analysis
were performed: stemming, usage of stop-list filter, building of Labelled-
LDA model. For the last step the Stanford Topic Modeling Toolbox was
used. All procedures were implemented in Scala language. Topics discovered
during analysis represented main concepts which can be used for room
evaluation. The final assessment can be expressed by calculating the
probability of every topic’s occurrence (concept) in the opinion.

For every concept (identified by a unique label) its importance was
evaluated. The results of topic importance calculation was presented in the

figure 4.

150 250

-]
g

sizeneg
clean-pas
general-neg

size-pos
genaral-pos

quip-pr

quip-
staffpos |
staffneg |
bed-pos |

p
quist pos |
comfort-pas
quietneg |
view-pas |
price-pos
check-inpos |
food-pos |
"

temperature-neg |
lacation-pos |
bed-reg
bathroom-neg |
clean-neg |
comfort-reg
light-pos |
chackinneg |
intemetneg |

price-neg

readiness-pos

Figure 4. The importance of topics (concepts)
(own elaboration)
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For every concept its description was estimated as a distribution over
words. The figure 5 shows an exemplary distribution for the concept size-
neg (negative opinion about room’s size).

(1] 5 10 15 20 a5 30 35 40 a5 |

anly
smaller
much
people
™wWo
standard
just
double

too

Figure 5. The distribution over words for size-neg topic
(own elaboration)

The model created as a result of the above procedure can be used for
analysis of new, unseen before opinions.

Table
The results of usage of Labelled-LDA model for new opinions
(own elaboration)
Labels assigned by the
.. Labels assigned | model (with probabilities
Opinion .
manually of occurrence in the
document’s contents)
The bathroom is a good size. bathroom-pos bathroom-pos (1.0)
The room was clean and, by London clean-pos size-pos (0.98),
standards, decently sized. size-pos clean-pos (0.02)
When we tried to use a phone card from
our room it would not work so
I asked the front desk to help me staff-neg staff-neg (1.00)
and was told they couldn't really!
The hptel room was very clean and the clean-pos staff-pos (0.7)
cleaning staff and breakfast staff were
. staff-pos clean-pos (0.3)
very attentive.

For evaluation of the quality of the built model two measures were
calculated for testing set.
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Precision (which is defined as the fraction of retrieved instances that
are relevant) was equal to 0.94. And the recall (defined the fraction of
relevant instances that are retrieved) was 0.98. These two measures indicate
that the quality of the model is very high.

Conclusion. Thanks to the development of information technology
consumers can express their opinions about products and services. Their
views can be used as a valuable information source provided that the
process of their analysis is automated. Unarguably the Latent Dirichlet
Allocation seems to be a very useful tool for automatic opinion analysis,
especially its supervised version called Labelled-LDA.

Main properties of Labelled-LDA prove that it is useful for feature-
based opinion analysis. Unfortunately this approach requires manually
tagged opinions for model building and therefore is very time-consuming.
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JIyna I1., Boituuk K. Ananiz 0ymok cnoxycueayie ma 11020 3HA4eHHA y OiaabHOCHI
cyuacHozo nionpuemcmaa.

Ilocmanoska npodaemu. Ilpomseom poxie wiisAxu HAKONUYEHHS. OAHUX CROJICUBAYIE
w000 mosapie (NPOOYKmIis), sKi OHU KYNYIOMb, 3MIHUIUCS. 3POCMAHHA KIIbKOCMI OYMOK
CROJICUBAYIE NPO MOBAPU [ NOCHYeU, WO, 30KpemMd, HAKonuuyiomocs 6 Inmepnemi, 00)-
MOBTI0I0Mb HeOOXIOHICMb agmomamuzayii npoyecy ix auanisy.
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Mema i 3ae0anna 00CHiOHCEHHA, NPeOCMABIEHO20 Yy Cmammi, NOJALAMb
V: GUBHAYEHHI Ma Xapakmepucmuyi npoyecy euooOymky /30upants OyMOK CRONCUBAHIE;
nponosuyii piwleHHs wooo mozo, AK NPOBOOUMU X AHANI3, Npe3eHmMayii Onucamoeo
Memooy aHanizy OYMOK HA KOHKPEMHOMY NPUKIaodi Oisi eMnipuyHoi nepesipku 1lo2o
diegocmi.

Pesynomamu oocnioxncennsn. Busnaueno SIOMIHHOCMI MidC «AHANI30M HACMPOIBY
ma «8uoobymxom Oymoky. st 6ceDiuH020 pO3YMIHHA OYMKU CHONCUBAYA CIO 3ACTNOCO8Y8AMU
mpu Munu auanizy: HACMpois, Oe GUIHAYACMbCSA CMAGIEHHS 00 Mmoeapy (Mpooykmy);
OCHOBHUX XAPAKMEPUCMUK TOBAPY, V X00i SIK020 GUHAYAIOMbBCS 1020 0COONUBOCI,
nopisHanbHull. Becmanoeneno, wo HuMi aHamimuxu, K Npasuio, He 3anumyioms OyMKY
cnoxcugaya. Cnooicueay cam 6UKIA0ae ceoi OymKu y 6102ax ma HA pisHUx gopymax.
Ockinvru 30ip OyMOK € KOPUCHUM THCIPYMEHMOM OJisl RPULIHAMMS PilleHb WoO00 PO3GUMKY
Oi3Hecy, UHUKAE HEOOXIOHICMb Y NOWYKY HOBUX Memo0ié 000 HaKONuyeHHs i oOpoOKu
OYMOK choocusauie 6 iHwull cnocio, Hixc pawniwe. Ilpu yvomy y cyyacHux peaniax
(6HACIOOK PO36UMKY eIeKMPOHHOL MOpeieni I m. n.) nid yac 6u00OYMKY OYMOK GUHUKAIOMb
neeui mpyoHowi: HeoOXiOHicmb 300py Oauux 3 pi3Hux Odxcepen ma 006pPOOKA BeIUKUX
macugie ingopmayii; pizni popmu npedcmagienus OyMoK 6 InmeprHemi; HASAGHICMb OYMOK
npo 00uH i Mot camuil mogap Ha Pi3HUX MOBAX MOWO.

Bucnoexu. Ichye baecamo piznux memoodie 01 6ueueHHs OYyMOK cnodxcugadis. Ilpu
YboMy 8UOIp MemoOy Mae 3anexcamu 8i0 Memu auanizy i popmu npedcmasients OYMKU,
wo auanizyemvcs. Binvwicmv memooie eumaearomv, wod Oymku Oyau npedcmagieHi 8
OO0Hiti popmi. /[ eupiwients yiei 3a0aui 3anponoHosano sukopucmogysamu mooens LDA
(npuxosanoeo posnodinenns Jlipixne). Bionosiono 00 yvozo auaniz OyMOK ROMPIOHO
nposodumu y 06a emanu: i0enmupikayis memu ma peKOHCMpPYKYist.

Knwuogi cnosa: RyMKU CIIOKUBAYiB, HACTPOI CIIOKMUBAYIB, MOJIENb IPUXOBAHOTO
posnoainenHs Jipixie, aBToMaTH3alis aHaIi3y AyMOK.



UDC 005.591.3:334.72

MIKULA Bogusz, PhD, Professor of UEK Department of Organizational
Behavior Cracow University of Economics, Poland

KNOWLEDGE MANAGEMENT AS A TOOL
FOR IMPROVING THE GROWTH POTENTIAL
OF ENTERPRISES

Process of opinion mining of consumers has been described. Method for the opinion
analysis on a concrete example for empiric verification of its effectiveness has been offered.
Difference between "sentiment analysis" and "opinion mining" has been defined. It has
been proposed to use the LDA (latent Dirichlet allocation) model for a comprehensive
approach to this analysis.

Keywords: consumer opinions, consumer sentiment, latent Dirichlet allocation
model, automation of analysis of opinions.

© Mikuta B., 2015
ISSN 1727-9313. HERALD OF KNUTE. 2015. m 6 69




ENTERPRISE

Muxkyna b. Ynpaenenue 3nanuamu Kax cpeocmeo yayuuieHus nomeHuuana
pocma npeonpuamuii. Ilpeocmaenena xonyenyus ynpaenenus 3nanusamu. Onpedenenvl
9KOHOMUHECKUE U HeIKOHOMUYeCKue yeau ynpasienus 3uanuamu. Ilposedena munonocus
(knaccuguxayus) cmpameeuii ynpaeienus 3Hanusmu. Ilpeonodceno aemopckoe 8udeHue
KOMNAEKCHO20 N00X00a K KOHYenyuu ynpasienus SHaHusAMu.

Kniouesvie cnoea: 3HaHWSA, CHCTEMa YIPABICHWS 3HAHWSIMHM, KOHIIEMIWMS, Opra-
HM3aiws (IpepusITHE), TOTEHINAN, PECYPChl 3HAHUH, CTpATerus yIpaBJIeHNs 3HAHUSIMU.

Introduction. Looking at the history of the development of business
activity in the industrial era, we can claim that enterprises never operated in
the conditions perfect for them, which would guarantee satisfactory
financial results and development. Striving for development and beating the
competition, they applied tools for improving the organization of labour,
implemented new instruments for motivating employees, built long-term
strategies of operations based on detailed SWOT analyses, implemented
quality management systems, based information processing on computer
systems, etc. Today, in the conditions of knowledge based economy, enterprises
aim to reduce operating costs, implement lean production and lean mana-
gement, apply more and more perfect decision support systems, optimum
use of possessed assets. Firms which are aware of contemporary conditions
of competing manage non-material resources. Knowledge management (KM)
is coming to the fore. Special significance of knowledge consists in the fact
that among factors of production it is of primal character and determines the
scope of the use of the organization’s remaining assets.

This paper introduces a coherent KM concept which can be effectively
applied in businesses aiming at the improvement of their growth potential.

The real essence of knowledge management. In the literature of the
subject there are tens of definitions which try to depict the essence of KM.
They are a narrower (applied to computer systems) or a broader (applied to
the set of strategies, methods, functions and tasks) approach to KM.

Starting from the essence of management, it is assumed that KM
consists in the realization of cyclical and continuous functions of management
which are focused on the organization’s knowledge resources, processes
involving knowledge and the conditions of their realization to achieve the
organization’s goals (figure 1). The cyclical functions include planning,
organizing and controlling. The functions are implemented within undertakings
referring to knowledge, processes involving it, and the conditions of their
course in a cyclical, consecutive way. Continuous functions, which are imple-
mented within each cyclical function, include: work with people, acquisition
and use of financial and other resources, use of non-material resources,
decision making, coordinating. The basic processes involving knowledge,
which can be also defined as KM operational functions (tasks), include: identifi-
cation, transfer, creation, combination, accumulation, selection, recording, storage,
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assessment, application of knowledge. In order to enable the processes to
run smoothly, it is necessary to select and use adequate KM instruments
(tools and methods) and shape organizational, social and technical conditions.

KNOWLEDGE MANAGEMENT

o ~—

KNOWLEDGE RESOURCES: PROCESSES related to knowledge:
- personalized knowledge; identification, transfer, creation, combination,
- codified knowledge; accumulation, selection, recording, storage,
- consolidated knowledge assessment, application of knowledge

v

CONDITIONS:
- social - technical - organizational

Figure 1. The basic areas of operations in KM
(own study)

Knowledge management goals. One of the most general goals of KM
application in the organization is to facilitate regarding knowledge a resource
by managers and inspire them to search for practical application of this
resource [1].

Probably the most extended set of KM goals was presented by R. Maier.
They are [2]: achieving transparency of knowledge, introduction of documenting
knowledge, changing the organizational culture, enhancement of commu-
nication and cooperation, transformation of tacit knowledge into explicit
knowledge (externalization), upgrading educational processes, training and
creating networks of newly-recruited employees, refinement of employee
development processes, improvement of knowledge retention (organizational
memory), upgrading access to existing knowledge, improvement of knowledge
distribution, enhancement of innovation management, cost reduction, sales of
knowledge.

R. Maier also gave business goals which KM faces, among which he
mentioned [3]: cost reduction, improving productivity, increasing the speed
of innovative processes, developing new areas of business activity or
objects, risk reduction in business, enhancing employee motivation and
satisfaction, improving the organization’s development, upgrading product
quality, enhancing customer satisfaction and/or service quality, improvement of
planning, increase in efficiency, optimization of operation time and keeping
deadlines.

KM goals can be divided into economic and non-economic goals
(figure 2). The obtained economic results are usually the secondary effect of
the accomplishment of non-economic goals.
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Knowledge management goals

_—

%«

Non-economic:
increasing flexibility of activities,
creating innovative knowledge resources,
manufacturing innovative products,
enhancing company image,
improving product brands,
upgrading the quality of products
and services,
improving the course of processes,
enhancing employee and customer

\

-

Economic:
increasing financial sales revenues,
-raising profits,
improving profitability,
improving financial liquidity,
cost reduction,
achieving new revenues, e.g. on the
sales of licences, franchising agree-
ments, sales of innovative semi-
finished products to subcontractors,

satisfaction, . others.
. others.

Figure 2. Examples of KM goals
(own study)

Knowledge management system. For the purposes of KM, a knowledge
management system (KMS) is created in the organization. Similarly as in
the case of KM, also KMS is variously defined in the literature of the
subject. For example, it is boiled down to the tools of computer technique
improving the course of processes involving knowledge [4]. Of course, there
are broader definitions of KMS. For example, in the set of KMS universal
elements J. Beliczynski, Cz. Mesjasz and A. Stabryla include [5]: knowledge
sets (data/knowledge bases and banks), relationship networks, methods of
knowledge transfer, IT systems, e.g. MRP/ERP class systems, IT networks
(Internet, extranet, intranet), semantic systems (the language of the organization
and the language of KMS), organizational culture.

In this paper, two approaches to KMS are adopted: a narrow and a
broad one. In the narrow approach it is a systemic platform created by IT
and communication technologies based on the computer technique. In the
broad approach, KMS is a group of rules, methods, measures, sets of
knowledge (including information), people and networks of their
interrelations, which enables to adopt and implement KM strategies and
tasks to achieve goals of the organization [6].

Strategic knowledge management. Within KM, we can distinguish
activities implemented on the strategic, tactical and operational level. A
special role falls to strategic knowledge management (SKM) because it
gives direction to undertakings with regard to the organization’s knowledge
resources on the operational level. On the other hand, the role of the tactical
level is to transfer the vision of knowledge, the knowledge strategy and the
KM strategy into specific operational activities implemented at the workplaces.

SKM is an information and decision-making process supported by the
realization of cyclical and continuous knowledge management functions,
which is aimed to make the basic decisions as for the directions of development
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and the ways of using knowledge resources, considering the changes in the
knowledge resources of the environment, forecasts on their development
and directions of applications, as well as own knowledge resources, capabilities
of developing and using them. The decisions taken within SKM primarily
concern [7]:

. development of the organization’s knowledge resources, ability to
use them and knowledge-related competitive moves;

. defining new directions and the scope of using the organization’s
knowledge resources;

o development of organizational systems (including IT), enabling
efficient realization of functions, tasks and processes related to knowledge;

. the shaping of knowledge resources of business environment
(including partners, competitors).

The basic SKM tasks include [8]:

. consolidation of the focus on knowledge in the organization’s
mission and vision;

« the strategic analysis of the enterprise’s internal environment, including
monitoring, analyzing, assessing and reporting of its personalized, codified
and consolidated knowledge resources, as well as the network of intra-
organizational relationships among its components, the level of self-organization,
organizational climate;

. the strategic analysis of the external environment (near and far), on
the basis of constantly acquired information, with special consideration to
knowledge of the environment (partner firms, competitors and non-competing
organizations, including B+R institutes, consulting firms, universities) and
the networks of relationships in the environment, assessing acquired information
and reporting;

« creating the vision of knowledge;

. formulating the strategy of knowledge;

« establishing knowledge and relationship gaps;

. establishing barriers to filling knowledge and relationship gaps;

« the choice of the basic and supportive KM strategies necessary to fill
knowledge gap and the ways of shaping desired relationships;

« defining the prevailing approach determining the structure and the
operation of KMS (social or technical one), support for the KM strategy by
shaping relationships with the environment, redesigning KM operational
tasks, organizational structure, roles, processes and information and communi-
cation infrastructure;

« defining the level of the enterprise’s openness to the environment in
respect of making own knowledge resources available (protecting them) —
defining the strategy of shaping the environment knowledge and enterprise
knowledge resources with regard to which they will be used;

. planning methods and tools and selecting people for the implement-
tation of the KM strategy, specifying necessary funds and organizational
conditions;
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« creating the model of climate and organizational culture focused on
knowledge;

. assessment of the level of the accomplishment of the goals set and
the correctness of undertaken actions in comparison with knowledge resources;

. economic and non-economic assessment of knowledge, intellectual
capital and conducted KM activities.

Enterprise knowledge strategy and knowledge management
strategies. Under KM, we can distinguish general enterprise level strategies
(knowledge strategies) and functional level strategies (knowledge manage-
ment strategies). The general strategy — of the enterprise level — is the kno-
wledge strategy. It is detailing the strategy of an enterprise’s competing by
the issues concerning knowledge. Examples of knowledge strategy are stra-
tegies distinguished by the American Productivity and Quality Centre [9]:

« enterprise-wide strategy;

. transfer of knowledge and best practice strategy;

. customer-focused knowledge strategy;

« personal responsibility for knowledge strategy;

. intellectual asset management strategy;

. innovation and knowledge creation strategy.

Knowledge strategy gives direction to the entirety of the enterprise
functioning concepts with regard to the ways of acquiring, creating and
using knowledge. On the other hand, KM strategies are detailed strategies.
They determine specific approaches with reference to the issues like
building KMS, the way of filling knowledge gaps and the the approach to
knowledge resources lying in the environment. Therefore, we can distinguish
the following KM strategies (figure 3):

o building KMS - codification and personalization, which were
distinguished by M. T. Hansen, N. Nohria and T. Tierney [10];

. strategies of filling knowledge gaps — internal creation strategy, strategy of
creation via cooperation, absorption strategy, internal extension strategy [11];

. strategies of shaping knowledge of the environment — knowledge
protection strategy, strategy of making knowledge available [12], knowledge
dissemination strategy.

Knowledge management strategies
- v .
Building knowledge Filling knowledge gaps Shapl_ng knowledge _
management system of the environment otoczenia
A A 7
y based based - protection
- personalization on knowledge on knowledge - making available
- codification creation process transfer process _ dissemination
- creation via cooperation - absorption
- internal creation - internal extension

Figure 3. The typology of knowledge management strategies (own study)
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Tasks of knowledge management on the operational level. KM
focuses on knowledge resources of the organization, as well as its environ-
ment, mainly through the implementation of processes involving knowledge,
so-called KM operational tasks. When implementing the KM concept in a
firm, it is necessary to define those tasks precisely, to avoid in the future the
omission of important activities within implemented undertakings, for
example recording knowledge. In the presented KM concept, ten basic
processes involving knowledge are proposed:

. identification of knowledge — the process of searching for and
locating knowledge resources, e.g. establishing who knows what in the
organization (explicit personalized knowledge), who can perform an activity
(tacit personalized knowledge), in which file stored in the computer memory
required codified knowledge can be found;

. transfer of knowledge — a process during which a flow of persona-
lized, codified or consolidated knowledge takes place, e.g. the flow of
personalized knowledge during a conversation between people, handing
over documentation in the paper form or sending electronic files attached to
an e-mail, acquiring the latest product of the competition, in which
innovative technical knowledge is embedded;

. accumulation of knowledge — systematic collection of knowledge in
the codified form (e.g. books, articles, documents) or in the consolidated
form (embedded in the artefacts of human activity, e.g. electronic devices);

. selection — a division into groups of accumulated or acquired sets of
knowledge from the point of view of their usefulness or another criterion,
e.g. innovativeness, expensiveness;

. creation — the process of creating new knowledge, for example with
the use of heuristic methods;

- combination — consolidating the existing knowledge resources — can
lead to achieving a new quality of knowledge. The process supports
knowledge creation;

. recording — an activity mainly consisting in recording knowledge in
the codified form (e.g. written, drawn), but personalized knowledge is
remembered by people, and consolidated knowledge is embedded in the
artefacts of human activity;

. storage — storing media of knowledge (e.g. printed, electronic,
audiovisual, products). Personalized knowledge is stored in people’s minds;

. assessment — studying usefulness of knowledge or evaluation of
knowledge with the use of another criterion, e.g. value;

« application of knowledge — the use of knowledge. Knowledge is
applied mainly during: creating the vision and concept of the organization’s
activities, products and services, technology and its use, solving everyday
problems, realizing ongoing tasks.

When working with knowledge resources, transfer of knowledge takes
on special importance. It is one of more complex processes which occurs
between people, as well as between people and machines and only between
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machines (excluding man, which arises from the ability of the automation of
processes involving knowledge, e.g. identification of knowledge, recording
knowledge). The transfer of knowledge can take the form of:

. acquiring knowledge — gaining knowledge from various sources, e.g.
from other people, from data bases, textbooks, websites;

. making knowledge available — a process which is opposite to
acquiring knowledge, namely passing knowledge directed to specific people;

. spreading knowledge — a developed form of sharing knowledge
aiming to create from specific knowledge a generally accessible resource;

« sharing knowledge — mutual passing of knowledge by people (also
machines can take part) in the communication process.

It is not necessary to argue that KM should steer the course of the
indicated processes so that they proceeded in an efficient and economical
way. Their correct implementation is the basis for achieving strategic goals
of the organization, as well as achieving desired effects of every venture and
activity realized by the enterprise.

Creating a consistent line of solutions. To let KM bring desired
effects in the form of the enhancement of enterprise growth potential, it is
necessary to adopt a "consistent line of solutions". It means that first of all
the following must be agreed in the logical shape: the way of understanding
knowledge, kinds of knowledge and the sequence of solutions: vision of
knowledge — knowledge strategy — strategies of building KMS — strategies
of filling gaps of knowledge — instruments (tools and methods) of KM. We
cannot forget that the backbone of every organization are people, therefore,
their proper selection, training, dedication and "rooting" of organizational
culture focused on KM in their minds is necessary. The general model of the
described KM concept is presented in (figure 4).

Vision of knowledge
Enterprise knowledge strategy

2

Knowledge management strategy

v

WORK WITH PEOPLE,
ACQUISITION AND USE
OF FINANCIAL, AND
OTHER RESOURCES,

Planning |<— Entities:
management,
employees, broker

A

| Organizing |
< WORK WITH NON-
MATERIAL RESOURCES,
Controlling DECIDING, COORDINATING
Processes | | Knowledge resources | | Conditions

Effects: cost reduction, innovativeness, undertaking new areas of activity, risk reduction,
improving motivation, enhancing quality, raising customer satisfaction, etc.

Figure 4. The comprehensive approach to the KM concept
(own study)
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Conclusion. The KM theory is a coherent concept. It includes a lot of
different views and various proposals concerning the solutions to problems
occurring in an enterprise. However, it makes the KM concept a very
interesting tool within which not everything has been perfected yet, thus,
there is a large margin for the creation of innovative solutions. It should be a
special motivator for managers and specialists implementing KM in an
enterprise.

The implementation of KMS requires changes in the technical infra-
structure and the organizational culture [13]. But this is not everything. All
such changes must be precisely thought out and planned considering
organizational aspects (e.g. the organization of the course of the processes,
building the organizational structure, the choice of applied team forms of
the organization of labour, heuristic methods used, the ways of holding
meetings), technical aspects (e.g. the choice of computer hardware, the choice
of communication means, the choice of software), economic aspects (e.g.
the volumes of financial outlays and fast return on investment), social
aspects (e.g. the choice of managing styles, shaping organizational climate,
shaping organizational culture) and legal aspects (e.g. legal aspects of using
foreign knowledge, the sales of knowledge created in the enterprise,
protection of non-material values created by the enterprise). The superior
aspect required to be considered in the process of change is the aspect of
purpose — concerning the enterprise’s vision and mission, and long-term
strategic goals. Omitting any of the indicated aspects in the process of KMS
implementation can cause to the failure in the application of the KM
concept and disorganization of the enterprise functioning.
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Mikyna b. Ynpaeninnua 3uannuamu Ak 3acioé nOKpawyaHua nOmenyiany 3p0Cmanis
nionpuemcme.

Ilocmanoska npoonemu. B ymosax po3sumky eKoHoMmiKu, 3aCHO8AHOI HA 3HAHHSX,
NIONPUEMCMBA NPASHYMb 3MEHWUMU C80i Onepayitivi eumpamu, 3anposaoumu pecyp-
COOWaOHe BUPOOHUYMBO MA YNPAGIIHHA, 3ACMOCO8Y8AmMU 8ce OilbUl OOCKOHAN cucmemu
NPUUHAMMSA  pilleHb, ONMUMI3Y8amu BUKOPUCTNAHHA akmueie. 3a makoi cumyayii
VNPABNIHHA SHAHHAMU UXOOUMb HA NEPUIULL NILAH.

Came momy Mmemorw npedcmagieHo20 OOCHIONCeHHs € Npe3eHmayis KoHyenyii
VNPAGNIHHA 3HAHHAMU (3HAHHEBO2O MEHEONCMEHMY).

Pezynomamu oocnioxcenna. O6IpyHmosano, wo Cymuicmos YRpaGNiHHA 3HAHHAMU
noaszae 8 peanizayii YuKIiyHux i be3nepep8Hux QYHKYIll YNpasiinHs, wjo cgoKyco8aHi Ha
pecypcax 3HAaHb (NEPCOHANI308AHUX, KOOUPIKOBAHUX MA KOHCONIO0BAHUX) OpeaHizayii,
npoyecax, nog’s3aHux 3i 3HaHHAMU (I0emmuixayis, mpancegep, HaAKONUYEHHs, 6i00Ip I
m.n.) ma ymosax ix peanizayii (COYianvbHUX, MexHiYHUX, OpeaHizayitinux) O O00CACHEeHHs.
yineti opeanizayii (nionpuemcmaea).

Busnaueno yini ynpaeninus 3HaHHAMU: eKOHOMIYHI (NIOSUWEHHST PEHMAOETbHOCMI,
@inancogoi nikeIOHOCMI, NPUOYMKY, 3HUNCEHHST eumpam i M.n.) mMad HeeKOHOMIYHI
(nokpawjanHs iMiOJHCy KOMNAHIL, sKOCMi NpoOyKyii ma nociye, RIOBUWEHHS pIGHs
3a006071eHOCMI KIIEHMI6 [ M.N.).

Oxapakxmepu306ano 08a nioxo0u 00 cucmemu YNPAGNiHHA 3HAHHAMU. 8V3bKUIL,
8I0N0BIOHO 00 AKO20 cucmemHa niamgopma cmeoproemovcsa 3a oonomozorw IT ma
KOMYHIKQYIUHUX MEXHOA02IU, WUPOKUL, W0 € CYKYRHICIIO NPABUIL, Memooi8, HAOOpy 3HAHD,
Jodell ma ix 83aEMOBIOHOCUH, AKI 00360JIAI0Mb YX8ANI08AMIU MA pedni3osyeamu cmpamezii
VNPAGNIHHA 3HAHHAMU, MA 3A60aHb, CAPAMOBAHUX HA OOCACHeHHs Yilel OpeaHizayii.
Ilposedeno munonociio (knacughixayiro) cmpameeiti ynpagiiHHA 3HAHHAMU.

Bucnoexu. 3anpononosano asmopcvke OauenHs KOMNIEKCHO20 NioXody 00
KOHYenyii ynpaeninua sHanHAmu. IlpasunvHo opeanizoeane YNpaeuiHHA 3HAHHAMU CAPUS-
mume 3pOCMAHHIO NOMEHYIATY NIONPUEMCINEA.

Knwouoei croea: 3HaHHA, CHCTEMa YIpPABIiHHSA 3HAHHAMH, KOHIICIILIs,
oprasizauis (IANPUEMCTBO), TTIOTEHIIaJ, PECYPCH 3HaHb, CTPATETis YIPaBIiHHS 3HAHHSIMH.
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INTERNET DISTRIBUTION
OF HOTEL SERVICES

Main trends and patterns of alternative reservation systems in the hospitality industry
have been considered. Degree of participation of alternative reservation systems in marketing
policy of enterprises of hotel economy has been established. Influence of alternative
reservation systems for marketing activities of domestic enterprises of hospitality industry has
been investigated.

Keywords: online reservation systems, alternative reservation systems, hotel
business, hotel services, Internet marketing instruments.

Hanunenko M. Hnmepnem-oucmpudyyua 20Cmunu4HbIx ycaye. Paccmompenui
OCHOBHbIE TMEHOCHYUU PA3GUMUS U CIMPYKMYPbL ANIbMEPHAMUGHBIX CUCIEM OPOHUPOBAHUS
8 eocmunuuHoM OusHece. Ycmanoenena cmenenv y4acmus anbmMepHAMUSHbIX cucmem OpoHU-
POBAHUA 8 MAPKEMUH20B0U NOTUMUKE NPEONPUATIULL 20CTNUHUYHO20 Xo3aticmea. Hccnedosano
GnUAHUE ATLINEPHAMUBHBIX CUCTHEM OPOHUPOBAHUS HA MAPKeMUH208YI0 0esmenbHOCHb
omeuecmeenHbIX NPeOnpUAMuUI 20CIMUHUYHO20 XO3AUCEA.

Kniouesvle cnosa: WHTEpHET-CUCTEMBI OpOHMPOBAHMS, AJIbTEPHATUBHBIC
cCHCTeMbl OpOHMPOBaHMWS, TOCTHHWYHBIA OW3HEC, TOCTHHWYHAs YCIIyra, HWHCTPYMEHTHI
HMHTEPHET-MapKEeTHHTA.

Background. Modern realities of the domestic hotel market testify
globalization of the Internet environment and the increasing role of joint
marketing. Formulation and implementation of hotel services are impossible
without the integrated use of Internet marketing tools with the creation of
complex mechanisms of the relationship between enterprises of the hotel
industry and other subjects of the tourism market based on Internet technologies.
To achieve the economic purposes of the enterprise of hotel industry they
interact with the Internet reservation system, which is currently a major
marketing instrument for hotel services. Dissemination of Internet distribution,
availability to consumers and high technical quality booking lead to a
significant reduction in the number of direct bookings on the own Internet
resources of companies. The search forms of such co-operation and the
establishment of equilibrium in the implementation of marketing activities
provide the foundations for research.

Analysis of recent research and publications. Intensive development
of Internet reservation systems and global scale of their practical application
in the marketing activity of enterprises of hotel industry catalyze scientific
researches within this problem. The question of appropriateness of usefulness
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of Internet reservation systems in the domestic hotel industry is the subject of
scientific dispute, described in the writings of the following scientists:
N. Gumenyuk, K. Zakharova, K. Lemish, S. Melnichenko, A. Steshenko [1-5]
and others. Scientific interest is the issues of adaptation of Internet
distribution of hotel services to potential Ukrainian hotel market.

Recognizing the importance of existing scientific developments it lack of
study of certain aspects of the Internet reservation systems in Ukraine should
be noted. Outlined problem covered in scientific professional literature only
in the context of development and opportunities of application of global
reservation systems (GDS). Uncertain is the question of the use of alternative
reservation systems (ADS) in the marketing activities of enterprises of hospi-
tality industry.

The aim of article a research of the major development tendencies and
structure of alternative reservation systems in the hospitality industry,
establishing the extent of their participation in the marketing policy of
enterprises hospitality, determining the impact of alternative reservation
systems for marketing activities of domestic enterprises of hospitality industry
and prospects for their use in the hospitality industry.

Materials and methods. For the theoretical and practical foundation
for analytical research and presentation of the results in the article served
research works of scientists, websites of state statistics, enterprises of hotel
industry, alternative reservation systems. Research within the proposed
problems was conducted on the basis of generally accepted methods:
abstraction, analysis and synthesis, induction and deduction.

Results. Dynamics of global hotel market and Internet technologies
leads to an increase in the number of participants and intermediaries in the
formation and sale of hotel services. Along with global distribution systems
in the hospitality industry, alternative reservation system has sustainable
development that, in contrast to global systems, allows potential consumer
to carry out direct booking of hotel services, excluding from this process
link of tourism enterprises. A growing number of alternative reservation
systems complicates their internal structure and provokes the emergence of
intermediaries (figure 1).

The availability of the Internet for consumers and the deep penetration
of Internet technologies in the tourism industry form understanding of
practical workers the feasibility of using alternative reservation systems in
sales of hotel services. However, the mechanism of their implementation of
marketing activities is not worked enough, causing an imbalance in the
application of Internet marketing instruments.

Extensive analysis of hotel industry enterprises located in 22 regions
of Ukraine (excluding the Crimea, Donetsk and Lugansk regions) give
evidences of detailed activities of enterprises of hotel industry to attract
alternative systems of distribution to sales of hotel services. For some

80 ISSN 1727-9313. HERALD OF KNUTE. 2015. W 6




ENTERPRISE

enterprises of hotel industry such cooperation is the foundation of activity in

the Internet.
>

1 . .
V v v v

GDS Gwm SO SRS U B >| 4Ds
' | ; : :

Travel Agent Travel Agent ADS ADS

Enterprise of Hotel Industry

Figure 1. The general scheme of the relationship between the
hotel industry enterprise and hospitality customer on the basis
of the use of GDS and ADS (developed by the author)

Because of total increase in reservation systems of today their total
number it can not be set. There aren't relevant all ADS for Ukrainian
enterprises of hotel industry. Research results of popularity of these
resources and analysis of their search engine optimization show that for the
domestic hotel market there are such promising alternative distribution
systems: booking.com, trivago.com, tripAdvisor.com, hotels24.ua, hotelium.com,
hotels-scanner.com. It is important to note that the activities of hotelium.com
and hotels-scanner.com are based on a comparison of prices for the various
booking systems. The functioning of other submitted systems has individual
character of interaction with hospitality industry enterprises.

The dynamic expansion of ADS sinherent to domestic enterprises of
hotel industry. However, such actions are not always systemic, logic and
consistent, for example, hotels of Kyiv, Lviv, Odessa, Kharkiv and
Dnipropetrovsk are characterized by the highest concentration of
accommodation means and have a high level of tourist and business
attractions (figure 2).

Highest position is currently occupied by celebrated booking system
hotels-scanner.com, which globalizes activity of reservation systems.
However, similar to the structure of activity the system hotelium.com does
not cause the interest of managers of hotel industry. Pretty high ratings have
the resources booking.com. and trivago.com. This is quite logical, given the
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general trend of striving for reduction of the intermediary chain in the sale
of hotel services.

400/
200~
O,IWH ol JM oe. bimn
. ) Dnipro- )
Kyiv Lviv | Odessa petl‘(IJ)VSk Kharkiv
H booking.com 134 42 89 32 67
trivago.com 157 91 128 36 23
M tripAdvisor.com 115 58 67 25 40
M holels24.ua 61 47 38 18 27

Figure 2. Number of Hotels of Kyiv, Lviv, Odessa, Dnipropetrovsk,
Kharkiv in alternative reservation systems
(developed on the basis of the author [6—11])

The relationship hotel industry of enterprises and ADS is carried out
by a single principle: there is no fixed fee for services of distribution and
their functioning is financed by fees (10-25 %) from sales of hotel services.
At first sight transparency and simplicity of this structure are indisputable
because enterprise of hotel industry maximizes the number of sources of
sales and reservation system makes a profit only in case of realization of its
hotel services. However, a high degree of internal competition between
alternative distribution systems directly affects on the development of own
Internet resources of hotels.

Systems of reservation establish only the starting amount of fees and,
therefore, are interested in improving its importance for the enterprises of
hotel industry. Concomitant factors of this is the improvement of the
technical quality of booking and making efforts for their promotion, an
example of what can be called a transformation of engine optimization.
Using the desire of consumers to receive information which is focused on
one resource, ADS try to increase its position in search engines. Own
studies show that even when you are looking for a particular hotel in search
engine before you get to the site of the enterprise, the customer must visit
the alternative reservation systems (figure 3).

Thus, today alternative booking systems are the easiest way to get
information about the hotel industry company.
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Figure 3. Transformation of search engine optimization
in the development of alternative reservation systems
(developed by the author)

All ADS have typical structure and are distinguished by ease of interface
and set of filters to search. To increase interface usability of reservation
systems is developed adaptive design of websites and is created mobile
applications that are not inherent to the sites of business hotel industry. The
obvious advantage of ADS compared to the websites of the enterprises is
clarity of structure in the presentation of hotel services. However, the analysis
points to limitations of spectrum of information about the company (zable).

Table
Presentation of hotels in alternative reservation systems *
. . . Hotels- . . .
Information | Booking.com | Hotelium.com Trivago.com | TripAdvisor | Hotels24.ua
scanner.com
Filters:
geolocation + + + + + +
by: type + + + + + +
categories + + + + + +
opinions + + + + + +
price — — — + + +
services - — - + + +
number
_ _ _ + _ _
of rooms
Total:
Room types + + + + +
room fillin; + — - - . +
catering ) + - — — Lmk. +
to website
extrag + — Hotel +
parking + - - - +
Photo + + + + +

* Developed by the author based [6—11].
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None of the reservation systems provides full information about hotel
services due to lack of graphic material. This applies particularly to
representation of room stock with unique naming.

Rational in terms of developing their own Internet resources of enterprises
of hospitality, is the approach of reservation systems TripAdvisor, which
provides condensed information about hotel services and creates the
possibility of booking, and if you want more information you can go to the
website of the company.

A negative phenomenon in collaboration with ADS is the inability to
respond dynamical by to changes in demand and timely decrease (increase)
prices for hotel services. It is logical to assume that the direct booking
through the site of enterprise is profitable both for consumers and hotel.
However, different distribution systems motivate internet users with the
Best price guarantee: if a consumer makes a reservation of hotel services
through the selected system, and in the search detects loyal price, this
distribution system is obligated to reimburse the difference to the consumer.
To avoid similar situations in the contract booking systems put strict
conditions on the establishment of the minimum price, the coordination of
loyalty programs and discounts. Given the fact that at the present stage over
90 % of Internet bookings are made through the distribution systems,
enterprises of hotel industry are forced to agree with proposed terms. This
trend can be clearly traced on the example for hotels category 4  (figure 4).
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Figure 4. Comparison of the cost of a standard double room
in hotels of category 4° (developed by the author on the basis of [6-30])

Note. The prices were analyzed on the same date (12 June 2015) at different
reservation systems and corporate website of the company.

84 ISSN 1727-9313. HERALD OF KNUTE. 2015. m 6




ENTERPRISE

As shown in figure 4, for individual hotel industry enterprises there is
price parity on the corporate website and all booking systems. But mostly
there are significant differences in prices depending on the chosen ADS,
and, according to the survey, in any case, the price offered by the corporate
site, 1s not the lowest.

Barrier of direct sales on the sites of enterprises is dissonance as a
booking. Most systems of distribution operate on a clear algorithm that provides
the consumer a guarantee of rapid and secure bookings. At the same time a
large number of companies does not consider appropriate to create the
possibility of booking on the site, there is facts of non-performing booking
pages. Only 2 % of companies have a "basket" and conditions of Repayment
of funds outlined only 3 % of companies of the investigated sites.

The impact ADS of branding of enterprises of hospitality industry
remains disputable question. Representing of hotel industry enterprise in
alternative reservation systems increases the degree of recognizability of the
brand. It is necessary to take into account the negative consequences.

Old problems of certification of accommodation means and imperfection
of conducting of statistical research in Ukraine create obstacles in establi-
shing of credibility of a number of enterprises of hotel economy that have a
certificate for a particular category. There are facts of unreliability of
information on the categories of enterprises of hotel economy in alternative
reservation systems. The analysis gives reason to believe that the mentioned
number of certified enterprises of hotel economy in distribution systems
exceeds their actual number more than 3 times. These facts can be
demonstrated at research of represent of the capital market of hotel services
in alternative reservation systems (figure 5).
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Figure 5. The number of enterprises of hotel industry in Kyiv
by categories in alternative reservation systems
(developed on the basis of the author [6-11, 31])
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The greatest discrepancy between the real number of certified enterprises
of hotel economy is observed in the segment of 3". There are cases
of appropriation of categories of luxury homes with referring to the type of
hotels. Most clearly this trend is observed during the presentation in English
reservation systems booking.com, hotelium.com, hotels-scanner.com. Less
popular among Ukrainian enterprises of hotel economy booking systems
often do not have accurate structure. For example, selection parameters can
not be installed in system hotels360.net.ua, resulting in hotels 5° and 4" are
often located ranked below private housing. Booking systems don't react
enough dynamically on the change of categories of hospitality enterprises.
For example, the hotel "Ukraine" (Kyiv), "Khreshchatyk" (Kyiv),
"Prominada" (Odessa), which in 2015 raised a category to 4", in certain
booking systems still are presented as the 3.

In conclusion alternative reservation systems have a significant effect on
the components of marketing activities. Among the positive factors of their
application can be distinguished convenience for the consumer; transpa-
rency of cooperation; expansion of sources of sales of hotel services. The
negative consequences of interaction with ADS are to reduce of attendance
of own Internet resources, dynamics braking reaction when setting prices for
hotel services, unreliable information.

Conclusion. A result of research is established that alternative reservation
systems form the basis of sales of hotel services, affecting the other
components of the marketing activities of enterprises of hospitality industry.
Domestic enterprises are widely represented in the distribution system, but
such cooperation is different chaotic and requires a systematization. Paying
attention to such cooperation, companies often ignore the development of its
own Internet resources, which increases the importance of alternative reser-
vation systems in their marketing activities and is a barrier to the full
implementation of other internet marketing instruments. The balance at use
of alternative reservation systems should be based on the development of a
clear algorithm for implementation of internet marketing in marketing
activities of enterprises where reservation system will be just one of the tools of
marketing and development of their own Internet resources will reduce their
importance in the formation and realization of hotel services. Further
research will be aimed at harmonizing the use of Internet distribution in the
system of Internet marketing of enterprises of hotel industry.
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Hanunenxo M. Inmepuem-oucmpudyuyisa comenbHux nociuye.

Ilocmanoeka npobéaemu. Haykogy cmammio npucéaueHo akmyanibHOMy RUMAHHIO
83A€MOOIT NIONPUEMCING 20MENLHO20 20CHOOAPCMBA 3 ANbMEPHAMUSHUMU CUCTEMAMU
bpoHiosanHs y npoyeci hopMysanHs ma peanizayii 20menbHux nocaye, wo 30iUCHI0I0MbCs
Ha ocHOGi iHmeprHem-mexrnonoeiu. Iloutyx doyinbrocmi gopm ix cnisnpayi ma 6CMAHOBNEHHSA
napumemy y 30[UCHEeHHI MAPKeMUH20601 OIAIbHOCI CMEOPIOIOMb NIOTPYHMS 0I5l HAYKOBUX
00Ci0MHCEHD.

Ananiz ocmauuix 00cniddcenv i NyoniKayini y medxcax 6U3HAYeHoi npoobremu
c8I0UUMb, WO BIMUYUSHAHUMU HAYKOBYAMU HEOOHOPA3080 NIOKPECI08ABCA GUCOKUL
nomeHyian YKpaiHCbK020 20MeNbHO20 PUHKY U000 BUKOPUCMAHHA 2I00ANbHUX CUCmeM
OpOHIOBAHHA. ApeyMeHmOo8aHo axmyanbHicms Ybo2o npoyecy ma 0ocriodxceHo bap’epu
8NPOBAOICEHHA. Y moll e uac NUMAaHHA BUKOPUCMAHHA ANbIMEPHAMUBHUX CUCTEeM
OPOHIOBAHHA Y MAPKEMUH2O8II OisIbHOCII RIONPUEMCIE 20MENLHO20 20CNO0ApCMed €
MAN000CNIOAHCEHUMU.

Mema cmami — 00CHiOJNCEHH OCHOGHUX MEHOEHYIU PO3GUMKY Md CIMPYKMYpu
ANbMEPHAMUSHUX CUCHEM OPOHIOBAHHS Y 20MeNbHOMY Di3HeCl, 6CMAHOGIEHHA CIYNEeHs X
yuacmi y MapKemuH2o8it noaimuyi niOnpueEMCme 20MmeabHo20 20CH00apCmed, 8UHAYEHH s
8NIUBY AILMEPHAMUBHUX CUCEM OPOHIOBAHHS HA MAPKEMUH208Y OIATbHICIb GIMYUSHAHUX
nIONPUEMCME 20MeNbHO20 20CNO0APCMBA Ma NEPCReKmUs ix 3aCmMoCy8aHHs Y 20METbHOMY
bisHecli.

Mamepianu ma memoou. Teopemuunum i NpAKMuyHUM NIOTPYHMAM O AHATIMUYHOO
00CTiOXHCEHHsT Ma NPeOCMAGIeHHs. pe3yIbmamis y cmammi Cy2y8anu HayKo8i npayi YeHux,
iHmepHem-calumu Opeamie 0epHcasHOi CIMAMUCMUKY, NIONPUEMCIE 20METbHO20 20CHO0ApCMEd,
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AnbMEePHAMUBHUX CUCmeM OPOHIOBAHHS. JJOCTIONCEHHS Y MeANCAX 3anpONOHOBAHOI npobaemu
NPO6eOeHO HA OCHOBI 3A2ANLHONPUUHAMUX MEeMo0i8: adCmpazy8ants, aHaizy ma cuHmesy,
iHOYKYii | 0edyKyii.

Pesynvmamu  docnioscennn. Cyuacni peanii 20menvHo20 pPumky opmyoms y
NPAKMUYHUX NPAYIGHUKIE PO3YMIHHA OOYLIbHOCMI 3ACMOCYBAHHS QILIMEPHAMUSHUX CUCTEM
opontosanna. 30invuenns ix Kitbkocmi ma 6CMaHOBNIEHHA 8UCOKO20 CHIYNEHSI KOHKYPeHYil
CYNPOBOOANCYEMBCA  NOCMIHUM — NOKDAWAHHAM — MeXHIuHOoi  AKocmi ma  weuoKocmi
Opontosanna Ha cavimax cucmem. Ilocmynoeo cucmemu oucmpubyyii cmaioms OCHOGHUM
Odicepenom 30ymy 20menbHux Nocye, GUMICHAIOYYU NpsMe OPOHIOBAHHA 3 GNACHUX [HMepHem-
pecypcie nionpuemcms 2omenvbHo2o 2ocnodapcmea. Hedocmamms eionpayvosanicme
Mexauizmy maxoi cnienpayi npu3zeo0ums 00 SUHUKHEHHs OUCOANAHCY NPU BUKOPUCTIAHHI
IHCMpPYMEHmMi8 iHmepHem-mMapKemuHzy.

Bucnogxku. Bcmanoenennss banancy y 6UKOPUCMAHHI  ANbMEPHAMUBHUX CUCHEM
Oponioanis mae 6a3yeamucs Ha po3podIeHHI YimKo20 an2opummy GnpPOBAOICEHH s iHMepHem-
MAapKemunzy y MapkemuHz208y OisAlbHiCMb NIONpueMcmea, o0e cucmemu OpOHIOGAHHS
Oyoymo auuie OOHUM 3 IHCMpYMeHmie 30Yymy, a po36UmoK 61acHux iHmepHem-pecypcie
3HUBUMb IX 3HAYEHHA Y npoyeci PopMYBaHHA Ma peanizayii 20MeNbHUX NOCTYe.

Kniouoei crosa: iHTepHET-cUCTEMH OpOHIOBAHHS, aJIbTEPHATHBHI CHCTEMH Opo-
HIOBaHHS, TOTEIFHUH Oi3HEC, TOTENbHA ITOCTYTa, IHCTPYMEHTH iHTepHET-MapKEeTHHTY.
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Definition of "systemic risk" has been improved. Global approaches to assessment
and identification of systemic risk and the basic indicator of their determination have been
analyzed. Mathematical model of predicting the emergence of systemic risk in the banking
system of Ukraine has been developed and its test has been conducted.
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Illynvea H., Yepuotii A., Cmenawiosa A. Ouenueanue cucmemHo20 pucka OaHKo6.
Ycosepuencmsosano onpedenenue nowsmusi "cucmemnwviii puck”. Ilpoananusuposarvi
MUPOBbLE NOOXOObL K OYEHKE U GbIAGLEHUI0 CUCEMHBIX PUCKOB U OCHOBHblE UHOUKATOPbL
ux onpedenenusi. Pazpabomana 3KOHOMUKO-MAMeMaAMU4ecKkas MOOelb NpOcHO3UPOBAHUS
B03HUKHOBEHUS CUCMEMHO20 PUCKA 6 DAHKOBCKOU cucmeme YKpaunvl U npoeeoeHo ee
mecmuposaHue.

Knwoueesvie crosa: CHCTEMHBIA PHUCK, CUCTEMHO Ba)XHBIC 6aHKI/I, OIICHKa pHCKa,
HWHIANKATOPBI CUCTEMHOI'O CTPECCA, CTATUCTUIECKAA MOIACIIb HEJMHEHHON perpeccun.

Background. The phenomenon of systemic risk was at the turn of the
twentieth century. But most of all it was during the last global crisis, which
led to catastrophic losses. Only state financial support of banking and non-
banking financial institutions during the crisis in individual countries ranged
from 1-44 % of GDP. Increased globalization, concentration of banking
capital and the volatility of prices in financial and commodity markets poses
a threat of a new wave of systemic risk, the consequences of which can be
even more devastating for the economy in general and the banking sector
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in particular. This requires not only research the causes of systemic risk, but
also the formation of a new paradigm of risk management in the context of
their relationship, which together can generate systemic risk, diagnostic
tools and risk of its occurrence the signal for different time horizons and
also to develop the preventive measures actions by mega- and national
regulators.

Analysis of recent research and publications. The issue of determining
the nature and causes of systemic risks, their assessment methodologies, risk
management system is a subject of numerous scientific papers, authored by
Nobel laureates M. Spence and 1. Stiglitz [1; 2], as well as famous foreign
and domestic researchers: N. Roubini, C. Johnson, J. Nhuyyen, N. Kuznetsov,
A. Baranowski, S. Naumenkova [3-8] and others. Paying tribute to the
scientific achievements in this area still remains a debatable question of
interpretation of the term "systemic risk" definition of methodological
approaches to its recognition in the countries belonging to the group of
developing countries, including Ukraine. After all, traditional systemic risk
indicators used in foreign banking practices can not be calculated in Ukraine
due to lack of appropriate information base, as well as some distortion of the
data presented in the financial statements of banks. This requires further
research, defines its goals and objectives.

The aim of the article is to open theoretical and methodological
provisions on the nature of systemic risk indicator and its measurement, and
develop economic and mathematical models that predict the emergence of
this risk in the banking sector of Ukraine. There are the following objectives
to achieve this goal: to provide interpretation of the definition of "systemic
risk"; to determine the causes of systemic risk; to build a mathematical
model predicting systemic risk of the domestic banking system for different
time horizons.

Materials and methods. The study was conducted on the basis of
scientific works of foreign and domestic scientists on the theory of systemic
risk banks. 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 systemic risk and its causes; decomposition — to disclose the purpose of
the study and setting goals; analysis and synthesis — to determine the
influence of the most important risk factors for the emergence of a systemic
crisis in the banking sector; statistical and economic — for the prediction of
systemic risk on the basis of certain indicators of macroeconomic
development of Ukraine and its banking system.

Results. In English scientific literature there are two concepts:
"systemic risk"” as an event that can cause the collapse of a sector or the
economy; "systematic risk" as general risk in the market [5]. But it is often
when describing systemic risk (SR) used the first concept. The second term
is used in some scientific publications as a synonym of systemic risk.
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A critical review of the literature revealed debate around the definition
of "systemic risk". Some researchers use the term "systemic risk" to the
characteristics of particular problems, such as the payment system. But it is
often seen as SR arising as a result of multiple risks. They are liquidity,
credit, market and so on. In particular, the Center for Macroeconomic Ana-
lysis and long-term forecasting (RF) defines SR banking sector as a combi-
nation of credit, foreign exchange and liquidity risks, leading to a systemic
banking crisis, that crisis, which covers most of the banking sector,
including systemically important banks [6].

Systemic risk is aggregated inherent in the system as a whole as a
combination of elements that are certain types of risks are interrelated. It
should be emphasized that the total value of bank losses SR is not equal to
the sum of losses on all types of risks because of the correlation between them.

Systemic risk leads to disruption of the normal functioning of some
systemically important banks, the banking system and balance in the
financial market. In economies where financing dominates through financial
markets SR regarded as systematic market risk characteristic of all assets
that can not be eliminated through diversification. In economies with
handling financing through a bank loan the systemic risk is usually
interpreted as the risk of the banking sector [3].

It was established that the vast majority of authors emphasize that
cause of systemic risk is global financial imbalances. For example it was a
high leverage ratio with a positive balance of the state budget (as in Spain),
which led to an unjustified increase in lending to real estate. Extreme fiscal
imbalance had a negative impact on economic growth (e.g. in Greece).
Financial and economic imbalances have led to dangerous fiscal imbalances, as
tax revenues declined and the cost of social insurance and "rescue"
measures increased. Moreover, global financial imbalances were caused by
"consumer" behavior of some countries, including the US and some
European, which caused an unjustified increase in mortgage lending and,
consequently, led to the so-called "financial bubbles" [1].

In the banking sector systemic risk often appears through bankruptcy
of systemically important banks. For example, the bankruptcy of investment
bank Lehman Brothers in 2008 caused a "domino effect" and many problems
and defaults of related banks and corporations. SR rather turns at break
(in any reason) the established relationship between financial market participants,
which in turn leads to the inability to implement the overwhelming majority
of their own strategic goals and objectives, the loss of added value, and
perhaps bankruptcy etc.

Identification and regulation of systemic risk of the financial sector
should be viewed on three levels: individual (at the level of a particular
financial institution); country (at the level of national regulator); global
(at the level of mega regulator).

At the level of mega regulator the permanent monitoring and
assessment of systemic risks are carried out by the IMF, the ECB, World
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Bank Group and the leading rating agencies Fitch and S & P. Methods of
calculating these codes are constantly changing and the majority of them
were designed by 2010-2011. Refusal to calculate a number of indicators of
systemic stress associated with not enough accurate assessment of systemic
risk. A striking example is the calculation of financial stress index, which
was determined by IMF in 2010, and further any information on its use are
not available. The purpose of this index was to determine the breadth and
intensity of the crisis and the troubled financial market segments (banking,
securities, and foreign exchange markets) that lead to the systemic risk. The
critical level was considered excess value of 1.5 standard deviation values
of this index. The index had differences in the calculations for the developed
countries and developing countries.

For developed countries included subindexes 7 in the calculation, that
belonged to the banking sector, stock market volatility and foreign exchange.
Among the indicators of the banking sector it was taken into account the
volatility of prices of bank shares, spreads on interbank rates and rates on
Treasury bonds; stock market — the spreads on corporate bonds, the yield on
the stock market volatility and stock returns.

For developing countries, the method of calculation of this index had
the following features. First, the calculation included the compression rate
of the currency market because it is the most widespread source of stress in
these countries. Although many of them officially adopted flexible exchange
rate regime, the regulator often allowed only minimal fluctuations (the
effect of "fear of free navigation"). Second, the calculation of the index was
not included on corporate bonds due to its low value.

The most reliable indicator of systemic risk today is the Composite
Indicator of Systemic Stress (CISS), which is based on the application of the
basic portfolio theory to five aggregated market-specific subindexes that
derived from 15 individual indicators of financial stress. The calculation
also takes into account the cross-correlation between the temporal change of
sub-indices [9]. CISS has three levels (figure 1).

Top level Financial Stress Indicators (FSI)
(general index)
—A - —I— _| ——————————— V- ————— = -
verage leve Markets Intermediaries Infrastructure
(construction components)
Viewer level Stock market Banks
(market segments) Money market | [Insurance ccpanies Clearing systems
Currency market Others Others
Market
of Derivatives
derDerivatives

Figure 1. Indicators of Eurozone systemic stress with three levels of using [9]
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This index indicates with sufficient certainty the "symptoms" of the
crisis in the euro area. However, given the specificity of the functioning of
the EU, it is unlikely it can be used for measuring risk in other countries. In
addition, there is an objective need to identify national regulators from
certain groups of indicators of systemic risk that would determine the
features of each country. So, the appearance of SR source is macro level that
creates the need for additional studies and national regulation of systemic
risk regulator.

Most regulators of developed countries expect their own indicators of
SR, for example, Federal Reserve Banks (FRB) in the United States. The
most famous of them are FRB of St. Louis and FRB Kansas that define
indicators of financial stress STLFSI (St. Louise Financial Stress Indicator)
and KCFSI (Kansas City Financial Stress Indicator) respectively. Indices
have similar methods of calculation. Both include 11 indicators, 7 of which
are spread between different types of bonds, the remaining evidence of price
volatility on key financial instruments (shares of banks, treasury bonds) and
general stock market volatility through the index. The results of calculations
are aimed at identifying increasing uncertainty about asset values and
behavior of investors, asymmetry of information, reducing the desire of
investors to hold risky and illiquid assets [10]. Indicators are accurate
enough to identify adverse events for US markets, but absolutely unsuitable
for any other countries. Index calculation example for countries with less
weight the stock market can serve as a combined proactive indicator (CPI),
determined by the Center for Macroeconomic Analysis and Short-term
Forecasting (RF). The calculation is made for the three countries of the
Customs Union: Russia, Belarus and Kazakhstan — on the basis of the actual
amount of their GDP. It takes into account in calculating of this index the
volume of industrial production, retail trade turnover, investment in fixed
assets, the RTS index, price index for oil and nickel, as well as some indices
of industrial production sector. However, this indicator has a number of
significant shortcomings that does not allow it to assess the systemic risk of
the banking sector. First, it virtually ignores the purely banking indicators,
but focuses mainly on the real sector. Second, the indicator is inaccurate and
does not reflect reality, and not adjust to changing market conditions. Thus,
at the end of December 2014 CPI of currency market showed high
probability of the exchange rate USD / RUB by 15 % and the inflation rate
for 2014 was planned at 6.7 %. Even after the events of December 15, 2014,
a day when the ruble lost nearly 30 % of its value, meaning of the forecast
inflation for 2015 Russian currency remained unchanged in the updated data
as at 12.26.2014 by 5.8 % [11]. This may indicate limited performance and
inappropriate definition of this indicator.

Due to the limited information base, none of these indicators can be
used in Ukraine, so it put forward a number of hypotheses about the reaction
of some indicators of the macroeconomic situation of the country and its
banking sector to the emergence of systemic risk [12; 13].
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The level of systemic risk in Ukraine increased:

hypothesis 1: with a decrease in the ratio of reserves to GDP
(indicator x1). Reducing reserves, which caused depreciation of the national
currency to foreign, leads to an increase in money supply, which is a
symptom of the instability of the economic environment;

hypothesis 2: the growth of the ratio of budget deficit to GDP (x2).
This is due to the fact that the increase in the budget deficit leads to a
significant breach of redistributive relations that arise due to a significant
decline in business activity of economic entitie;

hypothesis 3: the growth ratio of public debt to GDP (x3). The
increase in government debt due to the lack of funds and the state is a
negative factor. The growth of debt increases the role of banks in the
redistribution of public funds, because they buy government securities in
order to obtain small but stable income as well as their use as collateral for
refinancing from the central bank. Covering an acute shortage of bank
liquidity at the expense of refinancing leads to wheeling of "financial
flywheel" which affects the interests of not only individual banks but also
gives financial equilibrium of the banking sector as a whole. You can make
the hypothetical assumption that, in turn, promotes the deployment of
systemic risk in the banking sector;

hypothesis 4: the growth ratio of monetary aggregate M2 to GDP (x4).
The more liquid money supply in circulation, the lower the value of the
currency, forcing banks to adjust interest rates adjusted for inflation, and
thus leads to higher costs and a decrease in lending;

hypothesis 5: the growth of the volatility of the interbank exchange
rate EUR (x5). There had been an administrative regulation of the exchange
rate In Ukraine by 2014, which took into account not the real economic
situation. Since February 2014, the National Bank of Ukraine began to
pursue the policy of free navigation of the exchange rate of the national
currency to the foreign language. This period chosen for comparison EUR
exchange rate against the hryvnia on the interbank market, actively varies
depending on supply and demand of foreign currency;

hypothesis 6: the growth of the average interest rates on loans (x6).
Rise credits automatically means reducing the number of creditworthy
borrowers, and hence the fall in lending;

hypothesis 7: the growth of the average interest rates on deposits (x7).
The cost increases due to the outflow of deposits from the resource base of
the banking sector, which also causes increase in the cost of active
operations of banks;

hypothesis 8: with a decrease in interest rates (x8). In times of crisis,
so as not to incur losses, banks reduced the number of planned revenues.
Such a trend in the banking system suggests approaching crisis;
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hypothesis 9: the growth of consumer price index (x9). This shows a
decline in purchasing power and, therefore, the decrease in loans and deposits;

hypothesis 10: with increasing volatility in balances on correspondent
accounts with the NBU (x10). Index is a reflection of liquidity in the
banking system of Ukraine, and thus to a reduction in stability balances of
these funds decreased ratio of deposits and loans of banks;

hypothesis 11: with a decrease in value of loans granted by banks to
GDP (x11). The reduction in lending suggests slowing the movement of
capital and thus economic slowdowns;

hypothesis 12: with a decrease in the ratio of trade balance to GDP
(x12). Significant changes in this indicator show the imbalance in export-
import operations and cash flow between Ukraine and other countries;

hypothesis 13: with a reduction in value of the ratio of deposits to
loans to banks in Ukraine (x13). During the crisis of active operations are
carried out largely by the borrowed funds in connection with the outflow
involved;

hypothesis 14: the growth ratio of non-performing loans to the loan
portfolio of banks of Ukraine (x 14). This shows a decline in credit quality
and reduce borrowers' solvency;

hypothesis 15: with a decrease in loan portfolio ratio to the share
capital of banks (x15). This is reflected in the reduction in lending and the
degree of use of the most expensive resource which are own funds for active
operations;

hypothesis 16: with a decrease in the ratio of liquid assets to current
liabilities (x16). This indicator describes the liquidity of the banking system
and the ability of banks to fully pay for current obligations;

hypothesis 17: with increasing volatility in overnight lending rates in
the interbank market (x17). For comparison, the interest rate is taken
KievPrime. The choice of indicator due to the fact, that the loans
"overnight" are used to cover liquidity gaps. The higher the overnight rate,
the greater the demands for liquid funds and, therefore, lower liquidity of
the banking system;

hypothesis 18: the growth of the composite Eurozone stress indicator
system (CISS) (x18). The indicator is chosen to study the relationship of
national and European economies, that the impact of external factors on the
banking system of Ukraine.

econometric modeling was applied to test these hypotheses, i.e.
assumptions about these indicators respond to the emergence of a systemic
crisis. These methods include regression model that reveals change dependent
parameter influenced by other variables (factors), due to the existence of
causal relationships between them.

As dependent variable was used indicator of systemic crisis, it may
take two mutually exclusive (binary) values: the one in the case of crisis,
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and 0 is for its absence. A value of 1 describes a period of economic downturn
or recession profitability of the banking business by most researchers as a
crisis. Thus, this period: the end of 2008 — beginning of 2009, the second
half of 2010 — beginning of 2011 and the second half of 2014. In the case
where the dependent variable takes only two values, usually 0 and 1, that is
a binary variable using classical linear regression model is inappropriate.
This change between the levels of the dependent variable is nonlinear, so it
is appropriate to use non-linear regression model that estimates the probability
of acquiring the dependent variable corresponding value [14]. Among the
most popular are Logit and Probit model. This study uses logit model in
which the explanatory variables are the logs (preliminary value) factor variables
and the probability of crisis is modeled by logistic distribution law.

In general logit model with lagged explanatory variables can be
represented as:

Y;=ag+ BX..t ¢,

where Y7 — dependent variable that takes the value Y = 1, if the crisis;
Y = 0 — the absence of crisis;
B — vector of estimated coefficients;
X, — vector of lagged explanatory variables, n — lag order;

& — "white noise" [14].

An important prerequisite for the estimation of logistic regression
models for time series data is stationary of latter. We use ADF test
(appropriate criteria) to define stationarity of all time series, and if it was
identified as non-stationary, we take first difference in order to brought it to a
stationary state [15].

We test stationary of variables (factor) and estimate parameters of logit
models with package Gret/ 1.10 [16], which is freely available and designed
for econometric modeling. It was investigated a number of models with lags
of explanatory variables to identify factors that can be used as leading indicators.
For the purpose of early warning the lag of 12 months is set, medium-term —
6 months and late warnings (i.e. the least to the time of the crisis) — 3 months.
Models were selected by successive exclusion of variables with the highest
probabilities (P-value) that included a variable effect are insignificant, i.e.
coefficients equal to 0. Finally, as the best were defined the models with the
lowest values of Akaike and Schwarz information criteria and all statistically
significant regression coefficients [15]. Assessment criteria and adequacy of
appropriate models for 3, 6 and 12 months are given in the (tables 1-6). Full
multicollinearity was found between x8 and other variables, making it
possible to exclude this variable from further investigations. In addition in
order to the reduce variation (especially distinctive presence of total value) we
used logarithms of variables (and) x/0 and x17.
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Table 1

Parameter estimation results of binary logit model with lagged variables
for 12 months in the banking system Ukraine

Model: logit used observations 2009: 02-2013: 12 (T = 59)

Parameter Coefficient Stz;:t;igrcal z P-value Significance

const —12.9431 3.7560 —3.4457 0.0005 HoHk

d x3 —0.0002 0.0001 —1.5413 0.1232 -

d x6 | 0.8651 0.4783 1.8109 0.0701 *

x7 1.0573 0.3151 3.3538 0.0008 HoHE

xI2 —3.3922 1.2652 —2.6796 0.0073 HoHE

d xI3 95.8342 35.4160 2.7059 0.0068 HoEE

d x16 | 0.1232 0.0900 1.3628 0.1729 -

[ x17 —0.5531 0.2313 —2.3974 0.0165 *E

Indicators of model adequacy

MacFadden R-squared 0.4207|Adjusted R-squared 0.2179
The logarithm —22.8535|Criterion Akaike 61.7070
of credibility
Schwarts Criterion 78.3273|Hannan-Quinn Criterion 68.1949

Note. The first difference between the levels of factor indicated as d.
Number of stars indicates the statistical significance of the coefficient at the
appropriate level: * — 10 % **—5 % *** —1 %.

Table 2

Distribution of observed and predicted events of crisis
of Ukraine's banking system with 12 months lagged variables

Estimated indicators of crisis

0 1
The observed indicators of crisis 0 30 6
1 6 17

Overall adequacy of the model is confirmed by sufficiently high value
of McFadden R-square (0.42), and its significance at 5 %. It is analogous to
the traditional coefficient of determination for (models) logistic regression.

Based on the results it can be concluded that reveal the crisis for
12 months is possible based on the model with a (significant influence)
factors x6, x7, x12, x13 and x17 that enabled correctly identified 47 cases of
the system of 59 (79.7 %), 17 of them as crisis (73.9 %) and (to) identify the
start of two crisis’s (2008-2009 and 2014). In this model, there are variables
whose impact is insignificant, but their exclusion leads to increase in Akaike
and Schwartz criteria and reduce the adjusted coefficient of determination,
so this model specification was selected.

98 ISSN 1727-9313. HERALD OF KNUTE. 2015. W 6




FINANCE AND BANKING

Table 3
Parameter estimation results of binary logit model with lagged
variables for 6 months in the banking system Ukraine
Model: logit used observations 2008: 08-2013: 12 (T = 65)
Parameter Coefficient Statistical error z P-value |significance
const —3.3632 7.2031 —0.467 0.6405
d xl 1.0322 0.4222 2.4452 0.0144 *ok
x2 —0.5441 0.2231 —2.4330 0.0149 *ok
x4 0.0424 0.0181 2.3070 0.0210 *ok
d x6 —1.8470 0.8352 —2.2102 0.0270 *ok
x7 0.5942 0.3524 1.6870 0.0915 *
d x9 —3.1501 1.3642 —2.3090 0.0209 *ok
x11 —0.04083 0.0153 —2.6863 0.0072 HAHE
d x15 0.2412 0.0921 2.6161 0.0089 HAH
[ x17 —1.1390 0.5123 —2.2221 0.0262 *ok
d x18 16.8022 7.8421 2.1421 0.0321 *ok
Indicators of model adequacy
McFadden R-squared 0.6814 |Adjusted R-squared 0.4300
The logarithm —13.9371 |Criterion Akaike 49.8741
of credibility
Schwartz Criterion 73.7924 |Hannan-Quinn Criterion 59.3114
Table 4

Distribution of observed and predicted events of crisis
of Ukraine's banking system with 6 months lagged variables

Estimated indicators of crisis

0 1
The observed indicators of crisis 0 37 2
1 3 23

In six months it possible to identify crisis with a model that includes
variables (del) x/, x2, x4, x6, x7, x9, x11, x15, x17, x18, which correctly identified
60 cases of the system of 66 (92.3 %) of including 23 crisis (88/4 %), and
promptly found early 2 crises (2008—-2009. and 2014).

For 3 months before the start of the crisis signals the model with
factors such as x3, x4, x5, x6, x10, xI11, x12, x13, x16, xI7, which (generally)
correctly identified 59 cases of the system from 68 (86.8 %), and 22 of them
as crisis of 26 (84.6 %) and detects the beginning of the crisis with an
average probability of 66.7 % (2 cases out of 3).

An important practical criterion of predictive power of the model is its
ability to correctly identify the beginning of the crisis, i.e. high probability
of correct estimation for the first month of the crisis period. Therefore, when
comparing models a lot of attention is paid to the assessment of the
probability of crisis for the first month of each crisis period. In the event that
the probability is greater than 0.5, this assessment is defined as successful,
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otherwise — no. As a result, the best model will be defined that will correctly
predict the first three months of systemic crises that have occurred over the
period of study. In this regard, even better (smaller) value of information as
the ultimate criterion has been chosen a model which enabled correctly
predict the beginning of the crisis or had higher compared with other

predictive probability for the initial month crisis.

Table 5

Parameter estimation results of binary logit model with lagged variables
for 3 months in the banking system Ukraine

Model: logit used observations 2008: 05-2013: 12 (T = 68)

Parameter Coefficient |Statistical error z P-value  |Significance]

const —2.8833 4.0694 —0.7085 0.4786

d x3 3 4.09494¢-05 1.78586e-05 2.2930 0.0218 **

x4 3 0.04898 0.0170 2.8905 0.0038 HoHk

d x5 3 12.5941 6.4929 1.9397 0.0524 *

d x6 3 1.7497 0.7904 2.2135 0.0268 **

ld x10 3 1.2266 0.7074 1.7339 0.0829 *

xI1 3 —0.0323 0.0111 —2.9100 0.0036 HoHk

xI2 3 5.3051 2.0687 2.5644 0.0103 **

d xI3 3 —250.3551 78.9197 —3.1723 0.0015 HoHk

d xl6 3 —1.7465 0.6143 —2.8430 0.0044 HoEk

/ x17 3 —0.8272 0.2790 —2.9647 0.0030 oAk

Indicators of model adequacy
McFadden R-squared 0.5930|Adjusted R-squared 0.3498
logarithm of credibility —18.4104|Criterion Akaike 58.8208
Schwartz Criterion 83.2354|Hannan-Quinn 68.4946
Criterion
Table 6

Distribution of observed and projected indicators of crisis in the banking
system of Ukraine study period

Estimated indicators of crisis

0 1
The observed indicators of crisis 0 37 5
1 4 22

Analyzing (representation) model signals the start of the crisis (table 7)
we can conclude that with it could be in time to determine the beginning of
the crises of 2008 and 2013 with their help, but the crisis in 2010 was detected
by models of late warning with a delay of one month and conditionally —
early warning model. Note that the warning signal based on model with
3-month lags failed on May 2013, (that is) so, from a formal point of view
the signal is wrong, (and) but practically — it has provided useful information,
therefore, fulfilled its predictive function.
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Table 7

Comparison of the crisis probability estimates for models with varying time lag

. .. o Estimates of crisis probability
Time Crisis availability 3 months 6 months 12 months
2008:10 0.0000 0.0552 0.0011 -
2008:11 1.0000 0.8533 0.3903 -
2010:07 0.0000 0.0140 0.0000 0.5063
2010:08 1.0000 0.4831 0.0057 0.5321
2013:05 0.0000 0.9790 0.1470 0.3482
2013:06 1.0000 0.9914 0.7812 0.7872

Analyzing these models, we can conclude that as indicators of early
(one year) warning can be used (serve) lagged variables x7, x12, x13, together
with the variables (of) x/7 and x/0, and as indicators of medium and late
warning are variables x4, x6, x/1, xI7 (included of the models from these
periods) lagged on 3 and 6 month. Factors 8 and 14 are not significant in
any model specifications, so they can not be used as indicators of systemic
crisis. At the same time, factors 6 and 17 are (part) included in (of) all models,
precisely because of the change should be given the focus in predicting the
development of the crisis.

Thus, current study confirms all hypotheses, except 8 and 14 which were
rejected. It means that the spread in interest rates and the ratio of non-
performing loans to the loan portfolio does not indicate the presence of
systemic risk in Ukraine, because of its incorrect calculations of domestic banks.

Due to the novelty of the problem, this work has (been studied with)
certain assumptions and limitations. The first limitation is the selection of
variables, due to the available information base and can be subjective, the
second one is a clearly defined range forecasting crises is somewhat arbitrary,
and use only static logistic models to identify crisis.

Conclusion. Systemic risk is the risk inherent in the banking system
as a whole as a combination of elements that are certain types of risks, that
are interrelated and interact. To assess the level of systemic risk in Ukraine
put forward a number of hypotheses. It is used nonlinear regression model
to test them that helped to identify changing binary indicator of the presence
of systemic crisis, under the influence of other factors.

It is proved that the rate of spread of interest rates and the ratio of non-
performing loans to the loan portfolio does not indicate the presence of
systemic risk in Ukraine. However, in all regression models designed for
different time horizons, interest rates on bank loans and rates on loans
overnight interbank credit market are the key indicators of forecasting the
crisis in the banking sector of Ukraine.

Using regression models described in practice of the National Bank of
Ukraine will take regulatory measures in advance to avoid certain risk
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factors or mitigation of action that will strengthen financial stability and
reliability of the domestic banking system.
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Ilynvea H., Yopnuii A., Cmenauwiosa A. Oyin08aHHA CUCHEMHO20 PU3UKY OAHKIB.

Ilocmanoeka npoéonemu. Ilocunenns enobanizayitinux npoyecis, KOHyeHmpayii
OAHKIBCHKO20 KANIMAiy ma 6OAAMUIbHOCE YiH HA IHAHCOBUX I MOBAPHUX PUHKAX CMBOPIOE
3a2po3y NOA6U HOBOI XBUNI CUCMEMHO20 PU3UKY, HACTIOKU SKOI MOJCYMb  GUABUMUCD
PYUHIGHUMU 5K OJisL eKOHOMIKU 8 YLIOMY, MAK | OAHKIBCbKO2O CeKmopa, 30Kpema.

Memoro cmammi € po3Kpumms meopemuko-memoOUHHUX NOIOACEHb WOOO CYMHOCII
CUCTNEMHO20 DpU3UKY U IHOUKamopié 1020 6UMIpy, d MAaKOdNiC pO3POOKA eKOHOMIKO-
MAmemMamuyHoi Mooei NPOSHO3YBAHHS BUHUKHEHHS Yb020 PUSUKY 8 banKkax YKpainu.

Mamepianu ma memoou. Y npoyeci 0ociiodxiceHHs PAKMuKU 3apyOidiCHUX Kpain ujooo
OYIHIOBAHHA CUCMEMHUX DU3UKIE V OAHKIBCLKIU chepi SUKOPUCMAHO MAKi Memoou:
aAbCMpaKmHo-NoiYHUL, OeKOMNO3UYiL, aHani3y ma cuHme3y, CIamucmMuyHO-eKOHOMIYHULL.

Pesynomamu  O0ocnioxncenna. Ymouneno maymavenHs Oe@iniyii "cucmemmnui
pusux". Bucynymo einomesu wo0o peazy8anhs OKpemux iHOUKamopie MakpoeKoHOMIUHO20
poszsumky Vkpainu ma ii 6GaHKIECbKO20 CEeKMOpa HA NOsI8Y CUCIEMHO20 PUSUKY 34 PI3HUMU
YACOBUMU 2OPUZOHMAMU A NPOBEOEHO iX nepesipky. /losedeno, wo npoyeHmui cmagku 3a
Kpeoumamu 6auKie ma cmasKu 08EPHAUM 30 KPeOUMAamu MIdCOAHKIBCbKO20 KPeOUmHO20
DUHKY € KIIO408UMU [HOUKAMOPAMU NPOSHO3VEAHMS DO3GUMKY KPU30BUX AGUWY Y
bankiecbkomy cexmopi Yxpainu.

Bucnoexu. Cucmemuuti pusux — ye pusux, NpumamarHuti OAHKIBCobKill cucmemi 8
yinomy AK CYKYNHICMb ejleMeHmis, W0 NpeoCcmasieHi OKpeMUuMu GUOaMu PU3UKIB, AKI
83AEMON08 A3AHI MA 83AEMOOTIOMb MidC c00010. /[N OYIHKU PIBHA CUCMEMHO20 PUSUKY 8
Yxpaini eucymymo psao cinomes, 011 nepegipku AKUX SUKOPUCMAHO MOOelb HeNiHilUHOI
peepecii, wo 00380aUlA BUABUMU 3MIHY OIHAPHO20 THOUKAMOPA HAABHOCMI CUCMEMHOI
Kpu3u nio 6naugom iHwux gaxmopis. Pospaxynxu nposedeno 0ns uacosux opuzonmie 3, 6
ma 12 micayis.

Jlosederno, uwo nokazHuk cnpedy NPoYeHmHUX CMAagox I KoepiyicHm cnigiOHOWEHHs.
HeOItouuUx Kpeoumie 00 KpeoumHo2o nopmebeisi He ceiouams NpPo HAGHICMb CUCEMHO20
pusuxy 6 Yxpaini. B motii oice uac npu ycix mooenix peepecii, po3paxo8anux 3a pisHUMU
YACOBUMU 2OPUSOHMAMU, NPOYEHMHI CIMABKU 30 KpeOumamu OaHKie ma cmasku 08epHaiim
30 Kpeoumamu MidCOAHKIBCbKO20 KpeOUumHo20 PUHKY SUCHIYNAIOMb KIHUYOB8UMU IHOUKA-
Mopamu nPOSHO3Y8AHHS PO3BUMKY KPU30BUX ABULY Y OAHKIBCbKOMY ceKmopi YKpainu.

Buxopucmanns onucanoi mooeni peepecii' y npakmuyi HBY dozeonums 3a30anezios
NPULHAMU ~ PE2YSIMUBHE  3aX00U  WO000 YHUKHEHHSI OKpeMux pusux-gpaxmopie abo
nom sikuteHust ix Oil, wo cnpusmume 3miyHeHHIO Qinancosoi cmitikocmi U HAOIUHOCMI
8iMUU3HAHOI ODAHKIBCHKOT cucmemu.

Buxnaoeni  xonyenmyanvui  nonoosicenns nompedyiomes nooanbUloZ0 HAYKOBO2O
00CTIOINCEHHS 8 HANPAMI PO3POOKU CUCTEMU NPEBEHMUBHUX PE2YIAMUBHUX 3AX00i8 3 DOKY
HEY, wo nidsuwums pezynomamueHicmv YNpAGNiHHS CUCMEMHUM PUBUKOM, d Gi0max
3a6e3neuumsv QIHAHCOBY PIBHOBA2Y 8 CYCRITLCMEI.

Knwuoei crnosea: CUCTEeMHHI PU3WK, CUCTEMHO BaXKJIHMBI OaHKH, OILIHKA PU3UKY,
IHMKATOPU CHCTEMHOTO CTPECY, CTATUCTUYHA MOJICITh HEeTIHIHHOT perpecii.
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PRINCIPLES OF RISKS
TRANSPARENCY IN BANKS” ACTIVITY

Principles of risks transparency in banks’ activity considering international experience
and specialties of functioning national market of bank services were formed. Role and
practical importance of each principle in the process of supplying transparency of risks in
the activity of national banks have been identified.

Keywords: risks transparency of banks activity, Basel Committee, National Bank
of Ukraine, "risk appetite", stress-testing, financial market, commodity market, deivative
financial instrument, securitized assets.

Bycoko E. Ilpunuyunvi mpancnapenmuocmu pUCKO8 OeamenibHOCmu 0anKoe.
Chopmynuposanvl NPUHYUNBL MPAHCRAPEHMHOCTIU PUCKOE OesimenbHOCU ODAHKO8 C V4emoMm
MENCOYHAPOOHO20 ONbIMA U CReyuduKy (OYHKYUOHUPOBAHUS HAYUOHANLHO20 DbIHKA OAHKO6-
ckux yeaye. Onpeodenenvl poib U NPAKmu4ecKoe 3HaueHue Kaxcoo20 NPUHYUNd 6 npoyecce
obecnedenust MpaHCcRapenmHOCIU PUCKOS8 0esiMeNlbHOCHU OMeYeCmEeHHbIX OAHKOE.

Knoueesvie cioea: TpaHCHAPEHTHOCTH PHUCKOB JEATEIHLHOCTH OaHKOB, ba3ebckuii
komuter, HanpoHaneHeIi 0aHk YKpauHel, "anleTuT K pUCKY", CTpecC-TECTUPOBAHHE, (BH-
HAHCOBBII PBIHOK, TOBApHBIA PBIHOK, POM3BOAHBIN ()HHAHCOBBIA WHCTPYMEHT, CEKBIOPHTH-
3l/lpOBaHHble AKTHUBBI.

Background. The complication of architecture of financial and
commodity markets and the development of processes of globalization
and concentration of banking capital raises the actuality of the problem of
risks transparency of banks activity (RTBA). The support of necessary
RTBA level helps to increase the level of believe from the subjects of
market, and, initially, gives an opportunity to enlarge essentially the value
of client base and as a result to gain profits.

The question RTBA is paid a special attention in the documents of
Basel Committee, mainly, in Chapter III "Market Discipline" within the
context of the second version of agreement "International convergence of
capital evaluation and capital standards", known as "Basel II". In this
document there are Basel Committee recommendations for banks, directed
on raising the transparency level of their risks by determining the list of
indexes, information about which should be described by banks in official
financial reports, and establishing requirements as for regularity of their
announcement. National Bank of Ukraine, taking into consideration
international transparency standards and foreign banks’ practice in this
sphere, adopted the list of legislative documents, which regulates the list of
information about risks, what information banks are obliged to show in the
content of their official financial reports, and alternate of its revelation.
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But in spite careful attention of supervisory organs to the level of
banks transparency the questions of methodological bases of its supplement,
mainly principles, on which the determining of financial information by
banks and their activity is shown, are still not investigated. The meaning
describes the actuality of this scientific investigation.

Analysis of latest research and publications. Different aspects of
transparency supporting of banks’ activity, for instance, determination of
essence, proving the necessity and connection between the level of tran-
sparency and banks market discipline were investigated by such foreign and
native scientists as: A. Belver, D. Kaufmann, I. Ivasiv, K. Melnyk, S. Moiseev,
A. Lytovskyh, M. Semenova [1-6]. But the notion of banks’ transparent
activity is depicted too narrow in the works of these scientists, besides, not
enough attention is paid to the analysis its risk-constituent.

Besides scientific works of foreign and domestic authors do not
covere in detail with the principles of RTBA in general and their risks,
including formulation and following which is a key to increase and maintain
a high level of transparency of banks. Disclosure of these issues is described
in this scientific research.

The aim of the article is the formulation of the banks’ activity trans-
parency risks principles, allowance of which provides an opportunity to
provide its high level.

Materials and methods. In the process of investigation we used such
general methods: induction and deduction, analysis and synthesis, scientific
abstraction, formalization; scientific works of native and foreign authors,
dedicated to described problem; standard and legislative acts in this sphere.

Results. The lessons of the last world crisis testified, that, despite
created standards and claims to RTBA, the level of information described
by the last in public financial reports is left on relatively low level, that
didn’t allow market participants to conduct an adequate evaluation of
financial conditions and results of banks’ activity. One of the reasons of low
banks” RTBA level as in pre-crisis period, as well as in post-crisis may be
considered an absence of methodological points of its assurance in the form
of clearly formed system of principles. Foreign and native authors in their
scientific works on this problem don’t pay attention to the principles of
transparency in banks’ activity in general, as well as their risks namely, and
the role of the last in the process of its assurance. Fragment information is in
the recommendations of Basel Committee and in regulative and restrictive
documents of NBU. But still the approach of supervisory organs to the
formation of RTBA principles may be considered disputing, because it
presumes comparison of principles of information revelation and its quality
properties, on which this revelation is based. For example, Basel Committee
according to Chapter III "Market Discipline" "International convergence of
capital and its standards evaluation " (Basel II) [7] means, that the revelation of
information by banks must be based on such principles as, essence,
periodicity and expediency. NBU in "Methodical recommendations as for
approving of corporative managing in Ukraine banks", adopted by the
resolution of the Board of Directors of NBU Ne 98 on 2007, March, 28 [8] to this
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principles add also principles of fullness and consistency. By this the
emphasis is made only on principles of banks’ transparency activity in
general without considering the specific of information revelation about the
risk of their activity.

Taking into consideration specific of banks’ activity and the peculiarities
of banking market functioning, it’s necessary to describe general principles
of RTBA according to transparency of banks’ activity in general, and
special, that considers the demands to revelation by banks the information
on risks, to which they are exposed.

General principles of transparency of banks’ activity are advisable to
combine into three groups. The first group includes principles, connected with
legislative requirements to the transparency, within which are the following:

standardization — on the international and national levels must be
developed general standards of transparency in banks’ activity and their
risks as requirements of the regulative in this sphere organs. These standards
serve as points for national legislative organs during the development of
legislative RTBA requirements on the local level. Main international standards
for revelation the information on banks’ activity and their risks are requi-
rements of Basel Committee on banking. The first its document in the
sphere of the supplying the transparency of banks’ activity was prepared and
introduced in September 1988, special report "Increasing of banking
clearance" [9]. In the most complex way the demands to banks in the
context revelation the information on risks of their activity was written in
new verse of the deal "International convergence of capital evaluation and
capital standards" ("Basel II") [7], in which a great attention is paid to the
clearance revelation the information on risks of banks’ activities. This
document can be used by national regulative organs as recommended during
the development of internal standard-legislative documents in this sphere;

regulatory approach — means, that regulator must give a clear list of
information on banks’ activities and their risks, which has to be described in
the official financial reports and other sources of data distribution. This is a
condition of clearance in the activity of national banking system. The first
document of NBU, in which partially the list of information about risks was
restricted, which must be published by native banks in official resources,
were "Methodical recommendations as for improving of corporative mana-
gement in the banks of Ukraine", adopted by the resolution of the Board of
Directors NBU Ne 98 on March, 28 2007. [8]. Besides this document had
more recommended character, as a result most banks ignored it. This problem
is partially decided by the introducing "The instruction about the order of
making and publishing the financial reports of banks’ of Ukraine", adopted
by resolution of the Board of Directors NBU Ne373 in 24.10.2011 [10],
according to which in the content of addition Ne 39 to the annual financial
reports banks must revel the detailed information about risks and methods of
their management;

responsibility — foresees approving on the legislative level statement
about the responsibility of banks owners and members of their Board for
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delinquency standards demands of information revelation on their activities
and risks, connected with it, in public financial report and due to other
sources. That is, according to this principle, a necessary condition of
maintenance proper level of transparency is using sanctions against banks,
namely as fairs in delinquency legislative demands of information revelation.
The development of sanction gradation system on the level of strictness
depending on the value and condition of delinquency the regulators’
demands as for the level of their transparency is also necessary. That is why
in "The statement about the adopting by the National Banks of Ukraine
influence measures for the delinquency of banking legislation", adopted by
the resolution of the Board of Directors of the NBU Ne 346 on 17.08.2012 [11]
foresees the implementation to the national banks three kinds of sanctions in
case of legislation delinquency as for transparency, namely: written restriction;
restriction, stop maintaining the bank operations or inserting penal sanction,
which size determines in per cents to the registered status capital sum,;

internationalization — the necessity to stick to this principle is
connected with the complication of financial market architecture and the
development of globalization and banking capital concentration processes.
Because of this, the demanded question of revelation the information on
national banks’ activities and their risks in couple languages become up-to-
date, according to as national as well as international accounting and
reporting standards. It gives an opportunity to banks to receive freer access
to international capital markets and entice foreign investors, which is a
gurantee of the increasing the level of liquidity and capital basis. Conducted
investigation proves that domestic banks provide information in the content
of public financial report only in Ukrainian, which gives an opportunity to
conduct its adequate analysis and interpretation from the point of view only
Ukrainian market bodies. Positive moment is that, on the official sites of
Ukrainian banks, firstly those, in the capital of which there is a stake of
foreign investors, there is an additional option to represent data in several
languages except of national. It partially decides the question of this data
acceptance for foreign users.

To realize these principles of transparency of banks activities acceptance
and their risks must be supplied of:

. increasing of banks’ responsibility level for the completeness,
accuracy and timeliness of information, that is published by them;

. awareness of market actors regarding the list and contents of infor-
mation on the activities of banks and the risks that accompany it, which they
should have access through official sources dissemination in accordance
with legally binding requirements;

« free access of banks to the international capital market;

. the possibility to attract additional capital to maintain liquidity as
a result of increased confidence of foreign investors.

In the content of the second group, which deals with the mechanisms
of cooperation of banks and market actors, must be put such principles:

equal tightness (equal access) — according to this all without exception
market actors (clients, counteragents, depositors, creditors, investors, super-
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vision organs, rating agencies, shareholders, employees) must have fee and
without any barriers access to competent and timeless information about
financial conditions and results of banks activities and risks, which come by.
It achieves due to optimal combination of different channels data spreading
as official and unofficial sources, each of them is characterized by the high
level of competence. During this the information, received by the market
players, must be relevant for acceptance by them strong economic decisions.
The main source for data acceptance about the results of activity and risks of
domestic banks is an annual and intermediate financial report, which is
acceptable for any market actor. This information is partially doubled on the
official bank sites in the Internet, where you can additionally check some
aggregated data, published in annual and quarto reports. Unofficial sources
of data spreading about the activity of Ukrainian banks may be used the
results of conducting the conferences, round tables, presentations, on which
the representatives of banks are invited. But the information, represented on
such occasions, in general has an introductory character and cannot be use
as a separate channel of data publishing;

correction retraction — foresees publishing by banks full, essential,
and distinct information on their activity and risks connected with it in
acceptable form to market actors, that must be supplied with the opportunity
of conducting by the latest back influence on banks through economic
decisions, which are approved by them on the basis of such data, due to the
activation of market discipline mechanism. In general, market actors, trough
the economic and financial actions have to stimulate banks’ financial
actions: control its "appetite to risk"; maintain constant monitoring of risks
positions; control carefully banking market condition and maintain stress-
testing of hypothetical accidents, and also make sure the society in the
acceptance preventive precautions in case of the necessity; to maintain an
effective risk-management system.

Acceptance of these principles helps:

«to increase the level of trust to banks form the market actors, what
provides an opportunity to enlarge the values of clients basis;

.to establish and support long-term and stable relations between all
market actors, what allows banks to increase the size of actives and
constantly increase incomes rates;

«to assure backside influence on banks on the side of market actors by
stimulating them to control their "appetite to risk" through economic decisions,
which are made by us based on data, published by banks.

The third group is connected with the peculiarities of the organization
of internal bank activities, in the content of which such principles may be
separated:

protection — foresees the division of separate category of informa-
tional data, which may be characterized as "own banking information". Here
belongs data about informational saturated products and technologies,
introducing which to the competitors will lead to the loss of value of banks
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capital investments and the decrease of their competitiveness on the market.
According to this principle banks must insure optimal balance between the
level of their transparency for the market actors and the necessity of their
commercial interest protection;

effectiveness — additional banks expenses, connected with imple-
mentation and maintenance on the high level informational system functioning,
including accounting systems, as well as payment for IT-employees work,
accountant department and risk-managers, must be lower than positive
effects, which banks receive in case of publishing the information about
their activity and its risks for market actors. Positive effects in this case are:
firstly, increasing of banks profitability level as a result of increasing the
level of trust to it from the market actors; secondly, enlarging its client basis
by receiving additional bonuses comparing to main competitors; thirdly,
strengthen of banks financial stability due to free access to national and
international capital markets.

Following these principles allows:

« protect banks from of abusive activity and cheating of main rivals;

« maximize the level of banks profitability by the optimization of values
of additional expenses, connected with the process of supplying of transparency
in banks activity, on the one hand, and the values of additional incomes,
received from positive effects in case of increasing its level, on another.

Except of general principles which deal with transparency of banks
activity in general, it is necessary to describe specific principles, which
should be considered during publishing by banks the information on risks of
their activity. They can be divided into two groups.

To the first group, that is connected with changeability of natural
environment and flotation of conjuncture of financial and commodity
market should be concerned such principles:

reality — banks must describe the information on all factual risks, on
which they are awarded in the process of their activity, considering the
current situation on the national and international financial markets and
the specific of maintaining operations, including the structures of active and
passive balance articles. Important, from the point of view the conducting of
real and determined analysis from the hand of market actors of banks’
financial conditions and levels of risks and profitability of their activity, is
publishing by the latest the retrospective information about general risk
level, including separate its categories, for latest categories. This information
let the market actors to evaluate the dynamics and possible tendencies of
risks’ level changes, which banks overcome, what is a promise of making
thoughtful economic decisions as for perspectives of establishing of long-
term relations or making single deals with them;

providence (forecasting) — according to it banks must also publish to
the market players the information about all potential risks, which may
appear in the process of maintenance of one operation or another or provi-
ding the very same service and their harming to the changes of conjuncture
of financial and commodity markets. Coming from this principle and taking
into consideration everything written above, an important thing for objective
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evaluation capacity of banks to compete negative changes of external
environment and ability of saving of competitive position on the market is
publishing the information on model and results of conduction of stress-
testing conditions hypothetic accidents and implementation of precautions,
which allow to forecast or to minimize negative consequences of their
appearance. Ukrainian banks provide in their annual reports information
about factual level of credit, percentage and currency risks liquidity on the
current year and previous periods. Making this the information on fore-
casting flotation of these meanings in the future taking into consideration
possible changes in macro- and microenvironment functioning of the banks
is left under investigated. At the same time soma banks with foreign capital
publish pretty full information about models of conduction of stress-testing
of currency and percentage risk and liquidity development. During this the
quantity information about the results of its conduction remains closed, what
makes difficult the process of analysis of adequately of these models and the
level of banks stability in crisis situations;

cause-result connection — to maintain proper evaluation of currant
financial condition of banks and their ability to keep positive indexes in the
development in future. Banks have to publish information not only about
general risk level, on which they are exposed, and their meaning by separate
kinds, but also about the influence of each risk and their integrated value on
general financial result and size of banks’ capital bases. Acceptance of this
principle is a condition for creation of additional opportunities for market
actors to analyze and forecast possible changes of income value and banks’
capital in case of the change of general conjuncture of commodity and
financial markets. Native banks in a content of annual financial report
publish the information about the influence of percentage and currency risk
on their financial result and the size of capital. During this there is one-side
publishing of this information including two mentioned categories of risk.
Closed for market actors remains the information about the changes of pro-
fitability and banks’ capital basis under the influence of other types of the
risk, especially credit and liquidity, which in modern crisis conditions
greatly influence on the results of their activity;

contra cycling — means, that publishing by banks full, essential and
distinct information about main types of risks in accessible and under-
standable form to all market actors is one of the main means of predicting of
liquidity crisis appearance on the level national banking system and allows
to banks easily overcome the consequences of financial economic distortions
on the international and local levels. Maintenance of high level of risks
transparency in banks activity allows to restrict system effects of market
destabilization or decrease greatly their negative appearance due to the
opportunity of market actors, under the influence of stress conditions, to make
approved economic decisions and maintain backside influence on banks in
the direction of stimulation them to hold their "risk appetite".

Following these principles mean:

. an opportunity to identify any gaps in banks activity on the initial
stage and usage of precaution measures for their disqualification and
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predicting more serious problems in the future;

- constant monitoring of banks functioning conditions and forecasting
of possible influence any price changes on external markets on financial
condition and the results of their activity;

. increasing the level of banks’ stability to the main negative
consequences of financial-economic crisis and the opportunity of quick
overcoming their negative consequences.

The second group is connected with the difficulty and peculiarities of
banks risk-profile, in the content of which such principles must be described:

. complexity (integrity), judging or which banks must publish the
information about separate kinds of risks which they overcome in the
process of their activity, without separation one from another, and including
the connections and interdependence between them, and also the influence
each of them on general level of bank risk and some kinds of its operations.
It should be mentioned, that each kind of bank activity is connected with
corresponded risk categories. That is why, as consequences, while publishing
the information about main characteristics separate services, that provides
by banks, and results of conducting particular operations, should publish
there the information about risks as well;

« single source (single approach), according to which by the describing
the information about the separate kinds and categories of risks, banks
should keep to the common study to the content and the structure of
information, published about each of them. That is, banks have to publish
the information about the policy and the order of identification, detection,
control and monitoring of each risks kinds, which influence greatly on the
results of their activity, as well quantity meanings of these risks at the
moment and the forecasts of their possibly changes in the future. Keeping to
this principle RTBA is an important as an opportunity of conduction by the
market actors’ comparative analysis of the level of separate risks, occurred
by banks, and determination of those, which have the greatest influence on
the latest. But banks of Ukraine during publishing the information about
risks of their activity in public financial report don’t keep to the single
approach in data publishing. Next to publishing of information about
separate risks categories in pretty detailed way (namely, credit, liquidity,
percentage and currency), data about other can be not published at all,
which makes the opportunity of proper evaluation of general risk level of
the banks from the point of view of market actors much more difficult. That
is, the publishing of information about the risk of operation maintenance
with the security actives and branching financial documents isn’t taken into
consideration by Ukrainian banks. As well in domestic banks reports isn’t
practically described the information about operational risk, except of the
first group banks, which represent general information about it without
mentioning proper strategies and methods of its evaluation and monitoring.

Showing these principles in the process of maintenance of risks
transparency in banks activity on the proper level is in the following:

. there appears an opportunity of conducting from the side of market
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actors adequate comparative analysis for risk level as in general, as well as
in some kinds, what is associated with separate banks inside national banking
system;

« a high level of information understanding is guaranteed, which described
by banks for all persons interested, due to the high level of its detailing and
concretization;

« kinds of operations are determined, which lead banks to the highest
risk level, to maintain further control and monitoring proper directions of
their activity and avoiding approaches of internal limits and norms, established
by the regulator.

Thus, to increase of transparency level of national banks it is
recommended: firstly, to fulfill new redaction of "Methodic recommendations
of improvement of corporative management in banks of Ukraine" in the
chapter, dedicated to the description of the information (Chapter VII. Publishing
the information and its clearness), having implemented mentioned principles
as basic methodologist bases of risk transparency in banks activity [8];
secondly, approve the changes into the Instructions about the order of
making and publishing financial reports of Ukrainian banks, approved by
the resolution of the Board of Directors of NBU in 24 October 2011
Ne 373 [10] considering additional demands, connected with the given
principles of risk transparency in banks activity, namely obligate banks:

« to publish annual and quarterly financial reports on several languages
for the possibility to conduct adequate evaluation of their financial condition
and the results of activities and risks, which accompany it, from the side of
foreign investors. Especially this considers banks, in which capital there is a
stake of foreign investors participation or domestic banks, which have
daughter companies abroad,

« to publish the information about forecasted meanings of risks, which
have the most essential influence on the capital and bank’s income, taking
into consideration the plans of development and spreading the activity in the
next periods and possible changes of the conjuncture of financial and
commodity markets. It will give an opportunity to the supervisory organs to
identify beforehand the possibility of appearance some crisis events inside
the bank and maintain precaution measures for preventing their appearance;

« to publish the information about the models and results of stress-
testing of main kinds of the risk considering the variety of sceneries of
factor change of external environment. It will let the market actors to
conduct the evaluation of banks constancy level to the possibly flotation on
the financial and commodity markets, as well as finding the reserves on
covering negative consequences of hypothetic crisis events;

. to publish the information about all kinds of risks according to
distinct and logic structure, which includes such blocks:

strategy, policy and procedures, used while managed each kind of
risk (e.i. its determining, measuring, controlling and monitoring);
organs, which take part in the process of managing of each kind of
risk;
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forms, order of preparing and giving the reporting forms on each
kind of risk;

policy of limitation for each kind of risk mentioning boundary
meanings of limits, causes of their disruptions and measures,
targeted on removing of these disruptions;

factual meanings of each kind of risk and the forecasts of their
changes on couple next periods including the suppositions, used
for their calculating;

the influence of each kind of risk on the capital and bank’s
income;

models and suppositions, used during conducting stress-testing
each kind of risk and quantity results in borders of each scenery.

Publishing the information in this state is a necessary condition of
maintaining by market players comparative analysis of all kinds of risks,
which bank occurs, and determining those, which influence on it essentially.
It allows identifying risks beforehand, increasing of which may lead to
essential capital loses and reducing bank’s profit level.

Conclusion. Reaching a high level of risks transparency of domestic
banks is impossible without forming the system of principles of their assurance
as methodological bases of describing and publishing the information by
banks to all interested persons. Principles of RTBA can be as general, which
may be used as basic in the process of publishing by banks the information
on any operations and kinds of activity, as well as specific, which include
the peculiarities of establishing and acceptance the relations between banks
and market actors under the conditions of constant change of external
environment and difficulty of determination and forecasting the risk level,
that is associated with the very same bank. Establishing of these principles
and making necessary changes in legislative documents, which regalement
the order of publishing the information by domestic banks, let to increase
the level of their transparency and gives them additional competitive
advantages in international banking space.
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Bycovko K. IlIpunyunu mpancnapenmuocmi pusukie 0ianvHocmi 0aHKie.

Ilocmanoska npoonemu. Ilumanusa po3podOKu cucmemu NPUHYUNIE MPAHCNAPEHM-
HOCMi pu3uKie OiANIbHOCMI OAHKIE 3 YPAXYBAHHAM MINCHAPOOHO20 00C8I0Yy ma cneyuixu
yHKYIOHYBAHHSA HAYIOHATLHO20 PUHKY BAHKIBCHKUX NOCIYe € Cb0200HT akmyanshum. Hozo
PO3271A10 30ilICHIOEMbCA HA OCHOGI AHANI3Y NPUHYUNIE MPAHCNAPEHMHOCMI OiAlIbHOCMI
banKi6 y yinomy ma ix pusuxie 30kpemd.

Memoro cmammi € OpMyIIOBAHHS NPUHYUNIE MPAHCRAPEHMHOCIE PUBUKIE Oisilb-
Hocmi OaHKi8, 6PAXYEAHHS AKUX 003601UMb 3a6e3neyumu il 6UCOKUIL pigeHb.

Mamepianu ma memoou. Y npoyeci 00CHIONCEHHS BUKOPUCNAHO MAKI 3A2ANbHI
Memoou: IHOYKYil ma 0edyKyii, ananizy ma cunmesy, Haykogoi abcmparuyii, opmanizayii;
npayi 3apyOidcHuUx ma GiMYU3HAHUX aABMOPI6, NPUCEAYEH] 3A3HaA4eHill npobremamuyi,
HOpMAmMueHi ma 3aKoH00asyi akmu y yitl cgepi.

Pesynomamu oocnioxycenna. [lpunyunu mpancnapeHmuocmi pusuxie OisibHOCMI
OaHKi8 NOOLIAIOMBCS HA 3A2ANbHI, WO MONCYMb Oymu 0a308uMu y npoyeci po3Kpummsi
banxamu iHgopmayii npo 6yOb-aKi onepayii ma euou OisnbHOCMI, ma cneyugiuni, AKi
8PAX0B8YIOMb  0COOIUBOCTNI BCHIAHOBNIEHHA 1l NIOMPUMKU GIOHOCUH MidC Oankamu ma
cyo’ekmamu puHKy 8 yM08ax NOCMIUHOI 3MIHU THOUKAMOPI6 308HIUHLO20 cepedosuula U
CKIAOHOCMI 8USHAYEHHS A NPOSHO3YEAHHS PIBHS PUSUKY, WO ACOYIIOEMbCA 3 KOHKPEMHUM
b6ankom. 3akpinienHs yux NPUHYUNI6 Ma GHECEeHHS GIONOGIOHUX 3MIH 00 3AKOHOOABYUX
OOKYMEHMIB, W0 peclamMeHmyloms HOps0OK pO3Kpumms iHgopmayii eimuusHAHUMU
bankamu, dacmv 3M02y 3HAYHO RIOGUWUMU PIGEHb IX MPAHCNAPEHMHOCII U CIMBOPUMb iM
000amKo6i KOHKYPEeHMHI nepedazi 8 MiDCHAPOOHOMY OAHKIBCbKOMY NPOCMOPI.

Bucnoexu. Jlocscnenns 8ucoxoeo pieHs mpaHcnapeHmuocmi pusuKie GimuusHsAHUX
OaHKI € HeMOJCIUBUM Oe3 POPMYBAHHS CUCMEMU NPUHYUNIG iX 3a0e3NneyeHHsl IK Memo0o-
JIO2TYHUX OCHO8 DO3KpUMMSA Ul NPeOCMAsieHHs OanKamu IHgopmayii ycim 3ayikagieHum
ocobam.

Kniowoei crnoea: TpaHCHApEHTHICTh PHU3HKIB isIbHOCTI OaHKiB, basenbcbkuit
komiTer, HarionanpHuii OaHk YkpaiHu, "ameTuT A0 pu3uKy', cTpec-TecTyBaHHs, (iHaH-
COBUIl PHHOK, TOBapHUH PHHOK, MOXiAHWI (piHAHCOBHMH IHCTPYMEHT, CEK IOPUTH30BaHi
aKTUBH.
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FORMATION OF ACCONTING:
SOCIAL ASPECT

Approaches to periodization of accounting history are considered. Social factors which
influenced accounting formation have been defined. It has been proved that the accounting
evolution is connected with rebalancing of economic interests of business process participants.
Necessity of building modern accounting concept of business social responsibility has been
Justified. Accounting history periodization considering changes of its information users has been
developed.

Keywords: accounting periodization, periodization criteria, business process
participants, social responsi bility of business, social accounting.

Koponv C. Cmanoenenue 6yxzanmepckozo yuema: COUUQIbHBLL ACHEKM.
Paccmompenvl nooxoodwt Kk nepuoouszayuu ucmopuu oyxearmepckoeo yuema. Onpedenervl
coyuanbHble GaKmopsl, NOGUAGUILE HA (PopMUposanue Gyxeanmepcko2o yuema. JJokazawo,
umo 260I0YUA OYX2ANIMEPCKO20 YUema CA3AHA C USMEHEHUeM OANAHCA IKOHOMUHECKUX
UHMEPeCo8 YUacmuuKkos xossiicmeenio2o npoyecca. Ob6ochosana Heobxo0uMocms nocmpoe-
HUSL COBPEMEHHOU KOHYenyuu Oyxeaimepcko2o yuema COYUALbHOU OMEemCmeeHHOC
busneca. Paspabomana nepuoousayus ucmopuu OyXeaimepcko2o yuema, KOmopas
VUumoleaem usMeHeHUusi COCMaea NOAb308ameneil 2o UHGopmayuu.

Kniouesvie crnoea: mepuomusanusi OyXraaTepcKoOro ydeTa, KPUTEPUH MEPHOAHU-
3alliM, YYaCTHUKU XO3SIIICTBEHHOIO Ipoliecca, COIMaibHas OTBETCTBEHHOCTh OH3Heca,
COLIMAJIbHBIN y4eT.

Background. Accountings formation as a science and practice is
inextricably connected with a society history, the development of economic
intercourse, in the centre of which is process of production, economic goods
exchange and consumption.

As the researches confirm, "accounting was developing at the same
time with increase in population and rationalization of productive forces and
production relations that defined level of economy of any country. Only
with a significant increase in population at the beginning of Common Era
productive forces were increasing and production relations were improving
in headmost countries at that time and the necessity of accounting standards
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development was becoming reliable" [1, p. 56]. Priority inversion of social
and economic country development and updating of property subject social
responsibility willingly demands from accountancy system comparable
adjustment. Methodology development background and references of accountancy
organization of social responsibility is understanding of scientific stages of
accountancy development based on heritage philosophy and social factors
influence.

Analysis of recent research and publications. As far as just historical
analysis allows us to "distinguish the new one from something, that is offe-
red as the last one" [2, p. 5] and to learn the previous experience of resol-
ving the problems, many times the evolution of accounting yielded to a depth
analysis.

The main informational base of any current researches in this branch
of knowledge is represented in the proceeding of Y. Sokolov "Accounting:
from the river-head to nowadays" [2] as the most detailed, consecutive and
widely recognized in modern scientific world. The author explored an
evolution of a discount opinion from past times to the end of the XX century
and the approaches to its periodization by foreign and domestic accountants.

Other publications, that reflect the analysis of historical facts according to
ideological perception of accounting by their authors, are of interest.

The researches of a French scientist J. Rishar "Accounting: theory and
practice" reflects the western European view of paradoxes and history of
accounting as a "social activity and the object of science". The represent-
tative of American scientific school L. Herbert also appeals to the history of
accounting and monitors it to the moment of appearance of the social
accounting [4].

The most detailed research, that reflects the national view on a history
of accounting and modern trends of accounting science, is represented by
monographs of M. Pushkar [5], scientific publications by S. Legenchuk [6],
O. Kanzhurov [7] and other explorers of accounting history. Scientists use
different criterions for researching the evolution of accounting and offer its
oriental periodization.

These publications provide rich material for theoretical generalizations
and conclusions concerning social aspects of evolution of accounting. However,
the authors analyzed historical heritage, focusing on traditional view about
the interests of users and providers of information. Changing of social
priorities and recognition of the principle of transparency of decisions and
activities of the subject concerning their impact on society and environment
requires from accountants reviewing an accrued experience and answering
the questions about the adequacy of methodology of accounting to modern
requests in the economic process.

The aim is the recognition of the social aspects, which influence the
development of accounting, and perfection of its history considering
socially oriented criteria.
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Materials and methods. Scientific proceeding of domestic and
foreign authors in history of accounting served as theoretical and
methodological basis. The main method of researching is an evolutional
approach, which provides a retrospective analysis of the modern accounting
position. Therewith, there are used general scientific methodological
techniques of induction, deduction, systematization, generalization others,
which allow reaching the goal.

Results. First periodization of accounting evolution appeared in the
beginning of the formation of accounting as a science and up to now have not
loset their relevance. Their authors are K. Rodbertus (1870), Dj. Cherboni (1873),
L. Sei (1883), F. Ezepskii (1908), A. Rudanovskii (1925), A.Galagan (1928),
K. Leierer (1928), A. Haar (1926), D. Sterninson (1936), N. Stasei, N. Steki
(after the Second World War), J. Sharara-Russo (1963), L. Herbert 1971),
R. Ober (1979), 1. Djinnai (1980), A. Kantsani (1980), V. Bekster (1983),
M. Glaut’er (1983), V. Shu (1987), D. Edwards (1989), P. Lassek (1990),
B. Kollas (1991), R. Mattessich (1994), M. Met’yus (1996), J. Rishar (1996),
M. Pushkar’ (2004), Ya. Sokolov and V. Sokolov (2004), S. Legenchuk (2010),
O. Kanzurov (2014) and O. Lemishevs’ka (2015, [8]). Periodizations, that
were offered in 18701950, are outside the social context. They were proposed
in the next decade, only single have the social aspect and match the purpose
of the study. They are considered in chronological order in the study.

First periodizations, which Y.Sokolov characterizes as "sociological",
belong to an Englishman N. Steki and N. Stasei [2, p. 14]. Similar periodi-
zation — "one more variant of Marxist interpretation offered and D. Edwards
(USA, 1989) [2, p. 17]. The peculiarity of periodization of these authors lies
in identification of accounting with capitalism. In particular, N. Steki
defined such periods in the history of accounting, as precapitalistic,
capitalistic and advanced capitalistic era, that to some extent, is consistent
with the ideological approach of the accounting in first years of the Soviet
government and, like the last one, is wrong, because he substituted the
evolution of accounting by the development of capitalistic relation.

Development of double entry accounts by J. Sharara-Russo (France,
1963) [2, p. 14] was linked to the expansion of warehouse accounts and
built such number: using only accounts of correspondents — third individuals
(settlement accounts); agents accounts, that served for accounting relations
with employees of the company; general accounts system, including wealth
accounts. In general laying the dynamics of a certain credit or their group in
every situation just meet the needs of accumulating the information about
the corresponding object of accounts. However, "impersonation" of accounts
for J. Sharara-Russo connected with an appearance of new objects of accounts,
but not with an expansion of the users of accounting information, as the
concept of corporate social business responsibility involves.

In 1971, L. Herbert (USA) proposed a multifactor model of periodi-
zation, which he connected with forming the method of accounting, its
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objects (chart of account), accounting job and using of new informational
technologies [2, p. 15]. Attracts attention the fact, that the last of fifteen
selected periods, which starts in 1955, author identified as "social
accounting". However, L. Herbert does not give comments to the periodization,
only shows the connection with human activity, human resources and
intergovernmental relations [4, p. 31].

Instead, M. Glaut’er (Japan, 1983) delivers the most simplified
periodization, which was built on the independence of development of
accounting and controlling. It is important, that the choice of this criterion
the author explains in the way that control in all cases led to the occurrence
of people with reporting obligations [2, p. 16] and demanded an accountability.
M. Glaut’er distinguishes the state and the autonomous control. The first is
typical for oriental despotism, where "in theory everything belongs to the
state, but on practice — to its officials". On second — accounting (enterprise,
its owners) opposed to the interests of the people, who occupied in business
process, and in this way ensured the control of their activities. In both
variants, accounting serviced an "accountability" of subject of policy mana-
gement or the owner. Therewith, in terms of social responsibility, accountability
of public enterprises is actual. This context refers about the next, the third
period in history of accounting, which can be defined as social control.

Complex (multifactorial) periodization by P. Lassek (France, 1990),
that ignored the evolution of technical and instructional techniques of accoun-
ting and focuses on changes in macro- and microenvironment [2, p. 18—-19],
includes such periods.

First (until 1914) — dominated only by relatively small enterprises;
stable prices. Accounting information has the records status "for memory"
and did not serve the purposes of management. Accounting entries adequately
reflects the business processes.

Second (1914-1960) — creation of giant companies, transfer to paper
money, high inflation and unstable prices. Accounting becomes a source of
information for financial analysis of enterprises business activity. The
method of calculating financial results changes.

Third (from 1960) — the emergence of huge corporations and multi-
nationals; radical changes in accounting because of continuous use of
computers and expansion of accounting objects. An aim of accounting is the
provision of an enterprises management. A number of alternative theories of
accounting is growing.

P. Lassek focuses on the fact, that, starting from the second stage,
especially from the creation of the alternative methods of calculating the
financial results, the problem of adequate understanding of this indicator is
exacerbating, the topicality of the social aspect in enterprises business
activity is growing. However, the author remains out of the fact, that except
the financial results in the traditional sense, another approach to determine
the activity outcome is possible, that would take into account its impact on
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society. Exactly the last one today acquires the relevance in the context of
corporate social responsibility.

Domestic scientists M. Pushkar, N. Gavrishko and R. Romaniv in
2003 chose as the periodization criterion the aim of introduction of accounting
that allows them to select such stages of development:

1. From Middle Ages to 1920s — the display of business activity of
enterprises.

2.1920-1980s — selection the facts of business activity in the way you
can predict on these base the events development and make management
decisions.

3. From 1980s to nowadays — providing senior management data, that
allow to orientate in situation and select an adequate line of conduct, ensure
the continued and successful existence of a company.

4.2005-2025s. — the service of social development optimization and
the use of accurate methods of determining and fulfilling the needs and
desires of every person and society in general [9, p. 10].

The scientific prediction of authors (fourth period) starts to get confirmed:
exactly in 2005 the first domestic report about the social responsibility was
published by a company "SKM", and the number of scientific researches on
this topic is growing. As the theme of foreign and domestic publishes of the
last decades, and the positive dynamics of the number of enterprises, that
recognized the principles of social responsibility, the relevance of the goal
declare by authors of the modern period is growing rapidly. The question
about particular aspect of this aim remained opened, however its clarifying
is beyond of this study.

As a base of their periodization Y. Sokolov and V. Sokolov (Russia,
2004) lid the methodology of accounting and gave such periods: naturalistic,
valuable, theory-practical, scientific and modern. Criterion selected by authors
most fully reflected and summarized the various aspects of accounting
development. It allowed them to give in particular such characteristic to the
last phase: "it is realized, that accounting is maintained for the benefit if
various groups, which take part in business activity, and the only one
accounting appears in various forms: tax accounting is keeping in the public
interest, financial-for actual and potential owners, administrative-as a result
of administration needs [10, p. 12]. Shown characteristic is substantially close
to characteristic of the modern period of accounting development of P. Lassek.
However, the Sokolov pay attention to one more aspect of accounting:
accounting of social responsibility, exactly in the interests of participants in
business activity, and other interested person, which stay out of it.

It also is necessary to note the results of researching the evolution of
accounting by O. Kantsurov (Ukraine, 2014). Scientist considers accoun-
ting as a social-economical institute and, making an accent on a set of
periodization (the interest of persons, who occupied in changes in a business
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activity, an ensure of data accounting reliability, institutional changes in
economics), offers such periods of accounting development:

o pre-institutional, during which there is no social need for institu-
tionalization through individual interest to economic information (individual
user of information that is formed in accounting and disclosed in the daily
sales report dominates);

o primary institutionalization — informal rules dominate, institute is
localized within a business entity(a few influential special interest groups
interested in the development of accounting, primarily the state, owners,
creditors become notable);

« national institutionalization — activity in accounting (information)
acquires social value, institutionalization is based on the formal adoption of
national rules (the dominant group of special interests is determined by the
model of the national economics, needs of external users of economic
information become prioritized, circle of interested users of financial
statements is expanding);

. global institutionalization — integration of accounting in the global
economic system and adapting to global institutional environment
(formation of an unified socially significant data system that provides
formation information in the various consumer’s interests) [7, p. 45].

According to the evolution of accounting as an information system,
A. Kantsurov's periodization demonstrates progress from monopoly of one
information demander — owner of the enterprise to open (global)
information system. However, we should pay attention to the way in which
proposed to solve the problem of information service "consumers" of
information. Despite the external similarity, "unification" (or reduce to
a single form) O. Kantsurov's information system and "single" accounting
by Y. Sokolov and V. Sokolov have different directions. If A. Kantsurov's
single information system is the result of accounting or, put the matter
another way, unified recording, for Sokolovs single information system is
only the database or the basis for the different types of accounting and
recording. Consequently, Y. Sokolov and V. Sokolov interpret perspective
of accounting methodologically closer to tasks of accounting business’s
social responsibility.

Carried out research about the evolution of accounting shows the
possibility of its improvement for execution contemporary tasks. J. Rishar
(France, 1996) states: "If the accounting is based on a double-entry book-
keeping, so long has managed to resist the pressure of time, just because it
meets the needs of those objective circumstances in which it existed and
continues to exist" [3, p. 20-21]. Methodological accounting in different
periods of its development and, considering its different modern kinds
combines more than a trend toward standardization or unification. This,
first, compliance with social needs, information demander’s requests.
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These different kinds of accounting history periodization show that
their authors use one or combination of the following criteria: 1 — account-
ting books; 2 — type of accounting books; 3 — kind of technology for
accounting; 4 — accounting methodology (including the evolution of the
subject and method of accounting; 5 — organizational structure; 6 — account-
ting forms; 7 — expense tracking; 8 — economic sector; 9 — the interests of
participants in the economic process (including formal and non-formal); 10 —
purpose of accounting; 11 — acc structure; 12 — scientific doctrine. They can
be divided into three groups: methodological and technical (1-8), social
important (9) and derivatives (10-12). In the context of this study the most
interesting are second and third group of criteria that have some social
aspect. Analysis of these criteria is important for understanding the past and
predicting the future of accounting.

Interests of the participants in the economic process should not be
seen only as a criterion for periodization, but as a factor that determines the
development pathway of accounting at all stages of its history. This factor
reflects the changing socio-economic relations and economic interests of
stakeholders, institutional frameworks of accounting, and now defines the
basic content of accounting paradigm of social responsibility. However,
scientists have traditionally laid different meaning in the term "members of
the economic process" and in other way imagined their interests than it is
envisaged in the concept of social responsibility. In particular, Y. Sokolov,
like its predecessors, proceeds from legally defined responsibilities of the
owner, administrator, employees, advance holders, creditors and debtors of
the company. By they ignore the economic interests of other stakeholders.

State and economic interests of the economic process participants
were primarily represented at the structure of accounts that have been data
storage device of the relevant account data. The development of economic
relations and changing of interests in economic process inevitably
influences the structure of accounts. Thus, the emergence of inventory
accounting, which provided direct drafting a list of what belongs to the
owner, requires the usage of different types of account assets (inventory
accounts). With the appearance of the coins as payment type in V century
BC people began to use special account funds for cash management. And
then understanding of it as a single accounting meter objects allowed to
make an overall assessment of the property owner. The next step in the
formation of accounts, particularly in Italy, was the introduction of personal
accounts or accounts calculations (reskontro) for debt accounting, and than —
accounts for own funds (B. Kotruli, 1458), "rezultative" (I. Quinet, 1817) and
only later operating accounts (Leote E. and A. Guilbeaux, 1860) [2, p. 23—
24, 55]. Every time account emergence was the result of accounting interpre-
tations in contemporary business practice. Each account served as a model
of corresponding accounting objects. Analysis of the transformation structure
process accounts confirmed that throughout most of its history particular
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importance was attached to the payments with participants in the economic
process and search for "harmony of interests" at the accounting system.
Practice of impersonation accounts and using personal accounts are
interesting. As it was noted, the accounts reflect the interests of those or
other persons engaged in the economic process. The appearance of separate
accounts linked to the need to protect the interests of specific persons or
obtain certain information. Measure of the impact of user interests on
account structure of accounting is that, as for B. Pesendorfer (Germany,
1928), at first it was given only receivables [2, p. 12]. However, even in the
I century B.C., as evidenced the papyri of Zenon was found in 1915, to
personal accounts in addition to accounts of debtors, attributed the account
of calculations with employees — accounting for private estates [2, p. 39; 12,
p. 60]. In ancient Rome, civil law strictly protects the rights of the owner.
Thus, it "does not distinguish debtor as a passive subject property and its
liability as the object of the claim" [11, p. 27]. That is the absence or failure
to repay debt in the debtor's property he personally became "a means for
calculating" (object exchange). It explains the fact that for a long time,
including L. Pacioli, identified the owner and the company. With the
changing forms of social relations and the norms of civil and commercial
law, this practice has now disappeared. A. Di Pietro (Italy, 1550-1590), the
first clearly divided the owner and the company and defined capital as
accounts receivable company owner [2, p. 73]. In the nineteenth century,
growth in economic activity has resulted in a large increase in the number of
companies and administrative, accounting system. With the development of
joint stock companies increased distance between the owner and managers
and, therefore, between the owner and the business. As argued Vanier 1. (1870),
"accounting is not on behalf of the owner and the name of the economy" [2, p. 22].
However, discussions on accounts of capital A. Pietro has called "the cor-
nerstone of the entire accounting system" has not ceased by this day. Duality
interpretation of its nature in the twentieth century appeared in views on
accounting problems two main Anglo-American schools — institutionalists
(F. Pikslej, England) and personalist (V. Paton, United States). While the
formers consider a capital as a property company free of debt, the latter —
both payable to the owner of the enterprise that ultimately affects the
number of conceptual provisions of accounting [2, p. 359]. The discussion
about the nature of equity accounts remains relevant in the twenty-first
century in relation of the concept of social responsibility accounting company.
The system of priorities of economic process participants appears in
the goal formulation of accounting. According to this study, the evolution of
accounting is directly related to the transformation of its goals at every stage
of development of society. This goal "is subject to social objectives — the
organization of functioning economic mechanism so that with limited
resources to achieve maximum results" [5, p. 18]. Feature of transformation
goal of accounting for the past ten thousand years, as writings of
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R. Matesich [1, p. 32], demonstrates, has manifested in the fact that none of
them has lost its relevance — appropriate accounting task from "main"
becomes "auxiliary" needed to achieve the revised goal. Thus, registration
of economic facts is a prerequisite to informative providing control of
conservation and movement values — the registration of property, which
then continues to run for performance and the preservation of property, and
finally, the last one is needed for information servicing management process.
As noted by M. Pushkar at the beginning of XXI century with changes in the
participants’ interests of the economic process the transformation of accounting
goal happens again [9]. In developed market economies, this process began
in the middle of the last century, which allowed R. J. Chambers (1955) to
determine on prospect "the aim of accounting is execution of the function
providing users with the necessary information" [12, p. 33]. However,
throughout the history of accounting on the practice accountants consciously
guided by the need to provide information to certain customers. Until the
second half of the XX century, the main users of accounting information
were the owners, the State and creditors. Subsequently, at the request of
society the activity of the enterprise becomes more "transparent" to the
business community and other stakeholders. That is R. J. Chambers actually
witnessed a change of perception of entities economic interests of stake-
holders. Y. Sokolov described the national "answer" to the problem: for
English-speaking countries is characterized by professional approach, the
account is in the interests of investors and creditors. In Continental Europe,
account principles are determined by public authorities, which principles are
binding on all undertakings, account is conducted in the interest of State,
regulatory and including the tax authorities; in socialist countries accounting
mainly conducted on behalf or on behalf of public authorities [2, p. 429].
Such ambiguity ranking of users of accounting information, on the one
hand, is a manifestation of national cultures and legal requirements, and on
the other — indicates the conflict of interests of participants of economic
process and accounting concepts. In the early 1960 s, E. Edwards and P. Bell
determined managers of company the main users of financial information
and other less important in English-speaking countries. Opinion of external
users of financial statements was not, in their view, dominant in decision
making regarding preference for separate accounting procedures [6, p. 33].
It is in the context of increasing "importance" of a wide range of stake-
holders should occur further development of accounting and reporting.
However, do not say that there are no problems in English-speaking
countries. Analysis of classification users of information based on their
information needs, proposed by prof. R. Sterling (USA, 1970), is one of the
evidence. Scientists identified two main categories of information users,
managers (traders’ commodities) and "other", including lenders, owners,
employees and public authorities (government). R. Sterling did not examine
in detail the information requirements of each group of external users, as
well as did not consider them important. However, for him, unlike E. Edwards
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and P. Bell, the external users are "homogeneously smart" and, accordingly,
they are interested in obtaining information [6, p. 35]. Over time, the
situation began to change and, in the words of M. Haffikin (Australia, 2005),
accounting "begins to be dependent on the whims of the market accounting
information. There is a shift of accounting toward users of accounting
information" [13, p. 15]. At all levels, there is expansion of the economy and
formalization of requirements "important" users of accounting information.

The retrospective analysis shows, that accounting was formed under
the influence of variable economic and social factors. This gives ground
Y. Sokolov to maintain that exact periodization of accounting theory, in fact,
is impossible. The scientist says: "the history of accounting mind deals with
entity but not with existence the process of accounting development" [2, p. 26].
Prior research confirms P. Feyerabendom’s specification of accounting history:
it is "quite as complex, chaotic, riddled with errors and diversity as those
ideas that it comprehends" [11]. Inasmuch as a set of criterion, that defined
the process of accounting development, is so multi-faceted, that is why
obviously inappropriately attempt to construct its all-embracing periodization.

At the same time, it is possible to unravel periods of accounting
development, which are related to widening of amount of individuals those
economic interests are served by accounting; this determined its evolution
from ancient times to present days. Such periodization was suggested:

before the Il century BC — prepotency of economic entity (subsistence
farming) owner’s interests as individual user of accounting information; absence
of public need for economic information; accounting entity is limited by
property of economic entity;

from the II century (Roman Empire) — necessity in tax amount determi-
nation in accordance with amount of property or economic entity’s income,
it requires furnishing of information to public authority; coexistence of two
groups of interests, which are interested in accounting development, owners
and state; economic entity’s incomes were added to structure of accounting entity;

approximately from the X century (High Middle Ages) — banks joined
to contributors of economic process and accounting data users, banks operate
clients’ accounts, represent their interests in exchange operations, carry out
clearing settlements; monetary means became accounting objects;

XVIXVII centuries (Late Middle Ages) — creditors affiliated to contributors
of economic process, it was conditioned by the need in involvement of
supplementary capital from commercial bank and investors; indebtedness
against invoices became an important accounting objects;

XVIII-XIX centuries (Industrial Revolution) — business partner affiliated
to "important" contributors of economic process, their informational service
stays non formalized; financial influence of independent and internal factors
on enterprise performance is emphasized;

from the XX century — perception of necessity in special informational
support for managers; financial result settled in accounts; management account
appears;
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since the 1970 s — formalization and standardization at the international
and national levels of approach to accounting operation for independent
(business community, media, research institutes etc.) and internal (employees)
contributors of economic process; special attention is paid to calculation of
financial statements of enterprises and its standardization;

since the 1990 — unclosed socially significant informational system is
created, it provides formation of information under due consideration of the
interests and requests of different interested individuals; enterprises prepare
integrated reporting, which shows its environmental and social societal impact.

Recognition of corporate social responsibility conception stipulated
new social priorities in enterprises’ economic activity and necessity in
appropriate adaptation of accounting and reporting.

Conclusion. Undertaken study permitted to took up the position that
accounting development was affected by wide range of factors, which had
social aspect. The most essential among them are interests of contributors of
economic process, aim of operation, structure of accounting records
(objects) and scientific doctrine of accounting.

The authors of envisaged periodization notify in recent decades
exacerbation of problem with congruence of interests of contributors of
economic process and its reflection in accounting. The basic factor that
determined the evolution of accounting is the composition of people, on
whom its information service focused. Now it is determined in the context
of corporate social responsibility. So when constructing the accountancy
system consideration must be given to economic interests and informational
requests not only of contributors of economic process, but also of other
interested individuals. Suggested periodization reflects the evolution of
accounting, which is a result of changes in the composition of interested
individuals and proves actuality of development the accounting concept of
social responsibility.
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Koponv C. Cmanoenenns odyxzanmepcoKkozo o0iKy: couianbHuil acnekm.

Ilocmanoska npoonemu. Hepossunenicmo nioxooie 0o 001Ky coyianvHol 6i0nogsi-
odanbHoCmi ROMPedye HAYKOBO20 OCMUCIIEHHSL ICMOPIT OyXeanmepcbKozo 00Ky ma GU3HAYEHHS
PO KIIOYOBUX COYIANbHUX (PAKMOPIB.

AHaniz Haykosux 00cidxcens i nyonikayin 3 yici npobremamuxyu ceioyums npo
me, wj0 OOHUM 3 20JI08HUX (DAKMOPIE 3MIHU KOHYeNnyill Oyxeaimepcbkozo 00Ky € CoyianbHUlL.
Ipome icmopuunuii 00poOOK AHANIZYEMbCA HA OCHOBI MPAOUYILIHO2O VABNIEHHS NPO IHMepecu
SAK Kopucmyeadis, max i Hadasauie inghopmayii. 3mina coyianeHux npiopumemis i 6UsHAHHSA
NPUHYUNY NPo30opocmi bizHecy 8UMazde nepenady HAKONUYEHO20 MUHYI020 00CBIOY.

Memoto 0ocniodcenHs € BUSHAYEHHS COYIANbHUX ACNEKMiB, AKI 6NAUHYIU HA PO36UMOK
byxeanmepcokoeo 00Ky, 1l YOOCKOHANICHHS. nepioou3ayii ioeo icmopii 3 ypaxyeaHHsIM 0OpaHux
COYIANIbHO OPIEHMOBAHUX KPUMEDIIS.

Mamepianu ma memoou. Teopemuuny ma MmemoOONO2IYHY OCHOBY OOCHONCEHHS
CMAHOBIsIMb HAYKOGI Npayi 6imyu3HaHUX i 3apyOidicHux aemopis 3 icmopii Oyxearmep-
cbk020 0071iKy. OCHOBHUM MEMOOOM Yb020 OOCHIONCEHHS € eBOIOYIUHUL NIOXIO0, A MAKOJIC
3020TbHOHAYKOB] MeMOOUYHi npuiomu: HOYKYIA, O0eOYKYis, CUcmemMamusayis, y3a2aib-
HEeHHs ma iH.

Pesynomamu docnioycenns. Ilepioousayis Oyxeanmepcbkoco 001Ky Hacamnepeo
nos’sa3ana 3i 3MIHOK OANAHCY eKOHOMIYHUX [HmMepeci6 Y4aCHUKI8 20CH00aPCbKO20 Npoyecy
i, AK HACTIOOK, Memu 00Ky, CKIA0y PAXYHKIB i HAYKOBUX OOKMPUH, MOOMO Mux YUHHUKIS,
SAKI NPAMO YU ONOCepeOK08AHO 8i000padcalomsv 3MiHy ni0X00i6 00 PO3YMIHHA i 8USHAHHA
poni coyianbHo2o haxmopy y 20CnooapcuKill OisIbHOCMI nionpuemcmed. 3a3Hadeni
YUHHUKY OYOymb He NOSHUMU 0e3 YPAXY8aHHsi 3MIHU CKAAOY VYACHUKIE 20CHOOAPCLKOZO
npoyecy, iHghopmayiini 3anumu SKuUX 00cy2o8ye byxeanrmepcoKkuil 00JIK.

Bucnosku. [Ipu nobyoosi cucmemu 6yxeanmepcbkozo 00Ky He0OXIOHO 8paxogyeamu
EeKOHOMIYHI iHmepecu U THGOpMAayitiHi 3anumu 6Cix 3ayiKasieHux ocib. 3anponoHo8ana
nepioouszayis 8i00bpadicac esonoyio Oyxeanmepcoko2o0 O0OAIKY 6 pe3yrbmami 3MiHu ix
cKnady i 00800UMb AKMYATLHICMb PO3POOKU KOHYeNnyii 00Ky coyianbHOI 8I0N08I0abHOCHI.

Knwuoei croea: mepiomnzaris OyXranTepchbKoro oOIiKy, KpUTepii mepioau3arii,
YYaCHUKH TOCTIOAAPCHKOTO TPOLIECY, COLialbHA BiITOBITATBHICTE 0i3HECY, COIiabHIIA OOITIK.
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INTERNAL AUDIT
OF THE OPERATING COSTS
OF RESTAURANT ENTERPRISES

The theoretical and methodological provisions of internal audit of expenses
restaurants in setting goals of implementing such control measures are studied, the classifi-
cation of expenditure targeted to achieve those objectives is done. The necessity of
separation of operating costs for the ability to stimulate the revenue of growth the company
restaurants is substantiated, what allowed to differentiate the approach to manage of the
costs, which are able to provide growth of business income, and expenses that do not affect
its growth.

Keywords: classification of costs, the purpose of internal audit costs, network of
restaurants.

Konomuenxo T. Buympennuii ayoum meKywjux pacxooo8 npeonpuamui
pecmopannozo xo3aiicmea. Hcciedosanvl meopemuKo-memooonocudecKue noaodiCenus
BHYmMpenHe20 ayouma pacxo008 npeonpusmuil pecmopanHo2o X0358UCmed 8 yacmu onpeoe-
JIeHUs. yesell pearu3ayuy maxKo2o KOHMpPOIbHO20 MEPONpUAmMuUs, paspabomana Kiaccugu-
Kayus pacxo0o8, OpUeHmMUpOBAHHAs HA OOCMUdICEHUe YCMAaHO8IeHHbIX 3a0anutl. ObocHosaHa
HeobxX00uMocmy pazoenienus MeKywux pacxoo008 no cnoCOOHOCMU CIMUMYIUPOBAMb POCM
00X00a NPeonpusimusi PeCMOPAHHO20 XO3SUCMEA, HMO NO380UI0 OUphepeHyuposams nooxXoobl
K YNPAGAEHUIO 3ampamami, CHOCOOHbLIMU 0becneuusams pocm 00X00a Npeonpusimus, u
pacxooamu, He BIUAIOWUMU HA €20 YeeaudeHile.

Kniouesvie cnosa: knaccudukalms pacxoloB, I€lb BHYTPEHHErO aynuTa
pacxoa0B, CETh MPEANPUATHI PECTOPAHHOTO XO341UCTBA.

Background. The crisis in the economy and society much more
complicated the conditions of the restaurant business, led to the bankruptcy
of individual enterprises and decline of the institutions related network form
of business organization. One of the determining factors strengthening of
negative tendencies is an inefficient cost management and low level of the
internal controls that allow the misuse of resources, abuse, fraud and low
awareness of owners about the state of their business. The economic threat
to encourage business development view forms of control that are currently
used in the networks of restaurants and actualize the need for introduction of
the internal audit costs.

© Kopotiienko T., 2015
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Achieving qualitative results of the internal audit costs promotes
the consideration of different approaches to their classification. Using the
classification of expenditures allows the internal auditors to investigate
the costs of different aspects to take into account the various manifestations
of their impact on the business, to direct attention to the most significant
areas of audit and give the actors, taking economic decisions, recommen-
dations to improve the effectiveness of cost management. However, the
currently existing approaches to the classification of the expenses are
mainly general economic nature, while implementation and internal auditing
costs in the network of restaurants (PRG) leads to the definition of the
objectives of the control measure and improve the classification of costs,
focused on achieving the objectives.

Analysis of recent research and publications. An important contri-
bution to the theory and methodology of the internal audit have made the
scientists: S. Bardash, T. Kamensky, K. Nazarov, M. Douglas, D. Herman-
son, B. Badercher, B. Dzhonsen, D. Boyle, A. Wilkins [1-6]. The scientists
have studied the genesis of the internal audit, its nature, purpose, objectives,
principles and stages of objects.

The classification of the expenses of the restaurants were investigated by
I. Andryushchenko, I. Desyatkina, V. Novodvorskaya, A. Supruchenko [7-10]
and others. In particular, the scientists such as Alexander Chumak [11], A. Didyk
and S. Gnativ [12] have made grouping expenditure for accounting purposes.
However, proving that the purpose of the internal audit costs differs from
the accounting purposes, one could argue that the determined problem remains
unresolved.

The aim of the study is the development of theoretical and methodo-
logical provisions of the internal audit of the expenses restaurants in the
identification of the objectives of the control measure implementation and
development of the classification of costs, focused on achieving a goal.

Materials and methods. The information base of the article is the
scientific works of foreign and domestic scholars on this matter, as well as
international and domestic regulations. The following methods of scientific
knowledge: dialectic, a theoretical comparison, generalization, abstraction,
grouping, analysis and synthesis are used in the study.

Results. Classification of costs involves their division based on the
identification of common features and natural connections between them.
The results of the study of existing approaches to the classification of costs
PWG indicate a plurality of scientific views on the criteria of division and
types of the classifications, given to existence different objectives and tasks
which require information on the cost of the entity. The study founds out
that different approaches to grouping cost to form the most significant and
the least significant abstraction of signs reflect a different practical meaning
and can be used to achieve different management objectives.
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The studying of theoretical and methodological aspects of the internal
audit and review of information requests of government networks PWG
allowed to identify the priority objectives of the implementation of control
measures. The main objectives of the internal audit costs are proposed to
attribute: a match cost accounting (including the formation of the cost) defined
criteria; optimizing the volume and the cost structure; assessment of the effec-
tiveness of management decisions to minimize risks in management costs.

Matching the indicators of actual accounting costs (including the cost
of formation) the certain criteria associated with supporting approach to
auditing, which has not lost its relevance by our time. Achievement of this
goal plays a decisive role in the management of enterprise information on
the accuracy of cost accounting, the reliability of financial reporting, helps
validity of management decisions, timely detect signs of fraud and the
conservation of the entity’s resources The principle of the comparativness
that involves comparing actual data with defined criteria is based on its
implementation. The criteria for comparison in this case are the certain rules
reflecting the costs for the accounting system and financial reporting are
governed by regulations and documents adopted directly by business entities,
namely the recognition criteria expenses in the accounting system [13];
compliance with accounting principles [14]; financial reporting compliance
statement [15, p. 408]. Use each of these groups of criteria is equally weighted
in the audit process for the formation of high quality information on the
results of the internal audit costs PWG.

For matters related to the management and the internal audit costs, we
can say that a significant number of scientists insist on the need to minimize
them [16-21]. However, minimizing costs should not be an end in itself and
is not always a good thing. Unfounded minimization may lead to lower
quality products and service and as a result, the loss of customers. However,
in some situations it is necessary to consider a significant increase in profits
from the increase in certain expenses. Given the above, it is appropriate to
accept the authors, whose work is not about minimizing costs and opti-
mizing their [22-24].

Modern Encyclopedic Dictionary defines the term "optimization" as
the process of selecting the best possible option for a given solution of the
requirements and restrictions [25]. Based on this thesis, under optimal
volume and cost structure it is advisable to consider the most profitable
entity values of costs that allow it to maximize profits. The practical
implementation of this is possible through the using of the parameterization
method, which involves determining the factors and assessment of their
impact on the qualitative and quantitative characteristics (formation) of the
object. Therefore, one of the priority objectives of the internal audit costs
determined to optimize their scope and structure.
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According to the definition given in the International Standard on
Auditing 610, "Internal Audit division — a division of the entity that performs
activities to provide assurance and advice designed to evaluate and improve
the effectiveness of management entity, risk management processes and the
internal control. Internal Audit Division may assess an entity through
identification and risk assessment, contributing to the improvement of risk
management and the internal control" [15, p. 676]. The international standards
of professional practice of internal auditing (p. 2120 — "risk management")
also states that internal auditors should assess the effectiveness and promote
enhanced risk management processes, but it required to refrain from taking
any management responsibility by direct participation risk management entity.

In this case, the opinion of S. Bardash it is quite reasonable [1], which
argues that the legal basis for the establishment of the internal audit units
exist only on medium and large enterprises as well as various types of corporate
entities, which features current ownership and business management demarcated
and thus, the owner of a need to control the executive management body of
the company (hired management). This scientist holds a position that the
internal audit is not an element of risk management entity, as in the interests
of the owners exercises the same control system and evaluates how effective
employed management controls the company. In the context of the internal
research expenditure PWG it was possible to isolate one of its priority
objectives — the evaluation the effectiveness of management decisions to
minimize risks in management costs.

The next stage of the research is a development costs classification
PWG focused on achieving the identified objectives of the internal audit
costs (figure 1). The proposed classification is not exhaustive, since during
its creation was put the aim to reflect the separation costs of those classi-
fications, which most significantly affect the achievement of those objectives.

Presented in (figure 1) classification criteria and types of costs are
quite common in the scientific literature, and they remain relevant to PWG.
Their great practical significance due to regulations applicable regulations
and practical relevance of the management and control of entities of this
kind of activity. Based on research the classification types of expenses
restaurants for sale are identified by the criterion of significance to achieve
each of the goals internal audit costs. Within each of these objectives can be
divided into the appropriate range of tasks, implementation of which will
contribute to their achievement.

Given that the key for effective operation PWG have current costs
(current (reporting) period) to achieve optimization of coverage and
structure the classification ability was identified on the basis of their ability
to stimulate revenue growth businesses restaurants. The need to separate
current expenses on such grounds due to the difference in approaches to cost
management, which can stimulate the growth of income of the enterprise
and those that do not affect its growth.
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The symptom of the classification of costs in their ability to stimulate
the growth of income of the enterprise may be used only to current expen-
ditures PWG and is not eligible for capital expenditures for the purchase or
creation of fixed assets and capital expenditures for the repairs, reconstru-
ction and modernization of fixed assets increase their acquisition cost and
lead to increase of the expected economic benefits. This is because the
capital costs are essentially investments for profit, so consider this group of
costs from the perspective of their ability to stimulate the growth of income
of the enterprise restaurant management would be incorrect.

The present composition of the PWG operating costs based on their
ability to stimulate the growth of income from sales of the products (goods
and services) on the specific examples demonstrates the difference in
approaches to their separation, though it is not final and may be
supplemented by other positions (figure 2).

Costs
do not stimulate stimulate

bonuses commercial and operational
personnel in percentage terms depending
on the results

technological fuel, electricity
and other utilities

taxes, fees and other mandatory salary and bonus payments depending
payments on results cooks
allocations for social activities for training and staff development
rents on improving preparation technology

current — the repair and maintenance

on marketing activities
of fixed assets &

logistics spending on innovation

inventory shortages within

the rules on attrition loyalty program (bonus program)

Figure 2. Structure of operating costs baseg on their ability
to stimulate incom increase of restaurant industry enterprise
(developed by the author)

The difference in approaches to the management of these groups
operating costs is that the costs associated with the lease and utility bills,
taxes, logistics processes, as well as current repairs and maintenance of
fixed assets (business premises, equipment) and so it is necessary to
optimize by providing them with the minimum acceptable value, subject to
the necessary level of product quality and production and trading activities
of the company. This is because the increasing costs of the group (except for
a significant expansion of their business, opening branches) has a determining
influence on the growth of income of the entity, but only reduces its net loss.

Next presented in (figure 2) group of the current expenditure subject
to rational distribution of income leads to an increase of the company
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through the growing number of customers and volume of turnover and,
therefore, require additional investments.

The costs are aimed at improving preparation technology, foreseen the
growth of the taste qualities of meals, minimizing raw material costs and
reducing losses in its mechanical and heat treatment. Spending resources in
these areas provides the development and market for a network of restaurant
business.

Identical, at first glanc are, the signs of the classification of costs in
their ability to stimulate the growth of income of the enterprise (expenditure
that stimulate and those that do not stimulate the growth of income) to the
classifications costs depending on the response to the change in volume
of activity (conventionally fixed and variable) and by expediency spending
(productive and non-productive) is false, because between them there is
a fundamental difference.

Classification costs are stimulating, and those that do not stimulate the
growth of business income, and sharing costs of conventionally fixed and
variable carry different semantic meaning, since in the latter case the cost
are shared depending on the response to changes in the volume of activity,
and in the proposed sign up defining feature is the ability or the potential
costs stimulate revenue growth of the company.

Presented in (figure 2) list of expenses indicates the absence of over-
lapping part of the specified grounds and degree of response to changing
volumes of activity as the designated groups to include both variable and
fixed costs. Thus, an expense which can not stimulate the growth of
business income, mainly reflected conditionally fixed costs. But by the same
group we propose to attribute costs pertaining to activities are variable
(logistics, lack within the limits of attrition, etc.) or partly variables (technological
fuel, electricity, telephone fees, etc.).

Stimulate the income of the growth of PRG can only productive
expenditures, that is, caused by production technology and organization of
the company restaurants. But this is not typical of all costs that can be
attributed to the group productive. Any costs arising from the deficiencies of
the manufacturing process, failure of technology, are recognized as unproductive.
For the expenses that do not stimulate the growth of income can be
attributed both productive (technological fuel, electricity and other utility
costs, logistics costs, etc.) and inefficient (lack of resources). Obviously, the
company has avoided overhead that do not stimulate the growth of income
of the enterprise as a loss is not always reimbursed.

The identified objectives of the internal audit of costs and aims to
achieve the classification of expenditure must be integrated into the overall
system of the internal expenditure network of restaurants. These objectives
are a fundamental component of the internal audit of costs, since their
content reflects, on the one hand, the reasons that lead to carrying out such a
control measure, on the other, indicate what information a user must obtain
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on the results of the internal audit costs. Simulation of the internal
expenditure networks PWG should be based on the harmonious combination
and interaction of the components required — subject, object, goal, goals,
objectives, process, results and organizational methods of accounting and
analytical support given the features of creation such a system only in
network form of business organization.

Conclusion. The result of achieving a goal of this research is to
identify the priority objectives of the internal audit of costs and development
of costs classification, focused on achieving them. For priority objectives
were proposed to attribute: a match cost accounting (in t. H. Forming cost)
defined criteria and optimization of cost structures and reduce risks in
managing them. The features of the classification of current expenditures for
the ability to stimulate revenue growth enterprise restaurant management to
be used to optimize the amount and structure of current costs are identified
in this study. The division of operating costs on this basis will allow to
differentiate approaches to cost management, which can stimulate the
growth of business income, and expenses that do not stimulate its growth.
The present approach to grouping classifications and types of expenses
restaurants will contribute for achieving of the quality results of the internal
audit costs and improvement of efficiency of this subject.

The possible areas for further research are the following: development
of methodical approach to determining the optimal level of expenditure
entities through their parameterization; modeling of internal expenditure in
networks of restaurants.
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Konomienko T. Buympiwiniii ayoum nomouynux eumpam nionpuemMcne pecmopantozo
zocnooapcmea.

ITocmanoska npoonemu. I10001aHHs CYYACHUX EKOHOMIYHUX 3G2PO3 OISl PO3GUMKY
biznecy nompebye nepeansidy popm KOHMPOMO, AKI HUHI GUKOPUCTIOBYIOMBCSL 6 MEPENCaX
Pecmopanie, i 6npo8aONCeH s 6HYMPIUHb020 ayoumy sumpam. Po3enso pisnux nioxooie
00 Knacuirayii yboeo 06’ €kma cnpUse O0CACHEHHIO SKICHUX Pe3yabmamie HympiHbo2o
ayoumy eumpam.

Ananiz ocmanuix oocnioxncensv i nyonixkayin. ITumanus xiacugixayii eudamxis
pecmopatrie eueuanu I. Auoprowenko, 1. [ecamxina, 1. Kapnenxo, B. Hosoogopcwka,
A. Cynpynenxo ma in. 30xkpema, maxi eueni, sk A. Yymax, A. Hioux ma C. T'namig
32pynyeanu sUMpamu pecmopanto2o OisHecy 3a yinamu oyxearmepcvkozeo obniky. Ilpome
yini eumpam SHympiuiHb020 ayoumy GiOpi3HAOMbCA 8i0 yineli Oyx2aimepcbko2o 00Ky
sUMpam, MOMy peanizayis sumpam HYMpPIUHb020 AyOumy 8 Mepexcax pecmopamie oae
3MO2Y BUSHAUUMU YL 3aX0016 KOHMPOTIO [ PO36UMKY KIACUDIKayil 6U0amKie, OpieHMOBaHI
Ha ix 0ocseHenHs.

Memoto Oocniddicennss € po3pobKa MeopemuyHux ma MemoOOUYHUX HOLONCECHD
BHYMPIWHb020 ayOUmy SUmMpam pecmopatis, ioenmuixayis yinei peanizayii 3axo0ie
KOHMPOJ0, KNACUQIKayis 6UOAmKie, CnpIMOBAHUX HA OOCSACHEHHS Memu.

Mamepianu ma memoou. Iupopmayitinoro 6azorww cmammi € HAYKOGI npayi
3apyOiNCHUX 1 BIMYUSHAHUX BUEHUX 3 UYb020 NUMAHHA, d MAKONC MIHCHAPOOHI ma
HAayioHANbHI 3aKOHO0A84l akmu. Y 00CHiONCeHHI 8UKOPUCIAHO MAKI Memoou HAYKO8020
Ni3HAHHA:  OlANeKMUYHUL, MeopPemUuyH020 MNOPIBHAHHSA, V3AeAdNbHEHHs, abcmpaxyii,
2PYNYBAHHS, AHANI3Y A CUHME3).

Pesynomamu  0ocnioxcenna. Teopemuuni ma  MemooOON02iUHI  NONONHCEHHS
BHYMPIWHb020 aAyOUmy SUMpam pecmopanHozo 06i3Hecy nompedyioms OOCHIONCEHHA 8
YACUHI 8U3HAYEHHs Yilel KOHMPOIbHUX 3aX00i6 ma po3pobku kiacugixayii eumpam,
cnpamoeanux Ha ix oocsaenenus. OOIPYHMOBAHO HeOOXIOHICMb PO3NOOLTY GUMpPAM
8ION0OGIOHO 00 IX 30AaMHOCMI CIMUMYIO8AMU 3POCMAHHS 00X00I8 PeCmMOPAHHO20 OIi3HeC).
Le dano 3moey Oougepenyirosamu nioxoou 00 YNPAGNIHHA SUMPAMAMYU, WO CAPUSMUME
3pOCMaHkI0 00X00I8 i BUmMpam niOnpPUEMCmaa.

Bucnoexu. [Ipedocmagnenuii nioxio oo kiacugixayii munie suoamkis pecmopauis
cnpusmume OOCASHEHHIO AKOCMI BHYMPIWHb020 ayoumy eumpam i NiOSUWEeHHIO 11020
epexmusrocmi. Modcaugumu HanpaAMamu nOOANLUUX OOCTIONHCeHb € PO3POOIEHHs Memo-
OUUHO20 NiOX0QY 00 BUSHAYEHHS ONMUMATILHO20 PIGHA BUMPAM Yepes ix napamempuzayiro.

Kniouogi crnoea: knacudikauis BUTpar, MeTa BHYTPIIIHHOIO ayAWUTy BUTpAT,
Mepexa PeCTOPaHHUX ITiIPUEMCTB.
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