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ON THE AWARDING THE TITLE
OF "HONORARY DOCTOR OF KNUTE"
TO GRIGORE BELOSTECINIC

Noting significant per-
sonal contribution to the
reformation and improve-
ment of higher education,
enhanced cooperation bet-
ween Kyiv National Univer-
sity of Trade and Economics
and Academy of Economic
Studies of Moldova, Aca-
demic Board of KNUTE at
its meeting on 27 March
2014 decided to award the
title of "Honorary Doctor of
KNUTE" to an outstanding scientist and educator, renown represen-
tative of economic science and economic education system of Moldova,
Academician, Professor, Habilitated Doctor of Economics, Rector
of Academy of Economic Studies of Moldova Grigore Belostecinic.

On December 3, 2014, as a recognition of significant contri-
bution of G. Belostecinic to the development of Ukrainian and Moldovan
relations in the field of science and education, fruitful cooperation
between Kyiv National University of Trade and Economics and
Academy of Economic Studies of Moldova he was awarded the
diploma "Honorary Doctor of KNUTE "and an award pin.

Grigore Belostecinic was born in January 7, 1960 in the village
of Voinova in Strashenskyi area. After graduating from junior high
school in his native village (1975) he graduated from the Industrial
and Economic College of Moldova (1978), then in 1983 from Faculty
of Trade Economics of Kishinev State University. In 1986-1989 he
was a postgraduate student of the Plekhanov Institute of National
Economy in Moscow. In 1989 he defended his thesis in economics, in
1999 he habilitated his Doctors Degree in economics, in 2000 he
received the title of professor.

G. Belostecinic began his teaching activities as an assistant at the
Commodity Science Department of State University of Moldova
(1983-1986), in 1990-1991 he worked as a lecturer at the Economy
Department and Commodity Science Department in the same

university. Since its establishment in 1991 and currently he works in
ISSN 1727-9313. HERALD OF KNUTE. 2014. W 6 5




the Academy of Economic Studies of Moldova (AESM). Over the
years he passed all stages of professional growth from senior lecturer,
associate professor, head of the department, dean to rector. Faculty
and the Department of Marketing were created as part of the AESM
on his initiative. In 1991-1998 G. Belostecinic served as Dean of the
Faculty of Marketing, and from 1994 to 2004 was Head of the Faculty
of Marketing.

Since 1993, Academician G. Belostecinic had a number of academic
trainings abroad: Germany — restructuring of enterprises; United States —
management and marketing of small and medium-sized enterprises,
administration of higher education; Poland — business incubators
(organisation and management of business incubators); Great Britain,
Sweden, France, China, Norway, Denmark — management and deve-
lopment of educational technologies in higher economic education; US
Germany, Netherlands — promotion of entrepreneurship and imple-
mentation of educational technologies in universities; Ireland and
Lithuania — regional economic development; Switzerland — logistics.

From 2011 as Rector of Academy of Economic Studies of
Moldova G. Belostecinic became a worthy successor of ideas of Higher
School of Economics of the European type, created in 1991 by
Professor Paulo Bran — founder and first rector of the Academy of
Economic Studies of Moldova, and later rector of Bucharest Academy
of Economic Studies.

The project AESM creation was developed and partially imple-
mented by its founders and was successfully continued and expanded
by Rector G. Belostecinic. The strategic goal of AESM is preparation
of specialists of high qualification and different specialization in
economic transition, reforms and adoption of market economy.

Under the leadership of Rector G. Belostecinic, since 2001,
Academy of Economic Studies of Moldova became an advanced insti-
tution, which uses modern methods of teaching science and culture,
emphasis on the training of young professionals in the field of eco-
nomics by western European standards. Graduates of the Academy are
highly qualified specialists requested by the Republic of Moldova as
well as in many countries of Europe and America.

Thanks to the efforts of Academician G. Belostecinic, Academy
of Economic Studies of Moldova continues to thrive: economic
specialties are diversified in accordance with the requirements of the
Bologna process; faculty is represented by young qualified professionals;
construction of a modern educational building has been completed,;
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Scientific Library of the university has moved to a new, specially
equipped building, Multimedia Center has been opened, the only one
in terms of equipment in the Republic of Moldova.

Academician G. Belostecinic as director or coordinator of scientific
research of national programs with huge importance for the economic
and scientific activities of the Republic of Moldova is working with
various organizations and specialized institutions. So, he is coordinator
of the State Scientific Program of Competitiveness development and
improvement of economic sustainability in the context of an economy
based on knowledge, globalization, regional and European integration
(2010-2014); he is a head of scientific and research project Trends and
opportunities to ensure the competitiveness development in the
Republic of Moldova (2007-2010); scientific leader and participant in
the research project Elaboration of models of regional development
through the formation of clusters (2008-2010).

Academy of Economic Studies of Moldova in collaboration with
Kiev National University of Trade and Economics under the super-
vision of Academician A. Mazaraki and G. Belostecinic has developed
an international research project Priorities of the Ukrainian Moldovan
trade and economic relations in the context of cross-border strategies
of cooperation and European integration.

Academician G. Belostecinic performs a lot of duties as a
member of the Executive Bureau of European Council to the Prime
Minister of the Republic of Moldova, member of the leadership of the
Chamber of Commerce and Industry of the Republic of Moldova,
member of the Board of the Ministry of Economy of the Republic of
Moldova, member of the Plenary Council for Science and Technology
development of the Academy of Sciences, member of the plenary
sessions and member of the Certification Commission of the National
Council for Accreditation and Attestation of the Republic of Moldova,
member of the editorial board of the Encyclopedia of Moldova.

Rector G. Belostecinic is President of the Association of Eco-
nomists of Moldova, Chairman of the Moldovan Italian Logistics
Association, Chairman of the Specialized Scientific Council of the
Academy of Economic Studies of Moldova of Doctoral Theses, scientific
consultant of doctoral students and scientific director of graduate
students in writing doctoral and Ph.D. theses on the Economy,
in Marketing and Logistics (since 1997). Under the leadership of
G. Belostecinic National school of marketing and logistics was formed,
where 15 theses for the degree of habilitated doctor and Ph.D. in
economics were upheld.

ISSN 1727-9313. HERALD OF KNUTE. 2014. W 6 7




The results of scientific research of Academician G. Belostecinic
are reflected in 140 scientific publications, including 7 monographs
(some in collaboration), numerous articles and studies published both
in Romanian and other European languages in specialized scientific
journals and composite books published in Republic of Moldova,
Romania, Ukraine, Italy, Bulgaria, Poland, Belarus, Egypt and others.

Fruitful scientific and pedagogical activity of Rector G. Belo-
stecinic is appreciated both by public, scientific and economic circles
in the Republic of Moldova and far beyond its borders. For pro-
fessional and scientific achievements Rector G. Belostecinic was
awarded with high state award of the Republic of Moldova: the Order
"Honor" (2010).

Academician G. Belostecinic successfully combines professional
and social activity, he was a member of the Parliament of the Republic
of Moldova of the XIX convocation in 2010-2011.

For high scientific achievements G. Belostecinic was elected
Member of the Academy of Sciences of Moldova (2012), corres-
ponding member of the prestigious professional forums and institutions,
the International Academy of Management (2006), The American
Romanian Academy of Arts and Sciences (2005), an honorary member
of the National Institute of Economic Research of the Academy of
Romania (2004), Italian Logistics Association (2005).

Rector G. Belostecinic is Dr. "Honoris Causa" at some foreign
universities: Lucian Blaga University of Sibiu (Romania), Ovidius
University of Constanta (Romania), D. A. Tsenov Academy of
Economics (Bulgaria).
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STATE AND ECONOMY

UDC 339.13 (477)

MAZARAKI Anatoly, Doctor of Economics, Professor,
Head of Commercial Entrepreneurship Department,
Rector of KNUTE

LAGUTIN Vasyl, Doctor of Economics, Professor,
Head of Economic Theory and Competition Policy
Department of KNUTE

DOMESTIC MARKET OF UKRAINE
IN AN UNSTABLE GLOBAL ECONOMY

Tendencies of the domestic market in Ukraine in terms of the volatility of the
international economic environment have been analyzed, risks for domestic commodity
markets caused by increasing global imbalances have been identified. Sources maintaining
the stability of the domestic market, including the development of competition between
business and policy of import substitution have been identified.

Keywords: domestic market, competition, market efficiency, openness of the
economy, global value chain, tolling, import substitution.

Ma3zapaku A., Jlacymun B. Buympennuii puinox YKpaunvl 6 ycioeusax necma-
ounbHOCHMU 21100a1bHONL IKOHOMUKU. [IPOaHATU3UPOBAHbI MEHOCSHYUU PA3GUMUSL 6HYMPEHHE20
pbiHKa VKpauHvl 8 YCI08USX BONAMULLHOCHIU MENCOYHAPOOHOU IKOHOMUYECKOU Cpedbl,
BbLAGNEHBI PUCKU 0TIl OMEYeCMBEHHbIX MOBAPHBIX DLIHKOE, 00YCI0GIEHHbIE YCUTEHUEM
2nobanbHbix ducoanancos. Onpedenerbl UCHOYHUKU NOOOEPICAHUSL CMAOUTLHOCU 6HYIMPEHHE20
DPbIHKA, Cpedu KOMOPbIX NPUOPUMEMHBIMU ABTAIOMCA PA36UMUE KOHKYPEHYUU MedHcOy
CcYOBLeKmMamu nPeOnPUHUMAMENbCMEA U NOTUMUKA UMHOPMO3AMeEUeHUS.

Kniouesvle cnosa: BHYTpEHHUI PBIHOK, KOHKYpeHIUs, 3()(EKTUBHOCT PHIHKA,
OTKPBITOCTh SKOHOMHKH, TTI00IbHAS LIENb CO3JaHNS CTOMMOCTH, AABAITBHUYECTBO, UMIIOPTO-
3aMelleHHE.

Background. A model of the domestic market, which was formed in
Ukraine over the past two decades, has exhausted its potential. In this
model, the driving forces of growth in the domestic market were stimulation
of consumer behavior of population and import increase. Today, Ukrainian
economy has to balance between the challenges of import substitution to
prevent further import growth and risks of devaluation and inflation trends

© Mazaraki A., Lagutin V., 2014
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STATE AND ECONOMY

in terms of the need to stimulate domestic commodity production. Rational
choice in favor of Ukraine's European integration opens up new perspectives
for innovative investment model of the internal market. Under these conditions,
unfavorable trends in it are caused by the influence of global instability and
can have a serious threat to the implementation of policies to stimulate
domestic manufacturer. It has formed the relevance of the study.

Analysis of recent research and publications. Problems of trans-
formation of the domestic market of Ukraine, its structural and institutional
reforms, justification of scientific approaches to determining the development
strategy have been discussed in the writings of many academic economists,
including: V. Vishnevskyi [1], A. Halchynskyi [2], V. Heits [3] and L. Dei-
neka [4], A. Ignatiuk [5], T. Ostashko [6], A. Pustovoit [7], V. Sydenka [8],
B. Tochilina [9], G. Fyliuk [10], M. Jakubowskyi [11] and others.

There is an understanding in domestic economic science that the basis
of social and economic policy in Ukraine should be the idea of ensuring
development of domestic production and domestic market. This approach
makes it possible to build a system of government measures to counter the
influence of external perturbations in the stagnation in global demand and
maximum use of domestic resources for economic development.

Balance achieved in the global economy after the global crisis of
2008-2009 is unsustainable and fundamental global imbalances have not
been eliminated. Given the high degree of openness of the Ukrainian eco-
nomy and the economic losses in recent years, one should not exclude
pessimistic scenarios of the internal market. Ukraine's economy is very
vulnerable due to high dependence on the situation on international markets.
Will policy to encourage domestic investment demand be relevant to
practice in this environment?

The article aims to identify the latest trends of Ukrainian domestic
market in acute global challenges for the national economy.

Materials and methods. Theoretical and methodological basis of
researches were: scientific works of domestic and foreign economists in the
problems of global competition, industrial organization, market mechanisms,
anti-monopoly (competitive) policy.

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. Domestic market (DM) refers to a system of structural
components and a set of institutions in the sphere of commodity circulation,
which mediates the relationship between producers — sellers and consumers —
buyers inside the country. Domestic market reflects the economic relations
that emerge and develop, especially in trade business, in order to establish
optimal relationships between domestic producers and domestic consumers.

10 ISSN 1727-9313. HERALD OF KNUTE. 2014. N 6
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Investigation of the structure of DM should be combined with
institutional analysis, which provides theoretical justification for market-
competitive nature of the categories, learning forms, stages and levels of
development of the internal market. The study investigates not only the
structural relationship between individual elements of DM, but also explores
more deeply their institutional transformation.

This understanding of the nature of the domestic market allows you to
find a more rational way of solving the dichotomy "industry-commodity"
because it is impossible to identify industry and commodity markets. While
analysis of structural components of DM emphasizes the importance of
macroeconomic content of branch markets, microeconomic analysis is first
of all analysis of competition institute, it is inseparable from the study of
commodity markets. In this regard it should be noted that the interpretation
of the domestic market by A. Pustovoit is limited because it defines its
essence as a "concept that integrates all areas of the national economy
markets where its residents conduct a sale of goods and services" [4, p. 13].

Modern market is a complex nonequilibrium (dissipative) system. In
terms of ontological meaning, the idea of non-linearity and evolutionism is
central to understanding the nature of the market and competition. Market
resources are personified due to the domination of private property that’s
why the implementation of an economic interest means the actual imple-
mentation of some form of property. Standard mechanism of this process is
competition, which ultimately leads to increased market efficiency. Founder
of evolutionary institutional theory Schumpeter saw the market as a process
and competition as procedure of opening by entrepreneurs new uses of
known resources and innovative discovery of new resources [12, p. 459-463].
Exploring the role of the entrepreneur in market interactions, J. Kirtsner
wrote: "With the deployment of business process new products may appear
in the market, products with new features may be developed, new methods
of production, new forms of industry organization, financing, marketing and
risk management can be introduced. All this continuous activity and
excitement of the market should be seen as a result of continuous process of
discovery, which market consists of" [13, p. 30].

Domestic market is effective, when it demonstrates its ability to
diversify capital flows and ensure that they flow into the most promising
economic activities that stimulate domestic supply rather than demand for
imported goods.

While the neoclassical concept of market efficiency is usually deter-
mined by maximizing the utility of individuals, the possibility of a mutually
beneficial contracts and equal access to information contained in the market
prices of goods, institutionalists believe that market efficiency and pro-
fitability of market concluding contracts depends on how effective insti-
tutions are, consequently market efficiency is a result of certain institutions’
impact on the market.

ISSN 1727-9313. HERALD OF KNUTE. 2014. W 6 11
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The current period is characterized by the return of a country in the
economy and its constructive role in market regulation, the emergence of
several new features in terms of anti-crisis governance. However, this trend
does not deny the long-term tendency to strengthen the role and importance
of market self-regulation. This approach should not be called market
fundamentalism [14, p. 68], which is usually subjected to total criticism.
Market, competition and market-competitive relationship objectively occupy
a leading place in the modern economic system.

Restriction of competition and deterioration of the competitive envi-
ronment in the domestic market is reducing its efficiency: allocative (part of
the consumer surplus increases due to increased output) [15, p. 77-87],
production (X-efficiency, which arises as a consequence of increase of
entrepreneurs’ motivation to reduce production costs in the absence of com-
petitive pressure) [16, p. 392—415], dynamic (expanding the innovative acti-
vities of business entities aimed at upgrading production technology and
product range) [17] and distribution (competition activation and costs reduction
of monopoly to support market power) [18, p. 224-232].

The internal market mechanism is mega system of information capabilities.
The combination of commodity markets is based on vertical and horizontal
principles of free capital movement, providing unique information capacity
of DM. However, in the domestic market of Ukraine due to the high degree
of asymmetry of information (a situation where some economic actors have
a greater share of market information than others) unfair competition is
widespread. Asymmetry of market information created for some market
players of market relations gives opportunity to abuse others. There are two
main effects of asymmetric information — adverse or negative selection and
moral hazard. In the commodity market effects of asymmetric information
lead to adverse consequences. Thus, under these conditions, sellers of high
quality goods (paradoxically) suffer or leave the market.

The theoretical basis of research related to the problems of asymmetric
information in the market are the works of Nobel laureates in economics
J. Akerlof [19, p. 488-500] and M. Spence [20, p. 591-597; 21, p. 355-374],
which showed that markets are imperfect concerning the access of market
actors to complete and accurate information, especially about the price,
necessary for making good decisions.

The methods of reduction of asymmetric information on the part of
consumers in DM, and hence limit unfair competition include: consumer
rights protection, liability of manufacturers and sellers for false information,
labeling, quality standardization and so on. Virtually every country has laws
on consumer protection, but it is always possible to make the exchange
of information asymmetric, and the less-developed institutional framework of
consumer protection is, the greater the asymmetry.

The contradictory effect of the current global instability in the development
of the internal market should be considered in the context of the globali-
zation process of commodity production.

12 ISSN 1727-9313. HERALD OF KNUTE. 2014. ¥ 6
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The content of influence mechanism of commodity production glo-
balization on the development of DM is advisable to analyze on the model-
based global value chain by G. Jerefi. In this model, the market is seen as
a set of interconnected serial exchange links which are based on technological
chain of production and sale of goods (value chain) [22, p. 95-122; 23, p. 37-70].
The development of the modern world economy is accompanied by the
formation of global value chain that connect the "core", "semi-periphery"
and "periphery". Thus the movement from raw materials, intermediate products
to final products is carried by the vector from the "periphery" to the "core".
Globalization forms two main types of value chain — one that is controlled
by the producers (mainly high-tech industry) and one that is controlled by
buyers (mainly consumer goods market).

The main institutions of the global value chain are the transnational
corporations. In modern terms a trend clearly forms towards vertical disinte-
gration of transnational corporations and industrialization in developing
countries. Transnational corporations are increasingly focusing on innovation,
new product development, marketing, segments of goods and services with
high added value and refuse to perform "non-key" functions related to the pro-
vision of normal services and production, based on the amount [24, p. 78-79].

Today, the trends transforming the value chain in the global economy
are becoming more and more clear. "Semi-periphery" countries are increasingly
moving away from simple conveyor production, where they worked on
imported semi-finished products for alien technology under the control of
the leading "core" companies to a more complex system providing full
service (full-package sourcing). This global chain provides a higher degree
of autonomy when there are elements of the original production of finished
products, and in the future — to manufacture their own brands (original brand
name manufacturing, OBM), much of which is associated with copying
modern samples from developed countries.

In the post-Soviet countries such as Ukraine, a different model of the
value chain was formed, which is based on a system of outward processing
trade or tolling schemes. In this chain "core" companies export materials
and semi-finished products (goods made on commission) in the "periphery"
and then re import finished product [25, p. 63—88]. In Ukraine, the tolling
scheme has been operating since 1990's. These schemes have made it
possible for many Ukrainian companies to get involved in outward processing
trade, enabling them to more or less successfully navigate the crisis.

The tolling scheme refers to processing within the country imported
goods or goods made on commission conditionally relieved from payment
of import duties and taxes, if they are intended for manufacturing, pro-
cessing or repair and subsequent export of the final product from the country-
processor [26, p. 100-113; 27, p. 32-33]. In the present context tolling is
used by large integrated companies and commercial organizations created
by them abroad as a means of reducing the cost of production with its
relocation to countries with cheaper energy and natural resources, labor, that
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provide minimum tax, customs and logistics costs. Tolling operations are
transformed into an instrument of redistribution of resources and improve
the efficiency of customers ("core" companies) under the terms of simple
"ousting" of "periphery" enterprises.

In Ukraine, the main arguments in favor of preserving tolling operations
can be considered lack of working capital in processing enterprises to
purchase raw materials for production. In the implementation of tolling
operations processors don’t need the costs for procurement of raw materials,
compared to the production on normal commercial terms. However, this
situation creates a dependency on one source of supply of raw materials and
essentially destroys the resource base in the country.

Opportunities of domestic enterprises to quit mechanisms of outward
processing trade and especially the formation of their own value chain are
extremely limited. Obviously, it is unrealistic to immediately abandon the
tolling schemes in Ukraine, but it’s possible to do it gradually. However,
this requires appropriate financial and economic conditions. First of all,
government support in securing raw materials, expanding the amount of
available credit, introduction of modern equipment and investments.

Optimal balance between consumption and savings as a form
of rationalization of the economic behavior of market actors is important for
efficient organization of the domestic market. The problem of correlation
between consumption and savings for the first time in a macroeconomic
sense was examined by John Maynard Keynes and is now widely used by
economic science [28, p. 101-140].

Consumption generates DM capacity, savings make the prospects of
its dynamics. Table 1 on the basis of national accounts data shows the extent
and uses of disposable income on consumption and savings in the economy
of Ukraine.

Table 1
Final consumption expenditure and gross savings in Ukraine
in 2001-2012, bin UAH *

Index (by sector) 2001 | 2003 | 2005 | 2007 | 2010 | 2011 | 2012
Final consumption expenditure | 156.3 | 201.6 | 337.9 | 558.6 | 914.2 | 1113.0|1287.5
Non-financial corporations - - — - — - -
Financial corporations — — — — — — —
General government 40.0 | 50.8 | 80.6 | 129.0 | 220.0 | 237.4 | 276.3

Households | 112.3 | 146.3 | 252.6 | 423.2 | 686.0 | 865.9 11002.0
Non-profit institutions serving 40 45 47 6.4 8.2 97 92
households

Gross savings 522 | 743 | 1134 | 1772 | 197.6 | 208.4 | 198.7
Non-financial corporations | 31.4 | 364 | 414 | 77.2 | 395 | 36.2 | 27.8
Financial Corporation 4.0 6.1 123 | 27.1 | 415 | 477 15.5
General government | 9.5 149 | 13.0 | 240 | 492 | -34 | -20.7
Households 7.2 16.7 | 462 | 485 | 164.7 | 126.5 | 175.3

Non-profit institutions serving
households

* Prepared according to [29].
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In general in Ukraine in 2000-2013's share of gross household savings
amounted to 15-16 % of the total use of disposable income, final consumption
expenditure — 84-85 %. A characteristic feature is the dynamic change in
the structure of final consumption expenditures, a growing share of which falls
on the individual costs and ever smaller — the collective (2000 — respectively
90 % and 10%, in 2010 — 92% and 8 %). The difference between the two
lies in the nature of consumption, individual consumption expenditures are
related to the use of individual consumer goods, regardless of the use of
other consumer goods, collective costs — along with other benefits.

At first glance, households (population) of Ukraine demonstrates rela-
tively high tendency to consume (see table 1). But high prices for goods and
services, spending on health and education reduces opportunities for other
uses of disposable income of households. The situation for different struc-
tural segments and institutional sectors of the domestic market is usually
different. There fore, a scientific development of optimization models of
macroeconomic proportions "consumption-savings" is necessary.

High risks for the development of the internal market are associated
with a significant degree of openness of the Ukrainian economy (the volume
of imports of goods and services made up in 2013 55.4% of GDP in 2009 —
48 % of GDP and exports, respectively — 46.9 % and 46.3 %) [30, p. 10].
Since 2006 the volume of import in Ukraine regularly exceeds export and
current account balance is negative. As shown in figure I, after reducing the
degree of openness of the domestic economy in crisis 2009 level of openness in
2010-2011 increased, but in 20122013 this figure dropped again. Resources
for growth in Ukraine in modern terms are formed mainly by export earnings
and foreign trade, which cannot be optimal macroeconomic scenario of the
internal market.

130 4
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Figure 1. The degree of openness of the economy
of Ukraine in 2005-2013 years
(Openness of the economy is defined as the ratio of foreign trade to GDP) [30, p. 10]
ISSN 1727-9313. HERALD OF KNUTE. 2014. W 6 15




STATE AND ECONOMY

The high level of dependence on the world market creates challenges
for the Ukrainian economy. International practice shows that underdeveloped
countries are directly dependent on world commodity markets, thus external
factors. Any internal action in these circumstances give short-term positive
effect that over time, as a result of the impact of significant negative external
factors, in fact, is reduced to nothing.

The national economy of Ukraine in modern conditions has acquired
clearly defined open nature to the global economy (table 2).

Table 2
The evolution of the foreign trade of the national economy of Ukraine
Indicators 2005 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013

Current account balance, 2531 |-12763 |-1732 |-3018 |-10245 |-14315 |-16355
million USD

Current account balance to GDP,% | 3.0 -7.0 -1.5 -2.2 -6.3 -8.1 -9.0
1 o
Exports of goods and services,% | sy 4 | 471 | 463 | 507 | 544 | 51.1 | 469
of GDP
Imports of goods and services, %
of GDP |
The balance of the capital account
and financial account, million USD |
Gross external debt, billion USD
(IMF methodology) | 39.6 [101.7 [104.0 | 117.3 [126.2 | 134.6 | 142.1
Gross foreign debt,% of GDP 459 | 559 | 883 | 86.0 | 773 | 764 | 78.1

International reserves,
billion USD (as of end of period) 19.4 | 31.5 | 265 | 346 | 31.8 | 245 | 204

50.6 | 55.0 | 48.0 | 53.7 | 60.6 | 59.2 | 55.4

-2660 | 12232 | 1389 | 1664 | 9259 |12940 |16536

* Prepared according to [30, p. 10].

Serious problem is the reduction of international reserves, making it
impossible for NBU to act on currency market. This automatically leads to
a periodic perturbation devaluation of the hryvnia and the forced removal of
restrictions on the foreign exchange market, thus the actual transition to
a flexible exchange rate. The current balance is covered by international
reserves. From the 2010 to 2013 Ukraine lost because of this 14.2 billion USD
of its international reserves. The devaluation of the hryvnia causes higher
prices for goods that nothing can replace on the domestic market, because of
the absence of domestic production. These manufacturers "disappeared"
because they had become redundant in terms of reduction of DM. For their
recovery and overcoming structural imbalances in the economy significant
amounts of investment resources are required.

Another important aspect that affects the domestic economy is the
dynamics of exchange rate and consumer prices. Currently the exchange
rate directly affects the growth of wholesale and retail prices. Imported
goods, fuels and lubricants are becoming more expensive, and consequently
the retail prices of most goods.

Due to the devaluation of the hryvnia national producers have significant
losses. Thus, in agriculture maximum foreign currency exchange loss in the first
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quarter of 2014 amounted to 366 million USD with revenue at 309 million USD
in the country's largest agricultural holding "MHP". In the "Industrial milk com-
pany" this index is lower — 31.7 million USD (revenue — 10.66 million USD);
in "Milkiland" — 46.79 million Euro (revenue — 77.29 million Euros),
"Astarta" — 69.98 million (revenue — 89.44 million) [31]. The capitalization
of Ukrainian agricultural companies is now at its lowest level since 2009.
All companies whose securities are traded on the European stock markets
show lower cost of their assets.

In the retail hryvnia devaluation reinforces the dominance of retailers
in relations with suppliers. Suppliers of imported goods that have external
contracts with deferred payment in foreign currency are in the worst
situation because they actually sell the product at 'former' prices. In turn, the
large retail chains pay suppliers in UAH by delayed payment, often for
several months, which is why wholesale companies are forced to operate at
a loss. In addition, retail store chains reduce the range of imported products.
Constant indexing (increase) of the retail price of imported goods in
supermarkets is profitable for supermarkets, because they "earn" on the
remains of production. Previously, domestic retailers actively expanded
portfolio of their own brands by imports, now import from abroad is not
profitable for retailers. In fact, there is import substitution — retailers
increase the proportion Ukrainian own brands.

The issue of competition for domestic producers with foreign goods is
very acute on the domestic market of Ukraine. In today's open for global
trade world even countries with liberal model of economic development use
protectionist measures to protect their producers. Support tools range from
duties on imported goods to the use of instruments of monetary and exchange
rate policy. This refers primarily to the introduction of coordinated mechanism
for ensuring secure access for really quality goods and services to the
domestic market.

Excessive saturation with imported products is an acute problem in
Ukrainian domestic market (figure 2).
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Figure 2. The share of imported consumer goods in Ukraine through
a sales network of an enterprise in 2005-2013 [32]
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As shown in figure 2, after a slight decline in the share of imported
goods in 2009 in the following years, the figure began to increase again.
Especially significant is the share of imports in the sale of consumer goods.

Table 3 shows ten food and goods on importing which in 2013 is the
largest share of sales in the domestic trade of Ukraine (sold through a sales
network of the enterprise).

Table 3
The largest number of imported food and goods in Ukraine
through a sales network of an enterprise in 2013 [32]
Goods | Share, %
Food products
Coffee 55.6
Fruits, berries, grapes, nuts (including melons) 47.5
Canned fruit and berry 44.4
Fish and seafood 38.6
Wines 31.1
Tea 30.2
Canned goods, prepared foods fish 29.3
Pasta 24.4
Canned food 22.5
Cognacs 19.4
Non-food products
Motorcycles, scooters, mopeds 99.4
Computers and other gadgets 99.1
Photographic equipment 98.3
Watches 98.1
Shoes 97.7
Hats (except fur and knitwear) 95.7
Knitted clothes and underwear 95.0
Leather, fur and other products 93.6
Clothes and linen fabric 93.2
Household equipment 88.5

* Production of coffee in Ukraine is limited mainly to packaging

Issue of development of the domestic market in Ukraine — the need for
the policy of import substitution is discussed. Opinions on import among
modern economists and politicians are ambiguous. For example, 1. Valerstein
estimated import-substituting industrialization as simple corruption [33, p. 73].

The effect of import substitution is still evaluated in different ways: on
the one hand, the ineffectiveness of such policies is highlighted (referring
usually to the experience of Latin American countries), on the other hand it
is proved that the proper application of the import substitution program
allows to achieve significant positive results (this conclusion is reinforced
by experience of Latin America). Many countries in Africa and Asia in the
1990’s deliberately abandoned protectionism and market protection and
agreed to the proposed doctrine of liberalization of foreign economic relations.
However, real progress in this direction has not been achieved.
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The policy of import substitution is provided by state support for
domestic production by subsidy, or by raising fees, administrative barriers,
import quotas and other protectionist measures. The denial of import
substitution is based on the ideas of efficiency of liberalization of foreign
economic relations — the free movement of goods, services and capital.
Import substitution is a form of manifestation of qualitative changes in
commodity supply in the domestic market development. Import substitution
in the structure of commodity supply and reduction of dependence on
imports in the current environment is one of the priorities of the DM.

In the pre-crisis (until 2008-2009) period was considered that the
policy of import substitution had exhausted itself. However, the global
financial and economic crisis has forced to critical review of postulates of
free international trade. During the crisis, many countries did not carry out
in full liberal rules imposed by international organizations.

In modern conditions promising is a model of import substitution,
which provides relationship between tools to displace imports from DM and
incentives for the development of domestic production oriented on export.
This model involves protectionist measures to protect domestic producers
and expansion of foreign markets. The openness of the domestic market has
the effect in terms of economic growth. In other conditions there is a need
for government support of own commodity production, taxes increase and expan-
sion of non-tariff barriers. The combination of import substituting and export-
oriented policy implies public stimulation of domestic production of goods
of short- and medium-term use for the purpose of import substitution and
export oriented manufacturers. This very model may be the most viable for the
economy of Ukraine. The model when domestic companies work for export
and domestic Ukrainian market is "glutted" with cheap low-quality foreign
goods is inefficient. Low competitiveness of domestic producers in the
domestic market adversely affects the dynamics of creation (saving) jobs.

Implementation of the policy of import substitution is not possible
without meeting the growing needs of national commodity production in
investment (funding). It is about the need to compensate for chronic unde-
rinvestment of domestic producers, as well as ensuring proper investment
of the process of production. Thus, improving conditions for investment and
support of domestic exporters in developing new export markets acquires priority.

New investors will enter the process of domestic commodity pro-
duction under the condition of maintaining fair competition. It is about
creating a better investment climate, protecting investors, improving the
ease of doing business, tax simplification, empowerment of borrowing to
invest, improving customs procedures, reducing lending rates including the
ones on the basis of budget subsidies and so on. It is important to the
effective management of interest rates (both lending and deposit). It is
essential to ensure that foreign investors consistently follow the practice of
reinvesting the proceeds into Ukraine's economy, leaving investment income
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within DM. For this it is important to establish a reliable system of pro-
tection and promotion of investment, protection of intellectual property.

Formation of a national model to protect the domestic market in terms
of its integration into the globalized trade system is essential. Many common
international practice methods and tools to protect DM are not used in
Ukraine. International experience in foreign trade regulation is not used
enough, which would facilitate the solution of important problems of the
national economy. Socio-economic development of many developing countries
shows that in the absence of a developed domestic trade shows that eco-
nomic openness leads to excessively severe pressure of imports on the
development of domestic markets.

In fact, Ukraine's accession in 2008 to the WTO has not changed
anything in this unfavorable situation. In the WTO, Ukraine belongs to the
group of RAMs (Recently acceded members). As of March 2012, this group
consisted of countries that have negotiated and acceded after 1995 Having
made major steps required to bring the foreign trade regime into conformity
with the rules and requirements of the WTO, Ukraine has only increased the
openness of its domestic market. The influence of the international situation
has made the problem of efficient development of the national parliament
even more controversial. Following the accession of Ukraine to the WTO,
the most sensitive to the reduction of tariff and non-tariff protection was
agricultural and food market, especially as a result of increased imports of
meat and meat products.

The formation of a free trade area with the EU creates a potential for
expanded domestic goods entering the European markets, but to realize this
potential opportunity the state is required to actively encourage and support
Ukrainian producers and exporters.

Conclusion. National pragmatism and systemic transformation make
it possible to significantly increase the effectiveness of the internal market.
In the new global economy information combined with the intellectual and
social capital creates more competitive advantages for individual countries
and markets than their natural resources. In strategic terms, this involves,
first of all, information transparency, anti-corruption approaches and strong
development of competition.

Improving the business environment will improve the investment
climate, contribute to the fight against corruption, which eventually should
cause a flow of investment and development of the internal market. First of
all, it comes to public administration reform, fiscal decentralization, tax
reform and simplification of the business environment that will become
powerful sources of economic growth and lead Ukraine out of recession.

The priority trend of the domestic market in Ukraine is to move to
investment and innovation model, which should provide an effective
restructuring of the real sector of the economy and create the conditions for
a significant increase in the competitiveness of domestic producers on both
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domestic and foreign markets. Transition to investment and innovative
development model of the domestic market in Ukraine under current condi-
tions is directly related to provision of exogenous and endogenous prere-
quisites for sustainable economic growth. Erik S. Reinert, analyzing the
development of the two, in his opinion, the most successful countries in the
last 60 years — China and India, said: "Only innovation under conditions of
dynamic, but imperfect competition in industrial markets helped to raise
the rate of wages in these countries and eliminate poverty. Ukraine has the
advantage that it is a big market and it has examples to be followed "[34, p. 9].

In practice major trends transforming the domestic market in Ukraine
under current conditions is determined primarily by axiological choice: whether
internal domestic market stays in the post-socialist institutional system of
coordinates with monopolized markets, the dominance of shadow and corru-
ption schemes and excessive state intervention in the market economy and
business market subjects? Or future internal market will be functioning on
the basis of the principles of effective competition, economic feasibility, the
state has functions adequate to market economy? This is actually a choice
between creating modern effective sectoral structure of the domestic market
with high institutional development capacity and partial structural impro-
vements in the current economic model of the internal market, which has no
institutional perspective, especially in the increasingly global instability of the
world economy.
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Ma3zapaxi A., Jlazymin B. Buympiwniii punok YKpainu ¢ ymoeax necmaodiny-
HOCMI 2100a1bHOT EKOHOMIKU.

Ilocmanoeka npoédnemu. Pozensanymo akmyanbHe NUMAHHA PO3GUMKY GHYMPIUL-
Hb020 pUHKY 8 YKpaini y xonmexcmi NOINMUKO-EKOHOMIYHO20 NOULYKY DIEHO8A2U MIdHC
BUKTIUKAMU  IMIOPMO3AMIWEHHS | PUSUKAMU 0e8anb8ayiiuHuX ma IHGIayiiHux mpeHois.
Tumanns 00cniodiceno na 0CHOBI 8UBUEHHS WUPOKO2O MACUBY CIAMUCIUYHUX OGHUX.

AHaniz nHaykosux 00cnidxcens i nyonikauin 3 yici npobremamuru ceiouums, ujo
ceped HAyKosYyi6 mouamuvcsi OUCKYCIL 3 Npusody NOSCHeHHs npobrem mpancopmayii
BHYMPIUWHBO20 PUHKY MaA OOIPYHMYBAHHA HAYKOBUX NIOX00i8 00 BU3HAYEHHs cmpamezii
tioeo pozsumky. IIpu yvomy npiopumemuum € 3a80anHs 3a0e3neYeHHs PO3GUMK) GHYMPILU-
Hb0O2O 6UpobHUYMEa. Mamepiaru cmammi Micmams cyeHapii po3euUmKy GHYMpIUHbO2O
PUHKY, AKI BUNIUBAIOMb 3 BUCOKO20 CMYNEHS 3ANeHCHOCMI eKOHOMIKU YKpainu 6i0 cu-
myayii Ha MidcHapoOonux punkax. Take po3yMiHHA NUMAHHA BUMASAE BUABNEHHS CYUACHUX
mpenoi6 po3eUmKY YKPAiHCbK020 8HYMPIUHbO20 PUHKY 30 HASABHOCMI 20CMPUX 2NI00ATbHUX
BUKIUKIB OJIsl HAYIOHANILHOL eKOHOMIKU, WO [ € MEMOIO 00CIONCEHHA.

Mamepianu ma memoou. Teopemuunoio ma mMemoOoI0SIUHON OCHOB0IO OOCTIONCEHHS
Cy2y8anu HaAyKo8i npayi IMYU3HAHUX I 3apYOIJCHUX eKOHOMICMI 3 npobiem 2100anbHol
KOHKYPeHYil, RPOMUCTIOB0T OPeaHi3ayii, PUHKOGUX MEXAHIZMIB, GHMUMOHONOILHOL (KOHKYDEHMHOL)
nonimuku. bazamoacnexmuuii xapakmep O0CTHIONCEHHS 00YMOBUE 3ACNOCYBANHSL KOMNIEKCY
HAYKOBUX Memodis, a came. CUCIIEMHO20 NiOX00Y, CMPYKMYPHO-QYHKYIOHATbHO20 AHATI3Y,
NOPIGHANLHO-MUNOAO2IYHO20, AHANIZY | cunmesy, HOVKYii ma OedyKyii, ananizy cmamuc-
MUYHUX OAHUX MA TH.

Pesynomamu 0ocnioxcenna. BHympiwinitl punox 6i0o6pasicae eKoHOMiuHi 8iOHO-
CUHU, WO BUHUKAIOMDb [ PO3BUBAIOMbCSL 8 Chepi MOP208eNbHO20 NIONPUEMHUYMEA, 3 MEMOIO
HANA200HCEHHA ONMUMATbHUX 83AEMO38 A3KI8 MIdHC HAYIOHATLHUMU MOB8APOBUPOOHUKAMU
i gimyusHsAHUMU cnodcusadamu. JJOCIIOdNCeHHsT CMPYKMYpPU 6HYMPIUHb020 PUHK) 8ANCTUEO
NnoeOHy8amu 3 IHCMUMYYIUHUM AHATI30M, RIHAHHAM (QOpM, cmaodili [ PIGHIE PO3GUMKY
punky. Busnaueno me nuwie cmpykmypHi 3aneiCHOCMi Midc OKpeMuMu eremMeHmamu
GHYMPIUHBO20 PUHKY, a U 21ubue 00CII0NHCEHO IX IHCmMUmyYitiHi mpancgopmayii.

Bucnoexu. IIpiopumemnum mpeHOOM DO3GUMKY GHYMPIUIHbO20 DUHKY 8 YKpaiui
€ nepexio 1020 00 IHHOBAYIUHO-IH6eCMUYINIHOI MoOdeli, sika mae 3abesneuumu Oi€gy pe-
CIMPYKMYpU3ayilo peaibHo20 CeKmopa HAYiOHATbHOI eKOHOMIKU. Y cyuachux ymosax yeti
nepexio 6e3n0cepeoHb0 CIMOCYEMbCA eK302eHHUX MA eHOO2EHHUX YMO8 CIAL020 eKOHOMIU-
Ho2o 3pocmanns. IIpome 0151 Ybo2o HeOOXIOHO 30icHUMU pehopmy 0epIHCABHO20 YNPAGTIHHS,

ISSN 1727-9313. HERALD OF KNUTE. 2014. M 6 23




STATE AND ECONOMY

IHCMUmMyyiiny deyeHmpanizayiro, icmomHo ROIINWUMU KOHKYDEHMHe cepedosuiye mosap-
HUX pUHKI6 ma nibepanizyeamu yMosu 6e0eHHs NIONPUEMHUYMEBA, WO MAlOmb CMAamu no-
MYAHCHUMU OdHCepenamu 3pOCMAHH 6HYMPIUHb020 PUHKY | 8UBCOEHHSI eKOHOMIKU YKpainu
31 cmawy peyecii.

Kniouogi cnosea: BHYTpILIHINA PUHOK, KOHKYpEHLis, €)EeKTUBHICTh PUHKY, BiIKPH-
TICTh €KOHOMIKH, TJI00a/IbHHII JIAHITFOT CTBOPEHHS BAPTOCTI, TABATBHHUIITBO, IMIIOPTO3aMIIIICHHSL.
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UKRAINTAN EXPORT
DIVERSIFICATION:
MACRO LEVEL ANALYSIS

Complex microanalysis of Ukrainian goods exporting diversification on extensive
and intensive basis was made. The national export structure deviations from the world one
were formulated. Product codes groups characterized by the highest export concentration
were detected.

Keywords: export, export diversification, export sector, export structure.

3yopuuyxuii A. /Jusepcudpukayusn yKpauHcKoz20 IKCROPMA: AHAIu3 HA MAKPOyPoGHe.
TIposeden KoMIIEKCHBIIL MAKPOAHAU3 TMOBAPHOU OUBEPCUGUKAYUL YKDAUHCKO20 IKCNOPMA HA
9IKCMEHCUBHOU U UHMEHCUBHOU 0CHO8e. DOpMATU3UPOBAbl OMKIOHEHUSL CIPYKMYPbl OMme-
YeCmBEHHO20 IKCNOPMA OM MUPOBOU. BbisseiieHbl epynnvl moapHblx KOO0S, Xapaxmepu-
3ylouuecs 8blCOKOU KOHyenmpayueti SKCnopmd.

Kniouesvle cnosa: sxkcnopr, quBepcuHKaLus SKCIOPTA, SKCIIOPTHBIA CEKTOD,
CTPYKTYpa IKCIOPTA.

Background. Foreign trade is an important source of economic growth
in economy globalization terms. It particularly refers to small open ones
among which Ukraine can be ranked. One of the most important tasks in
economic security sphere for such countries is the export sectors development
by maximal diversification provision of export flows.

According to the state export support system creating Concept Ne 586-
2013-p from 01.08.2013 "...the problem of Ukrainian export imbalance
where the goods with low processing level exceed requires from the state

© Zubritskiy A., 2014
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new approaches to national export policy implementing directed to export
diversification and its growth in goods with high value added". Among the
problems preventing national economy’s export potential implementation in
full is the low product and geographic Ukrainian export diversification [1].
This thesis requires an adequate analytic background enabling not only to
measure in terms of quantity national export diversification, but detect the
export sectors, where this index is low. These are the sectors which are the
focal points of maximal Ukrainian export' potential implementation and
they require a particular attention as an effective state support.

Analysis of recent research and publications. The considerable
interest to export diversification problems appeared in the world science in
the mid of the 1950-s of the XX century due to liberalization expending pro-
cesses of international movement of goods and services. At present a consi-
derable research base on export diversification both in developed countries,
and in the developing ones is worked out. While the review and systema-
tization of the whole range of foreign scientific works can be the subject for
a separate research there are sufficient reasons to consult national materials
and normative documents devoted to export diversification theory and analysis.

In the works by O. Pindyuk and O. Slabospitskaya using indices by
Hirschman and Herfindahl-Hirschman is established that Ukrainian export
concentration was low in 1996-2009 [2;3]. Analyzing export diversifi-
cation for Ukraine and Belarus, O. Bessedina uses Herfindahl-Hirschman
indices reciprocal series. Such procedure applying complicates analysis
results, because one can realize the real export diversification level only
comparing it with indices reciprocal series for other countries. According to
results obtained the diversified branch by assortment is machine building,
agriculture is characterized by the highest market diversification [4]. The
World Bank’s experts determined on the basis of Herfindahl-Hirschman and
diversification indices applying that in 2002 export concentration grew as a
result of economic decline [5]. At the same time it is difficult to understand
how much national export structure differs from the world one. The attempt
to compute the appropriate diversification index was made by N. Sakalo [6].
But this index interpretation isn’t right, because he estimates not the product
structure level, but the degree of export diversification remoteness from the
world one. I. Markovych analyzes the geographical export diversification
according to separate product groups and makes a conclusion that among
the priority product groups for Ukraine the market for railway machine
building is the most concentrated one.

In whole in Ukraine export diversification is analyzed according to the
world economic science, but rather irregularly and it doesn’t enable to
define clearly the main problematic export sectors [7].

' So far as national services export is low as compared with goods export, only
Ukrainian goods export is analized.
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Taking this into consideration the aim of this article is Ukrainian
goods export diversification analysis on the macro level to detect the
segments having the potential to its intensification.

Materials and methods. In the research a statistic database by UN
product trade (UN-COMTRADE) [8] and database on foreign trade by the
World Bank (WITS) [9] comprising detailed bilateral data on export-import
transactions in more than 170 countries of the world was used. To provide
the ability of data comparing the Harmonized Commodity Description and
Coding System (Harmonized System, hereinafter referred to as HS?) at
different detailing levels was used. For the purpose of the of full data
coverage the redaction HS 1996° is applied, as for this one the maximum
amount of information on Ukraine’s trade partners is available. The research
period is 2004-2012.

Results. The export diversification can be defined as an available goods
and/or geographical export structure transformation. For developed countries
diversification is often considered as a transfer from traditional to new
(nontraditional) export goods.

Let’s define two main forms of export diversification: horizontal and
vertical ones. Horizontal diversification occurs within one economy’s sector
and is new goods adding to the existing export basket in this sector for the
purpose of lightening economic (related with price instability and general
trend to price reducing) and political risks. Vertical diversification is
a transfer from national export goods producing in primary economic sector
to their producing in the secondary and tertiary ones. It includes searching
further ways of national goods using with available means of their value
added increasing, such as: deeper processing, marketing, and other services
available [10].

Export diversification relative to goods and trade trends can carry out
on extensive (export goods range expanding, searching new goods sales
markets) and intensive (export value increasing for the same destination
countries and within existing product assortment) basis. Thus, diversification
on the extensive basis is closely associated with horizontal diversification, and at
the same time the vertical one is the export diversification background on
the intensive basis. On the assumption of export diversification theory, it is
necessary to examine intensive and extensive national export diversification
basis (table 1).

To detect export diversification by export product assortment expanding
and searching new destination markets, it is sufficient to make a simple
arithmetical calculation of export markets number and goods export amount.
The necessary condition of this is the high data detailing level, that’s why it
is rational to analyze Ukrainian export diversification on the HS subheading

? Ukrainian foreign economic activity goods classification is the complete analog
of the Harmonized Commodity Description and Coding System (HS).

’ The main motivation for outdated HS redaction using is maximal data coverage
on world export.
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level (detailing level — 6 product code digits). On making calculation export
and import items, which cost estimate during the period analyzed exceeded
$10,000 per year ate taken into consideration.

Table 1

Ukrainian export diversification indices at the extensive basis in 2004-2012

Index 2004 | 2005 | 2006 | 2007 | 2008 [2009 | 2010 [ 2011 | 2012
Goods items amount | 2063 | 2122 | 2147 | 2292 | 2282 |2147 | 2210 | 2242 | 2227
Export markets 117 | 126 | 126 | 129 | 130 | 130 | 129 | 123 | 95
amount

* Made by the author according to WITS [9]

As the table 1 shows in 2007-2008 maximum export assortments
expanding and Ukraine’s geographical partners range occurred. However, in
post-crisis period (2010-2012) the progressive export product assortment
increasing together with destination market devoted loss occurs .

So, in pre-crisis period Ukrainian export sectors actively utilized
goods extensive product export diversification base, which expanding
opportunities were leveled by the world economic crisis. A considerable
export assortment reducing is the illustration that foreign trade can be
communicating economic crises channel. On the other hand, a threatening
trend is the substantial Ukrainian export destination markets reducing at the
end of the period analyzed.

For the purpose of the real situation in Ukrainian goods and
geographical export diversification comprehension there are sufficient
reasons to compare the appropriate indices with the world ones. In the
Figure 1 the indices of export items amount and destination markets for all
the countries of the world in pre-crisis 2007 (figure 1a) and pos-crisis 2011
(figure 1b) periods are shown.

On Ukraine with small open economy world goods markets conditions
affect. For the purpose of the effect visualization given in figure I just 2007
and 2011 are compared, which are considered in the world economic research
practice as the last pre-crisis year and the first world economy’s reha-
bilitation thereafter.

As it is seen from the figure I according to export product assortment
and destination markets amount Ukrainian export sector is on the top of the
world data indices allocation. Entirely, the best indices are typical for
developed countries. Simultaneously by indices analyzed Ukraine is at the
level of such countries as Hungary, Finland, Mexico, Bulgaria, Israel, Greece,

* Partly such reduction is the result of statistic data used for the analysis quality
worsening. If in 2004—2010 within WITS database data on export-import transactions of more
than 160 countries of the world are available, in 2011 — 154 countries, in 2012 — 146 countries.
Such differences were caused by data presentation delay by national statistic authorities. At
the same time the data on Ukraine’s trade partners neglect is so slight, that they can explain
destination markets losses in 2012.
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and Romania. It means that geographical and assortment national export
diversification is rather high and equal to the developing countries level.
Data comparison of 2007 and 2011 enables to make a conclusion that
product assortment reducing and export markets loosing typical for Ukraine
are the world trends. In fact, Ukrainian export situation in pre-crisis and
post-crisis periods in indices analyzed allocation remain unchangeable.
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Figure 1. Export items and destination markets amount of the countries
of the world in 2007 and 2011
(Calculated and made by the author according to the WITS data [9])

Export diversification on extensive basis is possible only to certain
restrictions. At one hand, constant product assortment expanding is impossible
due to existing world one and trade partners countries list, from the other
hand, each export product or export market can be considered a "new" one
during only a year, when export product assortment and export market list
were expanded.
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More desirable for the world practice of the world trade researching
and regulating is export diversification at intensive basis. Such diversi-
fication form extending stimulates industries with high value added level,
creates the prerequisites for employment growth in the economy, smoothes
anywise a swing in the world economic activity, and reduces export risks.

For the purpose of Ukrainian trade export diversification research we
apply two indices, used in the world practice of foreign trade analysis:
normalized concentration index by Herfindahl, proposed by WTO experts
(Bacchetta, et al, 2012) [11], and normalized one by Herfindahl-Hirschman,
used by UNCTAD (UNCTAD, 2013) [12].

The simplest diversification index is the inverse one to Herfindahl
concentration index, which is each industry (or product group) share sum of
squares in the overall country’s volume of exports. If the country is denoted
as i, and its certain industry (or product group) as k, Herfindahl index can be

written as a formula:
ho=3 (i), M
k

where Sk — is industry (or product group) share k in country’s volume of
exports i;
k — goods export amount.
According to modeling %' flyctuates 1/k to 1. The index can be
normalized within zero and unity, in such case it is Herfindahl index, that is
in question nh':

=
nh' =—kK. )
1
1-—
k

If such concentration indices as Herfindahl index are calculated only
within product assortment available, they measure concentration/diversifi-
cation on intensive basis.

Herfindahl-Hirschman index nHH can be shown as a formula:

where x; is product value of exports i by the country ;.

Both indices vary within 0<nHH,nh'<1; index approximation to
1 means export concentration increasing (diversification decreasing), and
values approximating to zero show high export diversification.
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One of the main problems of the indices mentioned is their depen-
dence at the disaggregation level of statistic data used during the analysis.
For the purpose of elimination of possible index understating Ukrainian
product export diversification analysis will be made in two steps:

1) normalized concentration indices calculating is made on three HS
detailing levels: at chapter level (two digits of Electronic Product Code),
headings (four digits of Electronic Product Code), and subheadings (six digits
of Electronic Product Code) without any updating and restricting;

2) for eliminating effecting the final result of the codes, which export
transactions amounts are small, starting data limitation procedure is made’.
It is a small product items withdrawal from calculations made by such
principle: at the level of HS subheadings on calculating all product items,
which export amount doesn’t exceed 1 billion USD per year are taken into
consideration; at the level of HS headings — product items, which export
amount doesn’t exceed 10 billion USD per year; at the level of HS headings
product items, which export amount doesn’t exceed 100 billion USD per
year aren’t taken into consideration.

Ukrainian export diversification indices calculations on intensive basis
results taking into account the restrictions are given in table 2.

Table 2
Ukrainian export diversification concentration indices
(according to detailing levels) in 2004-2012
Index | 2004 | 2005 | 2006 [ 2007 | 2008 | 2009 | 2010 [ 2011 | 2012
Unlimited data
Herfindahl normalized concentration index at the level of
HS chapters 0.124 10.127 1 0.126 |0.125| 0.130 | 0.086 | 0.097 | 0.092 | 0.074
HS headings 0.025 1 0.028 | 0.027 |0.025| 0.032 | 0.023 | 0.026 | 0.027 | 0.024
HS subheadings 0.0119]0.0133]0.0123]0.011 |0.0139]0.0128|0.0138 |0.01490.0149
Herfindahl — Hirschman normalized concentration index at the level of
HS chapters 0.292 10.297 | 0.296 |0.294| 0.301 | 0.230 | 0.249 | 0.241 | 0.207
HS headings 0.134 10.145 | 0.142 |0.136| 0.155 | 0.128 | 0.138 | 0.140 | 0.130
HS subheadings 0.096 | 0.102 | 0.097 |0.092| 0.105 | 0.100 | 0.104 | 0.109 | 0.109
Limited data
Herfindahl normalized concentration index at the level of
HS chapters 0.135]0.140 | 0.137 |0.131 0.135 | 0.092 | 0.100 | 0.094 | 0.075
HS headings 0.027 | 0.031 | 0.029 [0.027]| 0.033 | 0.024 | 0.027 | 0.028 | 0.025
HS subheadings 0.012 10.014]0.013 [0.011] 0.014 ] 0.013 ] 0.014 | 0.015 | 0.015
Herfindahl — Hirschman normilised concentration index at the level of

HS chapters 0.308 {0.316 | 0.311 |0.304 | 0.308 | 0.241 | 0.255 | 0.244 | 0.211
HS headings 0.140 | 0.152 1 0.148 |0.140] 0.159 | 0.133 | 0.143 | 0.143 | 0.133
HS subheadings 0.097 {0.103 ] 0.099 10.092] 0.106 | 0.101 | 0.105 | 0.109 | 0.109

*Calculated by the author according to WITS [9] ma UN COMTRADE [10] data.

> Such limitation is motivated by the fact, that each similar product item effects the
calculations indices, which trade volume is low. As a result, such effect causes normalized
Herfindahl and Herfindahl — Hirschman indices underrating.
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According to the table 2 data a preliminary conclusions can be made.
First, national export diversification is high. Normalized Herfindahl and
Herfindahl — Hirschman indices calculated values (both limited and unlimited)
at all detailing levels testify about this. So, during the period analyzed Herfindahl
concentration index at HS chapter level didn’t exceed 0.15, at the same time
at the higher foreign trade data detailing levels this index is 0.04. Herfindahl —
Hirschman index shows higher values and in 2005 reaches HS chapter level
0.316 (for limited data). At the higher starting data detailing levels index
value doesn’t exceed 0.16. Based on formal Herfindahl and Herfindahl —
Hirschman indices preliminary calculation conditions Ukrainian export
concentration is low.

Second, according to the calculations a trend to Ukrainian product
export decreasing to 2008 at HS chapter level can be observed. Analyzed
export concentration indices increasing (with unstable dynamics) testify
about this. However, crisis phenomena at the world markets stopped this
trend and caused Ukrainian export diversification level increasing.

Such dynamics allows making a conclusion about Ukrainian export
growth by individual product items in demand in world market in favorable
years. At the same time detailed data using creates fundamentally different
picture. At HS subheadings level unstable analyzed indices decrease changing
to permanent indices increase after 2008 is observed. Based on contrary
results obtained during calculating, a necessity of further detailing and trends
detecting at product groups level appears.

Third, calculations testify about high analyzed indices dependence on
starting data detailing degree. Besides, at different foreign trade data detailing
levels contrary trends are observed. In whole normalized Herfindahl and
Herfindahl — Hirschman indices calculating enables to make maximally
impossible analysis quality decreasing due to indices mentioned disadvantages.

Analysis at macro level doesn’t allow defining the sectors which
export is the most concentrated, as values obtained is an average amount by
all Ukrainian export product groups. In connection with this a necessity of
similar calculations at the certain industries level or in case of foreign trade
data — homogeneous product code groups appears.

For the purpose of defining the least diversified sectors all the
Ukrainian product export (at HS subheadings level) is divided into 16 product
code groups and for each of them normalized Herfindahl index is calculated
separately. As a checkpoint for comparing 2007 (figure 2a) and 2011 (figure 2b)
are used.

Against the background of overall trend to Ukrainian export decreasing
observed at macro level, the results of sector calculations at six-digit codes
level show contrary trends and are rather informative.

In export sectors normalized Herfindahl concentration index increased
from 0.011 in 2007 to 0.015 in 2011. Those product code groups for which

ISSN 1727-9313. HERALD OF KNUTE. 2014. M 6 31



STATE AND ECONOMY

the index analyzed is the highest are clearly observed, such as: fuel, mineral
raw materials, leather and animal products.

As can b

e seen from figure 2a and figure 2b export concentration

in product code groups mentioned (excluding vegetable and leather products) in
post-crisis period only increased. The highest national export concentration
increasing was observed in the product code group combining mineral raw
materials (from 0.182 to 0.357) and in transport (from 0.067 to 0.151). Together
with this majority of another product code groups within comparison made
also showed small normalized Herfindahl concentration index increasing.
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Figure 2. Normalized Herfindahl concentration indices in export sectors

in 2007 and 2011 (Made by the author by WITS [9] and UN COMTRADE data [10])
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So, the lowest Ukrainian export diversification level can be observed
in fuel and mineral raw materials, vegetable and animal products export,
light industry and in transport. These are the industries which must be the
object of especial attention from the government in national economy export
potential stimulating.

For the analysis of the Ukrainian export potential understanding how
national export structure differs from the world one is very important. Its
indicator is normalized export structure diversification index S, (index

Finger-Kreinin). Export structure diversification index S, signals about the

availability of a certain country export structure differences or groups of
countries from the world one. Index values varying within0< S, <1, shows

export structure discrepancy degree of individual country or groups of
countries from the average world one. Index approximating to 1 testifies
about a certain country export structure differences increasing from the
world one.

Sj=—4—, 4

where h; — is a product share i in the overall country export and groups
of countries J;
h; —1s a product share 7 in the overall world export [12].

For the purpose of the Ukrainian export structure diversification two
main approaches are used: Finger-Kreinin indices calculating on the data
detailed at the level of HS two-digit code basis (unlimited data in table 3);
Finger-Kreinin indices calculating at the data detailed at the level of HS
two-digit code basis and voided from the product items effect which export
amount doesn’t exceed 100 billion USD (limited data in table 3).

For providing comparison of the values obtained in table 3 Finger-
Kreinin indices for individual groups of countries of the world including
Ukraine are also given.

As the table 3 data show Ukrainian export structure considerably
differs from the world one, as Finger-Kreinin index for all the period
analyzed exceeds 0.5. Besides, in the most developed export items segments
such difference grew to 2008 (as analyzed index inconsiderably higher
values for the limited data in this period show), while after 2008 contrary
processes were observed.

International comparisons of export structure diversification indices
enable to make a conclusion, that in whole its values for Ukraine are at the
level for countries with transitional economy. At the same time EC-27
countries — the main industrial goods exporters have the export structure
more similar to the world one by product assortment and value structure.
Developing countries show a little greater difference.
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Table 3

Ukrainian export structure diversification and individual countries
of the world in indices 2004-2012 *

Index [ 2004 [ 2005 | 2006 | 2007 | 2008 | 2009 | 2010 [ 2011 [ 2012
Unlimited data for Ukraine

Diversification
(structure) index
Finger-Kreinin

(on HS chapters level)

0.506 | 0.539 | 0.546 | 0.542 | 0.574 | 0.542 | 0.553 | 0.558 | 0.581

Limited data for Ukraine

Diversification
(structure) index
Finger-Kreinin

(on chapters HS level)

0.505| 0.543 | 0.551 | 0.545 | 0.574 | 0.543 | 0.548 | 0.554 | 0.578

Data according countries groups
Developed countries] 0.150 | 0.159 | 0.165 | 0.168 | 0.173 | 0.175 | 0.180 | 0.181 | 0.189
Developing countries | 0.260 | 0.247 | 0.238 | 0.238 | 0.226 | 0.229 | 0.212 | 0.199 | 0.199
Transitional 0.568 | 0.578 | 0.573 | 0.559 | 0.548 | 0.562 | 0.568 | 0.557 | 0.544
economies
EC-27 0.182] 0.188 | 0.192 | 0.199 | 0.213 | 0.217 | 0.220 | 0.224 | 0.228
The main industrial 1 115 | 195 | 0131 | 0.129 | 0.143 | 0.131 | 0.139 | 0.149 | 0.154
products exporters
Including the USA | 0.260| 0.268 | 0.274 | 0.269 | 0.269 | 0.256 | 0.254 | 0.258 | 0.259
The main petrol 0.666 | 0.666 | 0.664 | 0.652 | 0.636 | 0.632 | 0.639 | 0.626 | 0.623
and gas exporters
Including the
Russian Federation

*Made by the author by WITS and UNCTAD statistic data [13].
** According to UNCTAD classification of Ukraine are referred to the countries with
transitional economy category.

0.662| 0.662 | 0.646 | 0.637 | 0.620 | 0.644 | 0.654 | 0.639 | 0.576

According the table 3 data it can be seen that countries — industrial
goods exporters have almost six times more diversified export sectors
structure, than the ones exporting hydrocarbons. The latter actually become
hostages of such natural resources availability, without applying an effort
for economic and export diversification.

Finger-Kreinin indices comparison for the USA and the Russian Fede-
ration is also informative. American index three times exceeds an appro-
priate Russian and two times Ukrainian ones. Taking into consideration
a low mutual dependence of the economies of the USA and the Russian
Federation, a significant difference between these countries industry structure
becomes evident. An analogical conclusion can be made relating to the
groups, where they are referred in table 3.

Conclusion. Ukrainian export diversification testifies that:

« Ukrainian export diversification on extensive basis is rather high and
meets the developing countries level. At the same time significant reserves
of foreign trade product assortment expending are available;

« Ukrainian export concentration at macro level measured on intensive
basis is not as high as it is often announced in official media and non-spe-
cialized economic research papers. Herfindahl and Herfindahl — Hirschman
indices don’t exceed 0.3 testifying about high product export diversification level;
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. individual export sectors characterized by higher export concentration
in comparison with others were detected, such as: fuel and mineral resources
export, agricultural products, transport, and light industry products;

. against the background of satisfactory national export diversification
at intensive and extensive basis Ukrainian export signification deviations
from the world one are clearly seen.

Ukrainian export diversification is at the developing countries level.
However, the country doesn’t export the goods being in demand at world
markets. It testifies about significant export potential availability and a necessity
in its implementation stimulating both on extensive and intensive basis.

Further research outlook is such Ukrainian export product codes identi-
fication, which under the condition of stimulating policy can make a basis
for Ukraine’s export expansion at world markets.
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3yopuyvkuit A. /{lueepcucgpixauia ykpaincokozo ekcnopmy: ananiz Ha MaKpopieHi.

Ilocmanoexa npobnemu. 3a yMos 2e0nONMUYHUX MA COYIATLHO-EKOHOMIUHUX BUKTUKIB,
wo nocmanu neped YKpainor, ousepcupikayis GIMUUSHAHOZO €KCNOPMY € 3A80AHHIM
nepuioyepeo8oi 8axcaugocmi 6 KOHmMeKCcmi eKoHoMiuHoi Oesnexu. Lle obymoenioe Heob-
XIOHICMb NPOBedeHHs AHATIMUYHO20 AHANIZY Ousepcuikayii YKpaiHcbko2o excnopmy ma
8UOLIeHHs HAUOLTbUW NPOOIEMHUX eKCROPMHUX CeKMOpPI8.

Amnaniz ocmannix 0ocnioxicens i nyoaiKkayiii nokasas, wio, He36aiCaroyu Ha BUCOKY
3ayikagieHicms NPoOIEMOI0 OYIHKU OUBePCUDIKAYTT eKcnopmy y GIMYUSHAHUX AKAOEMIYHUX
KOIAX, 8i0N0BIOHI 00CIONHCEHHSL 30IUCHIOIOMbCSL 00CUMb DE3CUCMEMHO MA He 0alomb 3MO2U
yimko i0enmugikysamu HaubLbW NPOOIEMHI eKCROPMHI CEKMOPU.

Memoro cmammi € ananiz IHMEHCUBHOI Ma eKCMeHCUBHOI 0CHOBU Odusepcugikayii
VKPAIHCbKO2O eKCHOpmY HA MAKpOPIGHI ma i0eHmughikayis eKcnopmHux cexmopie, ujo
Malomb HausuwUl nNomeHyian 00 it no2nudieHHs.

Mamepianu ma memoou. B npoyeci 00CnioxHcenHs: BUKOPUCAHO MemOOU NOPIGHAHHS,
epacghivnuil, mabauunutl, inoexcHuti. OCHOBHUM Oxcepenom ingopmayii € baza cmamucmuy-
Hux oanux mosaproi mopeieni OOH (UN-COMTRADE) ma oanux cmoco8HO 308HiUHbOI
mopeieni Ceimogozo banxy (WITS).

Pe3yromamu oocniocennsn. Y cmammi 30[CHeHO ananiz ousepcugixayii yKpain-
CbK020 MOBAPHO20 eKCNOPMY HA eKCMEHCUGHIU ma IHMeHCUBHIti ocHoeax npomszom 2004—
2014 pp. Bcmarnognero, wjo ougepcuixayis 6imuusHAH020 eKCHOPY HA eKCMEHCUGHIL OCHOGI
€ 00CUmb GUCOKOI MA 3HAXOOUMbCS HA PIBHI KpaiH, wo pozsusacmuvcs. Pezynomamu pos-
DPAxXyHKY ousepcugbikayii ekcnopmy Ha IHMeHCUSHINl OCHOBI C8i0Yamb, W0 B0HA 8iON0GIOHO
00 NOWwUpeHoi OYMKU He € KpUmUu4Ho Hu3bKor. Ilpuuuna Hu3wvKoi epexmugnocmi yYKpain-
CbK020 eKCNOPMY KPUEMBCA Y CYMMEBOMY BIOXUNIEHHI L1020 CIPYKIMYPU 8i0 CMPYKMYpPU C8i-
MOB020 eKCHOPMY, WO 8CMAHOBIEHO HA OCHO8I po3paxyHKy iHoekcy Dinzepa-Kpetinina. Takoosc
i0enmuikosani eKCROPMHI CEKMOPU, 8 SKUX KOHUEHMPAyis eKCnopmy € HAtleuwolo, a came:
eKCnopm naauea ma MiHepanbHoi CUPOBUHU, NPOOYKYIL CLIbCbKO20 20CNO0APCMEd, MpPaHc-
nopmy, a makoic npoOyKyii 1e2koi npOMUCI080CMI.

Bucnoeku. Y cmammi, na 6i0MiHy 6I0 ICHYIOUUX GIMYUSHAHUX NYONIKAYIl, NPOBEOCHO
CUCMEMAMU308aHUTE KOMNJIEKCHULL aHali3 Ousepcuikayii ykpaincokozo ekxcnopmy Ha pis-
HUX pigHsx demanizayii. 3a pezyrbmamamu po3paxyHKie NPONOHYEMbC 084 OCHOBHUX HA-
NPAMU MAKCUMANLHOT peanizayii HayioHanbHo20 eKCNOPMHO20 NOMEHYIaNy: CIMpame2iuHutl
ma maxkmuynuil. Cmpame2iuHuti HAnNpsam, wWo 6KIIOYAE NPUBCOEHH CMPYKIMYPU SIMYUSHSI-
HO20 eKcnopmy ) 8i0nogioHicms 00 C8imoeoi, Modce Oymu peanizosanuil y 00820CMpPOKO-
6omy nepiodi. Taxmuunuii HANPAM NONASAE V 3HUNCEHHI KOHYeHMpayii eKcnopmy 8 Hatloinbu
NPOOIEMHUX CEKMOPAX 3a PAXyHOK AKMUBHOI 0epaicasHOoi nomimuky (v m. 4. QickanbHoi).

OcHO6HI NONOJICEHHS, BUCBIMAEHT Y CIMAMMI, MOJICYMb cmamu 643010 0Ji ROOATbULUX
HAYKOBUX 00CHIOMNCEHb Y HANpsiMi i0eHmugikayii mosapHux Kooie YKpaiHCbK020 eKCHOpmy,
SKI 30 YMOBU BIONOGIOHOT CIUMYIIOIOHOL NOIMUKU CIMAHOSUMUMYMb OCHO8Y peanizayii
eKCnopmHo20 nomenyiany Ykpainu ma noxpawjanHs KilbKiCHOI U AKICHOI cmpyKmypu
HAYiOHALHO20 eKCNopmY.

Kniouoei crnosa: excropt, eKCIIOPTHUI MOTEHIIal, qUBepcudiKalis eKcIopry,
KOHIICHTpAIlisl EKCIOPTY, €KCTEHCHBHA OCHOBAa IUBEpPCHU(IKAIli eKCIopTy, IHTCHCHBHA
OCHOBa TUBepCcHUdiKaIlii eKCIopTy, CTPYKTypa eKCIIOPTY.
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@omuna E. Cucmema ynpaeneHuecKoii OmMYemHOCU RPEORPUAMUIL MOP206TIU.
Hccnedosano konyenmyanvHvle 0CHO8bI OPMUPOBANUS YRPABIEHUECKOU OMYEemMHOCIU C
nosuyuu cucmemHo2o nooxooa. Onpedenervl mpeOO8aHUsL K COOEPHCAHUIO U CIMPYKIYDe
VIPABNEeHUeCKOU OMYemHOCU NPEONPUAMULL MOP206TIU.

Knwuesvie cnoea: mabOpManmoHHOE 00ECIEUCHHUE YIPABICHHS, YIeTHasT HHOOp-
Marus, yrpaBlieHYecKasi OTYETHOCTh, SJIEMEHTHI YIPABICHYECKOH OTYETHOCTH, YIpPAaBJICH-
YECKUH OTYET.

Background. Commerce is one of the most mobile kinds of entre-
preneurship, which is characterized by high level of assets flotation and
liquidity, a number of contractors with different conditions of business
relations, and as a result big amounts of receivables and accounts payable.
Fierce competition and high risks of trading business result in more requi-
rements to trading enterprise management reporting, which is aimed at satis-
fying the needs of executives in timely and objective information on the state of
commercial and financial activity in order to take right management decisions.

Enterprise functioning under uncertainty and risk causes necessity to
constantly improve information support of company’s management as well
as approaches to formation of management reporting which differs from
others in users, tasks, contents, form, preparation methods. For every specific
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enterprise the management reporting would have peculiar features but at the
same time there should be common theoretical concepts, formation methods
of accounting and analytical information of management reporting the
development of which would provide the possibility of choosing the most
appropriate variant from the possible options for a specific enterprise.

Analysis of recent research and publications. In accounting theory
reporting as an economic category is defined in two ways. On the one hand,
reporting is an element of accounting, way of summarizing and presenting
information on the results of enterprise’s activity; on the other hand, it is
a system of generalized and interrelated economic indicators, which characterize
productive, financial and business performance of an enterprise for a specific
period of time [1]. Considering a growing interest of scientists and practitioners
for management accounting problems, the concept "management reporting"
does not have unanimous definition, and the theoretical studies that have been
carried out, do not take into account dynamic character of modern enterprise
management system and requirements to its information support. Until recently
management reporting has mainly been mentioned in the context of management
accounting or IFRS introduction [2].

Traditionally there has been an idea that "all kinds of reporting are
formed on the basis of a single data bank which is created in the accounting
system" [3, p. 18]. There is also another opinion: Zhdanova A. claims that
"management accounting and reporting are the basis for preparation of any
other type of reporting" [4, p. 10]. Resolving this debate is the framework
for determining the nature and grounding of management reporting algorithm.

In general, very little attention has been paid to the enterprise mana-
gement reporting formation in the scientific literature and the concept of
management reporting has not been developed. Various aspects of mana-
gement reporting have been studied by Ukrainian and as well as foreign
scientists. Among them are Drury K. [5], Bachynskyi V. [6], Zhdanova A. [4],
Karpenko O. [7], Kulyk V., Liubimov O. [2], Nahirska K., Ozeran V., Pozov A.,
Pushkar V., Rytchenko Y. [8], Slobodniak I. [9], Storozhuk T., Khomyn P. [10],
Shalaieva L. [11], Shyhun M. [1], Yudina L. [3] and others. All scientists
apply different approaches to understanding the "management reporting”
category, but it is commonly agreed that it should be defined as a source of
information support of business administration. A variety of opinions on the
merits of the concept of "management reporting" is in particular connected
with the traditional interpretation of the role of management accounting and
reporting in management of a trading enterprise. The lack of theoretically
grounded methodology and formation of management reporting in practice
does not allow to build an effective information system to implement the
functions of business management.

Considering the significant achievements of scientists in the study
of management accounting techniques not much attention has been paid to
the development of methods for determining information needs of mana-
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gement reporting users, methods and terms of its submission. In addition,
currently there is no commonly accepted approach to consistency and
implementation of management reporting, particularly in trade. The above
mentioned confirms the importance and relevance of the research.

The aim is development of conceptual approach to formation of trading
enterprise management reporting system. The determined aim lead to
necessity of solving the following task: to reveal conceptual approaches to the
formation of management reporting based on studies of trade entrepreneurship
peculiarities, taking into account the information needs of users in their
decision-making; to identify the main stages of management reporting
implementation in trade.

Results. An important function of management accounting in trading
enterprise management system is timely presenting information required by
managers of different levels for decision-making.

The main problems in preparing management reports are connected
with lack of general recommendations on forming a system of reporting indi-
cators and information base for their calculation, which makes it difficult to
develop internal standards that are usually a complex of interrelated regu-
latory documents and as a rule include provisions for management reporting
of an enterprise, instructions on formation of separate reports, confidentiality
provisions.

An important step in the process of internal business report prepa-
ration is the development of its original forms. According to the Law of
Ukraine "On Accounting and Financial Reporting in Ukraine" the company
develops its own system and forms of internal business accounting, reporting
and control of business operations with the aim of processing and further
preparation of information about the company’s activities for internal users [12].

Defining management reporting as a set of interrelated data and
estimates, which reflect the enterprise’s functioning as a business entity,
grouped in the whole enterprise and in separate business units, Drury K. [5]
points out the integrity of data on financial and economic activity and esti-
mates that provides the status of the analytical report to internal reporting.

Management reporting as a system of accounting and analytical infor-
mation is presented as a set of accounting estimates, formed in accordance
with the internal regulations of the enterprise and information requests of
users. It must comply with the following principles: a systematic approach;
frequency; balance; quantitative assessment; value of money over time;
diligence; control; use of professional judgment [11 p. 19-20].

Considering management reporting as a system, i.e. artificial set
of elements (accounting and analytical reporting information), the function
of which is to provide users with information in solving management problems,
Slobodnyak I. proves that management reporting is:

- abstract system as it is generated by human thinking;

« hardly deterministic system as it has an internal structure, and interaction
between different elements of the system are subject to the algorithm;
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« dynamic system as the accounting and analytical information system
of management reporting will be viable only in case it responds adequately
to changes that occur in the external and internal environment of the
enterprise [9, p. 20].

This approach to the definition of management reporting led to the
need for clarification of the related concepts:

form of management reporting is a system of accounting indicators
and estimates presented in the prescribed format and in accordance with the
internal regulations of the company, which describes the state of the cor-
responding element of management reporting;

element of management reporting is a set of objects joined together
according to economic contents; the information about them is reflected in
management reporting;

section division of management reporting is an essential part of the
management reporting form, which includes a complete set of indicators
characterizing certain aspects of management reports item [9, p. 19];

article of management reporting is an element of management
reporting that meets the criteria of the methods of forming accounting and
analytical information chosen by the enterprise;

management reporting system of indicators is a management tool and
management efficiency indicator through a set of parameters that are fixed
in this system. At the same time, it is an arranged set of indicators that are
interrelated between each other and provide sufficient information on the
state of an object in economic activity.

The principle of mandatory quantitative assessment suggests that in
the preparation of management reports, quantitative and qualitative,
financial and non-financial indicators that reflect the goals of the company,
detailing them in separate processes are used and they are employed to
assess the performance of the company.

Studies have shown [8] that in order to assess the effectiveness of
business processes implementation, a trading enterprise should reflect in its
management reporting not only financial indicators, but also non-financial
performance indicators such as customer loyalty, new forms of service,
quality of products, increasing the number of customers, market share, the
number of complaints and speed of service per customer. Quality indicators
are also important: losses from returning goods to customers, losses from
discounts to customers. It will especially strengthen preventive control over
the probability of loss of economic benefits.

Thus, Khomyn P. gives the basic criteria for the formation of management
reporting indicators system: adequacy, neutrality, evidence, accuracy, relevance,
value, sustainability, relevance, high detail level, flexibility, completeness,
conciseness, accessibility, efficiency [10].

The formation of management reporting indicators is considerably
affected by the principle of temporal certainty of economic activity and the
periodicity principle (accounting period).
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The principle of temporal certainty of economic activity involves
revenue recognition at a sufficient rate of certainty concerning increase of
retained profit and expenditures — under sufficient justification opportunities
to detect the accounting period during which it is necessary to recognize the
corresponding revenues.

The application of this principle depends on the economic characteristics
of the management reporting elements recognition (e. g., liabilities, revenues,
expenses, etc.). In its turn, the economic characteristics of the basic elements
of management reporting recognition is based on one of the basic concepts of
financial management:

« when displaying income and expenses to level the difference between
the revenue recognized in the current period (which is contractors’ receivables)
and the amount of expenses recognized previously;

« when displaying commitment with long grace periods to reflect the
real value of accounts receivable or payable at the time of repayment.

Recognition of income and expenses at the time of funds receipt from
the sale of goods, not at the time of shipment may contribute to management
differences when comparing the performance of the trading enterprise in
managerial and financial accounting. Justification for such deviations will
ensure compliance with the principle of permanent equilibrium, which is
closely connected with the principle of prudence and professional judgment.

The principle of caution suggests that the management reports should
focus managers’ attention on problem areas of the company. In particular,
for trade enterprise it is important to have information not only on the volume
of goods shipped and sales returns, but also on the state and changes in the
structure of receivables.

On the one hand, management reporting is an informational support
of controlling, on the other hand, it is subject to internal inspection in terms
of reliability, compliance with the methods chosen and others.

Using professional judgment principle implies the existence of alternative
approaches to management reporting indicators structure, its organizing,
performance evaluation, which determines the uniqueness of internal reporting
at each individual enterprise.

To streamline the process of preparing management reports, it is
necessary to define clearly the data source for the formation of each reporting
indicator with detail of accounts that reflect the vital accounting data. Thus,
the request for the accounting information needed by the management is
determined, which may include information on assets, liabilities and business
processes, and then the level of detail is set.

Studying the problems of developing of management reporting system
methodological base Karpenko O. and Lyubimov M. grouped the methods
of preparation of management reports according to the degree of information
generalization into those used to obtain information from various sources,
and grouping it in some way for future use [7].
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Thus, the researchers identified three groups of methods:

. Information storage methods are used for primary storage of infor-
mation when justifying administrative decisions taken by management. This
group includes the following methods: classification of expenses and revenues,
planning and normalizing of expenses and revenues, methods of self-cost
calculation, planning of management accounting accounts.

« Processing (preparation) data methods, which provide for the determi-
nation of decision-making criteria. The methods of data reparation include:
function of expense methods, CVP-analysis, budgeting, methods of data
preparation for making decisions about pricing, investments, stocks, range
of products, special orders etc.

« Methods of preparation and submission of management reports include
ways to identify information needs, form, frequency and method of presenting
management reports to users.

One has to agree with the opinion of scientists that the problem of
determining the content and form of reports should be approached compre-
hensively. Firstly, it is important to consider professional opinion of the
report user. For that purpose questionnaires, interviews and other methods
can be used. Secondly, the department that is responsible for preparation of
management report and presenting it, has more information and better
understanding of specific problems, so it has to offer report variant based on
information requests and responsibilities.

Management reporting structure includes reports according to the
following classification:

1. Comprehensive reports (submitted monthly), they may show
the following indicators: profitability, the structure of expenses and revenues,
receivables, stock value and cash flow.

2. Key indicators reports (presented on a specific date at any given
time), namely the number of received orders and shortfalls in deliveries; the
volume of goods sold and purchased; percentage of faulty goods; planned
business results and resource efficiency.

3. Analytical reports are prepared at the request of management and
reflect some aspects of, for example, reasons for inventory level increase,
depreciation and losses; change of trading enterprise share in the relevant
market segment. They also reflect interaction of external and internal factors
of the enterprise growth, identify risks and company’s potential for development.

Rytchenko Y. [8] classifies management reporting into three blocks:

1) management reports on the financial position, performance and
changes in financial position of the company (budget of revenues and expenses,
cost estimates of departments, budget of goods sales, cash flow budget,
payment calendar, investment plan);

2) management reporting on key performance indicators;

3) management reporting on budget execution of the company (cash
statement, profit and loss account, capital investment statement).
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In the economic activity of trading enterprise it is especially important
to check the compliance with agreements for the supply of goods by certain
suppliers and the percentage of their execution from total number, range and
quality of goods, terms, conditions of transportation. Delays in delivery of
goods affect the budget implementation and the dynamics of trade turnover
and the enterprise activity as a whole. At the same time determining the
optimal size of goods supply ensures the preservation of their quality and
normalizes stock of goods.

To optimize the supply efficiency control it would be appropriate to
prepare internal reporting with regard to business peculiarities: types of
suppliers, regions and conditions of goods delivery, range of products and
product groups, etc.).

There can be no standard set of management reporting with common
forms and information structure that is why it is possible to determine
classification features that characterize the general approaches to the formation of
management reports:

. according to the form of representation (tabular, graphical, text and
combined reports);

. according to the activity (reports on goods purchase, reports on the
sale of goods);

. according to the level of representation (reports for senior managers,
reports for managers of structural units, reports for first-line managers);

« according to the volume of information (summaries, operation reports,
final reports);

. according to the frequency of presenting (current, consolidated and
integrated reports);

« according to the content (reports on key items and analytical reports);

. according to the social value (reports on social development of team,
reports on implementation of measures to preserve the environment);

. according to the type of administrative decisions (reports for justifying
the operational, tactical and strategic management decisions) [6, p. 27].

Implementation of management reporting in trade can be carried out
in the following stages:

1.Formation of the working group on the development and
implementation of management reporting at the enterprise.

2.Development and approval of corporate management reporting
standards. This stage implies the target structuring of trading enterprise for
purposes of management accounting, development of regulations on the
organization and methods of management reporting formation and diagnostics.

3. Development of certain forms of management reporting in wholesale
trade. At this stage reporting forms are set in accordance with the tasks and
information needs of management. The analysis of information relevant to
the preparation of management reporting is conducted, the sources and
methods of obtaining this information are defined.
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Conclusion. In the process of study, it has been found out that
management reporting system is formed as a set of indicators presented in
certain forms, that together form a system of accounting and analytical
information, which has an internal structure. This means that it includes
a set of report forms, each of which gives information on management
reporting elements and their relationship with other elements through the
system of indicators. Whereas indicators are grouped into sections describing
certain aspects of management reporting element.

The study suggests that there is a certain methodology of management
reporting data formation, i.e. the study that requires improvement and development
of many of its aspects. In particular, research on developing techniques of
comparison of management reporting indicators with other types of reporting in
order to obtain a coherent picture of the trading enterprise performance and
its financial situation is seen promising in this area.
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@omina O. Cucmema ynpagnincoKoi 3¢imnocmi nionpuemcme mopzieni.

Ilocmanoexa npoonemu. QyHKYioOHY8aAHHA NIONPUEMCINBA 8 YMOBAX HEBU3HAUEHOCHI
ma pusuKy nompeoye HOCMIilIHO20 800CKOHANEHHS. THPOPMAYINIHO2O 300e3NeUeHHs MEHEONCMEHMY
nionpuemcmea, a 6i0nogioHo i nioxooie 00 QOPMY8aHHS cucmemu YNPABIIHCLKOI 36iMm-
HOCMI, KA GIOPIZHAEMbCA IO THWIUX BUOI8 36IMHOCMI KOPUCTY8AYAMIU, 3A60AHHAMU, 3MICIIOM,
Gopmoro, memoouxoio cknadanus. Jisk KOJCHO20 OKPeMO20 NIONPUEMCMEBA YNPABTIHCbKA
3iMHIcb Mamume pucu iHOUGIOYarbHOCI, ane npu YboMy HeOOXIOHI 3a2aibHi MmeopemuyHi
NOJNIOJICEHHs,, MEmMOO0I02ist npoyecy OopMy6arHs. 0ONIKOBO-aHANMuUYHOL iHGopmayii ynpas-
JIHCHKOT 36iIMHOCMI, pO3POOKA SKUX 3a0€3neuumsb MONCIUBICIb 8UOOPY 3 HAABHUX Abmep-
Hamue HaubLibw 0OTPYHMOBAHO20 8apiaHma OJisk KOHKPEmHO20 NIONPUEMCMEA.

Ananiz ocmannix 00cnioxcens i nyoniKayin noxazas, wo NONpU HAA6HICMb OKPEeMUX
HAYKOBUX 00POOOK, HEGUPIUEHOIO 3ATUMAEMbCS BAJICIUEA HAYKOBO-NPAKMUYUHA NPOOIeMd
w000 hopmy8aHHs cucmemu YNpasiiHCbKOi 36iMHOCMI HA NIONPUEMCINEAX MOP2I6ILi.

Memoro OocrniodicenHs € po36UMOK KOHYENnMYaaibHux nioxodie 00 ¢hopmyeaHHs.
cucmemu YnpasiiHCbKoi 36iMHOCMI NIONPUEMCIE MOP2IGIli.

Mamepianu ma memoou. Buxopucmano cucmemHnutl nioxio, memoou meopemuy-
HO20 y3az2anvbHeHHs, IHOYKYiil, cucmemamu3ayii, aHanizy ma cunmesy.

Pesynomamu Oocnioxncenna. Posenanymo ynpasnincoky 38imuicms AK cucmemy
001iK0680-ananimuyHol inghopmayii, npedcmasnenol y euensoi CyKynHocmi obiKosux i po3-
PAXyHKOBUX NOKA3HUKIG. Busieneno, wo cucmema ynpasuincvbKoi 36imnocmi, cpopmosana
8I0N0GIOHO 00 BHYMPIWHBLOI peciamenmayii niOnpueMcmea ma iHQOPMAYIHUX 3anumis
KOpUcmysauie, NOSUHHA GION0GIOAMU NPUHYUNAM CUCMEMHO20 NIOX00y, NepioouyHOCH,
pisHogazu, KIMbKICHOI OYiHKU, 6apmocmi epouteli y 4aci, 00auHOCmi, KOHMPOIO, 6UKO-
PUCAHH3L NPOQeCiliHO20 CYOIUCEHHL.

Busnaueno ocroeni emanu 8npogaodicents ynpasiiHCbKoi 36ImMHOCMI HA NIONPUEMCINGI
mop2ieéni.

Bucnoexu. B x00i 00cnioscentss 6CMAHOGIEHO, WO YAPABTIHCOKA 36IMHICHb (POpMYEMbCs
SK cucmema NOKA3HUKIB, NPeOCMAGIeHUX ) BUSHAYEHUX hOPpMax, Wo 8 CYKYNHOCHI € CUCEMOI0
0011iK080-aHanimuyHoi ingopmayii, aka mac enympiwHio cmpykmypy. Tobomo exaouae
CYKYNHICMb 36IMHUX (POPM, KOJCHA 3 AKUX PO3KPUBACE iHGOpMAYilo npo enemenmu ynpas-
JHCHKOL 36iMHOCMI Ma iX 83aEMO038 30K 3 THUUMU eNeMEHMAMU Yepe3 CUCmeMy NOKAZHUKIB.
Toxasnuxu, 6 c60io uepzy, 32pynosani y po30ilu, wjo Xapakmepusyroms NeeHi acnekmu
eneMeHma YnpasiiHCcbKoi 36IMHOCMI.

Ilpogedene OocniodcenHss 0038015€ CMEEPOIICY8AMU NPO HAAGHICIL MemoOON0Il
dopmysanns iHgopmayii ynpaenincoKoi 36imHocmi, moOmo 84eHHs, sike nompedye yOoCKo-
HaleHHs ma po3poboK w000 6azamvox 1020 acnekmis. 30Kkpema, nepcnekKmusHUM V YbOMY
HanpsamMKy O0O0CHIONHCeHHA 80a4aembcsi po3pOONeHHs MemoOuKy 3iCIABHOCMI NOKA3HUKIG
VIPAGNIHCLKOI 36IMHOCMI 3 [HWUMU SUOAMU 38IMHOCMI 3 MEMOK 00ePHCAHHA YLTICHOI
KapmuHu npo pe3yabmamu 0isibHOCMi NIONPUEMCIMEA MOP2IGIi Ma 11020 MAUHOB020 CIMAH) .

Kniouoei crnoea: indopmariiine 3abe3nedeHHs yrpaBiiHHs, o0ikoBa iHbopMallis,
yIpaBJiHChKA 3BITHICTD, €JIEMEHTH YIIPABIIHCHKOT 3BITHOCTI, YIPaBJIIHCHKUH 3BIT.
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OF TRADE ENTERPRISES

A methodology for the formation of trade credit policy is proposed. The parameters
of credit policy, trade credit insurance conditions as well as the mechanism for collecting
payments and ways of cash receipts acceleration are defined. Questions of a compre-
hensive evaluation of buyers and suppliers and optimization of management decisions as to
commercial credit extension are also considered.
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Hoeukoséa H. Kpeoummnas nonumuxa npeonpuamuii mopzoenu. IIpeonosicena
Memooonocust (popmuposanus KpeOumHol nOIUmMuKY npeonpusmuil mopeosnu. OnpeodeneHul
napamempuvl KpeOUumHoU NOAUMUKY, YCI08USL CHIPAXOBAHUSL KOMMEPHECKUX KPeOUmos, a maxdice
Mexanusm coopa naamedgiceil U Nymu YCKOpeHus NOCmynienus OeHedcHbix cpedcms. Pac-
CcMOmpeHbl 6ONPOCHL KOMNIEKCHOU OYeHKU NoKynamenel u NOCMAasWuKos, OnmuMusayuu
YRPABNIeHYecKUx peuieHuli no npedoCcmagieHuio KOMMEPUECKUX KPeoumos.

Kniouesvie cnoea: xpenuTHas MONUTUKA, yIPaBICHUE NEOMTOPCKON 3aJ0JKEH-
HOCTBIO, TOBAPHBIH KPEIHUT, MOTPEOUTEILCKUN KPEHT, CTAHIAPThl KPEAUTOBAHUS, LIEHOBBIC
CKUJIKU, IEOUTOPBI.

Background. The current economic crisis and increased competition
incentive trade enterprises (TE) to seek development and revitalization in
different directions. The improvement also requires the formation of the
company's credit policy which takes into account changes in the internal
environment, micro and macrosurrounding.

The value of the credit policy for TEs determined with a large share of
receivables and payables in the structure of its assets and liabilities as well
as the fact that the main components of cash flows are receipts from customers
and payments to suppliers of goods. Synchronization of cash receipts from
customers and payments to suppliers with a simultaneous increase in gross
cash flow is the main task of innovative credit policy [1, p. 87].

Systematic approach to the formation of credit policy of trade enterprises
will allow in proper time and in full not only to replenish working capital,
but also will contribute to the solution of such problems as minimization: of
financial risks associated with the possibility of losses from the writing-off
of uncollectible accounts receivable; of losses from possible inflationary
depreciation of debt; of the amount of revenue foregone due to the inability
of active commercial use of funds invested in receivables.

© Novikova N., 2014
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Analysis of recent research and publications on the subject indicates
the accumulation of significant experience in the study of issues related to the
formation of the credit policy of the company. An important contribution to
solving this problem did: N. I. Voyakova, A. V. Harikova, E. V. Dubrovska,
O. S. Ivanilov, O. V. Klimenko, G. M. Kolpakova, T. B. Kuzenko, N. M. Nash-
kerska, V. V. Smachylo, I. A. Shestova.

Such scientists as A. V. Klimenko, I. A. Shestova [1; 2] identify the
credit policy with the policy of accounts receivable management, but it is
not entirely correct, because credit policy is a component of accounts receivable
management, which is wider than it is, as it includes a credit policy as well
as the policy of collection of receivables. Scientists O. S. Ivanilov, V. V. Sma-
chylo, E. V. Dubrovska [3, p. 159] identify the following key interrelated stages
of the credit policy of the company: determining the possible amount of working
capital directed to accounts receivable on the loan; formation of a system
of credit conditions; standards development and differentiation assessment
of buyers and loan conditions. N. I. Volkova and A. V. Havrikova [4, p. 26]
have isolated and characterized the essence of innovative credit policy,
objectives of its development and implementation process.

However, in most of these works comprehensive research and study of
credit policy as the main stage of accounts receivable management are
neglected. Methodological approaches to policy cash collection and accele-
rationof cash flows, the parameters of monetary policy, evaluation of customers
and suppliers,optimization of management decisions as for the extension of
commercial credit are not fully disclosed.

The aim of the study is to develop proposals to improve the process of
forming credit policy in trade enterprises.

Materials and methods. The following methods are used for this
study: analysis and synthesis; scientific abstraction; comparison; generalization;
induction and deduction.

Results. Maximization of profits, optimization of financial results and
the financial and economic status of credit policy (CP) forthe ensuringof the
growth of its market value is not always put into the basis of credit policy.

Credit policy of trade enterprises is a developed and adopted by the
authority mechanism of the formation of debts receivable of buyers of goods
(works, services), directed to improve its operational and financial performance.

Formation of CP depends on sectoral characteristics of the enterprise,
seasonal sale and consumption of goods (works, services). In this context,
any economic entities that enter into relationships with suppliers or custo-
mers, while developing credit policy, should pay attention to innovative
approaches.

Credit policy should be viewed as a standard set of procedures in
order to make a decision about which clients should receive the credit and
on what terms, how to ensure compliance with the terms of the loan and the
terms of the definition of getting discounts.
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According to N. M. Nashkerskaya, credit policy foreseessolution of
such issues as: time and amount of the loan, the amountof the discount. Optimal
monetary policy lies inthe expansion of commercial credit until additional
revenue from increased sales will not equal the income required to cover the
cost of additional accounts receivable needed to achieve a sales volume [5].

Decisions in the formation of CP is a set of actions and events using
innovations by trade enterprises in accounts receivable management aimed
at obtaining additional economic benefit. Formation of credit policy of TE is
a system of principles, methods of preparation and implementation of mana-
gement decisions as for the extensionof commercial credit.

In addition to the objectives, it is necessary to distinguish areas
of management efforts that will allow to structure management process by
constructing a structural logic model of CP (figure 1).

| STAGE
Determination of strategic goals and development of tactical objectives
as to lending of customers

v
11 STAGE
Analysis and planning of accounts receivables of customers
v

111 STAGE
Formation of credit policy parameters:
1. The form of credit. 4. Standards of credit.
2. Type of credit policy. 5. The policy of collecting payments.
3. The term of the loan. 6. Discounts for payment in shorter terms

v

IV STAGE
Terms of trade credit insurance

v

V STAGE
Policy formation of cash collection and acceleration ofobtaining funds
1. Discounts for payment in shorter terms. 3. Refinancing receivables.
2. The use of factoring. 4. System of fines for overdue obligations

2

VI STAGE
Formation of valuation standards of buyers of products and suppliers

v
VIl STAGE
Optimization of management decisions concerning the provision of commercial loans
v

VI STAGE
Formation of debtors filing

Figure 1. The process of formation of a credit policy in trade enterprises
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Let us consider the nature and instruments of credit policy separately
for each direction.

The first stage is to define strategic goals and tactical objectives of the
enterprise development as for lending of customers. There may be different
strategy options: market promotion, capture of a certain segment of the market,
increasing profitability and sales as well as the market value of the company.
Organization of structural units on formation of CP will be defined by
strategic goals. Tactical objectives outline more specific tasks.

In the second phase the analysis and planning of receivables arising
from prevailing monetary policy in prior periods is carried out. It is necessary
to analyze the dynamics of the total current receivables and its structure, which
makes it possible to determine: how the amount of receivables for the period
analyzed as a whole and for individual groups indebtedness changed; what
changes have occurred in its structure. We analyze accounts receivable in terms
of its appearance (age composition of debt) and commercial and trade credits.

A dynamic and comparative analysis of financial ratios that characterize
amounts of formation of receivables is made: receivables reversibility, the
period of repayment, the debt coverage ratio. And the estimation of the level
of accounts receivable is evaluated. This allows to estimate the overall
trends, identify problems and deficiencies for the solution of which future
work should be targeted at.

At this stage it is also necessary to plan the formation of accounts
receivables of customers and to check financial capacity of the company on
the formation of receivables in a certain amount of the planning period. The
performed analysis can thus prepare the necessary information base for
decisions on forming receivables during the planning period.

In the third stage, in determining the parameters of the credit policy of
the company, representing system characteristics (indicators and methods)
by which company creditworthiness is estimated, it is necessaryto take into
account the specifics of the companys, its strategic objectives and the following
basic principles:

. subordination of strategic goals, i.e. each type of policy should be
developed with a certain purpose;

- consistency, i.e. ranking important tasks and problems to be resolved;

. timeliness of decision-making;

. flexibility, i.e. the rapid adaptation to changes in the environment of
the company;

. assessing the impact of decisions made;

. control, i.e. continuous observation of implementation of the developed
credit policyas to its constant adaptation to internal and external environment as
well as identification of causes and factors that influenced the outcome;

. responsibility, i.e. development of a system of responsibility for the
consequences of the implementation of measures aimed at preventing and
reducing the occurrence of existing receivables.
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Taking into consideration these principles as well as the planned
volume of accounts receivable, the basic parameters of the CP are defined.

Form of credit extension. The main forms of realization of goods
(works, services) into a credit are two loans- a commodity (commercial)
loan to legal entities and consumer one — to individuals.

Commodity (commercial) credit is a form of wholesale sales of goods
(works, services) on deferred payment terms. Commercial loan is a kind of
a cash loan that helps to accelerate the circulation of capital in cash both in
the company and in the country in general.

Commercial loans are contingent upon the wishes and consent of the
parties — the buyer and the seller — and has a well defined direction and limits.
Typically, a commercial loan is short-term because the process serves only
the sale of goods (one to six months), but may be higher (by arrangement).

Term and size of it depends on several factors: the degree of scarcity
of goods in the market, the financial condition of counterparties, presence of
trust between the seller and the buyer, financial market development and so on.

The development of commercial loan has its own laws. The movement
of commercial loan coincides with the movement of merchant capital: the
loan extends with the growth in sales of goods, with a decrease — it is
shrinking. Especially the volume of commercial loan fallsdown during the
economic and even more — during payment crisis.

Consumer credit is a form of retail sales of goods (works, services)
with deferred payment. It is provided for a period of six months to two years
in the national currency to individuals-residents of Ukraine for the purchase
of consumer durables and services and returns in installments, unless other
is provided by the terms of the loan agreement.

Type of credit policy. describes basic approaches to the implementation
of the CP in the position of value profitability and credit risk of the company.
Itis usual to distinguish conservative, moderate and aggressive types
of monetary policy. E. V. Dubrovska differentiated activities of the company
for each type of CP [6, p. 16].

Conservative type of credit policyis directed to minimize credit risk.
An entity of trade enterprise, choosing this type of CP, does not strive for
additional revenue by increasing sales of goods (works, services).

The implementation of this type of credit policy provides:

« reducing the number of customers that are at high risk;

« minimizing terms and amount of the loan;

. more stringent loan conditions, increasing the cost of credit;

« using strict procedures of collection of receivables.

Moderate type of credit policy is aimed at the average amount of credit
risk and is characterized by typical loan conditions for customers in accor-
dance with the accepted practice of commercial loans.

Aggressive type of CP is aimed to obtain the maximum amount of profit
by increasing sales on credit. The implementation of this type of policy
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provides: increasing the number of customers and suppliers that are at high
risk; terms of growth and the size of the loan; reducing the cost of credit to
the minimum acceptable one; providing credit extension (lengthening the
loan period) or continued presence of receipt of goods.

When choosing the type of credit policy we should take into
account [7, p. 355]:

- modern commercial and financial practices of providing commercial
loans;

« the economic situation in the country, the financial condition of
customers;

« the situation on the commodity market, the demand for products;

. the ability to increase sales of goods (works, services) through the
provision of credit;

« legal principles of debt recovery;

« the financial position of the company in the provision of commercial
credit.

In determining the type of the credit policy of the company, you must
decide on a strategy of its activities, take into account the financial position
and estimate the impact of CP on the solvency of the creditor-counterparty
both during the short- and long-term periods. Hard (conservative) type of
CP negatively affects the growth in sales of goods (works, services) as well
as the formation of profit from operations. Soft (aggressive) type, solving
the problem of sales of goods (works, services), while having a negative
impact on the solvency of the company, may make a significant loss due to
write-offs of receivables and the cost of its collection, which will reduce the
return on assets and equity.

Term of credit extension is the time provided for the buyer to pay for
goods (works, services) sold with deferred payment. The optimal crediting
period is an important point in the implementation of monetary policy.
Increasing the credit period stimulates sales, but at the same time, there are
costs and risks that often prevent the adoption of a decision to increase the
receivable.

Term of crediting can be taken as one that is equal to the average
period of payment of receivables (in days), established at the enterprise
taking into account the factors that cause it.

The following factors affect the length of credit term:

«accepted practice of deferral of payments that has developed in this
area (region, country);

- the sensitivity of sales to changes in the duration of the loan;

«credit rating of buyers.

Adopted practice of deferred charges includes normal terms of trade
credits.

Sensitivity of sales to increase or decrease of the loan length describes
the percentage of sales increase with the growth of duration of commercial
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credit. These points are important to consider, because there is a point beyond
which the costs and risks of increasing the loan duration would exceed the
benefits of growth in sales. To determine the optimal duration of the credit
we should find the point at which the costs on increasing the duration of the
loan are equal to the additional revenue that the company receives from
increased sales due to commercial credit.

It is necessary to consider the credit rating of buyers when differen-
tiating term loan: for customers with excellent and good financial position,
it can be significantly longer compared to those buyers whose financial
condition is unstable or questionable.

Size of credit extension describes the maximum loan amount owed
by one debtor on provided commercial credit.

Loan amount is determined by taking into account the type of monetary
policy, the planned sales on deferred payment terms, the average volume of
transactions and financial position of the lender.

The maximum amount of crediting can be defined in various ways: in
absolute volume as a percentage of own current assets of an enterprise-
lender or a percentage of its net profit.

It is necessary to set the maximum amount of the loan for each customer
based on the analysis and expert evaluation of the financial condition and
credit risks. Also there should be an organized control preventing violation
of the limit.

Cost of credit is characterized by a system of price discounts when
making immediate payments for products. This price reduction is characterized
by normal interest rate on the loan, figured out to compare the annualized
calculation:

_ PDi-360
~ TEc

Ric , (1)

where Rlc — the annual standart rate of interest rate on the credit;
PDi — price discount when making immediate payment for products, %;
TEc — the term of credit extension (loan period), days.

Determining the value of commercial or consumer credit, you must
remember that its size should not exceed the interest rate on short-term
financial (bank) loan. Otherwise, it is more profitable for the buyer to take
short-term bank loan and pay for products.

In the fourth stage, the terms of insurance risks of commercial lending
should be defined: the decision to provide commercial credit must be
accompanied by the insurance of lender-enterprise against possible risks.

Various tools for risk management can provide protection against the
risk of receivables: bill statement, pledge, surety, guarantee of payment, deposit,
innovation in bond debt, independent insurance of financial risks and so on.

52 ISSN 1727-9313. HERALD OF KNUTE. 2014. M 6




ENTERPRISE

The use of the system of risk insurance in practice provides a guarantee
of repayment of granted trade credit or receipts of goods (works, services).

The fifth stage is defined as the policy of collection of payments and
acceleration of cash incomings. The development of this policy involves the
implementation of supplier arrangements concerning buyers paying in due
time (figure 2).

The policy of collecting payments

— P—

Discounts for payment
in shorter terms

Refinancing receivables

The system of fines

The use of factori
" e for overdue obligations

Figure 2. Formation of policy of cash collection and accelerationof cash receipts

Discounts for payment in shorter terms. The development of a system
of incentives for accelerating the collection of receivables depends on the
strategic goals of the company and its size.

The use of factoring.Factoring is a purchase of receivable of the supplier
to the buyer and their collection for a certain amount of compensation made
by the bank or by a specialized company. In most cases, the purchase of
customer accounts receivables is without reverse return.

The basic principle of factoring is that businesses convey agent the
right to obtainfundsfor the documents of payment of deliveredproducts.

You can find generalized definition of factoring in the Convention of
the International Institute for the Unification of Private Law (UNIDROIT)
in international factoring operations which was adopted in Ottawa in 1988.
According to the document factoring contract is considered a contract when
the supplier concedeshis demands to the customer and factoring company,
in turn, assumes at least two obligations:

. financing company;

« keeping record of requirements of the customer;

. invoicing requirements;

« protection from insolvency of customers, i.e. insurance of credit risk.

Factoring helps companies to strive against negative factors of com-
mercial loan, because the last is an integral part of modern business.

Refinancing receivables is the third direction of policy of payment
collection, which includes a range of measures aimed at changing the structure
of receivables of the enterprise, improving its quality and liquidity due to:

. delay and / or installment of payments;

. agreements on the contract replacement (innovation);
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. changes in counterparty (contract of assignment of rights, transfer
of debt);

« changes in material and materialized form of engagements fulfillment.

The system of fines for overdue obligations. The system should
provide the conditions and size of the recovery penalties, fines and penalties
from the debtor. The size of these penalties should completely restore all the
financial losses of the lender-enterprise (loss of revenue, loss of inflation,
compensation of risk of solvency reduction and moral losses).

In the sixth stage standards for assessing customersare formed. Credit
standards set claims to the debtor, compliance with which is necessary and
sufficient for the effective management of generated accounts receivable.

Mandatory element of the CP of a company is the development ofeva-
luationstandards of buyers of goods (works, services), which are given commo-
dity or consumer credit. This is made in order to reduce the likelihood of the
risk of overdue and uncollectable receivables. The cause of the debt may be
the cooperation with insolvent customers or counterparties that have doubtful
reputationin the market.

Buyer’scredibility describes the system of conditions that determine
his ability to engage in various forms of credit and fulfill all obligations in
full in the stipulated time.

The system of assessing the creditworthiness of customers and differentia-
tion of credit conditions consists of the following elements (figure 3) [7, p. 254].

In the seventh stage the optimization of management decisions concerning
the provision of commercial credit is made. The adoption of such a decision
is a compromise choice between income and liquidity. This is due to the fact
that the loan, on the one hand, stimulates the growth of turnover and profit,
that accelerates the realization of inventories, on the other hand, after a certain
limit,it leads to the growth of costs associated with the slowing of cash
flows, a decrease of obtaining funds by enterprise, which affects its liquidity.
Therefore, the increase in bad debts will exceed the received benefit from
increased product turnover and, ultimately, can lead to losses.

Definition of characteristics’ system,
evaluating the creditworthiness of buyers

Formation and examination of information base
on assessment of buyer’s creditworthiness

The choice of method for assessing the creditworthiness
of the individual characteristics of buyers

Credit rating system

Grouping customers for creditworthiness rate

Figure 3. Formation of evaluation standards of customers and suppliers
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In this connection it is necessary to evaluate (simulate) the transition
to the new company's credit policy, considering the operation of the business as
a process of three stages.

The first stage is a state of the enterprise in terms of the old CP,
characterized by a certain amount of turnover, accounts receivable and
payable, funds and a certain level of their balance.

The second stage is a transition process from the old to the new credit
policy. In financial terms, this is a difficult stage, because the new CP has
not given growth of own financial resources, and there may be a risk of
a liquidity crisis.

The third stage is a state of operation of the business under the new
credit policy in terms of growth of turnover, profits, current assets and
aneed for financial resources, which is characterized by a better level
of balance and coherence in case of the optimum decision on CP.

Searchof the optimal solution for the supply of trade credit can be
carried out as follows: comparisonof marginal costs and marginal revenue
from the formation of receivables; estimation of the amount of the effect of
the investment in accounts receivable; modeling ofcredit policyeffects.

Comparison of marginal costs and marginal revenue from the
formation of receivables is considered in the view of such interrelated
aspects as: the cost of investment in receivables, losses on its default,
the impact of credit policy parameters on the value of trade turnover and the
dynamics of cash flows.

Other technical way of optimization of credit conditions is the evaluation
of the effect of the amount received from the investment in receivables and
the definition of conditions for its maximization. For this purpose, we compare
the amount of additional income earned from the provision of credit with the
extra costs associated with the formation of receivables.

The calculation is performed using the formula:

Ear = ARar — ACar, 2)

where Ear — the amount of the effect of the investment in accounts receivable in
a definite period;
ARar — additional commercial revenue received from the growth in sales
of goods (works, services) on account of credit;
ACar — additional costs associated with the formation of receivables.

The source of additional revenue from commercial and consumer
credit growth is the sale of goods. Their size is calculated as follows:

ARar = ARS - Ler/100, 3)

where 4RS —increase in revenue from sales (turnover) due to the provision
of benefits in terms of payment of goods;
Lcr — the level of net (after VAT) commercial revenue, % of turnover.
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Additional expenditures arising in connection with the provision of
credit to counterparties cover such costs areas.

Current implementation company expenditures, related to the organi-
zation of buyers’crediting and collection of debt, are estimated as the sum of
the fixed and variable costs that occur. Fixed costs include the costs of
establishing (search of specialists with a proper qualification) and equipping
(material, software, information etc.) of a special unit that will deal with
relevant work. The variable part of the costs depends on the growth of trade
turnover and the current level of variable costs:

4Cs = ACC + ATO(meJrAlzr(?)’tcm —Amew) , )

where ACC — additional constant costs;
Lmc — level of marketing costs, formed in the company, interest to the
proceeds from realizations (turnover);
ALmc, - increase of the level of marketing costs in connection with the finan-
cing of the additional costs associated with the emergence of receivables;
ALmc,, — reduction ofthe level of marketing costs due to the growth in sales
(turnover);
ATO — change in turnover due to the increase of sales on condition of
commercial lending.

Costs on the formation of capital (assets) that are immobilized from
the turnover of the enterprise and diverted to accounts receivable. The size
of this group of costs depends on the planned volume of receivables (AR),
the credit period for customers (P), cost of current capital (CC). Size of
costs is calculated as:

ACc =AR - P - CC/365 - 100, (5)

where CC — cost of capital involved, % per annum;
365 — conditional duration of a financial year.

Additional company expenditures from theloss of debt value due to
inflation (ACinfl). Their size is determined on the basis of predictedmacro-
economic forecasts, considering measures to protect loss of debt value.

Additional company expenditures from the partial default on receivables
due to its hopelessness. The size of this category of costs can be determined
on the average rate of formation of bad debts actually formed in the company,
or on analog method (on the basis of relevant information of peer companies):

AChd = AR - Lbd/100, (6)

where Lbd — level of bad debt,% of total volume.
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The total amount of additional expenses in connection with the formation
of receivables is defined as the sum of the above types of costs:

ACar = ACs + ACc + ACinfl + ACbd. (7

This optimization problem can be constructed and solved by means of
Excel for Windows.

In identifying financial constraints on the volume of formation
of receivables we should return to the previous stage of work and reviseseparate
parameters of monetary policy.

Modeling the effects of designed credit policy to the formation of
company profits.

In order to assess changes in CP it is proposed to use incremental
analysis which allows to evaluate the impact of change of the terms of
credit, value of discounts, value of losses on bad debts, the level of variable
costs and others on the value of receivables and income. The final indicator
is the incremental profit, defined as the difference between additional
income and additional costs. If the expected incremental profit is positive,
then we should take implementationof this developed credit policy (changes
to the existing CP) [8, p. 206].

After all the calculations a decision is made as to implementation of
developed policy on the formation of receivables. The decision on granting
loans to customers must also be accompanied by insurance risks. You can
insure against default on receivables by determining in the contract:

Firstly, the use of alternatives in obtaining resources (tools in meeting
of treaty obligations), which, according to Art. 546 of the Civil Code of
Ukraine, include deposit, penalty, guarantee, pledge, warranty, holding [9].

Secondly, the nomination of requirements for the debtor as to return of
the transferred before goods (works, services).

If during the conclusion of a contract the parties have determined that
in the event of delay of execution debtor returns transferred production to
enterprise-creditor, the latter may require the return of goods (works,
services) upon the occurrence of such event.

The eighth stage involves creation (replenishment, actualization)
of debtor record. This work not only completes the formation of credit
policy, since it captures the actual impact (volume and personal composition
of debtors, scheduled redemption), but also creates the necessary mana-
gement information base of receivables repayment.

Debtors’ record should contain detailed information about the amount
of debt, the timing of debt incurringand redemption, the form of its
repayment, sectoral affiliation of the debtor, its location, the bank that
carries out cash processing services, officers (managers, contact managers)
and owners of the debtor, its current financial position and other information
important to ensure timely collection of the existing receivables.
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The best option is to organize a dynamic debtors filing with the help
of automated control systems and accounting, for example, in 1C system:
enterprise and similar. Operation of dynamic filing will allow having current
information about debtors that is based on the latest repayments of receivables.

Conclusion. Proposed innovative approach to formation of credit policy
as a component of accounts receivable management will allow systematically
and thoroughly improve the efficiency of the company.

At the same time, this work direction will facilitate: increase of sales
of goods by providing trade credit; increase in profit due to higher sales;
enhance of the competitiveness of enterprise by means of deferred payment;
determination of the risk of insolvent customers; realization of settlement of
a predicted size of the allowance for doubtful debts.
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Hosixoea H. Kpeoumna nonimuka nionpuemcme mopzieni.

Ilocmanoexa npoonemu. JocniosxceHo axmyanvHe NUMAHHA (OPMYBAHHA KPeOUMHOL
NOAIMUKY 8 CYYACHUX KPU30BUX YMOBAX OIANbHOCMI NIONPUEMCME MOP2i6Ni HA OCHOSI
MeopemuKo-memoooa02iyHUx 3acad DOpMySaHHA KpPeOumuoi RONIMuKU nionpuemMcme
Pi3HUX eanysei.

AHnaniz ocmanHix oOocnioxncenv i nyonikayini ceiouums, wo ceped HAYKOBYI8
6€0ymubcsi OUCKYCIl Wo0o nidxo0ie ma NoCiio08HOCMI (hopMYBaHHS KPEOUMHOT NOAIMUKY
nionpuemcmea. Birvwicms agmopie Ha2010uyI0ms HA MOMY, WO POPMYBAHHA KPeOUNHOT
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NONIMUKY NOBUHHO Hacamneped 30IUCHIOBAMUCS 34 IT MPbOoMa MURAMU: ASPeCUBHUM, NOMIDHUM
ma KoHcepeamugHuM. IcHye maxodc €OHicmb no2aadie, Wo po3pobieHa Ha NiONPUEMCmsI
Kpeoumua noximuka, 3 00H020 OOKY € IHCmMpYMeHmMoM 30ibUieHH 00csa2y npooajxcis, aie
3 [HW020, — NOBUHHA MAMu [ KOMAAEKC 3aX00i8, CHPAMOBAHUX HA 3HUNCEHHS DU3UKY
BUHUKHEHHST NPOCMpOoUYeHoi abo Oe3nadilinoi debimopcovkoi 3a6opeosanocmi. Bpaxysanms
YUxX MOYOK 30py HA npoyec (PopMy8aHHs. KpeOUmHoi RONIMUKU OA€ 3MO2Y CUCTNEMHO
nidiimu 00 numanns it po3pooKu, wo i chopmyrbosarno y memi 00CHiONCeHH .

Mamepianu ma memoou. /{151 nposedens OOCHIOHNCeHHs BUKOPUCMAHO MAKL MEmOOU.
aHanizy ma cuHmesy, HAyKo8oi abcmparyii; NOPIGHAHHS, V3a2abHEeHH s, IHOYKYIL ma 0e0yKyii.

Pesynomamu docnioycenns. OOIpyHmMosano nociioo8HiCMb npoyecy GopmysanHs
KpeOumuoi nonimuxu, aKka Hacamnepeo RIONOPAOKOSAHA CMPAMeiuHuM ma MAaKmu4Hum
yinam nionpuemcmea mopeieni i 6a3yemvcsi HA KOMMIEKCHOMY AHANI3I Ma NAAHY8AHHI
odebimopcwvroi 3ab0peoganocmi. CHopmosano napamempu KOMepyiiiHo20 KpeoumyseauHs,
VYMOBU CMPAXYBAHHA KOMEPYIUHUX Kpeoumis, oOIPYHMOBAHO NOJIMUKY 300py Niamedxcie
Mma NPUCKOPEHHsL iX NOGEPHEHHSL.

Bucnoexu. 3anpononosanuii nioxio 00 opmyeanHs KpeOumHoi noiimuky K cKia-
0080i cucmemu YnpaeuinHa 0ebimopcbKoo 3a00p208aHICMI0 00360IUMb CUCTEMHO MA 8Ce-
6iuHO npogooumu Yio pobomy, wo cnpusmume NiO8UWEHHIO epekmugHocmi OiANbHOCHI
nionpuemcmaa. Lleti Hanpamox pobomu 0ae MOHICIUBICMb ) NEPCHEKMUB] NOKPAWUMU TNAK]
pesyibmamu OiUIbHOCMI: CRPUsIMU 3pOCMAHHI0 00cs2y peanizayii mosapie WisiXOM HAOGHHS.
KOMepYIiHO20 Kpedumy, 30iibumu npubymox 3a paxyHox 3pocmanns obcsazy peanizayii;
RIOBULYUMI KOHKYPEHIMOCHPOMOICHICHIb NIONPUEMCINGA 3G OONOMO2010 8I0CHPOYKU NAAMEICY,
BUBHAYUMU CIYNIHbL PUBUKY HENIAMOCHPOMONICHUX NOKYNYIB, PO3PAXYSAMU NPOZHO306aHULL
PO3MIp pe3epay CYMHIBHUX OOpeie.

Kniouoei cnoea: KpenmuTHa TONITHKA, YHpaBliHHA JeOiTOpChKOIO0 3aboproa-
HICTIO, TOBApHUU KPEIUT, CIIOKHBYMI KPEAUT, CTAHAAPTH KPEIUTYBAHHS, IIHOBI 3HMKKH,
nebiTopu.
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Dypman T. bazoevie cmpamezuu 6 ynpaenenuu pazeumuem npeonpuamuii. Ha
OCHOBEe PA3IUYHBIX NOOX0008 UCCNIe008AHA CYWHOCHb U 3HAYEHUe CMpame2uil 8 cucmeme
COBPEMEHHO20 YNPAGIEHUs CYOBLEKMAMU XO3AUCMBOBAHUS, PACCMOMPEHbl UX KIACCUPU-
Kayuu, bls6/1eH0 3HAYEHUe CIMPAMesUiecko20 NAAHUPOSAHUS KAK UHCIMPYMEenma cmpame-
2UYECKO20 YNpaeieHusi U (PUHAHCOB020 ACNEKMA peanu3ayuu Cmpame2uti, NPoaHaIU3UposaHbl
OCHOBHbIE IMANbL CMPAMESULECKO20 YNPABGIEHUSL.

Kniouesvie cnosa: crparerus NpeANpHATHs, CTPATETHIECKOE YIPaBICHUE, 0a30BbIe
CTpaTeruy, CTPaTeTrvs pPa3BUTHA, KIacCH(HUKAIMSI CTPATErWi, 3Tambl CTPATETHYECKOTO
YIpaBJICHUS.

Background. Market economy is characterized by accelerated pace of
scientific and technological progress, dynamics of changes of external
factors and related with it uncertainties of the market situation in the future,
the high risk of commercial activity of enterprises and increased competition
between them. The dependence of life of the enterprise from the effects
of micro and macro factors determine the need for prognostic assessment of
surrounding system and work in accordance with the results of the forecast.
Under these conditions, there is a necessity for introduction of new appro-
aches to management of entities, which would facilitate the development of
their economic activities and improve the competitive position in the market
in order for increasing their effectiveness.

The priority task of management of enterprise in market conditions is
forecasting of condition, behavior of the environment subjects, forming rela-
tionships with them in the long run. Therefore, in the theory and practice of
management is gaining popularity the concept of strategic management, which
enables to make the assessment of future changes and directs activities of
the company according to the results of the forecast. The instrument of this
approach is strategic planning that comprises all the subsystems of the enterprise.

Analysis of recent research and publications. Formation and deve-
lopment of strategic management theory are associated with the names of
such scholars as: D. Aaker [1], D. Akoff [2], I. Ansoff [3], B. Alstrend,
Zh. Bover, P. Doil [4], Dzh. Evans, K. Endrius [5], V. Kinh, D. Kliland [6],
F. Kotler [7], K. Kristensen, Dzh. Kuin, Dzh. Lempel, M. Mintsberh [§],
M. Porter [9], A. Striklend, A. Tompson [10], A. Chandler [11] and others.
In recent years, the same issues have been addressed by Ukrainian scholars:
S. Alieksieiev [12], O. Haidamaka, V. Herasymchuk, L. Hryhor’ieva [13],
I. Denysiuk, L. Dovhan, A. Mishchenko, A. Nalyvaiko, V. Niemtsov, S. Oborska,
V. Ponomarenko, N. Pryshchepa [14], I. Tiukha [15], Z. Shershnova and others.

However, blighty practice often ignores the principles of modern mana-
gement. This is due to misunderstanding of the nature of many management
strategies, their types and stages of strategic management.

The aim of article is to study the concept of the strategy of the enter-
prise, the classification of species, analysis of the stages of formation in
terms of coordination of administrative actions with the main goal of the company.

Materials and methods. There are such research methods: systematic
approach, analysis and synthesis, comparison, classification, classification
and so on.
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Results. Strategic planning in management practice has become wides-
pread in the second half of the twentieth century. When the timely response
of enterprise to unexpected changes in the business environment has become
a necessary condition for their survival and achievement of commercial
benefits. This type of management was formed mainly in corporate banking.
Several large, mostly American multinational companies that face the problem
of confrontation expansion of competitors started it in 1950-1960's. Now
the strategic planning of the activities is used also on much smaller enterprises
that seek to achieve the commercial success or to maintain the market
position achieved in the long term.

Etymologically, the term "strategy" comes from the Greek strategia
(stratos — army and ago — am). This concept is interpreted as "the art of
large-scale operations, companies and the war in general, as well as training
the armed forces for war" [16, p. 619]. The definition of "strategy" in terms
of economics has been transformed with the changing external environment
of the enterprise and the genesis of management theory. However, the
strategy for managers has always been a tool of management of all levels of
the company in order to obtain a certain result (profit maximization, satisfying
the interests of owners, gaining competitive advantage, etc.).

The approaches to the definition of this concept allowed to distinguish
four basic concepts: I — a strategy plan (model) to achieve the objec-
tives (goals) [5; 10; 11]; II — a strategy as a principle (rule) business
management to achieve the objectives [3]; III — the strategy as a combi-
nation of plans to achieve goals and principles of the entity (combination of
I and II species strategies); [V — strategy as long-term prognosis.

Despite the multi variation of definitions and approaches to the
concept of "enterprise strategy", in the interpretation of this definition there
is much in common. According to scientists, strategy means achieving a certain
goal, deleted, strategic goals. The instrument for achievement of this goal is
the "action model", "comprehensive plan", "direction", "course of action". The
second group of definitions defines the strategic management process without
the necessity of building plans [14]. The determining of purpose of the
activity through formulation of the strategy in form of strategic plans (which
can be viewed as a strategic management tool) that covers all structural
elements and aspects of the enterprise, is more appropriate. The development
of strategies as strategic plans which are characterized as indicative opens
more possibilities for control of implementation strategies. Process planning
always precedes the process of identifying the factors influencing the
activity and forecasting results.

Thus, the strategy is the process of identification of goals and deve-
lopment (planning) of activities of management of the company (in order to
achieve these goals) by aligning its internal capacity of the environmental
conditions in the future. The strategy identifies the possibility of adapting
the enterprise to environmental factors (external) environment and their
changes, it harmonizes the internal and external environment of the enterprise.
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Recently, for gaining competitive advantage in the market and
consequently for improving the effectiveness of the company was enough
only adequately react to the changes that occurred in the internal and external
environments. With the increasing complexity of the market situation and
increased competition in order to achieve long-term success and sustainability
of strategic enterprises a rapid response to changes in the environment is needed.
The rate of this reaction is achieved by planning changes in the environment
based on its prediction and adaptation of enterprises to these changes.
Therefore, in the process of strategic management the attention of managers
is transferred from the internal environment to business environment and
from the coordination of internal factors to external factors.

So, strategic management means the development of plans of the
functioning of enterprise on the basis of long-term forecasts of the market
situation and potential of the company. Therefore, strategic planning is often
identified with the prediction of activity that is not entirely accurate,
because the prediction is just one of the functions of strategic management.
The prediction of changes is necessary for understanding the prediction of
changes and planning of promising possibilities of object. In addition, the
strategy should include the activities of the enterprise to achieve strategic
goals based on projected changes in the external and internal environments.

We can offer uniform policies of development for a group of companies
that are organized together not only because of one activity, but have
roughly the same financial and property capabilities. However, the development
strategy for each subject, and (especially) the ways of its realization will
depend on the capacity of enterprises. The practice of strategic management
differ by strategies and a variety of different views on the process of their
development, as a single universal strategy does not exist: the individuality
and uniqueness of each company due to specific industries, especially the
internal environment, opportunities, philosophy, management staff and its
ability to highly profitable but risky decisions ethnic mentality and more.
That is why every company has to produce its own strategy based on the
goals, forecasts of the condition of the external and internal environment
and it’s potential. Only individuality strategies can add a competitive
advantage and increase the possibility of adapting to the changing market
environment.

Under market conditions, each company develops its own set of
interrelated strategies that form a strategic portfolio that describes the entity
vision of its place and role in the market. Furthermore, real, efficient
strategy can combine the features of several basic strategies, which we can
classify according to various criteria.

Thus, A. Thompson and A. Strickland shared strategy of enterprises
on the basis of hierarchy: corporate; business; functional; OS [10, p. 73].

Corporate strategy is developed for all aspects of the enterprise as
a whole, covering all areas of account management and levels of organi-
zational hierarchy. The development of corporate strategy involves the
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selection fields, improving performance in areas where already corporation;
operates achieve synergistic effect of units of the firm, corporation reallo-
cation of resources in the most promising field [10, p. 74—78; 15]. Corporate
strategic plan for the company identifies ways of its development.

Business strategy, which implies the plan of management of individual
enterprise areas (production of certain types of products, merchandise, some
types of services, etc.) aimed at winning a strong long-term competitive
position in the market. For entities that are engaged in one activity, corporate
and business strategies are coincide [10, p. 78-82]. Most commercial
enterprises engaged only in commercial activity, and the development of
strategies begins with business strategy.

The aim of working of functional strategy is to support the business
strategy of the enterprise and thus its competitiveness. This strategy is
aimed at developing the necessary actions for ensuring the management of
individual departments or functions of managing the business. Functional
strategies is the background for implementation of business strategy for the
company that is ensuring its implementation in strategic set [10, p. 82—83].
The main functional strategies are marketing, innovation, financial, social
production strategy and more. The development of functional strategies
facilitates the realization of strategic directions of the primary levels of
government.

Operational strategies complement the strategic set, determine the
actions of the management of organizational units and provide the imple-
mentation of operational objectives (financial, investment, marketing and
pricing strategies, etc.) [10, p. 83—-85].

Strategies can also be classified according to the stage of the life cycle
of enterprise: the growth strategy is characteristic for strategy of germi-
nation and growth of the company; stabilization strategy — for the maturity
of the company; reduction strategy — for aging stage company; restructuring
strategy — for the termination of activity.

Leading expert in strategic management and competitive M. Porter
proposes most strategies to form and implement into three approaches: a stra-
tegy for controlling costs; strategy of differentiation; strategy of focusing [9].

The first approach is associated with a reduction in costs (for com-
mercial tend distribution costs). As a result, the company can achieve
leadership by reducing the price of similar products and win more market
share. This strategy is most effective in ultra-flexible demand on this pro-
duct and when there are market enterprises competing with the like product
when price reduction leads to a significant increasing of demand.

The second approach aims to supply goods more attractive to consu-
mers than competitors' products. This can be achieved through high quality
products, developed system of after-sales service, the principal novelty pro-
ducts, high level of customer service, company image or product.

These first two approaches usually provide strategy of reaching all
or substantial market share.
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The third approach is related to the choice of a particular market
segment and with focusing efforts on it. It's easy to do when each segment
identifies specific requirements for products. Working of strategies of
focusing involves market segmentation and selection of individual segments
(targeted at a specific group of consumers, range of products, territory),
determining attitudes and desires of consumers, searching for better than
competitors, methods which meet the demand by controlling costs or
method of differentiation. Thus, the strategy of focusing somewhat synthe-
sizes elements of the first two strategies. This type of strategy is widely used
in small and medium business entities which have limited capacity and
cannot fully implement the first two types of strategies.

In the process of differentiation of strategies on the basis of growth of
the company they are divided into four basic types or standard strategies
that are associated with a change in the state of one or more elements
(product, market, industry, state enterprises within the industry, technology).
This classification proposed by F. Kotler and includes strategies of concen-
trated, integrated, diversified growth and reduction strategy [7].

Strategy of concentrated growth is related to changes in the product
and (or) with other constant three elements in market. Specific types of stra-
tegies of the first group of strategies are: strengthening market position
(aimed at winning a position); market development (new markets); product
development (search for new products).

Integrated growth strategy involves expansion by adding new
structures to the company. There are two types of strategies: reverse vertical
integration (aimed at acquiring or strengthening control over suppliers);
vertical integration that goes forward (involves the acquisition or reinfor-
cement of structures involved in sales of goods).

Diversified growth strategies are applied when the company cannot
develop in this market segment. Among them are distinguished: centered
strategy of diversification that is associated with the completion of market
product range, similar to the current market; horizontal diversification
strategy that is associated with the completion of the market with new and
interesting for the consumer goods; conglomerate diversification strategy,
which is determined by the completion of the range of products.

Reduction strategies include targeted reduction of the company. The
following types of reduction strategies are used: liquidation (applies when
the company cannot perform future activity); "Gathering of Harvest" (means
rejecting a long-term view of the activity in favor of maximizing revenue in
the short term); reduction (company close one subdivision); cost reduction
(aimed at reducing costs).

On the basis of the activity of market the behavior of strategies can be
divided into active and passive. Active strategies are characterized by
constant expansion of the company, developing new products and actions
ahead of the competition. This type of strategy is typical for strong, finan-
cially stable companies. Passive strategies are focusing on the concentration
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of activities in the priority areas, the protection of an industry and the study
of consumer demand.

According to degree of dependency strategies can be grouped into
three classes: independent — aimed at reducing the influence of the envi-
ronment through their own capabilities (aggressive competition, competitive
appeasement, creating a positive image, political, legal, resource-oriented);
cooperative — provides integration of different market subject in various
forms (full cooperation, performance contracting, kooptuvannya, coalition);
strategy of maneuvering — characterized by mobility of company relative to
its traditional industries and markets (choice of areas, diversification). This
classification of strategies is appropriate in conditions when activity of
a company aimed at gaining competitive advantage.

There are other classifications of strategies that help in exploring
strategic alternatives and choice.

Classification of strategies reflects different aspects of strategic mana-
gement and theoretical approach to it, so it is not necessary to discriminate
in favor of certain classification or classification sign, but they can be used
to build an algorithm for constructing enterprise strategy from general to
detailed. Each individual practical strategy has basic features of different
strategies.

Any enterprise strategy is developed for a specific period during
which it is implemented. This period is called strategic planning horizon or
the horizon. The strategic horizon should be as full as possible, but each
company is different and it depends on the internal and external conditions
and goals. The more distant planning horizon, the less accurate can be
estimates, and therefore targets of content are identifying key areas of the
subject. "Planning describes the picture of the future, where events are
coming with some sequence respectively clarity according whole plan, and
remote — are drawn more or less vague" [17, p. 42]. In modern conditions of
development of Ukraine strategic planning horizon should not be too long.

Marketplace is a multifactorial, multifaceted, phenomenon which is
formed from a large number of factors that influence each other sto-
chastically, and because its development is spontaneous. It may be unpre-
dictable changes in the environment of the enterprise, which is an open
system that continuously interacts with its elements. Analysis and eva-
luation of the environment is one of the conceptual task of strategic mana-
gement. Therefore, any strategy should not be taken as prescriptive action plan.
Development strategy may be adjusted for reflection of changes in market
conditions. The market will profitable for those who responded quickly and
adequately to changes in the environment. This proves that the livelihood of
the company is the composition of long- and short-term phenomena.

According it, it is not advisable to build strategic plans in calendar
format, so it is better to make strategic plans for change if necessary. Such
amendments may change not only the content of strategic plans, but also the
planning horizon.
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During the evolution of strategic management famous researchers
have proposed various approaches to the selection of models of strategic
management. They differ, usually of varying sequence major stages of forming
business strategy. These basic steps classically arranged to place in sequence:

I — the mission statement of the organization (scope and strategic
installations);
I - setting organizational goals (tasks);

III — the assessment and analysis of the environment and the fore-

casting of its development (external features);

IV — examination of the strengths and weaknesses of positions

(internal diagnostics);

V  — analysis of strategic alternatives;

VI - the selection and construction of the strategy;

VII — implementation of the strategy;

VIII — evaluation strategy.

This sequence of stages of strategic management has disadvantages.
First, choice of mission and goals is difficult to implement without an ana-
lysis of the environment in which it operates or plans to operate the company.
Secondly, the system of goals depends on the capabilities of the company,
its financial and economic status. Therefore, such a sequence admissible for
businesses which formed to carry out a specific activity, as well as for
existing businesses who wish to change or diversify activities and which
have relevant resources.

In practice, the management of the sequence of stages of strategic
management is often different. Analysis of the external environment of the
enterprise is carried out continuously and systematically. The need for
monitoring of environment determines that this process is difficult to identify in
a separate step. Assessment and analysis of the environment of the enterprise
permeates into all phases of strategic management.

The next step is analysis of existing enterprises performance, economic
trends, identify weak and strong positions. The priority of this stage to define
the strategic goals (and perhaps mission) because the system objectives for
unprofitable, inefficient (which provide a cost recovery costs) and high-
performance businesses will be different. The reconciliation of strong and
weak positions of enterprise environmental factors is clearly position of the
company allows on a matrix of strategies and provides an opportunity to set
goals most adequately to the economic situation, and if necessary, correct
them. Then the analysis of strategic alternatives and selection strategies makes.
Rounding out the strategic management process stages strategy implemen-
tation and evaluation of its effectiveness and relevance to the management
structure.

Thus, in order to find ways to increase revenues and profits, prevent
dangerous changes in the business environment, rapid response to such
changes, successful competition in possible crisis situations the enterprise
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should monitor the status of internal and external environment in all phases
of strategic management and continuous.

Usually the strategy is developed in a mixed form. In this case, it
contains a heuristic form and quantitative indicators. Not always, such
a mission can be defined and shown the figures. Usually, it is given in form
of attributive language that reflects the purpose of the enterprise and its
development potential. Indicators are also part of the strategy, describing the
alleged administrative decisions or results in some stage of corporate
development.

For implementation of the corporate (business) enterprise strategy
were needed investment and financial resources and no strategy cannot be
implemented in the financial vacuum. Development and implementation of
working strategy requires the development of investment policy, through
which the company sells its strategic plans.

Almost all decisions regarding business management, including
development and implementation of policies related to the assessment and
selection of funding alternatives, costs and revenues based on the time
factor, the inflation process as strategic planning, as well as any other type
of plan, largely attributed to financial decisions [18, p. 44]. But decisions on
long-term goals and short-solving tasks will have financial implications.
These effects need to forecast and plan. The conclusion of development of
any plan company is financial analysis and financial plan construction.

Conclusion. So, the long-term stability and competitiveness of the
enterprise provides a strategic approach to the management of that company
provides rapid adaptation to external changes. The enterprise development
strategy should reflect the interference of tactical and strategic objectives.
During developing of strategies main attention should be focus on the
analysis of the environment, prediction of its parameters in the future potential
of the company, including financial component. This analysis should be
continuous because strategic plan should have possibility of constant
adjustment for reflection of changes in operating conditions as a tool for
implementing the strategy.
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Dypman T. Bazoei cmpameczii ¢ ynpagiiHHi pO36UMKOM RIONPUEMCIE.
Ilocmanoexa npoénemu. Ilepuioyepeogum 3a60aHHAM MEHEONCMEHMY 6

PUHKOBUX YMOBAX € NepedbaueHHs NO8eOiHKU cepedosuuia OIbHOCMI, Gopmy-
BAHHA 00820MPUBANUX BIOHOCUH 3 HUM. ToMy 6 meopii ma npaxmuyi MeHeoHcMenm
CMae NonyasapHOI0 KOHYENYI€io cmpameziuio2o YNpasiiHts, wo 30HICHIOE OYIHKY
MAUOYMHIX 3MiH MA CNPAMOBYE OINbHICMb KOMNAHIL 3aNe)HCHO 8I0 pe3yabmamis
NPOCHO3Y.

68
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Mema cmammi nossieac y uguenni Konyenyii Oisnec-cmpameeii, kiacugixayii
8U0I8, aHANI3I emanieé hOPMYBaHHS 83AEMO38 SI3KY MINC AOMIHICMPAMUBHOK Olsiib-
HICMIO MA 207108HUM 3080AHHAM KOMHUAHIL.

Pesynomamu oocniorcenns. Ilpoananizoeano icHyoui nioxoou yux cmpameeit,
WO BUZHAUAIOMb BUMID YiNleli Ma PO36UMKY (NIAHY8AHHS) OJid BUKOPUCTHAKHSA 8 YNPAG-
JUHHI RIONPUEMCMBOM (QOCSCHEHHST YuX yinell) uLisaxom 00 €OHAHHS GHYMPIUWHIX
Mooicnugocmell nionpuememea 6 maubymuvomy. Cmpamezisi GUIHAYAE MONHCIUBICMD
aoanmayii nionpuemMcmeda 00 HABKOAUWHIX (hakmopie (308HIUHIX) cepedosuiya ma
11020 3MiH.

3a HopManbHUX PUHKOBUX YMOB KOICHA KOMNAHIS po3pobise enackuil Habip
83A€MONOB A3AHUX cmpamezitl, Wo @opmyoms cmpameziune HOPME@Poio, sKe
xapakmepuzye OaueHHs: NIONPUEMCIMBOM C8020 MICYs ma poni 6 cucmemi Oi3Hecy.
Hiesa cmpamezis modce noconyeamu pucu 0eKinibKox ochosHux cmpamezii. Kia-
cugpikayis cmpamezii i000pasicac pisHi ACneKmu Cmpame2iuHo20 MeHeONCMEeHMY
ma meopemuino2o nioxody 00 Hb020, MOMY HeMac nompedu GUPIZHAMU SAKYCb
OKpeMy cmpameziio 4y KIACUDIKayitiHuil NOKA3ZHUK, OCKIIbKU IX MOJICHA GUKO-
pucmamu OJisi CMBOPEHHS ANCOPUMMY nobyoosu OisHec-cmpamezii 8i0 3a2a1bHO20
0o demanvrozo. Kooicna inougioyanvha npaxkmuyna cmpamezis NOEOHYE pucu
PIZHOMAHIMHUX 6A308UX CMpPame2iil.

Bucnoexu. Jloszompusana cmabineHicmb ma KOHKYPEHMOCHPOMONCHICHb
3abe3neyyioms cmpameivHuill nioxio 00 YNpaeniHHi KOMIAHIE, Mobmo weudy
aoanmayito nionpuemcmea 00 3Min 6 OisHec-cepedosuwi. Cmpameeis po3eumxy
NOBUHHA BIO0OPANCAMU B3AEMO38 30K MIdHC MAKMUYHUMU A CIMPAMELIYHUMU YiTAMU,
KD cyeyloms 3Hapao0o0am 08 6nposadicenHs cmpameseii. Ananiz disnbHocmi nio-
NPUEMCIBA CTIIO NPOBOOUMU NOCMIUHO 0Nl 8i000padiCeHHss 3MIH 8 Onepayiliniu
OiANbHOCHI 3 Memoio i KOPeKmy8auHsL.

Kniouoegi cnoea: crpareris MiANPUEMCTBA, CTPATETIYHUN MEHEHKMEHT,
0a3oBa cTpaTerisi, CTPATEeTiYHUN PO3BUTOK, Kiracu(ikarliiHi CTparerii, eTamny cTpa-
TETIYHOTO MEHEKMECHTY .
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General views on factors of global misbalances appearance were analyzed.
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Ilynvea H., Yepnwvui A., I'ycau A. Bauanue 2nobanvnvix OucOanancoé Ha
Kpeoumuwlit puck 0ankos. IIpoananuzuposanvl cywecmeyiowue 321510bl HA (akmoposl
603HUKHOGEHUs 2N100anbHblx Oucbanancos. Cghopmynuposansl unomesvl 3A8UCUMOCTU
MeAHCOY YPOsHEM KPeOUMHO20 PUcKa 6aHKO8 U UHOUKAMOPAMU, KOMOPble XapaKmepusyiom
2100anbHble OUCOANAHCHL, A MAKHCE OCYWEeCMBEIeHA UX NPOgepKa nymem nOCMpOoeHUs. Cma-
mucmudeckux mooenei. Paspabomansl npeonodicenuss OMHOCUMENbHO NPUHAMUA YNPAs-
JIEHYeCKUX peuleHuti no pe3yibmamam Mo0enupo8anusl.

Knrwouesvie crosa: KpeOUTHBIH PHCK, INI00ANbHBIE AUCOATaHChl, BHEIIHHUI JOJIT,
30JI0TOBAIOTHBIE PE3EPBbI, BHYTPEHHHE COCPEKEHHMsS, BaJOBbIE WHBECTHLUH, BaJOBOU
BHYTPEHHUH [TPOIYKT, MPOOJIEMHbBIE KPETUTHI, OaJlaHC TEKYILEro CUeTa.

Background. Increasing internationalization of financial business
processes has resulted in formation of global economy and financial
markets. These changes have a profound and extremely dangerous nature
because appearing of problems in one or more countries is rapidly spreading
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to other market participants. The equilibrium on the financial market was
violated due to macroeconomic imbalances in the economy, which was one
of the key reasons of the developing of international financial crisis, which
led to significant financial losses. Loses of the United States only from the
financial crisis in 2008-2009 according to Federal Reserve Bank vary in the
range of 6 to 14 trillion dollars or 50-120 thousand dollars per every
American [1].

Largely the financial crisis was a result of the credit risk approach,
which was threatening for the activities of many banks and led to their
bankruptcy. On the level of credit risk of banks along with other factors
affect global imbalances, which cause the necessity for scientific research in
this area.

Analysis of recent research and publications. The global imbalance
problem became under scrutiny of scientific researches and practitioners
starting with 2003. Numerous scientific publications by B. Bernanke, M. Duli,
P. Harber, T. Robinson, N. Rubini, M. Stolbov, D. Degterev [2], V. Popov [3],
A. Apokin [4] and others were devoted to disclosure of global imbalances’
nature and causes. However, one important scientific and practical problem
is still left behind scientists’ attention, i.e. assessing the impact of global
imbalances on the credit risk of banks, which extent losses reached catas-
trophic dimensions. The scientific and practical importance of the problem
determines the importance and necessity of this research.

The aim of the article is denoting of interdependence between the
reasons of global imbalance appearance and the level of banks’ credit risk.
To achieve this, following objectives were put and agreed:

. clarifying the meaning of "global imbalances" based on a critical
analysis of the different perspectives of scientists;

. systematization of the causes of global imbalances’ appearance;

. formulation and empirical testing of scientific hypothesis as for link
between the indicators characterizing the global imbalances and the level of
banks’ credit risk;

. development of proposals targeted on the mitigation of global
imbalances’ impact on the credit risk of banks;

The object of the research is global imbalances generated by individual
countries (key operators of financial market), which include the US, China,
EU countries, especially Germany.

Materials and methods. During the study there were used methods of
comparison, graphical, tabular, Economics and Statistics.

Results. A critical analysis of scientific professional sources indicates
that most scientists in the definition of "global imbalances" focus on individual
factors of their occurrence. In particular, Russian scientists Pillars M., D. Dehterev
argue that global imbalances is a combination of large current account deficits
of payments’ balance of well-developed countries and large-scale positive
balance of accounts in developing countries [3]. Other scholars emphasize
ISSN 1727-9313. HERALD OF KNUTE. 2014. N 6 71
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on centers of global imbalances. Under the last point they understand the
positive current account surplus in China and some other developing
countries, and corresponding to deficit in the current account of the US and
other western countries covered by capital inflows from the south [5]. While
the interpretation of the concept of "global imbalances" it is appropriate to
consider not one but a combination of factors that lead to their appearance.
Thus, global imbalances are disproportions between the development of real
and financial sectors of the economy, on the one hand, and the actual
volume of production of material goods and their "consumption" concerning
each country, on the other hand, leading to disruption of financial balance in
the global economy in general as well as separate countries. Global
imbalances arise from disproportions in the economy of the major operators
of the world market, such as the US, China, EU countries.

Generalization of studies conducted by foreign scientists allowed us to
systematize the factors of global imbalances.

Availability of fundamentally different tendencies for consumption in
some countries. D. Soros recently noticed that private consumption in the
US is at 70 per cent level of GDP, while in China does not exceed 36 pre
cent of GDP [6]. Limiting consumption in some countries (especially China)
leads to the accumulation of gold reserves at a rate that exceeds the needs of
the country, which is considered sufficient in the amount of 10 % of GDP,
or 6 months’ imports. This policy is called non-equilibrium rate. These reserves
are invested, as a rule, in short-term treasury bills of foreign countries [7].

The imbalance in consumption of key financial market operators leads
to a large deficit in the current account in one countries and a significant
surplus — in others. The main imbalance in the global world economy
resulted from deficits in the current account operations in the US, which in
1998-2012 years was in the range of 0.5-2 % of the world gross domestic
product and capital inflows (including China, because its reserves are mainly
invested in short-term US government bills), which led to transformation the
US into the largest world’s debtor [7]. From 1993 to 2012, the account of
current operations in the US had a negative value, while in China — positive.
Significant ongoing current account surplus in recent years in some
countries led to increasing the demand for financial assets, especially, those
of the USA, which was a powerful impetus for the development of mortgage
lending, securitization of assets, the emergence of innovative financial
instruments (credit swaps and credit notes) in this country, as well as in the
whole world. This process was contributed by the liberal policies of supervisors
regarding the regulation of banks and other financial institutions [5].

Deepening of imbalance between the financial and real economy. The
excessive growth of different types of financial assets became one of the
most serious risks of modern economic development. Experts McKinsey
Global Institute estimate, financial depth Economics (traditional value of
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financial assets and world GDP) increased from 261 % in 1990 to 356 % in
2010. In addition, it is necessary to take into consideration the substantial
volume of trade with derivatives, which is more than 11 times exceeds the
global GDP [1].

Significant amount of government debt in some countries. The crisis
led to the aggravation of the debt problems in many countries. In January
2012 the US national debt totaled 15.23 trillion dollars, accounting for 100 %
of GDP; Germany — 80.4 % of GDP, while in China — 25.8 %. [8]. The
threat of sovereign debt countries’ crises could lead to a new wave of corporate
debt crises, especially in the banking sector, which could lead to a crisis of
corporate debt. This, in turn, can cause a new wave of global economic crisis
that accompanied the collapse of the Eurozone, collapse of the international
monetary and financial system, political and social crises [6].

Irrational behavior of investors, which results in substantial difference of
gross domestic investment levels and savings for separate countries. Global
imbalances significantly increased the danger of risks that build up in the
national financial system of foreign countries’ economy, creating channels
of their transmission and rapid multiplication in the global economy. On
average over 2005-2008 relative magnitude of global imbalances was
estimated at 0.5 % of world GDP. In fact, much of this percentage is the
"bad" investments (including purely speculative) that financed by excess
savings of developing countries, especially China [3].

Based on a study of factors of global imbalances five research hypotheses
were firstly formulated, the original data to verify that presented in the table 1.

The first Hypothesis — there is a relationship between the share of
problem loans in total loan balances (on models represented as Y), on the
one hand, and the ratio of current account country’s surplus / GDP (in models
represented as X1), on the other hand.

To determine the level of credit risk indicator of NPLs’ share in total loans
was used, data about which was published by the World Bank in 2000-2012.

The Second Hypothesis — there is a relationship between the share of
NPLs in total loans, on the one hand, and the coefficient of public debt /
GDP (in models represented as X2), on the other hand.

The Third Hypothesis — there is a relationship between the share of NPLs
in total loans, on the one hand, and the rate of gross domestic investment /
GDP (in models represented as X3), on the other hand.

The Fourth Hypothesis — there is a relationship between the share of NPLs
in total loans, on the one hand, and the rate of gross savings / GDP
(in models represented as X4), on the other hand.

The Fifth Hypothesis — there is a relationship between the share of NPLs
in total loans, on the one hand, and the rate of foreign exchange reserves /
GDP (in models represented as X5), on the other.
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Key indicators of global imbalances and the part of NPLs in a total volume of loans in the USA, China,
Germany for 2000-2012, %

Table 1

Country Index 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012
Coefficients of country's balance current | _ >0 | 38| _432 | -468|-533|-594 | -6.01 |-500|-476|-272|-326|-314| -28
account / GDP |
The share of problem loans to gross loans 1.1 1.3 1.4 1.1 0.8 0.7 0.8 14 3 5.4 4.9 4.1 39 |

< Coefficients state debt / GDP 60.1 55.9 57.3 59.5 61.3 62.7 63.3 63.9 64.8 76 87.1 95.2 99.4 |

& — —

> g‘l’;‘: icients gross domestic investment/ | 5 5g | 1899 | 18,37 | 18.35 | 19.36 | 19.91 | 20.15 | 19.17 | 1754 | 14.11 | 152 | 148 | 14.9
Coefficients gross domestic savings / GDP 17.86 | 16.25 | 14.39 | 13.62 | 14.33 | 14.85 | 16.05 | 14.21 | 12.87 | 10.93 | 11.98 | 11.7 -
Coefficients international reserves / GDP 1.3 1.27 1.49 1.66 1.61 15 1.66 1.99 2.07 291 3.39 3.58 3.66
Coefficients of country's balance current\ y 71 | 431 | 544 | 28 | 355 | 594 | 858 | 1013 | 912 | 523 | 515 | 19 | 23
account / GDP
The share of problem loans to gross loans | 22.4 | 29.8 26 204 | 13.2 8.6 7.1 6.2 2.4 1.6 1.1 1 09 |

E Coefficients state debt / GDP 13.8 16.4 17.7 18.9 19.2 18.5 17.6 16.2 1.6 17 17.7 335 25.8

= - - |

© g%e;f icients gross domestic investment/ | a5 15 | 3697 | 37.87 | 41.2 | 4326 | 421 | 42.97 | 41.74 | 44.05 | 48.24 | 47.74 | 483 | 481
Coefficients gross domestic savings / GDP | 36.83 | 37.58 | 40.3 44 | 46.82 | 48.04 | 51.55 | 51.87 | 53.17 | 53.48 | 52.81 | 51.2 49
Coefficients international reserves / GDP 1433 | 16.61 | 20.48 | 25.36 | 32.25 | 36.84 | 39.84 | 44.26 | 43.48 | 49.14 | 48.97 | 445 | 40.53
Coefficients of country's balance current | _; 75 | | 503 | 192 | 467 | 507 | 628 | 748 | 624 | 601 | 6.16 | 572 | 7
account / GDP
The share of problem loans to gross loans 4.7 4.6 5 5.2 4.9 4 34 2.7 2.9 3.3 3.2 3 -

g Coefficients state debt / GDP 60.9 59.7 58.8 60.4 63.9 65.7 68 67.6 64.9 66.8 74.5 82.4 80.4
g%e;f icients gross domestic investment/ | ) 5 | 035 | 1807 | 17.85 | 17.63 | 17.27 | 18.13 | 19.26 | 19.38 | 16,54 | 17.34 | 18.23 | 17.2
Coefficients gross domestic savings / GDP | 20.18 | 19.93 | 19.98 | 19.63 | 22.28 | 22.31 | 24.6 | 26.65 | 25.54 | 22.26 | 23.1 | 23.83 | 23.9
Coefficients international reserves / GDP | 4.64 4.37 4,44 4 3.56 3.68 3.85 4.09 3.82 5.43 6.58 6.5 7.32

Source: calculated by World Bank [8]
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In order to test these hypotheses a panel of these macroeconomic
indicators of the US, China and Germany for the 20002012 was formed.
To identify the influence of factors on the dependent variable traditionally
regression analysis is used. However, the pooled model did not allow
revealing significant influence of individual indicators on the share of NPLs
in total loans granted to individual observations. This led to the necessity of
using the econometric modeling package Gretl 1.9 [9], which allowed building
a regression model based on panel data. The results of parameter model
estimation are shown in table 2; 3. In order to evaluate effect of differences
between countries the model of panel data with individual deterministic
effects was selected (fixed effect model — FE-model):

_ '
Yie =4, +xitb+uit .

In these model parameters a;, that differs for different objects of obser-
vation. Contents of g; is to reflect the impact of latent variables that reflect
the individual characteristics of the subject-country on-explained variable Y.
These latent variables can be, for example, as in our investigation, global
imbalances. Models with different combination of factors were investigated.
The model with the highest level of adjusted value of the coefficient of
determination R-squared is shown in table 2, and the results of model

adequacy checking are shown in the table 3.
Table 2

The overall regression model of factors influence of global imbalances
on the credit risk of banks (according to the USA, China and Germany)

Parameters of model Coefficient Standard error t-statistics P-meaning*
cost 42.1467 4.7961 8.7877 <0.00001
x1 —0.592519 0.133091 —4.4520 0.00014
x3 —0.867587 0.15592 —5.5643 <0.00001
x3 1 —0.266257 0.150399 -1.7703 | 0.08840
x5 —0.144769 0.124137 —1.1662 0.25412
x5 1 —0.25721 0.124987 -2.0579 0.04976
Y 1 0.0298472 0.106289 0.2808 0.78108

* Indicates a significant influence on the specified significance level. Italics indicate
a significant influence of the setting on a significance level of 5 %.

Table 3

The adequacy indicators of regression model of factors influence of global
imbalances on exposure to credit risk
(according to the USA, China and Germany)

Residual sum of squares | 29.14940 |Standard model error 1.058835
R-squared 0.981529 |Corrected (adjusted) R-squared 0.975846
F-criterion (8, 26) 172.7026 |P-meaning (F-criterion) 1.55e-20
Log. credibility —46.46186 |Criterion Akaike 110.9237
Criterion Schwarz 124.9219 |Criterion Hennan-Quinnan 115.7559
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According to the results a significant impact on the share of NPLs in
total loans issued have such factors as coefficients of country's balance of
current account / GDP, gross domestic investment / GDP ratio to a lesser
extent — international reserves / GDP. In particular, the p-value, which
describes the probability of error when you reject the null hypothesis
significance of regression coefficient, by these indicators is: 0.00014 factor
for x1 (the ratio of current account surplus countries and GDP) <0.00001 for
the current value of the factor x3 and 0.08840 for factor x3 lagged 1 (ratio
of gross domestic investment and GDP); 0.25412 for the current value of the
factor 0.04976 and x5, x5 by a factor of log 1 (the ratio of international
reserves to GDP). This allows making a conclusion of confirmation of the
first, the third and the fifth hypotheses.

During the investigation (based on aggregate data of economies of the
three different countries) the second and the fourth hypothesis about the
presence of a significant relation between the share of NPLs in total loans,
on the one hand, and the ratio of public debt to GDP, gross savings to GDP,
on the other hand, was not confirmed. On the basis of the test for the diffe-
rence in constants group revealed significant differences between countries,
which caused the necessity to conduct further analysis of the peculiarities of
the level of credit risk factors disclosed in the above hypotheses formulated
in separate countries by methods of interrelated analysis of dynamic series,
for example, using models of vector auto regression.

For the analysis of dynamic series it is important to clarify the question
as for their stationarity state, which refers to the time invariance of
mathematical expectation, variance and covariance of the time series. The
stationary requirement is necessary to obtain unbiased estimates of model’s
coefficients by the method of least squares [10]. In order to detect the
stationary of time series it is appropriate to use unit root tests, namely
Augmented Dickey-Fuller (Augmented Dickey-Fuller test — ADF).

For achieving stationarity of the dynamics data it is advisable to take
differences of the conclusive observation and incorporate them into the
model as a new variable. Thus, As a result of the use of Dickey-Fuller Test
to the country data in the USA the presence of non-stationary for almost all
variables except of X1 (the same for Germany) was recognised. The results
of the analysis of stationaryty of the dynamic time series by country are
given in table 4.

Thus, the application of conventional regression methods is to them
incorrect. In case of failure to use common conventional methods of
regression to multivariate time series analysis it is necessary to conduct
model-based vector autoregression analysis, which is an econometric model
that reflects the evolution and interdependence between the variables of
multivariate time series, generalizing the one-variant autoregressive models.
The model VAR (Vector Auto Regression) all variables are considered
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simultaneously by including for each variable of equation that explains the
evolution (dynamic) of variable based on the previous value of the variable
and lagged values of other variables in the model. Since the investigated
time series are non-stationary, but there are their respective differences,
which create stationary series, i.e. for constructing models these differences
are used.

Table 4

Stationary of the variables determined by Augmented Dickey-Fuller Test
in the USA, China and Germany

Variable Presence of stationary (for the accepted level of significance 5 %)
USA China Germany
Y in 1-st difference in 1-st difference in 1-st difference
X1 on levels in 2-d difference in 1-st difference
X2 in 1-st difference in 1-st difference on levels
X3 in 2-d difference inl-d difference in 2-d difference
X4 in 2-d difference in 3-d difference in 2-d difference

The next question is the clarification of the current levels depending
on the number of previous values — autocorrelation. Tto identify presence of
autocorreletion the coefficients of autocorrelation function were calculated.
On the basis of the significant autocorrelation coefficients it was determined
the existence of autocorrelation of the 1st and the 2nd order for all studied
time series.

In this study, the length of the time series allows to use VAR-model
only with the first lag for all investigated variables, or includes a second-
order lag for fewer variables. Based on the estimates of the model parameters it
1s necessary to assess their compliance with the process under study. One of
the formal criteria of model selection is AIC-criterion (Akaike information
criterion). For each of the estimated models AIC-statistics is calculated, and
as the best model among the estimated model with the lowest AIC is chosen.

The purpose of analysis for different model specifications was to
identify model which have biggest adjusted coefficient of determination and
the lowest value of the AIC-criterion. As a result of estimation only stati-
stically significant parameters of an vector autoregression model for the US,
China and Germany are presented in 7able 5—7, respectively. Vector autoreg-
ression model can be represented as a variable dependence of the current va-
lues ¥, from its previous values ¥, , and previous values of other variables X,  :

)4 y4
Y, =a,+ Zamyt_p + mext_p +é&,

m=l1 m=1

where p — order of the lag;
a 1 b — coefficient of the model.
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Table 5

Vector auto regression model of the impact of global imbalances
in the credit risk of the USA banks

Parameters of the model | Coefficient | Standard error | ¢-statistics P-meaning
ddyYl1 0.109672 0.149347 0.7343 0.50347
x1 1 —0.0669897 0.0258245 —2.5940 0.06043
ddx21 —0.316492 0.0575294 -5.5014 0.00532
dx31 0.179005 0.211292 0.8472 0.44460
dx4 1 —0.448787 0.156311 -2.8711 0.04542
Residual sum 0.489001 |Standard error of the model 0349643
of squares
R-squared 0.953998 |Corrected (adjusted) R-squared 0.907996
F-criterion (5, 4) 16.59056 |P-meaning (F-criterion) 0.008836
Criterion Akayike -31.2713

Table 6

Vector auto regression model of the impact of global imbalances
in the credit risk of China banks

Parameters of the model | Coefficient |Standard error| t-statistics P-meaning
const —15.0333 1.0192 —14.7500 0.00456
dY 1 3.26139 0.178514 18.2696 0.00298
dY?2 =5.7492 0.383503 —14.9913 0.00442
dx2 1 —0.151899 0.0176989 —8.5824 0.01331
d x2 2 2.12446 0.146654 14.4862 0.00473
ddxl 1 —7.49919 0.515331 —14.5522 0.00469
ddxl 2 —2.7377 0.184064 —14.8737 0.00449
Residual sum of squares 0.217181  |Standard error of the model 0.329530
R-squared 0.995582  |Corrected (adjusted) R-squared 0.982329
F-criterion (6, 2) 75.11843 | P-meaning (F-criterion) 0.013195
Criterion Akayike 6.7992

Table 7

Vector auto regression model of the impact of global imbalances
in the credit risk of German banks

Parameters of the model | Coefficient | Standard error t-statistics P-meaning
const 5.98867 1.74926 3.4235 0.01877
Y 1 -0.0111196 0.279027 —0.0399 0.96975
x1 1 —0.45304 0.138653 -3.2674 0.02226
ddx31 —0.0497623 0.0546061 —0.9113 0.40393
Residual sum of squares | 0.413024 |Standard error of the model 0.287410
R-squared 0.935014 |Corrected (adjusted) R-squared 0.896022
F-criterion (3, 5) 23.97978 |P-meaning (F-criterion) 0.002142

The models allow revealing both common properties and characteristics
of individual countries. Common is the impact of previous values of impaired
loans at their current size, previous values X1 factor (the ratio of current
account balance to GDP) and X2 (the ratio of the size of the public debt and GDP).
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For the USA a significant (at least at p = 0.045) was the impact of past
values of factor X4 (ratio of gross savings to GDP). Although the most often
VAR models are used for forecasting, in our investigation, the obtained model
is used only for identification causal relationships between the studied processes.

For Germany, the vector autoregression model allowed to establish the
existence of dependence only on past values of the variable X1. This is due
to the limited available time series data that did not allow taking full
advantage of this method. This meant building of a distributive-lag regression
model (model depends both on the current and previous values of factors).
Its parameters as for Vector autoregression models were evaluated by the
method of least squares. As a result, as the best (with the largest R* and smallest
values of Akaike information criterion) model presented in table § was
chosen.

Table 8

Distributive-lag model of global imbalances’ regressive influence on the credit
risk of German banks

Parameters of the model| Coefficient Standard error t-statistics P-meaning
const 9.48075 0.914562 10.3664 0.06122
d x1 —-1.35735 0.114579 —11.8463 0.05361
x2 -0.133767 0.01275 -10.4916 0.06050
ddx3 —0.394773 0.0702942 -5.6160 0.11218
ddx31 0.144053 0.0560102 2.5719 0.23608
d d x4 0.767254 0.0757154 10.1334 0.06262
ddx4 1 0.226873 0.04193 5.4108 0.11635
d_d x5 0.479819 0.117432 4.0859 0.15280
Residual sum of squares| 0.005004 |Standard error of the model 0.070738
R-squared 0.996864  |Corrected (adjusted) R-squared 0.974911
F(7,1) 45.40893  |P-maening (F) 0.113787
Criterion Akayike -25.91197

The calculation results show that a significant impact on the level of
significance is less than 10 % (in italics in the table 8) provide preliminary
values of the factors X1 and X4 and the current values of the factor X2. This
low level of significance is due to the limited length of the time series and in
these conditions can be considered quite satisfactory. The results are coincided
with the VAR-model that tends to suggest their validity.

The analysis of the impact factors of global imbalances on the level of
credit risk showed that all five hypotheses are justified, but under different
conditions. In the overall analysis of three countries studied the effect on the
level of credit risk factors such as the ratio of the current account balance /
GDP, gross domestic investment / GDP and international reserves / GDP
was discovered. In-depth analysis revealed the peculiarities of the level of
credit risk in individual countries (the USA, China and Germany). For the
United States and China the ratio factors of the current account balance /
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GDP, public debt / GDP appeared to be the most influential ones. Separately,
in the USA the increasing of credit risk reduction was due to the decreasing
of gross savings ratio / GDP. In Germany, the list of factors influencing the
level of credit risk coincides with the factors of influence in the USA, but
the impact is detected at a much lower level, due to the greater stability of
indices in Germany.

In order to mitigate the actions of global imbalances on the credit risk
of banks deserves the attention initiative to transform the Bank for Inter-
national Settlements into the global lender of last resort. If on the level
of national banking systems the central bank acts as the "bank of banks", so
the Bank of International Settlements has to become a "bank of central
banks". The IMF and the Bank of International Settlements gain functions
"operator" of the global financial system. Policymakers’ decisions thus are
realized through a special mechanism created under the "Group of Twenty" —
the Financial Stability Council [11].

The Bank of International Settlements as "bank of central banks" has
to accomplish not only supervision on the backbone multinational banks
(according to the recommendations of the Basel Committee, these are the
29 largest banks in the world), but also to provide financial support in the form
of refinancing in the case of short-term liquidity shortages.

In order to reduce the level of credit risk in the backbone of trans-
national banks we offer to establish more stringent standards of credit risk
that would determined by a study of global imbalances. The most influence
on the credit risk has the ratio of the current account balance and gross
domestic investment to GDP. Given this, it is advisable to recommend
supervisor of the countries where the lowest value of current account and
gross domestic investments to GDP are observed, to set stringent requirements
for banks accomplishing active credit operations.

Firstly, it is advisable to limit the operations of banks with high risk
credit instruments, namely, credit notes (debt securities that the issuing bank
releases simultaneously with the issuance of the loan to its borrower in order
to transfer a part of credit risk) and credit swaps (derivatives, purchasing
which the bank pays a lump sum once or regular premium to the issuer and
gives him some credit risk).

Secondly, it is important to carry out an effective monitoring of terms
of securitized assets, the number of which in pre-crisis period reached
record numbers. It is the rapid growth of these assets "warmed up" the
demand on credit services and led to the emergence of so-called "credit
bubbles". If the growth of the securitized assets mega regulator (BIS) has to
set limits for banks as for selling their loan portfolios to specialized
factoring or other finance companies.

Thirdly, it 1s appropriate to introduce a mechanism of mandatory stress
testing of credit risk on the basis of key indicators that characterize the
degree of global imbalances. Such stress tests must be conducted annually BIS,
which, together with the Basel Committee must develop an action plan to
reform the global financial architecture as a whole, and introducing changes
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to procedures regulating the credit risk of banks and other financial market
participants.

Fourthly, it appears appropriate to establish a direct relationship between
the level of credit rating and the level of credit activity of banks operating in
the country. When lowering the credit rating of the country the lending
activities of banks of this country should be restricted by establishing certain
regulatory restrictions. A list of these constraints and their numerical values
should be determined by the central bank of the country. At the same time it
seems reasonable to establish a specific BIS scale relationship between
credit rating of the country and the amount of credits to GDP.

Fifth, to enhance the efficiency of the global financial system by mega
regulator it is desirable to install a critical ratio between the volume of
financial assets to GDP, taking into consideration the way central bank sets
the threshold for their country and take it into account when developing the
main objectives in monetary policy.

Sixth, in countries such as the USA, which is the epicenter of the
global financial crisis, it is recommended primarily for their backbone
transnational banks to define more stringent standards of credit risk should
be calculated as the ratio of debt on loans not to the regulatory, and the liquid
capital. The term "liquid assets" is understood as capital, formed only in liquid
form. By liquid capital does not include emission difference, transactions
with the parent company (investment in subsidiary banks to support their
liquidity, etc.), changes in equity as a result of the merger of business, etc.
(the so-called "hybrid" capital). In banks, the US share of so-called "hybrid
capital" is high. It is dangerous for banks as "hybrid capital" can not be
directed to cover their losses due to the onset of the credit risk of banks.

Seventh, in May 2012 the European Central Bank (ECB) put forward
the idea of creating banking union that could unite the euro area states, or
the majority of EU countries. This will reduce the dependence of national
banks from government funds provided for repayment of sovereign debts. In
addition, the banking union is advisable to use the task of carrying out strict
supervision of the banking sector of the Eurozone and the creation of a pan-
European system of deposits’ protection. In the case of the formation of
such a union for direct recapitalization of European banks the cost of ESM
(European Stability Mechanism — the European stabilization fund) could be
used. The idea of banking union could be realized in a relatively short time,
because it almost does not need much to change legislation and agreements
within the EU. At the same time during its formation appear the same
contradictions between donor countries and recipient countries of financial
assistance [1]. In this context, the banking union is appropriate to coordinate
its activity with the BIS.

Eighth, in order to implement the idea of a "renewed multilateralism",
which is to ensure a more balanced capital flows between countries to
prevent their excessive concentration, it is advisable to form a network of
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international financial centers in the developing countries (emerging markets)
and create new international financial centers [12]. These new international
financial centers would help to reduce significantly global imbalances’ level,
including those that generate a substantial credit risk.

Thus, the formation of a new financial architecture should be based on
consideration of global imbalances that led to the global financial crisis. The
landscape of this financial architecture will largely depend on the policy
of megaregulator that have to recommend national central banks in case of
developing areas of monetary policy in general, and particularly by setting
standards of credit risk banks taking into account the factors of global
imbalances.

Conclusion. Scientific hypotheses about the relationship between the
share of NPLs in total loans and the ratio of individual macroeconomic
indicators (balance of current accounts, public debt, gross investment, gross
savings and foreign reserves) to GDP were formulated, and their checks
using econometric modeling package Gretl 1.9 was made. The hypotheses
were confirmed by the following parameters: the ratio of the current account
balance of the country to GDP, gross domestic investment to GDP and foreign
reserves to GDP, on the one hand, and the share of NPLs in total loans
granted of banks on the other.

A set of recommendations for improving the mechanism of megaregu-
lations of credit risk of banks depending on indicators characterizing the
global imbalances in the economy was made, including: limiting banks'
operations with high risk credit instruments; implementation of effective
monitoring in terms of securitized assets; introducing a mechanism of
mandatory stress testing of credit risk on the basis of key indicators that
characterize the degree of global imbalances; establish direct correlation
between the level of credit rating of the country and the degree of credit
activity of banks operating in this country; installation by megaregulator
critical ratio between the volume of financial assets to GDP; defining more
stringent standards of credit risk, which should be calculated as the ratio of
debt on loans not to the regulatory, but to the liquid capital for systemically
important multinational banks; creating of banking union in Europe, which
would combine the Eurozone states or the majority of EU countries; the
formation of new international financial centers with a purpose of practical
implementation of the idea of "renewed multilateralism".

The implementation of these proposals will help to mitigate the effect
of the factors of global imbalances on credit activity of banks what provides
the reduction of their credit risk level.

The conceptual statements require further scientific research towards
reducing global imbalances’ level, including those that generate a substantial
credit risk; the change of mega regulator policy that have to recommend
national central banks in developing areas of monetary policy in general,
and particularly in setting standards of banks’ credit risk; take into account
the factors of global imbalances.
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Hlynvea H., Yopnuu A., I'yvcau A. Bnaue 2nodanvnux oucoanancie na Kpeoum-
HUIl pu3uK OaHKie.

Ilocmanoska npoénemu. Inobanvhi oucoanancu npuszsenu 00 NIOBUUEHHS DIBHS
Kpeoumuoeo pusuxy oaukis. Bpaxyeanns yiei menoenyii 0o36o1ums mezapezynamopy pe-
KOMEeHOYy8amu YeHmpaibHumM 6anKam Kpain, wo ix ceHepyroms, 8CMAHOSUMU Ol KOMep-
YIUHUX OAHKI8 OLIbUL HCOPCMKI eKOHOMIUHT HOPMAMUBU.

Ananiz ocmaunix 0ocnioxcens i nyoiKayiii noxasas, wjo NONpU HAsIGHICMb OKPEMUX
HAYKOBUX 00POOOK, HEGUPIUEHOIO 3ANUAEMbCS BAICIUBA HAYKOBO-NPAKMUYUHA NPpoOIeMa
w000 6NIUBY 2N00ANLHUX OUCOANAHCIE HA KPEOUMHULL PUSUK DAHKIS.

Mema cmammi — npoananizysamu icHy04i no2usiou ma 3anponoHy8amu AdemopcvKe
maymavenusi nowamms "enobanvui oucoanrancu”, UIHAYUMU 3a OONOMO20I0 €KOHOMIKO-
CMAMUYHUX Memooie GNIUE KIHUOBUX YUHHUKIG 2100ANbHUX OUCOANAHCIE HA KPeOUMHUL
PpU3UK OAHKIB, a4 MAKOMC HA IX OCHOBI 3anpononyeamu YNpaeiiHCbKi pilleHHs Oid Me2d-
pezynsamopa ma YeHmpanibHuxX OaHKi6 OKpemMux KpaiH.

Mamepianu ma memoou. Y npoyeci 00cniONceHHs BUKOPUCIAHO MemOOU NOPIGHSAHHS,
epapiunuil, mabauyHull, eKOHOMIKO-CIMamucmu4HuLlL.

Pesynomamu docnidsycenna. Bucynymo naykosi einomesu npo HAAHICIb 3A1€HCHOCI
MidHC YACMKOIO NPOOIEMHUX KPeOUmia )y 3a2dibHOMY 00CA3i UOAHUX KpeOumis i cniggio-
HOWIEHHAM OKPeMUX MAKPOEKOHOMIUHUX NOKAZHUKIB PO3GUMKY KPAiHU, A MAKONC 30iUCHEHO
ix emnipuyny nepegipxy. 3a pezyromamamu yb020 OOCHONCEHHS POZPOOIEHO KOMNIEKC NPO-
nO3uYitl, 30Kpema: 0OMeNCEHHsL BUCOKOPUZUKOBUX OANAHCOBUX MA NO3AOAIAHCOBUX KPEOUTNMHUX
onepayiil OAHKiG; 3aNpoBAICEHHS MEXAHI3MY 0008 SI3KOB020 CIMpec-Mecmy8aHHs Kpeoum-
HO20 PUBUKY 3 YPAXYBAHHAM KIIOYO08UX THOUKAMOPIG, SKi XapaKmepusyioms CHyniHb 2100a1bHUX
oucbanancie; BCMAHOGNEHHST NPSAMOI 3ANEHCHOCMI MIdC DIBHEM KPeOUmHO20 PpeumuH2y
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Kpainu ma cmyneHem KpeOumHoi akmugHocmi ii OaHKi8, 6CIMAHOBNIEHHS Me2apezyamopom
KDUMUYHO20 3HAYEHHSl CNIBBIOHOWIEHHs. MIdC 0bcsieom @hinancosux axmusie ma BBII;
BUBHAYEHHS OLIbUL JICOPCKUX HOPMAMUBIE KPeOUmHo2o pusuxy mowo. Peanizayis yux
npono3uyil cnpusmume cmaoinizayii cumyayii Ha 2106a1bHUX IHAHCOBUX PUHKAX.

Bucnoexku. Ha 6iominy 6i0 icHyrouux nyonikayit, enepuie cqropmynb08aHO HAYKOGL
2inomesu 3anedCHOCMI MidC pisHeM KpeOUmHO20 pU3uKy OaHKie ma IHOuKamopamu, siKi
Xapakmepusyroms 2100anbHi OUCOAIancu, a maxodc 30ilCHeHa IX nepesipka WLisxom
nooy0osu CMamucmuyHux Mooeietl; po3poOieHo CheKmp YNPAGIIHCbKUX PIULEeHb, CHPAMOBAHUX
Ha 8CMAHO8IeHHs 051 OAHKI8 KPAiH, AKI 2eHepyomb CYMmesi 2100anvHi oucoanancu, ointou
HCOPCMKUX Pe2yNAMUBHUX BUMOL.

Buxnaoeni xonyenmyanvHi nonodicenHs Nompeodyroms NOOANbUIO20 HAYKOBO2O
00CTIOHCEHHS 8 HANPAMI 3HUNCEHHS PIBHSA 2100aNbHUX OUCOANANCI8, Y MOMY YUCTT MUX, WO
2eHepYIOMb 3HAYHUU KPeOUMHUU PU3UK, 3MIHU NOJIMUKU Me2ape2yisimopie, AKi Maoms
PEKOMEHOYBAMU HAYIOHATLHUM YEHMPATbHUM OAHKAM NIO 4ac po3pOOKU HANPSIMIE SPOU0BO-
KpeOumuoi noaimuku 8 yilomy, [ 30Kpema, npu 6CMAHOGIEHHI HOPMAMUGIE KPeOUmHUX
PUBUKIG DAHKIE 6PAX08YEAMU YUHHUKU 210DATbHUX OUCOANAHCIB.

Knwuoei cnosa: XKpeOWTHWH pH3HK, TI00aNBHI JuicOalaHCH, 30BHIIIHIA Oopr,
30JI0TOBAJIIOTHI PE3€pBH, BHYTPIIIHI 3a0I1a/DKEHHs, BaJIOBI 1HBECTHIL], BaJIOBUH BHYTPILIHIH
MPOJYKT, MPOoOIeMHI KpeauTH, OajJaHC MOTOYHOTO PaXyHKY.
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Background. Due to macroeconomic instability caused by deep structural
imbalances, there was a problem of national economy restructuring, its re-
orientation towards high-tech industries and foreign markets. Under such
circumstances, the key challenge is to develop economic programs on
attraction of investment, introduction of new knowledge, increasing employment
and technological modernization of the economy. Addressing these issues
will require significant financial resources, on the one hand, and control
of their intended use on the other. In this context, the role of such a tool of
implementing economic programs as state specialized funds is increasing.

Analysis of recent research and publications. Various issues of state
specialized funds functioning studied V. N. Fedosov, V. N. Oparin, S. V. Lio-
vochkin [1], L. I. Vasilenko [2], I. V. Kushnir [3], K. V. Savchenko [4] and
others. Despite the high level of theoretical development, issues of improving
the activity of state specialized funds in the context of ensuring the deve-
lopment of the national economy require the subsequent solution.

The aim of the paper is to investigate the interconnection between
state specialized funds and economic development of the state. To achieve
this goal there were established and accomplished the following tasks: clari-
fication of" state specialized funds" notion; systematization of the list of
state specialized funds in economic designation in Ukraine; identification of
the interconnection between functioning of state specialized funds and
government programs of economic development of Ukraine.

The object of the research is state specialized funds of economic
direction.

Materials and methods. The study was conducted with the use of
such basic methods as theoretical synthesis, system analysis, induction.

Results. The main reason for the creation of state specialized funds (SSF)
is the need for separation of expenditures which are extremely important for
the public and providing them with an independent source of income. They
enforce the implementation of state economic function through most optimal
coordination of the strategic directions of development of the national economy.

Analysis of scientific literature demonstrates separation of three
approaches to content of SSF. Within the first approach state specialized
funds are considered as monetary relations of distribution and redistribution
of the value of social product and a part of national wealth associated with
the formation and use of state funds to finance social needs from the
identified sources that have designated use [4, p. 163]. However, this
approach requires specification of the indicator that assesses social product.
Proponents of the second approach note that SSF is a specific form of
redistribution and use of financial resources raised both by central and local
authorities for financing certain socio-economic, environmental and other
needs, as well as their integrated use [2, p. 9]. Here can be observed certain
overlapping of goals of fund usage. The third approach involves the
operation of state specialized funds in accordance with the laws of Ukraine,
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which are made up by means of contributions from legal and physical
entities [3]. This is a rather one-sided interpretation that ignores the actual
purpose of the SSF operation.

On the other hand, in practice, a significant source of revenue for state
specialized funds is funds of state and local budgets. Thus, state specialized
funds are a system of economic relations that arise during the formation,
distribution and use of centralized funds to finance specific programs of
national and regional destination. According to the Law of Ukraine Ne 1621-IV
state special-purpose program is a set of interrelated tasks and activities that
address the major problems of state, separate industries or administrative
units’ development, is realized using funds from the State Budget of Ukraine
and agreed according to the time of performance, staffing, resource support [5].
State programs, for the financing of which funds are aimed, may be eco-
nomic, social, environmental, military, scientific-technical and of other directions.
At the same time functioning of SSF is partly connected to the budget
system [1]. Important place in the composition of state funds take funds of
economic designation. The aim of their operation is the development of
certain areas of the social economic needs through the impact on the pro-
duction and infrastructure creation by means of financing, subsidizing and
credit provision of economic entities.

Functioning of the economic specialized funds has object-matter and
subject aspects. Object-matter aspect is realized through the support of
innovation policy, creating favorable investment climate, promoting the
insolvent companies stabilization. Subject aspect is revealed through public
financial support of specific sectors or categories of economic entities with
the help of certain tools.

The activity of state specialized funds of economic direction should be
based on such principles as:

. unity: the connection between state programs of economic deve-
lopment, which are an instrument of economic regulation for achieving
long-term goals;

. system: systematic approach to fund management at all stages of
implementation of state economic development program;

« monitoring: implementation of ongoing monitoring the achievement
of the objectives set for the funds.

To achieve these objectives the economic programs are set out in our
country, 9 SSF are functioning (table).

The development of entrepreneurship as an important factor for eco-
nomic growth has always been a priority in public policy. Ukrainian Fund
for Entrepreneurship Support was created according to [7] to facilitate the
implementation of public policies that support entrepreneurship, the creation
of economic, organizational and legal conditions for its development. It became
the legal successor of the Ukrainian National Fund for Entrepreneurship
Support and Competition Promotion.
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Table

General characteristics of the state specialized funds
of economic direction in Ukraine

State Specialized Fund

Funding Source

Related Program

Ukrainian Fund for
Entrepreneurship
Support (UFES),
regional business
support funds [6-8]

Ukrainian State Fund for
the Support of Farming
(USFSF) [12-14]

Fund for stabilization
of companies and
organizations listed in
the register of inso-
Ivency (FSCOLRI) [16]
State Innovation
Finance and Credit
Institution (SIFCI) [18; 19]

State innovation non-
bank financial-credit
institution "Fund

to support small
innovation business"
(SIFSSIB) [23]

State specialized fund
for financing state
expenses in aviation
and participation of
Ukraine in international
aviation organizations
(SSFFSEA) [24]

State Fund for
Regional Development
(SFRD) [25]

State Agency for the
recovery of Donbas
(SARD) [27]

Budget funds, voluntary
contributions of physical and legal
entities, including foreign ones

Funds of the state budget

of Ukraine; from the repayment
of loans and state financial aid
provided by the state budget

of Ukraine; voluntary contributions
of physical and legal entities;
Centralized deductions of regional
offices of USFSF, etc.

Funds of the state budget

of Ukraine, other revenues that do
not contradict the current
legislation

Funds received as a result

of loan repayment of the State
Innovation Fund and its regional
departments, State Enterprise
"Ukrainian Innovative financial-
credit company", etc.

Funds of the state budget,
revenues from operations with
securities, loans and borrowings,
dividends on shares of the Fund,
etc.

Government charges, voluntary

contributions from physical and
legal entities, etc.

Funds of the state and local
budgets [25]

Not regulated

| Public specialized program for the

| The State program of intensification

| The state program of industry

| ture in Ukraine" for 2009-2013 [22]

| State program of revitalization

| State program of industrial

| towns for 2011-2015 [26]

National program to promote small
business in Ukraine [9];

Economic Reforms Program

for 2010-2014 [10];

State Target Economic Program

for energy efficiency and the deve-
lopment of energy production sphere
on renewable energy sources and alte-
mative types of fuel for 20102015 [11]

development of the Ukrainian village
up to 2015 [15]

of economic development
for 2013-2014 [17]

development for 2003-2011 [20];
The state program of intensification

of economic development

for 2013-2014 [17];

State specialized economic program
of industry development for the
period up to 2020 [21];

State Specialized Economic Program
"Development of innovation infrastruc-

State specialized program
of industrial development
for the period up to 2020 [21]

of economic development

for 2013-2014 years [17];

State specialized economic program
of industrial development for the
period up to 2020 [21]

development for 2003-2011 [20]
State specialized program to support
social and economic development of

Peace and economic development in
Donbas (bailout plan for Donbas) [28]
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The objective of UFES to facilitate implementation of public policy
for the development of entrepreneurship is realized by attracting and utilizing
financial resources on a returnable and non-returnable basis; cooperation
with various financial institutions; participation in the realization of inter-
national agreements on financial security of business in Ukraine; partici-
pation in the formation of organizations that support entrepreneurship and
conform with the National program to promote small business in Ukraine [9],
Program of Economic Reforms for 2010-2014 [10], State specialized Eco-
nomic Program for energy efficiency and the development of energy pro-
duction from renewable energy sources and alternative fuels for 2010-2015 [11].
The latter, in turn, are based on the provisions of the Concept of State
Industrial Policy [29]. To solve its problems Ukrainian Fund for Entre-
preneurship Support provides interest-free loans, guarantees to financial
institutions for loans; provides partial compensation of interest on loans;
organizes the process of raising the level of entrepreneurs’ business education;
organizes events for training, retraining and skills development of staff for
small and medium businesses; organizes and conducts research on entre-
preneurship support, etc. Special attention of UFES in the sphere of small
businesses is because in the EU countries the share of employment in this
sector is about 75 % of the employable population, and in Ukraine — only
about 11 % [30, p. 71].

Other countries are also concerned with issues of maintaining business.
Thus, the US created the Small Businesses Administration and Fund of
restructuring and economic development, in Canada — Agency of Canada
Economic Development for the regions of Quebec, Canadian technology
partnerships; in Brazil — Brazilian National Bank for Economic and Social
Development; in Japan — Corporation of Insurance lending to small
businesses; in France — the Foundation for Economic and Social Deve-
lopment; in the Russian Federation — Federation development and support
of small business.

For the state support of agricultural complex in Ukraine in 2015 about
20 billion USD is needed [31]. One of the tools for implementing this task is
Ukrainian State Fund for the Support of Farming which is a budget-funded
agency performing the functions of realizing state policy to support the
formation and development of farms. It is a legal successor of the Ukrainian
State Fund for the Support of the rural (farm) households, formed according
to [13] and resolution of Kiev state administration from 14.03.92 Ne 133
"On Some Issues the rural (farm) households development" and belongs to
the sphere of the Ministry of Agrarian Policy of Ukraine administration.
USFSF’s activities are associated with the State specialized program for the
development of the Ukrainian village for the period up to 2015 concerning
improving of mechanism of providing state support to the agricultural sector
and provision of the development of rural areas to meet the requirements of
the WTO; putting into practice activities to ensure the development of
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agricultural market infrastructure; innovation and investment strengthening
of the material and technical base of the agricultural sector [15]. This is due
to the Strategy of the agricultural sector for the period up to 2020 [32].
Similar funds function in other countries. For example, in Belarus was
established Republican fund to support agricultural, commercial products,
food and agricultural science. In the US, there is a Fund for the farming loan
administration that coordinates agricultural lending at the expense of the
Treasury and from the sale of its guarantees.

In the conditions of global competition the state should contribute to
the growth of potential of the Ukrainian aviation industry, preservation of its
position in the domestic and international markets. Given the system-role of
aviation industry in the national economy due to the close connection with
other high-tech industries, the aviation industry is able to influence the
innovative development of the country. Taking this into account in Ukraine
according to [24] was created the State specialized fund for financing state
expenses in aviation and participation of Ukraine in international aviation
organizations. It has an off-budget status and functions under the State
Department of Aviation Transport in order to finance measures to support
civil aviation in Ukraine in accordance with the Convention on International
Civil Aviation and the participation of Ukraine in international aviation
organizations. SSFFEA finances the maintenance of inspection apparatus on
safety, aviation security services, certification of operators and maintenance
of airworthiness of aircrafts, flight service, equipment procurement, appliances,
premises rent, work on the investigation of aviation accidents, aviation
security and safety provision, and other expenses provided be the estimate;
costs for the participation of Ukraine in international aviation organizations,
providing signing international treaties of Ukraine on air transport and external
activities, development of aviation regulations, standards and technologies.

In other countries the state public financial support for aviation activities
provide both specialized trust funds (State off-budget fund of civil aviation
in Belarus, China Aviation Supplies Import and Export Corporation) and
funds with multiple purposes (Export Agency of Canada, Japanese Organi-
zation of trade and investment insurance).

In order to solve the problems associated with financial debt elimi-
nation of companies and organizations listed in the register of insolvent,
according to [16] was created the Fund of stabilization of companies and
organizations listed in the register of insolvent, whose work is related to the
State Program on Economics Development Activation for 2013-2014 [17]
within which must be ensured financial stability of the national economy.
Such funds operate in other countries. For example, in Belarus there is an
off-budget fund of stabilization of the Ministry of Communications and
Informatization, which only supports organizations subordinate to this ministry.

For the financial support of innovative business entities activity in
Ukraine was created the State innovation finance-credit institution and State
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innovation nonbank finance and credit institutions "Fund to support small
innovation business". State innovation finance and credit institution was
renamed in 2007 to Ukrainian innovation company which has been formed
according to [19] instead of State Innovation Fund. It is a legal successor of
property rights and obligations (including under the agreements of providing
innovative loans) of State Innovation Fund and its regional offices. By
September 2014 SIFCI subordinated to the State Agency for Investment and
Innovation. Now it is under the jurisdiction of the Ministry of Economy and
Trade. State innovation finance and credit institution provides financial
support to economic entities of various forms of property within the state
innovation policy. Its activity is associated with the State program of inten-
sification of economic development for 2013-2014 [17]. Meanwhile there
could be observed a link between SIFCI and the state program of industrial
development for 2003—2011 [20], which was based on the Concept of State
Industrial Policy [29] to accelerate institutional reforms and improve the
structure of industrial production through increased innovation orientation
of the industry. Today SIFCI activities are based on State specialized eco-
nomic program for industrial development for the period up to 2020,
according to which the share of innovative products in the volume of
industrial production is expected to grow to 50%; and the share of industrial
enterprises that are engaged in innovation activities — up to 25% [21]. State
Innovation nonbank financial and credit institutions "Fund to support small
innovation business" was established in accordance with Art. 19 of the Law
of Ukraine "On the innovation activity" of 04.07.2002 Ne 40-IV. The main
activities of SIFSSIB are the organization of a selection of innovative
projects to provide financial support for their implementation; the provision
for the subjects of innovative activity of financial support for the imple-
mentation of innovative projects; attracting domestic and foreign investments
for the implementation of innovative projects; aligning closer cooperation
with international governmental and non-governmental organizations on
innovation and mobilizing financial resources in the economy of Ukraine
for joint innovation projects; participation in joint investment schemes.

The funds that finance innovation activity are created in other countries.
For example, in Belarus in 2008 legislation provided the formation of inno-
vation funds under the ministries, departments, regional executive committees
and the Minsk City Executive Committee, National Academy of Sciences and
other public organizations at the expense of contributions from subordinate
organizations.

Basing on current conditions and trends in regional economic deve-
lopment, arises a need to ensure environmental protection, rational use of
regional resources for industrial development, mitigation of social disparities
and creation of conditions for the safety of the population. This led to the
establishment of the State Fund for Regional Development, which operates
within the state budget. The question of its creation arose within the
Program of economic reforms realization in 2011 in the process of defining
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basic legal principles and criteria for allocation of subsidies from the state
budget to local budgets aimed at the implementation of investment programs or
projects. The mechanism of training, assessment and competitive selection
of investment programs (projects) that may, in accordance with Article 24-1
of the Budget Code of Ukraine be realized by the State Regional Development
Fund, are regulated [25]. Funds of SRDF are allocated for competitiveness
and investment attractiveness of regions and individual administrative units,
in particular the financing of investment programs (projects) that contribute
to the development of infrastructure, job creation, energy saving and
environmental protection. This is in line with the State program of industry
development for 2003-2011. However, SRDF realizes objectives, set by the
State specialized program for the social and economic development of
towns for 2011-2015.

As a result of the events in the East of Ukraine were destroyed around
600 enterprises: 396 in the Donetsk region and around 200 in Lugansk. This
reason, the destruction of infrastructure and housing caused losses worth
about 11.8 billion USD [33]. To overcome the effects of military development
was created the State Agency for recovery of Donbas according to [27].
The document stated the name of the new authority, but did not list either
quantitative composition or powers, or the budget for this structure.

Conclusion. The study conducted suggests that a significant pro-
portion of state specialized funds of economic direction are based on the
mixed financing, providing incorporation of funds both of state and local
budgets, as well as of physical and legal entities. However, their operation is
normally carried out within the budget of specified level. The result of the
establishment and functioning of state specialized funds of economic direction
will be radical improvement of the investment climate, the formation of high-
quality investment proposals, providing innovative component of economic
growth, employment promotion and development of agriculture.
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Bonocosuu C. ,Zlep.ucaeui uinvosi ghonou y cucmemi peanizayii eKOHOMIUHUX NPOZPAM.

Ilepeomosa. Y 38 513Ky 3 MAKPOEKOHOMIYHOIO HECMAOLTbHICTIIO, CHpUtUHEHOI0 2UOOKUMU
CMPYKMYPHUMU Oucnponopwwu nocmana npoorema pecmpykmypusayii HayioOHaIbHOL
EeKOHOMIKU ma nepeopienmayii it Ha UCOKOMeXHON02IuHI 2any3i. 3 02170y HA ye KI0U08UM
3a80AHHAM € PO3POOKA eKOHOMIYHUX NPOSPAM W00 3ANVYEHHS THEeCMUYill, 6NPOBAOIICEHHS
HOBUX 3HAHb, NIOBUWEHHSI PI6HS 3AUHAMOCMI, MEXHON02IYHOI MOOEepHI3ayii eKOHOMIKU.
epoicashi yinvbosi poHOU BUCYNAIOMb BANCTUSUM THCIPYMEHMOM IX yeniwHol peanizayii.
Hisinoricmo Oeporcagnux yinbosux Gondis 0ocriodicysanracs ¢ Kowmekcmi ix cymmocmi ma
@yHryionysanma coyianvhux ¢pondis. BooHouac nodanvuio2o SupiuieHHs nompedyioms
npobnemu 3a0e3neyents po3sUMKY HAYIOHATLHOI eKOHOMIKU 3a OONOMO2010 OepHCABHUX
Yinbosux oHois.

Mema cmammi — 00CRIOJNCEHH 83AEMO38 SI3KY 0EPIUCABHUX YIIbOsUX (PoHOi6 ma
EKOHOMIUHO20 PO3BUMKY 0EPIHCABU.

Mamepianu i memoou. Jlocniodcenns npogoounocy i3 3ACMOCYSBAHHAM MAKUX
HAYKOBUX MeMOOI8: MeopemuyHo20 Y3a2aibHeHH s, CUCIEMHO20 AHai3y, IHOYKYIT.

Pezynomamu docnioxycennn. Ha ocnosi ananizy naykosux oxicepen 3anponoHo8aHO
BUBHAYUEHHS NOHAMMSA OEPHCABHUX YINbOBUX (DOHOI8 AK CUCTHEMU EKOHOMIUHUX B8iOHOCUH,
WO BUHUKAIOMb NPU (POPMYBAHHI, PO3NOOLTI MA SUKOPUCTIAHHT YEHMPATI308AHUX (DIHAHCOBUX
pecypcie 01 (DIHAHCYBAHHA OKpeMUX Npocpam 3d2aibHOOepHCABHO20 Md PeiOHANbHO20
npusHayenns. J[AnbHICMb 0epIicasHUX Yinbosux (QOHOIE eKOHOMIYHO20 CHPSIMYBAHH MAE
IPYHMYBAMUCS HA MAKUX NPUHYUNAX, AK €OHICMb, CUCMeMHicmb, MoHimopuHe. /[na 0o-
CACHEHHS Yiell, 3a3HAYEHUX 6 eKOHOMIYHUX npogpamax, 6 Yxpaiui ¢yynxyionyiomo Ykpaincoxuil
@PonO niompumku NIONPUEMHUYMEA, YKpaiHcbkull OepiicasHuil POoHO nIOmMpumKu ¢ep-
Mepcbkux 2ocnodapcms, @ono cmabinizayii niOnpueMcme ma opauizayii, 6HECeHux 00
peecmpy HenIamoCHpPOMOdICHUX, Jlepacashuil cneyianizosanull ono QiHaHcysants 3a2anbHo-
OeparcasHux sumpam Ha asiayiuny OiANbHICMb Mma y4acms YKpainu y MidcHapooHux asia-
yiHux opeanizayiax, [epoicasna innosayilina Qinancoso-kpedumna ycmarosa, [epoicasna
iHHOBaYIIHA HeDAHKIBCbKA (DiHaHCO0B80-Kpeoumua ycmaroga "DOHO niOMpumKu Manozo
iHHOBayIliHO20 Oi3Hecy", /leparcasHutl )oHO pecionanbHo2o po3sumky, Jlepoicagre aceHmcmeo 3
numaws 8i0Ho61eHHs [lonbacy.

Bucnoeku. Buznaueno, wo 3Hauna 4acmra 0epaicaguux Yitbogux )ondie exoHomiy-
HO20 CHPSAMYBAHHI TPYHMYEMbCS HA 3MILAHOMY (inancyeanti, wo nepedbayac y c60emy
CKIAOL IK KOWMU 0epAHCABHO20 | Micyesux 0I00xcemis, max i Qizuunux i 0puoUdHUX ocio.
Ipu yvomy ix yHKyiony8aHHs 30iliCHIOEMbCA, AK NPABUNO, ) MeXHCAX O10icemy U3HA-
yeno2o pisHa. CmeopenHs | YHKYIOHYBAHHA OePHCABHUX YITbOBUX (POHOIE eKOHOMIYHO20
CHPAMYBAHHS CRpUAMUMe NOKPAWAHHIO THBeCMUYITIHO20 KIIMAmy, (hOpMY68aHHIO cucmemu
SAKICHUX THEECUYIIHUX NPONO3UYill, 3a0e3neueH IO THHOBAYIHOT CKIA0080i eKOHOMIUHO20
3POCMAHHA, 3aUHAMOCMI MA PO3GUMK) ASPAPHO20 CEKMopa.

Kniouoei crnosa: nepxaBHi 1iboBi GoHaM, YKpalHCHKHUNA Jepx»aBHUH (HOHA M-
TPUMKH (hepMEPCHKHUX rOCIOIapCTB, YKpaiHChKuiA (DOHJ MIATPUMKH ITiNTPUEMHHULITBA, /leprkaBHa
iHHOBalliiiHa (hIHAHCOBO-KpeIUTHA yCcTaHOoBa, [lepkaBHU (OH/ perioHaTbHOTO PO3BUTKY.
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INCOME GENERATION
OF PAYG PENSION SYSTEM

The article discloses some tools of income generation in PAYG system, determines
special aspects of income determination in Ukrainian Pension Fund. It studies the
components and the structure of earnings to the system of the first level pension insurance
for 2000-2013. The main problems and lacks in income generation of Ukrainian Pension
Fund were indicated.

Keywords: pension insurance, Ukrainian Pension Fund, own profits, transferred
profits, pension coverage, income of Ukrainian Pension Fund.

Hacubosea O. @opmuposanue 00X00HOU Yacmu COIUOAPHOU CUCHEMbl NEHCUOHHOZ0
cmpaxosanus. Packpeim mexanusm gopmuposanust 00X0OHOU Yacmu CONUOAPHOU CUCTIEMbl
neHcuoHHoz2o cmpaxosanust. Onpedenenvl ocobennocmu 06pazoéanus 00x0006 Ilencuonnozo
¢onoa Yrpaunwi. Ocywecmenen anaiuz cocmaga u Cmpykmypbl HOCIMYNJIeHULl 8 CUCTNEM)
NEeHCUOHHO20 cmpaxosanus nepgozo yposHa 3a 2000-2013 ce. Buiagnenvl ocHogHble
npobaemvl u Hedocmamku npu hopmuposaruu 00x0008 Ilerncuonnozo gponoa Yxpaurul.

Knwuegvie cnosa: meHcnoHHOe cTpaxoBaHue, [leHCHOHHBIN (QoHA YKpawHEL,
COOCTBEHHBIE JIOXO/BI, IEpeAaHHbIe J0XOJbl, NMEHCHOHHOE olecrieueHne, Noxonsl [leH-
CHOHHOTO (hOH/a YKparHbl.

Background. Current situation in pension system deposes about necessity
of correction of the following auditing in pension reform. First by reducing
financial pressure on Ukrainian Pension Fund via gradual transition to
strengthening the role of storage components in pension system.

Filling of income generation in Ukrainian Pension Fund is one of the
most important problem at social protection of population in Ukraine. Constant
increasing of social standards during the economic reform demands augmen-
tation of earnings that would provide the needs of stay-at-home population part.

Analysis of recent research and publications. A substantial contribution
at researches describing problems has done local experts (B. Zajchuk, A. Li-
banova [1], V. Melnichuk [2], L. Tkachenko [4], O. Koval [5], B. Nadtochii
and others) and foreign experts (A. Karimullin, S. Klane, V. Loginova, G. Patler,
O. Ruf-Fidler and others).

The aim of the article is disclosing some tools and peculiarities at
income determination of PAYG pension insurance system via modern
experience of pension insurance system in financial condition that will
determine the effective lines of its improvement.

Materials and methods. In the scientific article methods and approaches
that let realize the conceptual research integrity are used. Dialectic and
structural methods of perception are used for disclosing the main point formation
at income generation in Ukrainian Pension Fund at the economic cyclicality
system. Methods of analysis and output generation, induction and deduction
are used for determination of peculiarities in the first level formation in pension
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system, comparison and statistical methods — for finding the reserves and
reinforcements at optimization of income in Ukrainian Pension Fund.

Results. Pension system service is complicated in Ukraine. It has
different financial forms. Government-owned institutions and non-state
legal entities take part at mobilization of funds and set-up of pensions.
Under the conditions lack of financial resources of state-owned funding has to
provide civil payment of minimum income at retirement. Moreover,
disbursement of self-imposed formation of pension funds has the aim to
increase pension in via additional payment at the age of retirement from
non-state pension provision. Multilevel pension service established in
Ukraine should assist of providing obligatory minimum wage for all
pensioners and substitution of guaranteed mechanisms with the help of which
citizenry can save money for age.

Thanks to analysis of income formation at the first and third level
system of pension coverage in the country it’s possible to determine
problematics of funding filling PAYG pension system and non-state pension
provision, money utilization efficiency and balancing of income and costs in
Ukrainian pension fund (UPF) that is system governing body providing the
first level.

UPF budget structure is characterized by complex multicomponent
structure of budget indexes income and costs expenditure budget (figure 1).

Individuals — Enterprises, Tax on compensation of actual costs on pension
entrepreneurs Institutions payment and according to regressive demands
Individuals — employees ||| Earnings from reserve _ Under Interest

fund investment international rates
v L v agreements of binks
Single social Own funds
contribution (SSC) > Other own funds
(36.3-53.3 %) —[ Budget UPF ]_ X )
Fee for additional rates Transferred funds Voluntary, || Fine,
from certain types Costs of state charjtab}e sanctionss
of economic activity :> Ukrainian | €Osts ;{f s(tiate contribution
L 4 budeet trust funds
Ar y T 3 udge I
During the sales From the SIF in case of
of cars (3—5 % foreign currency || | unemployment
( 0) purchase (0.5 %) SIF frorrii
injury an
From usage F hasine of | | From trading by gold and ;ggpa_
and providing services || {TOM purchasing o lati iowel .
i real estate (buyin, platinum jewelry tional
of cellular mobile ) YN8 || (except of wedding rings) di
connection (7.5 %) and selling) (1 %) and gemstones (5 %) iseases

Figure 1. Revenue formation of Ukrainian budget in pension fund
(designed by the author on the Ukrainian legislation basis [6—9]

Under the current law [6] main formation sources in UPF are:
« receipt of single contribution payment at mandatory state social insurance

that direct on mandatory state social insurance in size defined by law, except
of premiums that direct to memory system of mandatory state pension insurance;
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. investment income that is received from investment of costs reserve
to cover the budget deficit in Pension Fund in future;

« state budget costs and trust Funds that count in Pension Fund;

. amounts from financial sanctions, applied according to legal and
natural persons for violations of established calculation procedure and
insurance contribution payments and usage of Pension Funds and also the
amounts of administrative penalties, imposed according to legislation on
officials and citizens for these violations;

« legal and natural persons’ donations;

. other earnings in accordance with legislation.

All incomes that are mobilized in UPF can be divided into own and
transferred. Own incomes — earnings in the form of enterprises, institutions
and citizens mandatory and voluntary contribution, incomes from investments
and earnings in the form of financial sanctions that as a rule have to create
the vast majority of the part fund earnings (90 %). In the structure of own
earnings over 80 % belong to obligatory contributions to the subjects of
enterprise activity. These are enterprise, budget and public institutions and
natural persons’ contributions set by Ukrainian legislation to UPF. Their volumes
depend on the expenditure amount on payment for work paid to workers.

Fundraising to PAYG of pensions is centralized that simplifies
procedures of enforcement for payers and the control by the state regulator
and provides high effectiveness of interventions application on offenders.

Such way of collective insurance contributions represents the best
world practice, it completely fits in nowadays-domestic realities, provides
the best possibility of the state control and indirectly encourages to simpli-
fication of entrepreneurship conditions.

Transferred incomes are costs that are transferred to the fund from the
budgets and target institutions, that are resources transferred to UPF with the
aim of pension payments providing that finance due the state budget or
social insurance funds. Transfer of such funds is caused by earnings
mobilization for providing of these costs conducts by budget institutions and
their performer is UPF.

At this stage of system pensions development the issue of financial capa-
bility at Pension fund sharpens for the performers’ payment despite of rapid in-
creasing UPF budget in 2000-2013. In the fable, you can see total amount of
earnings to Ukrainian Pension Fund that constantly were increasing in 2000-2013.
Thus, UPF incomes increased at 2.33 billion UAH in 2001 compared to the
previous year, in 2002 — 5.80 billion UAH, 2003 — 3.01 billion UAH, 2004 —
10.91 billion UAH, 2005 — 12.98 billion UAH and 2006 — 13.72 billion UAH.
Recorded rapid revenues increase of pension insurance PAYG at
32.73 billion UAH in 2007, that is in 1.52 times more than in 2006. In 2008 —
52.18 billion UAH (at 1.55 times more), that is 35.31 % compared to the
previous year, 2009 — 3.29 billion UAH, 2010 — 14.61 billion UAH, 2011 —
27.78 billion UAH (at 1.17 times), 2012 — 22.17 billion UAH (at 1.12 times),
in 2013 — 16.84 billion UAH. Increase is scheduled at 0.53 billion UAH
in 2014, that is the smallest index during analyzing period.
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Composition and structure dynamics of pension receipts to PAYG in 2000-2013

Table

Profits of pension fund | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
Own receipts, including
an account of remain, 11.55 | 13.28 | 19.44 | 23.15 | 30.01 | 42.22 | 52.80 | 70.44 |106.20|114.91|127.04 | 152.41 | 165.83 | 170.82
billion UAH
Money of the state budget | 4 g5 | 513 | 198 | 185 | 588 | 6.66 | 9.74 | 24.88 | 41.42 | 35.82 | 38.18 | 40.56 | 49.17 | 61.47
of Ukraine, billion UAH
Money of state special 075 | 076 | 0.84 | 0.27 | 029 | 028 | 0.34 | 0.29 | 017 | 0.35 | 0.47 | 050 | 0.64 | 0.19
purpose funds, billion UAH
Total profits, billion UAH | 14.16* [16.46** | 22.26 | 25.27 | 36.18 | 49.16 | 62.88 | 95.61 |147.79 |151.08 | 165.69 | 193.47 | 215.64|232.48
isnhgggfgjns'on feceipts | g31 | 806 | 9.86 | 9.45 | 10.48 | 11.14 | 11.56 | 13.27 | 15.59 | 1654 | 15.31 | 14.86 | 15.28 | 15.98
Share in total, %:
own receipts 81.74 | 80.68 | 87.33 | 91.61 | 82.95 | 85.88 | 83.97 | 73.67 | 71.86 | 76.06 | 76.67 | 78.78 | 76.90 | 73.48
money of the State Budget | 12.95 | 12.94 | 8.90 | 7.32 | 16.25 | 13.55 | 15.49 | 26.02 | 28.03 | 23.71 | 23.04 | 20.96 | 22.80 | 26.44
money of state special 531 | 462 | 377 | 1.07 | 0.80 | 057 | 054 | 0.30 | 0.12 | 0.23 | 028 | 0.26 | 0.30 | 0.08
purpose funds

* In 2000 add 0.03 billion UAH due to the money of local budgets on debt liquidation from payments on the care of child from 1.5 to

3 years old.

** |In 2001 add 0.29 billion UAH due to credit resources on coverage of cash break.
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Comparative analysis of earnings dynamics to UPF budget shows
considerable increase in their volumes (earning part of pension insurance
PAYG increased at 218.32 billion UAH), and also their proportion of GDP
increase twice — from 8.31 % in 2000 to 15.92 % in 2013. Dynamics of the
pension earnings proportion is shown at figure 2.

18

1998 2000 2002 2004 2006 2008 2010 2012 2014
—@—pension earningsin GDP proportion, % Year

Figure 2. Ratio of income of Ukrainian Pension Fund and GDP, %
(calculated by the author according to data [9; 10])

As we can see from the table an increase of PAYG revenues resulted
thank to increasing such sources of accumulation in UPF as own revenues
and state public funds in the form of transfer payments.

The main part of earnings from which the first level of pension system
is formed own revenues of UPF that rapidly increase every year from 2007.
Thus, own revenues increased at 159.27 billion UAH in 2013 compared
with 2000 and equaled 170.82 billion UAH that is 73.48 % from the total
earnings amount in 2013. From 2000 until 2013 the biggest amount of own
revenues was in 2013 that equaled 170.82 billion UAH and the smallest
amount in 2000 — 11.55 billion UAH. Own revenues had the upper share in
2003 —91.61 %, that is met due to formation of UPF income share.

Level of UPF income was increasing in the part of the Ukrainian state
budget (USB) from 2000 until 2008. Revenues using USB equaled
41.42 billion UAH. From the beginning 2009 was recorded a tendency to
the UPF financial reducing from the state budget that is positive for the UPF
income share formation. Nevertheless, there was an increasing burden on
the state budget and ratable UPF financial dependence from the state budget
in 2010. So, USB earnings for pensions increased at 2.36 billion UAH
in 2010 compared with 2009, in 2011 — increased at 2.38 billion UAH
compared with the previous year, in 2012 — at 8.61 billion UAH, in 2013 —
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at 12.3 billion UAH, that is in 1.25 times. The biggest index of USB earnings
that are paid to UPF were recorded in 2013 — 61.47 billion UAH that is
26.44 % UPF total income in 2013. Planned payment orders from USB are
bigger — 65.69 billion UAH.

Money from such trust funds as Social Insurance Fund from manu-
factured accidence and occupational diseases and Social Insurance Fund in
the case of unemployment amount a small proportion during the formation
of UPF income share relatively own earnings and transfers from USB.

For further identification of problem issues during the formation of
UPF incomes, it is necessary to analyze the structure of pension earnings in
PAYG for 2000-2013.

Despite the volume own incomes increasing in UPF, their share in the
structure of sources reduced during 2000-2013 at 8.26 %. At the same time
share income of the state budget increased at 13.5 % that is from 12.95 % in
2000 to 26.44 in 2013. This is negative tendency during the pension
formation in Ukraine and shows increasing burden for USB and increasing
dependence in general pension system from the state budget. Thus, there is a
lack of own resources in pension income system, that is formed because of
payments to enterprises, institutions and private persons according to the
legislation. Therefore, transfers from the state budget to UPF were 1.83 billion
UAH in 2000. They planned 65.69 billion UAH in 2014 that is 35.89 times
more. The biggest volume of UPF budget filling at the expense of USB was
recorded in 2008 (28.03 % from the total volume earnings).

Ratio volume analysis of UPF incomes gains a special attention with
state budget costs in Ukraine without transfers’ accounting for PAYG. UPF
incomes were 43.99 % costs of USB in 2000 (32.12 billion UAH — without
transfers to UPF). The ratio between the UPF incomes and USB costs without
transfers’ accounting were 43.61 % in 2005, 49.38 % — in 2006, 64.03 % —
in 2007, 73.75 % — in 2008, that is increased at 9.72 % (200.39 billion UAH —
without transfers to UPF), 72.99 % — in 2009, 62.43 % — in 2010, 73.62 % —
in 2011, 62.24 % —in 2012, 64.88 % —in 2013, 61.06 % — in 2014. Therefore,
the UPF resources were less twice compared with USB costs from 2000 until
2007, but their volume equaled to 75 % in 2008, 2009, 2011. If it continues
UPF resources can exceed USB [11].

Under these conditions, PAYG financial ability depends on the state
budget. This is because of violation of principles in obligatory pension
insurance that are determined in article of the seventh Ukrainian Law
Ne1058 about obligatory financing at the expense of UPF costs, related with
pension payments and providing of social services, established by the
existing legislation [12].

Thus, it is necessary to create definite conditions for UPF transfor-
mation at self-pay off organization and provide implementation of one of
the principles related to obligatory pension insurance by increasing the
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volume of own earnings. For the detection of reserves, increasing and
optimization in the formation of UPF own earnings it is necessary to analyze
their structure.

The increase of share earnings due to USB informs about occurrence
of UPF gradually dependence from the budget money and insolvency of
financial resources formed by own forces. Such UPF financial dependence
from the state budget causes the budget-insurance fund in UPF. This formation
of the first level pension system breaks the social insurance principles.

The situation related to the necessity of UPF covering deficit by to
budget money and constant increase of transferred incomes indicates the
narrowing possibilities of the state budget to finance health care, culture,
education and science, that deteriorates material status in these spheres and
social mood in general.

The formation of UPF incomes at the same time follows many losses
related to a great amount of people that get pensions. There is also incorrectness
of issues according to the base of insurance costs. All this leads to the PAYG
imbalance and increasing of dependence from the Ukrainian state budget.

Despite constant increase in PAYG share income of pension insurance
there is a lack of money in the UPF that is adverse to budget. Whereas there
is the highest share accruals of obligatory contribution from the salary to the
pension fund in Ukraine — in general 36.3-53.3 % (32.7-42.7 % the
employer pays depending from the manufacturing risk, the employee pays
3.6 % by himself). It causes substantial burden on the employers, low level
of tender declaration and increase of shady employment among the working-
age population. That creates some difficulties in the Ukrainian pension fund
formation. Except this, the part of taxes that is paid to the USB is transferred
for the pension financing. In this context, it is very difficult to reach the whole
lawfulness of incomes among working population.

Conclusion. The data of analysis in current situation at income share
budget of Ukrainian pension fund lead to the necessity of creating long-term
strategy for the pension system development. It’s concerned with low financial
effectiveness of the state pensions from own resources, thus progressive
strengthening of misbalancing in UPF budget, increasing its dependence
from the state-budget transfers, lag in pension income that was formed
during the soviet pension legislation.
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Hacioosea O. @opmyeanna 00xionoi uacmuHu conioapHoi cucmemu
REHCIlIH020 CMPAXY8AHH L.

Ilocmanoexa npoodnemu. 36invuenns Ileucitinozo ¢ondy € oOnum 3 Hai-
BANCIUBIUUX ACNEKMIB COYIANbHO20 3axucmy HacenenHsa Ykpainu. [locmitine 3poc-
MAKHS COYIANbHUX CMAaHOapmie Ha emani peopmy8aHHs eKOHOMIKU GUMacac
30LnbUEeHHS 00X00i6, SKI 3a0e3neyams nompeodu Henpaye30amHO20 HACEeHHS.

Ananiz ocmannix 0ocnioxycenv ma nyonaikauii. 3HauHull 6HECOK Y 00C-
JIOJICEHHsT NUMAHHSL OOXIOHOI 4acmuHUu NeHCiliH020 GOHOY 3poOUNU BIMYUZHSHI
nayxosyi b. 3atiyyx [3], €. Jlibanosa [4], B. Menvnuyyx [1], JI. Txauenxo [2],
O. Cuim, [5], b. Haomouiii ma in.

Mema cmammi — npoananizyeamu Mexanizm QopmysanHs ma 0coOIUBOCMI
00XiOHOI YacmuHu coni0apHOi NEeHCIUHOI cucmemu WIsAXOM NPOBEOeHHS AHANIZY
HOMOYHUX (DIHAHCOBUX YMOB8 NEHCIlHOI cucmemu Oisl BUABNEHHA epeKmusHUX
WLAX18 il NOKPAUJAHHSL.

Mamepianu ma memoou. Y nayxositi cmammi 3aCmMOCO8aHO CYKYNHICIb
Memo0ig i nioxoois, SKi 003601UNU Peaizyeami KOHYEeNnmyaubHy €OHICIb O0CTIONCEHHSL.
Hianexmuunuii ma cmpyxmypuuii Memoou nisHAHH BUKOPUCTNAHO OJisl PO3KPUMNISL
cymuocmi (popmyeanus 00xionoi uacmunu Ilenciiinoeo gpondy Yrpainu y cucmemi
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EeKOHOMIYHOI YUKMTUHOCII, MemOoOu anarizy, cunmesy, iHOYKyii ma 0edykyii — ons
BU3HAUEHHST 0COOMUBOCMEN YMBOPEHHS NEePuio20 pPIGHS NeHCIHOL  cucmemu;
Memoou aHanoziti, NOPIGHAHHA MA CMAMUCIMUYHUL — 015 BUSBIEHHS pe3epsis
3pocmants | onmumizayii popmysanrs 00xo0die llencitinozo ¢pondy Yrpainu.

Pezynomamu docniodycenns. Ananiz ckiaoogux ma CmMpyKmypu npudymxy
Ienciinozo ¢ondy Yxpainu nokaszas, wo He38axicaiouu Ha NOCMIliHe 3POCMAHHS
npubymKo8oi HacmuHu cmpaxosux onoie conioapHoi neucitinol cucmemu, Yyboeo
HEOOCMamHvo OJisl HANOBHEHHS NeHCIliH020 (Pondy. 3pocmaroua yacmrka 00xo0y 3
oeporcasnoco  b100xcemy  C8i0HUmMb NPO  NOCMIUHY (DIHAHCOB8Y  3ANENCHICID
o10001cemy Ilencitinoco ¢ondy i smenwenns eracuux Qinancosux pecypcis. Toomo
Henciunuii oo nocmynogo cmae OOHCEMHO-2APAHMOBAHUM  (POHOOM, i
npoyedypa (opmysants nepuiozo pieHs NeHCIliHOI cucmemu NopyuLye npuHyunu
COYIANbHO20 CMPAX)YBAHHSL.

Hompeba noxpuseamu degiyum Ilencitinozo ¢onoy 3a paxyHok 610024cemHux
Kowmie i nocmitine 30ibuents 3a1y4eH020 RPUOYMKY npu3eo0Uums 00 CKOPOUEHHs.
Qinancysanns 3 OepacasHoz2o 000dcemy makux cgep, K 0XOPOHA 300po8 s,
KyIbmypa, 0céima ma HayKd.

Loxio Ilenciiinoco ¢ponody 00HOUACHO CYRPOBOOIICYEMBCA BMPAMamu, noe8 s13a-
HUMU 3 BEIUKOIO KIIbKICMIO J00€el, SKI OMPUMYIomb NPUsiLe2itio8ani neucii, Heau-
PplileHuMU RUMAaHHAMU WOOAO OCHO8 NEHCIlIHO20 CMPAXYBAHMS, GEAUKUM MA2apem
no ¢onody 3apobimmnoi naamui. Lle 6ce npuzeooums 00 He30ANAHCOBAHOCMI COTli-
OaPHOT NEHCIIHOT cucmemu, 30IbULYE 3a1eAHCHICMb 8I0 OepaicagHo2o broddicenty Yipainu.

Bucnoexu. Ananiz oanux nomouno2o cmary nPUOYmKY 0epicasHo2o 6100xcenty
Yxpainu noxazas neobxionicme 6upodients 00620cmpokosoi cmpameeii neHcitinoi
cucmemu. ILle 3ymosneno wuenanescHum 3aOe3nedvenuHsmM QOHOI8 2pOMAOCHLKUX
NEeHCIlHUX 30008 ’43aHb Yepe3 C80I 61ACHI Odcepend, i Momy UEUOKO3POCMA4d
Oepezynayia Ilencitinoco @ondy 30inbuwye 1020 3aN€HCHICMb 8i0 O0EPHCABHOL0
6100cemy.

Kniouogi cnosa: nenciiine ctpaxyBanns, [leHciiinuii Gonn Ykpainu, BnacHi
puOyTKH, SIKi TpaHCPOPMYIOTBCSA B NTOXif, meHcii, npuOyTku [leHciitHoro dhonmy
Ykpainu.
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COMPETENCE-BASED MEASUREMENT
OF HIGHER EDUCATION QUALITY

The article studies the essence of higher education quality and the basic principles
of its management system, advanced tools to estimate its level, the tasks of high school to
ensure the required level of quality according to the content, conditions and learning
outcomes, effectiveness of the motivation mechanism and career objectives.

Keywords: higher education quality, competence-based approach, competence,
potential of competitiveness, quality standards, educational engineering, fundamentali-
zation of higher education, professional training, learning-doing model, the national qualifi-
cations framework.

TI'ynaeea H. Komnemenmuocmnoe usmepenue Kauecmeda 6vicuiezo 00pazoeanus.
Hccnedosana cywmocms kavecmsa ebicute2o 00pa308anius U OCHOBHbLE NPUHYUNBL HOCIPOEHUS!
cucmembl YNpasienus er, CospeMeHHble UHCIPYMeHmMbl OYeHKU ee YPOBHS, 3a0ayu gbiculeli
WIKOJIbL O 00eCneyeruto HeoOX00UMO20 YPOBHS KaYecmed 8 COOMBEMCMBUL C COOePIHCAHUEM,
VCA0BUAMU U pe3yTbmamamu 00yueHus:, SPeKmusHOCmMbI0 MOMUBAYUOHHO20 MeXAHUZMA
U nPOheccUOHanbHOL OPUEHMAYUU.

Kniouesvie cro6a: KauecTBO BHICIIEr0 00pa30BaHUs, KOMIIETEHTHOCTHBII MOAXOL,
KOMITETEHLHS, MOTEHIMAT KOHKYPEHTOCIIOCOOHOCTH, CTaHHApPThI KayecTBa, IeJaroruyeckast
WHKeHepusi, GyHAaMEeHTaIM3alus BbICIIEro 00pa3oBaHus, NMpodeccHoHaNbHble KBaIU(pH-
Kaliu, MOJIeNIb 00yUeHNUs ISHCTBIEM, HAIMOHAIIbHASL paMKa KBaTH(UKALIUH.

"Knowledge is useless without reasoning,
and reasoning without knowledge is dangerous "
Confucius.

Background. Evolution of quality theory, its interpretation in the field
of higher education, establishing measurement instruments and planning,
development of criteria and raising the level are the subject of modern
scientific discussion and the formation of regulatory framework of administration.

© Hulyaeva N., 2014
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Structuring the process of assessing the higher education quality,
based on social and economic approach to outcome measuring, allows to
determine the right direction and design of the quality management system
in higher educational institutions based on accepted model of a modern
specialist training.

Educational professional community of Europe prefers competence-
based model which, unlike a content-based one, largely ensures completeness
of parameters and assessment tools and incentives to improve the quality of
training.

Different scenarios of graduates’ competence of higher educational
institution form the basis not only to developing modern regulations to
standardize the evaluation process in all aspects, but also to determining
areas of training content improvement, training and diagnosis of students’
knowledge, their interaction with employers, which creates real prerequisites to
consolidate competitive potential of all participants of this process.

Analysis of recent research and publications. Development of higher
education, globalization of educational environment require creation of basic
conditions of comparability and organic parameters of national educational
structures; these are the most urgent issues that are studied intensively by
domestic and foreign scholars, teachers, practitioners, professional employers
environment.

A newly-formed paradigm of higher education determines the quality
as the core category that is formed and evaluated according to certain criteria
and approaches. This issues are considered in the works of V. Viktorov [1],
S. Honcharenko [2], I. Chemeris [3], A.Lokshyna [4], A. Pospelov,
S. Kalnei [5], A. Kupavtsev [6], J. Ramen [7], S. Merkulov [8], D. Dzvinchuk [9],
A. Markov, A. Chuchalin et al.

This field of research is dynamic, and this feature is stipulated by the
need to systematize the already found assessment tools and incentives to
improve the quality of specialists with higher education training.

The aim of the article is to systematize the main approaches to assessing
the higher education quality, its essential features, to reveal the contents of
the competence-based approach as adopted in the European environment under
the new paradigm of training professionalization, to define basic terms of balan-
cing training cycle and the life cycle of knowledge, building competitiveness
potential of higher educational institution, and its graduates.

Materials and methods. The study was conducted using the following
basic methods as theoretical synthesis, system analysis, induction based on
scientific materials and periodicals.

Results. Quality as a complex description of the labour product consi-
dering such a scope as higher education has a clear social component due to
its focus on the needs of the whole society, certain social strata or groups [10].

In the system of assessing the competitiveness of higher educational
institution the quality of education provided is central and considered in
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means of society correspondence to the content, conditions and learning
outcomes, effectiveness, motivation mechanism and career objectives.

On the basis of the philosophical definition, quality is a combination
of properties that makes an integrated unit with the object or phenomenon,
inseparable from it, and is the condition of its existence [11]. That desire to
improve the quality of the object is essentially a desire to improve the object
itself. It is this approach that helps to achieve a systematic theoretical
understanding of the process of improving the higher education quality.

It is a mistake to direct the process of improving higher education by
an economic measurement result only, i.e. from the standpoint of the con-
sumer (employer, student, to some extent). A large social evaluation com-
ponent requires graduate of a higher educational institution to achieve
a certain level of spiritual development, high personal characteristics, inclu-
ding professional in accordance with applicable regulations, standards, and
criteria of community intelligence reflection. So, projecting the following
considerations regarding the improvement of the higher education quality, it
is necessary to study it as a process of higher education improvement.

According to a general approach, assessment, and hence the way of
improving the higher education quality, is materialized in improving system
mechanism that can be structured in such conceptual blocks:

. quality of teaching resources, including didactic, logistical, organiza-
tional and information base of the educational process;

« quality of scientific and pedagogical staff;

« quality of Learning Objects (basic formation and the ability to practice,
the development of personal qualities), etc. [1].

The dual nature of assessing the higher education quality — corres-
pondence to education standards of society and the requirements of custo-
mers — is the basis of principles (guidelines) on quality assurance in the Euro-
pean Higher Education Area (EHEA), adopted at a conference in the city of
Bergen (September 2005), where components of the education quality include:

. quality of values, norms and objectives required by various consumer
groups (students, employers, workers of high school, the economy as a whole);

. quality of conditions characterizing the logistical and information
training base, the quality of educational and vocational programs, the initial
training of graduates and students;

. the quality of the process that emphasizes the learning content quality
(quality of educational and vocational programs, disciplines and their metho-
dological support) and quality of education technologies (availability of inno-
vative components);

« quality of results, measured through the level of graduates training,
their perception of the labor market [12].

Creating a quality management system based on the criteria of inter-
national quality standards ISO 9000: 2001 in a higher educational institution
is a sign of the existing system of management potential and competi-
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tiveness. Moreover, such a system should include a monitoring process of
all the objects of quality management education, both of the educational
process itself and resource provision, and of the result quality from the
prospective of consumers and the state estimation.

Construction of the Quality Management System of Higher Education
is derived from the process of developing the model of modern specialist
training. The appropriate model of such a system should meet the dynamic
model of economic development and predict qualitative changes not only of
learners (subjects of the educational process), but of the curriculum (the do-
main objects). Modern teaching engineering offers several models of modern
specialist training — content-, structure-, competence-based, which are aimed
at developing functional and content components of mental activity of
higher educational institutions graduate (HEISs).

The basic model of training in EHEA field is a competence-based
model that provides the greatest completeness of criteria, requirements and tools
for assessing the quality of higher education and incentives to improve it.

On the basis of the fact that the education quality is determined by the
consumer through a graduate degree of adaptation to external demands it is
necessary to find such an assessment component which may reflect the
willingness and ability of trained professionals to self-analysis, self-
improvement and self-development in the professional field and provide a
qualitative description of the training results.

The descriptors of the European Qualifications give the following
instruments measuring the quality of education as competence (people’s
ability to use various elements of knowledge and skills in a particular
context) and professional competence (professional and statutory opportu-
nities to implement public, social and personal responsibilities in professional
activities). In such a case professional competence is seen as a personal
professional ability to constructive work within the professional competence.

That is, according to the higher education new paradigm the main task
of higher educational institutions is to ensure readiness (competence) and
ability (professional integrity) of specialists to realize their professional
credentials in practice using the chosen model of training, as opposed to the
qualification approach when the formation of a body of knowledge, skills,
practical skills of reproductive nature is considered to be a sufficient
outcome of studies.

This is a competence-based approach that forms a methodological
framework to develop the individual learning trajectories, to implement the
principle of the Bologna movement — learning through the whole life (/ife
long learning (LLL), to reconstruct the training content, organization of
educational process and its technological support, transformation methods
block moving upward from a previous educational qualification (educational
and professional) level to the next one.
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High dynamics of contemporary processes, rather short lifetime of
intellectual products, and a high proportion of its innovative acceleration —
all these features of modern human existence are usually comparable to the
training cycle.

This competence-based approach based on the fundamentalization of
higher education allows to create a sustainable professional viability of a
graduate. One of the priorities of the Bologna higher education movement is
its fundamental character.

Formation of general and professional competence of a future specialist
on the basis of a fundamental level, in contrast to the empirical training is
provided as a result of:

. mastery of his fundamental methodological, natural science and
cultural knowledge, the ability to the value-semantic self-determination in
the current social and cultural, information and professional environment;

« a developed theoretical way of thinking — integrity, consistency,
problematisity, logicality, dialectics, interactivity, predictability, reflexivity
of professional thinking, etc. [2; 13].

Formed fundamental worldview attitude of a specialist should ensure
the development of his/her intellectual potential to evaluate real economic
situations and practical training component — the ability to adapt to specific
practical realities as quickly as possible.

Refusal from the knowledge-based paradigm of education changes the
system of its goals and objectives. That means the main thing is not the
student's knowledge but his/her formed integral experience to solve the vital
problems, to perform the professional functions, his/her capacity to social
interaction.

There is a definition that professional qualifications is a specialist’s
potential ability to perform professional activities and competence forms
his/her real ability [3]. In such terms, conditions for achieving professional
qualifications based on competence are implemented through professional
integrity and acquire high social value to the community is a major
challenge of modern higher vocational education [4; 14].

Considering the educational process in the competence-based format,
the famous British economist and consultant R. Revans (1970) offered the
so-called learning-doing model. R. Revans identified the faster learning to
be a basic principle of his model, when the rate of competencies acquisition,
including those acquired at heuristic component, will exceed the rate of
change in the environment, including a professional one [15].

Implementation of this model allows to balance the training cycle and
the life cycle of knowledge, to strengthen the specialist competitiveness
potential on the basis of fundamentalized contents of existing professional
competencies [14].

Recognition of the competence-based approach to be the leading one
in the organization of the educational process actualizes the problem of
results evaluation, including quality of training.
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Thus, according to this approach, the quality of training is considered
to be the extent of compliance of the existing system of graduate competencies
with a set standard — an adopted competence-based model [16].

Capacity (knowledge and skills) and readiness (experience) in today's
activity models are defined to be the main components of competence,
structured according to the overall approach as described below in figure 1.

Subject-matter and operating knowledge, skills and experience

Capacity and readiness to apply subject-matter and operating
> knowledge, skills and experience

Confidence in the performed activity

Components of competence

> Responsibility for results of the performed activity

Figure 1. Structuring of specialist competencies according
to the activity approach

Source: compiled from [17].
Current approaches to improving the education system is based

largely on the so-called three-dimensional competence-based models that
are built, for example, according to certain types of competencies (figure 2):

Types of competencies

/ N\

Universal Professional
Social and Producti 0 . Scientifi
General roduction rganizing cientific
Personal, S Instrumental and and research,
general scientific ) ) X
tural technological | managerial |projected etc.
cultura

Figure 2. A competence-based model
by V. Baydenko, Ju. Tatur and S. Korshunov [18]
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Current industry-specific standards of higher education in Ukraine
(EQC of Master's and Bachelor’s degree) are developed according to a
similar approach. It is not annulled even by the Law of Ukraine "On Higher
Education" introduced in September 2014.

Structuring professional competencies, some authors suggest the follo-
wing triad: key, basic and special competencies. The key competencies are
treated as general ones necessary for social and productive activities, basic —
as competencies in specific areas of professional activities and special — as
necessary to solve a specific professional problem [17; 19].

It is widely used a structural composition of professional competencies
according to professional field — methodology, pedagogy, research, calcu-
lation, communication, experience (cognition), information, etc. [8; 17].

To evaluate the outcome of a specialist training in the coordinates
"competencies — qualification" it’s necessary to develop an appropriate system
of criteria, quantitative characteristics, benchmark levels. Is this procedure
exhausted with the existing standardized tools of higher education quality
diagnosis and other tools of students' knowledge assessment, used in higher
educational institutions?

Despite the involvement of the leading practitioners in the relevant
professional field, scholars to state certification, this stage of training quality
diagnosis has the character of internal control. The completeness of training
quality assessment is provided by the employers and university graduates
conclusions, higher educational institution ratings they compile. Thus, it is
important to determine the ability of the graduate to professional adaptation,
its duration (the competencies experience component), the extent of his/her
expectations to meet production and personal needs (motivation and
evaluative aspect of assessment), his/her employment by specialty (realized
competitiveness potential), and so on.

A research considering such training quality characterics is usually
carried out after the student graduation from higher educational institutions.
Although such opportunities are available during his/her work experience
internship and pre-diploma practice.

While making the assessment tools in this period, higher educational
institutions rely on standardized requirements and qualification descriptors
of educational qualification characteristics of specialists, which are developed
in accordance with the National Qualifications Framework. Modern techno-
logies of students' knowledge diagnosis and state certification envisage not
the "knowledge-based" methodical base, but the "learning-doing" one. In such
a case the results of this assessment really reveal the potential of training
quality, the implementation of which is materialized after the employment
of graduates as information structured on the criteria, characteristics,
specific indicators can be obtained and analyzed with the help of various
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means of feedback (expert way) — surveys, thematic roundtable discussions,
webinars featuring employers, graduates, etc. This approach is rapidly being
introduced in KNUTE.

The competence-based approach envisages that the results of feedback
such as a real integrated characteristic of training quality should be laid in
the base of educational programs development, strategic scientific and
practical partnerships according to the systematic formation of the integrated
set of professional and personal specialists’ abilities that are able to act
constructively in polyfunctional and polisubject environment.

Expanding the contents of education quality definition under the
competence-based approach, it is necessary to include is not only the ability
of the education product to meet the needs of the society (individual consumers)
in a system of characteristics, but also the efficiency of its formation, which
is assessed through the optimal unit costs for university training.

After the introduction of the new Law of Ukraine "On Higher Education"
the issues of higher education quality acquire the nationwide status. It creates
a national system that has both institutional and social components. It develops
the new principles of higher education, the procedural provisions of its operation
mechanism, which the basic principles of higher educational institutions are
organic for.

High public confidence in higher education system of Ukraine is expressed
in the law through declaring the principles of autonomy and self-government in
the activities of the higher educational institutions, the expansion of their
rights and duties, responsibilities.

Exercising the right of a higher educational institution to form the
parameters of the financial and economic and other activities, to manage
their own revenue, particularly that one from providing services on fee-paying
basis is envisaged by a major functional — providing the highest quality of
service, efficient use of all resources and to maximizing the social and
economic impact.

Conclusion.

« Quality of education services provided, occupies a central position in
the system of assessing the competitiveness of higher educational institutions, it
has a clear social component, measured through the graduate achievement
of a certain level of spiritual development, high personal characteristics,
including professional ones;

« development of the quality management system of higher education
is derived from the process of developing the model of modern specialist
training that should correspond to the dynamic model of economic development;

. a competence-based model that measures the training quality through
the assessment tools such as competence and professional competence has
been adopted as a basic model of training on the territory of the European
Higher Education Area;
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« implementation of models of educational process organization in the
competence-based format allows to balance the training cycle and the life
cycle of knowledge, to build the graduate competitiveness potential on the
basis of contents fundamentalization of professional competencies;

. in the implementation of competence-based approach such issues as
the evaluation of specialist training outcome in the coordinates "competencies —
qualification", creating the appropriate system of benchmarks, quantitative
characteristics of reference levels are emphasized;

. after the introduction of the new Law of Ukraine "On Higher Education"
the issues of higher education quality acquire the nationwide status, mate-
rialize in the national system, which has institutional and social components,
correspond to basic principles of national higher educational institutions —
autonomy and self-governance.

The ways of improving the system of modern specialists in the new
paradigm of higher education on the basis of quality criteria allow to create
a nationwide system mechanisms of developing and monitoring the pro-
fessional characteristics of graduates using such measurement tools as
experience and competence, to target higher educational institutions of
Ukraine to rational approaches of competitiveness capacity consolidation in
the construction of their educational process and their own work in general.
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TI'ynaecea H. Komnemenmuicnuit eumip axocmi euujoi oceéimu.

Ilocmanoska npoonemu. Esontoyis meopii sxkocmi, it maymavenns y cepi suujoi
0Ceimu, CMeOpeHHsl IHCMPYMEHMApIIo GUMIPY I HAAHYBAHHS, PO3BUIMOK CUCEMU KPUMepIiie
i Hanpamie niOBUWeHHs Di6HA € NpeoMemoM CYUACHOI HAYKo80i OUCKycii i ¢hopmyeanHs
HopmamueHoi 6asu adminicmpysannsa. Ha ocnosi pisnux cyenapiie ¢opmysanus xomne-
meHmHoCmell GUNYCKHUKA BUW020 HABUANLHO20 3AKNA0Y 6UHAUAIOMbCS HANPAMU 600CKO-
HAaNeHHs 3Micmy Ni020MoseKu, OpeaHizayii HaguyauHs i OIA2HOCMUKU 3HAHbL CMYOeHmis,
83ae€MO0ii 3 pobOMOOABYAMU, WO CMEOPIOE PeanbHi NepeoyMOoBU 3MIYHEHH NOMEHYIany
KOHKYPEHMOCNPOMOIACHOCMI 6CIX YHACHUKIE Yb0O20 NPOYEC).

Ananiz ocmaunix oocnioxycensv i nyonikayin. Pozsumox cucmemu euwoi ocgimu,
2n0banizayis 0ceimnb020 cepedosUd BUMALAE CMEOPERHs OA3UCHUX YMO8 3ICMABHOCI 1
OP2aHIYHOCMI NAPAMEMPI8 HAYIOHAIbHUX OCGIMHIX KOHCMPYKYIU, | ye € HatlaKxmyarbHiuumu
NUMAHHAMU, KT IHMEHCUBHO OOCTIONCYIOMbCS BIMYUSHAHUMU [ 3aPYOINCHUMU HAYKOBYAMU,
BUKIAOAYAMU-NPAKIMUKAMU, BPOGheCilinuM cepedosuiyem pobomooasyis.

Mema cmammi — cucmemamu3ysamu OCHOBHI NIOX00U 00 OYIHKU SAKOCMI 8ULjoi
oceimu, il CymHICHUX O3HAK, PO3KPUINU 3MICI KOMAEMEeHMHICHO20 RIOX00Y AK NPULHAMO20
6 €gponelicbkoMy HpOCMOpPI 3a HOB0W NAPAOUSMolo0 npogecionanizayii nid2omoexu,
BUBHAYUMU OA3UCHI YMOBU BPIGHOBAICEHHS YUKILY NIO20MOGKU i JICUMIMEBO20 YUKILY 3HAHD,
opmysanns nomenyiany KOHKYPEHMOCHPOMONCHOCHI AK UW020 HABYATLHOZO 3AKAA0Y,
max i 1020 8UNYCKHUKA.

Mamepianu ma memoou. 3acmocosano HayKosi MEMOOU MeoPemuyHO20 y3aanbHEeHHS,
CUCTNEMHO20 AHANI3Y, IHOYKYIL, HAYKOGI Ma nepioOudHi 6UOAHHSL.
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Pesynomamu docnioxcenns. JocniodceHo cymuicmo SKocmi 8uwoi ocgimu i OCHOBHI
NPUHYUNY nNOOYO08U cucmemu YRPABNIHHA Hel, CYYACHI IHCMpyMeHmu OYIHKU ii pigHs,
3a680aHHA 8UWOT WKOAU 13 3a0e3nedents HeoOXIOH020 Pi6HA AKOCMI 8i0N08IOHO 00 3Micmy,
VMO8 i pe3yIbmamie HA8YAHHS, eheKMUBHOCTI MOMUBAYINIHO20 MeXarizmy 1 npogeciunol
opicHmayii.

Bucnoexu. Busnaueni nanpsamu 600CKOHANEHHA cucmeMu Ni020MOBKU CYUACHUX
Qaxisyie 3a HOGOI NAPAOUSMOIO BUWOL OCEIMU HA OCHOGI KpUmMepiig sKoCmi 0036015Mb
Y HAYIOHATIbHOMY MACWMA0di CMEOPUMU CUCIEMH MEXAHIZMU (OPMYBAHHSL I MOHIMOPUH2Y
npogecitinux Xapakxmepucmux 6UNYCKHUKIE 3 GUKOPUCMAHHAM MAKUX IHCPYMEHmie
BUMIDY, SIK KOMAEMeHMHICmb | KOMHemeHYis, OPIEHMYéamu 6uwyi HABYAIbHI 3aK1A0U
Ykpainu y xoncmpyroeanni naguanvrozo npoyecy iy 61ACHIU OIAILHOCMI 6 YIIOMY HA
PAYIOHANBHI NIOX00U 3MIYHEHHs. NOMEHYIATY KOHKYPEHMOCHPOMOICHOCHII.

Knwuosi cnoea: SKiCTh BHILOI OCBITH, KOMIIETEHTHICHUH MiAXiJ, KOMICTCHIIS,
MOTEHITiall KOHKYPEHTOCHPOMOXKHOCTI, CTaHAApPTH SKOCTi, IIeJaroridyHa imKeHepis,
(yHmamMeHTamizamis BHUIIOI OCBITH, TpodeciiiHi KBamidikarii, MOJIENs HaBYaHHS II€TO,
HaI[lOHAJIbHA paMKa KBauTi(hikariii.
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