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Abstract. This article addresses the issues of forming and controlling a stable moral and
psychological atmosphere in the foreign diplomatic institutions (FDI) of Ukraine, as well as
preventing and localizing potential negative markers in FDI and their impact on security. The role
of management and security officers (FDI SO) is emphasized.

Modern negative global trends such as increased competition for natural resources, sustained
tension in certain states and regions, acceleration of the arms race, manifestations of terrorism,
organized crime, smuggling, drug and arms trafficking, illegal migration, human trafficking, the
threat of escalation of frozen conflicts, and the emergence of new sources of international tension,
including the undeclared aggressive hybrid war by the russian Federation against Ukraine and the
activation of its intelligence services, impose on Ukraine's special bodies the task of most effectively
ensuring the national security of the state, including the security of Ukrainian foreign diplomatic
institutions, their staff, and family members, as well as Ukrainian state secret holders sent abroad.

The comprehensive nature of addressing security issues in FDI, especially the potential
impact of negative signs within diplomatic teams on their security, necessitates thorough scientific
analysis. The results of such work will serve as a foundation for further improvement of state
political and legal acts, departmental orders, instructions, and relevant practical recommendations
for leadership and FDI SO for the proper fulfilment of their duties.

Keywords: moral and psychological climate of FDI, state of security, safety of FDI personnel,
security officers.

Anomauia. Cmamms npucesiuena poseniaody npoodiem QOpmMyeanHs i KOHMPONO CMIUKOL
MOPANbHO-NCUXONORIUHOI ammocghepu Yy KONEKMUBAx 3aKOPOOHHUX OUNTOMAMUYHUX YCIMAHOBAX
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(34Y) Vkpainu, nonepedsicenns i noxanizayii Moxciusux HecamueHux nposeie y 3/1V, ix eniuey na
cman 3abe3neuenns besnexu, poni kepignuymea i ogiyepie oesnexu (OB 3/V).

Cyuacui Hecamu6Hi meHOeHYii C8IM0B020 PO3BUMKY K NOCUNEHHS OOpomvoOU 3a NPUPOOHi
pecypcu, 30epedcenHs HAanpyjtCeHOCmi 8 OKpeMUX 0epicasax i pecionax, NPUCKOPEeHHs 2OHKU
030pO€EHb, NPOSABU MEPOPUSMY, OP2AHI308AHOI 3NOYUHHOCMI, KOHMPAOAHOU, PO3NOBCIOONCEHHS
HaApKOMuyHux 3aco0ig i 30poi, Hene2anvHa Mmiepayis, mMopeiens aH0bMU, 30epedCenHs 3a2po3u
ecKanayii 3aMopodCeHux KOHIKmMI8 i Nosiea HOBUX Odicepel MIdNCHAPOOHOI HANPYIHCEHOCHI,
30Kpema, Heozoloulene 6e0eHHs Wo0o Yipainu azpecusno-2iopudnoi siinu P® ma axmusizayis
P038i0y8anvbHOI NiOpuHOI JistibHOCMI il cneycuyico, nokiadaroms Ha cneyianvii opeanu Ykpainu
3a60anHsA HatleghekmusHiule 3abe3nedysamu HayioHaIbHy Oe3neKy 0epicasu, 30Kpema YKpaiHCoKux
3AKOPOOHHUX OUNTIOMAMUYHUX YCIMAHO8, iX CNIBPOOIMHUKIG | YleHi8 ciMell, d MAKONC 8I0PAONCEHUX
3a KOPOOH YKPAIHCOKUX BONLOOLIbYIE OEPIHCABHOI MAEMHUYI.

Came xomniexcHutl xapakmep upiuienHs npooaem 3abesneuenus desnexu 3/[V, nepedycim
MOJNCIUBO2O BNIIUBY HE2AMUBHUX NPOAGIE Y OUNIOMAMUYHUX KOJEeKMUBAX HA CMAH iXHbOI Oe3neKu,
OUKmMy€e HeobXIOHicmb iX 2MUbOOK020 HAYK08020 onpayrsants. Pesynemamu maxkozo pody pobomu
cmanyms NiOIPYHMAM Ol NOOANbULO20 BOOCKOHANICHHS OEPHCABHUX NONIMUKO-NPABOBUX AKMIE,
BI0OMYUX HAKA3I6, BKA3IBOK, ITHCMPYKYIU MA 8i0N0BGIOHUX NPAKMUYHUX PEKOMEHOAYIl KepieHUYMBY
u OB 3/]V ona nanesxicnoeo BUKOHAHHS HUMU CBOIX CTLYAHCOOBUX 0008 'S3Ki8.

Knrouoei cnosa: mopanvno-ncuxonoziunuu knimam 3V, cman 6e3nexu, besneka nepcouany
31V, ogdhiyepu b6e3nexu.

Introduction. Modern negative global trends such as increased competition for natural
resources, sustained tension in certain states and regions, acceleration of the arms race,
manifestations of terrorism, organized crime, smuggling, drug and arms trafficking, illegal
migration, human trafficking, the threat of escalation of frozen conflicts, and the emergence of new
sources of international tension, including the undeclared aggressive hybrid war by the russian
Federation against Ukraine and the activation of its intelligence services, impose on Ukraine's
special bodies the task of most effectively ensuring the national security of the state, including the
security of Ukrainian foreign diplomatic institutions, their staff, and family members, as well as
Ukrainian state secret holders sent abroad.

The comprehensive nature of addressing security issues in FDI, especially the potential
impact of negative signs within diplomatic teams on their security, necessitates thorough scientific
analysis. The results of such work will serve as a foundation for further improvement of state
political and legal acts, departmental orders, instructions, and relevant practical recommendations
for leadership and FDI SO for the proper fulfilment of their duties.

The purpose of this article is to study the problems of establishing and controlling the moral
and psychological atmosphere in the foreign diplomatic institutions of Ukraine and preventing and
localizing potential negative signs in FDI and their negative impact on security.

To achieve this goal, the following tasks were formulated and solved:

to analyse scientific approaches to defining the subject of research and its characteristics;

to summarize the causes of negative displays in FDI and their impact on security;

to analyse the organizational actions of FDI management and security officers and their role
in ensuring comprehensive security.

Literature review. Recently, Ukrainian scientists have paid adequate attention to the issues of
establishing and controlling a stable moral and psychological atmosphere in the institutions and
departments of Ukraine. However, this issue has not received adequate attention from departmental
researchers (Decision of the Collegium of the Foreign Intelligence Service of Ukraine, 2021). The
theoretical basis for this scientific study of potential negative signs in the Ukraine's FDI and their
impact on security includes legislative and regulatory acts, scientific works of domestic and foreign
authors related to the analysis and assessments of the security situation in accreditation countries,
including Ukrainian diplomatic missions abroad, and the role of FDI management and security
officers in identifying, preventing, and localizing of negative displays.
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Main results of the research.. The nature of the moral and psychological microclimate in
diplomatic institutions abroad largely depends on the level of group development. There is a
systemic positive relationship between the state of the climate in a developed team and the
effectiveness of the public activities of its members and their cohesion. Relevant management of the
activities and climate of the collective requires special knowledge and skills, including those of the
management of diplomatic missions and their security officers (Decision of the Collegium of the
Foreign Intelligence Service of Ukraine, 2021).

To address the problems of forming the moral and psychological climate in the FDI, it is
important to consider the factors that influence it. By identifying such factors, we can regulate their
markers and impacts (National Security Strategy 2022). These factors can be divided into
macroenvironmental and microenvironmental factors.

The macroenvironment refers to the social space in which the institution operates. The
microenvironment refers to the social space in which an individual operates.

What circumstances or conditions of daily life shape the worldview and mood of the
personnel, and the moral and psychological climate in the team?

Several factors influence this. Notably, the organization of work, such as shifts, rhythm,
degree of employee interchangeability, level of autonomy, etc., and sanitary and hygienic working
conditions, such as temperature, humidity, lighting, noise, etc., play significant roles (Trukhin,
2005).

Another division of factors influencing the activity of an organization is the consideration of
its dependence on external and internal environments.

The internal environment of the organization is determined by internal variables, i.e.,
situational factors within FDI. The main internal variables in the institution are goals, structure,
tasks, technology, and people.

Regarding the external environment, scientific thought recognized the importance of
considering its influence on the activities of institutions as early as the late 1950s. This became one
of the most important contributions of the systems approach to management science, as it
necessitates that the management of FDI view their organization composed of interrelated parts,
which are also linked to the outside world. The external world is variable, impacting the institution,
which depends on the external world for resources, energy, and personnel supplies.

Thus, it is necessary to identify existing factors around FDI that influence the institution and
propose ways to respond to their external impacts (National Security Strategy 2022). Accounting
for all such factors would be a waste of time. FDI management should prioritize those factors that
decisively determine the overall success of organizational activities.

Ukrainian scientists divide external environment factors (Ishmuratov, 1996) into two groups:

direct action factors, which directly influence the institution's activities and depend on these
activities (suppliers, materials, capital, labour resources, consumers, legislative acts, state bodies);

indirect action factors, which influence through certain mechanisms and relationships
(technology, economic conditions, socio-cultural circumstances: attitudes, life values, traditions,
political conditions, international environment, etc.). Indirect action factors objectively influence
through direct action factors.

The social and psychological climate in the collective is a stable psychological mood inherent
in each collective, significantly affecting people's relationships, their attitude to work, and the
surrounding environment (Matsko, Pryshchak, & Pervushyna, 2016).

Therefore, the social and psychological climate is the result of people's joint activities and
their interpersonal relationships. It is represented as group effects such as general mood and
collective opinion, individual well-being within the frame of a team, etc. These effects are reflected
in relationships related to the production process and the resolution of the team's general tasks
(Ishmuratov, 1996).

The moral and psychological climate, as a state of group psyche and a set of attitudes of staff
members towards the conditions and nature of joint activities, colleagues, and management, is a
qualitative aspect of interpersonal relationships represented as a set of psychological conditions

6
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that contribute to or hinder joint productive activities and the comprehensive development of
individuals in the group (Trukhin, 2005).

According to the authors’ generalizations, the problem of achieving cohesion in a diplomatic
collective is complicated by the conditions of personnel staying abroad. These conditions are
characterized by crucial circumstances and factors (Balitskyi, 2021):

separation from the Homeland and everything familiar, including various family concerns
(school-aged children, elderly parents left at home, family traditions, etc.);

some employees of Ukrainian diplomatic missions seek communication with foreigners, often
colleagues from partner diplomatic missions accredited in the host country, finding a kind of
"consolation” after daily routine, sometimes sharing their problems, troubles, and possible
difficulties, characterizing their colleagues in the process;

local population often significantly differs from our compatriots in faith, national traditions,
and mentality. Therefore, Ukrainian diplomats, from the very beginning of their long-term missions
abroad, find themselves in an entirely unfamiliar environment, prolonging their adaptation process
to new conditions;

limited freedom of movement both within the country of accreditation and beyond,;

employment issues for the wives and adult family members of FDI employees, especially
those with higher education who worked in prestigious institutions and high positions in Ukraine;

increased negative environmental influence due to potential exacerbation of internal political
situations in the host country or the activation of criminal elements or groups, especially
international terrorist and organized crime structures;

presence of intrigants, gossipers, provocateurs, and others among FDI personnel or family
members of employees.

Instances of criminal acts by our fellow citizens (theft of items and products in supermarkets,
etc.) occur. Some FDI employees, sometimes on their own initiative, cooperate with local or other
foreign intelligence services. Timely prevention and avoidance of negative manifestations
undoubtedly contribute to strengthening the moral and psychological atmosphere and ensuring
collective and personal safety of the personnel of Ukraine's diplomatic missions abroad (Balitskyi,
2021).

The most important signs of a stable social and psychological atmosphere in FDI are
(Balitskyi, 2021):

objective:

high performance indicators;

low staff turnover;

high labour discipline;

lack of tension and conflict in the collective;

subjective:

trust and high demands among collective members, assertive and businesslike criticism;

free expression of opinions when discussing issues concerning the entire FDI collective;

lack of pressure from management on subordinates and recognition of their right to make
significant decisions;

adequate awareness of staff members about tasks and current affairs;

satisfaction of each FDI member with their teamwork and environment;

high degree of emotional involvement and mutual assistance in situations causing frustration
for any staff member;

taking responsibility for the staff situation by each member.

The character of the moral and psychological climate in the collectives of FDI depends on the
level of group development. There is a systematic positive correlation between the state of the
psychological climate of staff and the effectiveness of the social activities of its members, as well as
their cohesion. Optimal management of the activities and climate of the staff requires special
knowledge and skills from the management and security officer of FDIs (Decision of the Collegium
of the Foreign Intelligence Service of Ukraine, 2021).
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Special measures recommended by scientists for FDIs include:

scientifically grounded selection, training, and re-certification of the management;

formation of primary diplomatic collectives and subsequent rotation of personnel taking into
account psychological compatibility;

application of socio-psychological methods that promote the development of effective mutual
understanding and interaction skills among the members of the staff.

The moral and psychological climate in FDIs also depends on the management style. To
improve and optimize it, the leadership of FDIs should rely on the most active, conscious, and
authoritative members of the collective (Decision of the Collegium of the Foreign Intelligence
Service of Ukraine, 2021).

As a vivid demonstration of the importance of the moral and psychological atmosphere in
FDI, it is appropriate to cite an example that occurred over a long period in the Embassy of Ukraine
in one of the European countries (Balitskyi, 2021).

Almost the entire staff of the specified diplomatic mission was divided into three groups due
to objective reasons: the first group supported the Ambassador, the second supported the head of the
trade and economic mission, and the third tried to gain personal benefits by playing on their
contradictions, siding with one or the other depending on the situation. The reason for such a
division was the attempt by the head of the trade and economic mission, after the next rotation of
the Ambassador, to take up this position, but eventually, another person was appointed to it. This
personnel move by the Ministry of Foreign Affairs of Ukraine was perceived by the head of the
trade and economic mission as a personal insult. He began to do everything possible to prove the
professional incompetence and incapability of the newly appointed ambassador.

The head of the trade and economic mission incited the Embassy staff against the newly
appointed Ambassador. Then, taking advantage of the fact that he had been working in the host
country for several years and was acquainted with many foreign diplomats by virtue of his position,
he began spreading various rumors among the foreign diplomatic corps. Instead of reporting the
situation to the Ministry of Foreign Affairs of Ukraine, the Ambassador decided to restore order in
the diplomatic mission on his own. However, all his attempts to rectify the situation gradually
turned into an exact copy of the actions of the head of the trade and economic mission.

The result of such competitive confrontation, according to the authors’ research (Balitskyi,
2021), was that the employees of the Embassy of Ukraine in this country could not properly perform
their official duties, constantly receiving personal insistent requests from one side or the other.
Foreign partners also began to use the internal embassy contradictions for their own benefit. At the
same time, rumors about the incompetence and unprofessionalism not only of these officials but
also of the diplomatic staff and the Ministry of Foreign Affairs of Ukraine, which failed to timely
control the work of its foreign mission, spread among the entire foreign diplomatic corps.

This situation was resolved only due to the planned rotation of the head of the trade and
economic mission. The security officer of the diplomatic mission took the necessary measures to
regulate the interpersonal relations of these diplomats, based on the primary need to preserve
Ukraine's image. After unsuccessful attempts, the entire history of this conflict was reported to the
leadership of the Ministry of Foreign Affairs of Ukraine, emphasizing the need to make an
administrative decision to minimize the negative consequences in the work of this Ukrainian
Embassy in a foreign country. However, timely warnings and recommendations from partners were
ignored by the state's foreign policy management (Trukhin, 2005).

In another case, a young Ukrainian diplomat, while on a business trip in a foreign country
without her family, entered an intimate relationship with an accredited diplomat of a foreign state
who turned out to be an intelligence officer (Balitskyi, 2021)].

The wife of one of the Ukrainian diplomat "D", while being in the country of accreditation,
committed theft in a supermarket. The law enforcement agencies of the host country initiated a
criminal case against her. Despite having a diplomatic passport, the local police insistently
demanded that she appear for interrogation. Only due to the decisive actions of the security officer
was it possible to urgently send the diplomat's wife back to Ukraine (Balitskyi, 2021).
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As we can see, there are many factors negatively affecting diplomatic teams, and there are no
ready-made recipes for their correction. It is quite evident that timely organizational and
managerial, preventive measures can minimize possible negative signs in diplomatic institutions
and significantly improve the moral and psychological atmosphere and microclimate in the
Ukraine's FDI abroad (Trukhin, 2005)

In matters of adultery (violation of marital fidelity), if intimate relations with foreign citizens
are established or if a serious scandal arises within the institution that threatens the overall FDI, the
decision to terminate the secondment of such persons should be unequivocal. At the same time,
there are cases when two people (a man and a woman) enter a fictitious marriage solely to go
abroad, and then, after returning to their homeland, may get divorced. Sometimes, even while in a
marriage, the couple no longer lives a real-family life, but they go abroad together to improve their
financial situation, living separately (Djelali 2016).

The normalcy of the moral and psychological climate in a diplomatic institution directly
depends on the work of the human relations department of the Ministry of Foreign Affairs of
Ukraine at the stage of selecting and preparing employees for long-term foreign assignments. Based
on the materials of personal files of candidates and the recommendations of the heads of relevant
departments, the business and personal qualities of candidates for such tasks are determined. Family
relationships, the ability of the candidate and family members to stay on long-term trips abroad,
particularly in terms of health, are clarified. The readiness of the spouse (husband or wife) to work
in the diplomatic institution in auxiliary non-diplomatic positions (cleaner, janitor, gardener, cook,
duty commandant), actively participate in the life of the diplomatic collective, and provide
necessary assistance if needed (preparing official receptions in the diplomatic institution, official
celebrations, etc.) is also considered. It is necessary to foresee even the possibility of supporting
family members by the diplomat, their employment abroad, continuing the education of children,
and so on.

The main role in the process of establishing the moral and psychological climate in the FDI is
generally played by the head of the diplomatic mission. Since ensuring the security of foreign
institutions is one of the most important areas of activity not only of the Ministry of Foreign Affairs
but also of Ukraine's intelligence agencies, security officers and other employees are obligated to
assist the ambassador in maintaining a healthy moral and psychological microclimate in the
diplomatic institution. All negative processes and phenomena occurring within the collective of
fellow citizens abroad pose a real threat not only to the security of diplomatic institutions but also to
the activities of foreign intelligence and, overall, to the foreign policy and national interests of our
state (Balitskyi, 2021).

Therefore, preventive and prophylactic work in this direction should include measures to
counter the efforts of foreign special services, international terrorism, and transnational organized
criminal structures by monitoring processes occurring within the collectives of fellow citizens,
identifying individual negative signs and their potential serious consequences to ensure the security
and normal functioning of the FDI, conducting necessary operational and investigative measures of
opposition, as well as continuous individual work, in which an important place is given to uniting
the collective, creating a favourable microclimate of relationships, and a healthy moral and
psychological atmosphere (Balitskyi, 2021).

The planning and implementation of a range of security measures in the countries of
accreditation, the security of their employees and family members, and some other categories of
Ukrainian citizens seconded abroad significantly impact the stable functioning of Ukraine's
diplomatic institutions abroad. Effective functioning of each Ukrainian diplomatic institution
abroad is possible only by forming a friendly atmosphere and establishing business interpersonal
relationships among all members of the collective.

For achieving this task, the FDI urgently needs the timely creation and continuous
maintenance and strengthening of a favourable moral and psychological microclimate (a system of
relevant political, educational, and preventive work), as the specificity of FDI employees' work is
their professional activity in a foreign environment, where the usual circle of communication is
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significantly narrowed. Practically, employees of diplomatic institutions, considering their specific
status, are forced to communicate primarily with their colleagues even after working hours, and
hierarchical relationships remain between them even in informal environment after work.
Therefore, official relationships often blend with personal ones, and the specific work rhythm and
the need to adapt to new living conditions create certain preconditions for forming an unfavourable
moral and psychological atmosphere (microclimate) in the diplomatic collectives of Ukraine's FDI.

Thus, it is essential to ensure that no factional groups or any kind of party activities, which
inevitably turn into a struggle among representatives of different political forces, are created within
diplomatic staff. During a long-term foreign assignment, all mission employees are required to
suspend their membership in any party. This is customary worldwide. Serving only one "party" —
the state — is considered legitimate. After returning to the homeland, every diplomat, official, or
employee can return to the desired party activity (Balitskyi, 2021).

At the same time, according to the authors, it is quite evident that timely implementation of
relevant organizational and managerial, political, educational, and preventive measures can
minimize negative manifestations in the FDI and significantly improve the moral and psychological
atmosphere and microclimate in the diplomatic collectives of Ukraine abroad, particularly
concerning the fundamental strengthening of their comprehensive security.

Unfortunately, there are many factors negatively affecting the staff of the FDI and their
security, as well as problematic issues regarding the establishing and maintenance of a stable moral
and psychological atmosphere in the Ukraine's diplomatic institutions abroad in modern conditions
(Balitskyi, 2021), and there are no ready-made recipes for timely resolution. Therefore, these issues
require further scientific research.

Conclusions. The management of the FDI needs to constantly monitor signs of potential
negative processes within the FDI, such as gossip or intrigue. As these phenomena develop, they
begin to undermine the integrity and unity of the staff. It is advisable for the security officer to
initiate preventive measures concerning such individuals and inform the entire team, clearly and
convincingly arguing the grounds for even a possible early termination of their foreign assignment.

As is known, nothing unites a team more than children. Therefore, it is important to
frequently organize children's events, competitive activities, and festive evenings in the FDI,
inviting all fellow citizens, including the management and diplomatic staff of the institution, and to
aid in arranging children in kindergartens, educational institutions, and clubs.

Special attention should be paid to the families of diplomats, especially wives, who, in most
cases, do not work in the host country and are solely engaged in household management. Such
women can unbalance or even dismantle a cohesive collective. This issue can be partially or entirely
resolved if they are employed, even in auxiliary positions.
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Abstract. The article analyzes the growing influence of the religious factor as a historical
phenomenon of the return of religion to the theory and practice of international relations. The main
characteristics of the temporal and spatial dynamics of the influence of the religious factor on
international relations both within the framework of universal laws and the specifics of Islam are
determined, and the consequences of this influence are clarified. Both general trends
(transnationalization, deterritorialization, decentralization of religions) and specific features of the
influence of the Islamic factor are identified and characterized. In the context of the changing
nature of international actors, it is determined that at the present stage, religious systems are
emerging on the world stage in the form of a system of transnational relations between states,
religious enclaves within the borders of other states, individual groups and transnational religious
movements that are established across national borders, forming an additional transnational system
of interactions.

Key words: religious discourse, Islamic factor, international relations, world politics, Middle
East region, Islamism, Sunniism, Shiism.

Anomauia. Y cmammi ap2ymenmoeano NOCUNeHHs 6NAUBY PpeNicitiHo20 YUHHUKA K
iCMopu4Ho020 A6UWA NOBEPHEHHS pelicii 8 meopilo ma NPaKmuKy MINCHAPOOHUX BiOHOCUH.
Y3acanvneno ocnoemi xapakmepucmuku uacosoi ma npocmopogoi OUHAMIKU BNAUSY DeNicitiH020
YUHHUKA HA MIJHCHAPOOHI GIOHOCUHU 5K Y PAMKAX YHIBEPCANbHUX 3AKOHOMIpHOCMel, MmakK i
cneyughixu icnamy, 3 ’aco8ano HACIIOKU Yb020 NAUBY. Bussneno ma oxapakxmepuzo8ano sax 3a2anbHi
meHOeHYil Ybo2o A8UWA - MPAHCHAYIOHANI3aAYIsA, Oemepumopianizayis, deyenmpanizayis penieitl,
maxk i cneyugiumi pucu 6naugy ICIaMCbKO20 YUHHUKA. Y KOHmeKcmi 3MiHU Xapakmepy
MINCHAPOOHUX AKMOpPI6 BU3HAYEHO, WO HA CYYACHOMY emani Ha C8IiMmosill apeHi BUHUKAIOMb
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peniciini cucmemu y ueisaoi cucmemu MpaHCHAYIOHANbHUX 38 S3KI8 MINC 0epiHcasamu, penieitiHumu
AHKIIABAMU 8 MeNHCaX KOPOOHIE THULUX 0epiHcas, OKpemMuMu 0cooamu. cpynu ma mpaHCHaAyioHATbHI
peniciini  pyxu, sKi CMEOPHIOMbCs Yepe3 HAYIOHANbHI KOPOOHU, YMEOPHWUYU 000AMKOB)
MPAHCHAYIOHATLHY CUCTNEMY 83AEMOOT.

Knrwowuosi cnosa: penicitinuti OUCKypc, IiCaamcoKuti akmop, MIiDCHAPOOHI GIOHOCUHU,
MIJICHAPOOHA NOAIMUKA, OIUNCHLOCXIOHUL Pe2iOH, ICIAMIZM, CYHIIIZM, WTI3M.

Introduction. The relevance of the study is caused by the growing role of the religious,
primarily Islamic factor in international relations and significant changes in the system of scientific
views on the role of religious discourse in international political studies. An important megatrend of
the last quarter of the twentieth and early twenty-first century is desecularization, the increasing role
of religious consciousness and the intensification of religious movements, and the growing
influence of the religious factor on world politics (Arjomand, 2004). Within this megatrend, there
are some trends that deserve special attention, including the growing role of the Islamic factor in
global and regional international relations.

It should be noted that the religious factor in international relations is understood as the
influence of a set of religious values that are in close and constant interaction with the specific
historical, political, economic, socio-cultural practices of peoples. That is why the religious factor
has always been characteristic of any era, state, and international system, the difference being
manifested only to the extent to which it influenced social and political life. It is impossible to study
the Islamic factor without taking into account its growing influence on the nature and character of
modern international relations (Ansari, 2019).

The purpose of the article is to define and analyze the theoretical and practical aspects of the
influence of the Islamic factor on the nature and character of modern international relations. In this
context, the author identifies the main characteristics of the temporal and spatial dynamics of the
religious factor's influence on international relations both within the framework of universal laws
and the specifics of Islam, the main directions and trends of the Islamic factor's influence on
modern international relations, and the consequences of this influence for the global international
political situation.

Literature review. Since desecularization as the return of religion to the theory and practice
of international relations is an important characteristic of the current stage of global development, a
special layer of literature is being formed in which this process is considered as an important global
megatrend. These problems are analyzed by philosophers and sociologists, including P. Berger, D.
Grace, T. Lukman, D. Martin, C. Taylor, J. Habermas, and others. The works of H.A. Agram, P.
Gorski, K. Lechman, M. Albright, S. Scott, J. Snyder, R. Stark, P. Ferrara, S. Hunter, E. Hurd, S.
Huntington and others study the role of the religious factor in international relations, in particular in
the context of changing the nature of international actors. Particularly noteworthy is the approach to
the consideration of Islam as a transnational or supranational actor in world politics in the works of
H. Casanova, S. H. Rudolph and others.

Since the growing role of the religious factor in international relations is most often associated
with the phenomenon of the "Islamic revival," a wide range of studies is devoted to this issue. Their
main directions are determining the impact of the Islamic factor on international security (D.
Esposito, G. Fuller, I. Lesser, F. Halliday), studying the activities of individual religious movements
under Islamic slogans (D. Donahue, O. Roy, etc.) and analyzing this phenomenon as a global
problem of our time (D. Johnson, S. Sampson, etc.). From a methodological point of view, such an
analytical separation is acceptable and makes it possible to identify the essential features and
characteristics of this phenomenon. However, this approach somewhat simplifies the analysis of the
impact of the trend of desecularization on international relations, not focusing on inter-Islamic
interactions and interactions between Islam and other faiths. Almost beyond the attention of
researchers is the definition of the functions of religious discourse in world politics within the
framework of an interdisciplinary synthesis of international political science and religious studies.
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A separate group of informational sources consists of studies of international relations in the
Middle East and the area of spread of Islam. It is worth noting the studies of Adib A., Amar Sohal,
Andrzej A. Piwko A. Sawicka Z., Arjoman SA, Glenn E. Robinson, Mattila R., lllman R., Hamid
Ansari, Samiei M. and Samih Salah.

Main results of the research. To achieve this goal and objectives, international processes are
viewed through the prism of a systematic approach. The constructivist approach within the
framework of the study made it possible to determine the influence of the Islamic factor on the
formation of the global social context. The civilizational approach provided an opportunity to find
out the influence of traditional values on the peculiarities of foreign policy of countries. With the
help of comparative and critical analysis, the prospects for the influence of the Islamic factor on
international relations were determined. The comprehensive use of a wide range of methodological
approaches ensured a holistic perception of the object of study in the entire system of its
interconnections and interdependencies and the corresponding analysis.

From the point of view of the systemic approach, the authors consider religion as a complex
systemic phenomenon, characterized by structural and hierarchical interconnected elements. This
system consists of separate subsystems - specific religions, religious movements, trends, sects, each of
which has its own place in the structure, is characterized by its integrity, from which, depending on
factors of both internal and external nature, in particular the international political situation, certain
components are distinguished.

As the study of religious heritage in international relations shows, religious actors have
always been active in the international arena to varying degrees. Gradually, specific complexes of
social interactions, such as "state and religion" and “state and civilization," emerged in pre-
Westphalian international systems and later gained a strong development, which began to have an
increasingly significant impact on international relations (Sohal, 2023).

At the final stage of the development of interconnected international systems (5th - 4th
centuries BC - mid-5th century AD), the so-called "Age of Giants", international relations were
dominated by large imperial-type state formations, and each of the empires united and structured its
own international system. Imperial power found support in monotheism, resulting in the emergence
of four cultural worlds - the West, the Islamic world, India and the Far East.

In Europe, the end of the Thirty Years' War marked the beginning of a new Westphalian
system of international relations, a system of states respecting each other's sovereignty and
generally equal to each other, with its inherent features of tolerance to the internal organization of
its systemic elements. An undoubted advantage of the Westphalian model was that it was not built
on value-based guidelines, including religion, as this was always the most difficult issue to reach
compromises on. This made it possible for this model to be adopted as a global model in the future
(Samiei, 2010).

Since the nineteenth and early twentieth centuries, Europe has seen a trend toward a declining
role for the religious factor in international relations. Religion was replaced by nationalism as an
all-encompassing worldview, turning into a special "religion" that, although it did not imply belief
in the supernatural, attached sacred significance to the nation-state and its symbols (Mattila, &
Illman, 2018).

After the end of the Cold War, the collapse of the USSR and the destruction of the Yalta-
Potsdam system, the classical political structure of the world, which was formed after the signing of
the Peace of Westphalia in 1648 and was based on the institution of the state as the main structural
unit, is changing. This is due to the emergence of new transnational actors on the political scene
(Nye, 2002). Religion is beginning to act as an independent and powerful political force in society,
and as a new, transnational actor in international relations.

With the collapse of the Yalta-Potsdam system, an active change in the architecture of
international relations began, as well as significant changes in the global geopolitical situation,
which are now entering their decisive phase. The evolution of the global international system after
the end of the bipolar confrontation has released the system-forming potential of the regional level
of international relations, which is strengthening as an independent, self-sufficient in all processes
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related to global segmentation and development of regional interaction, which allows us to state the
tendency to restore, in contrast to the vertical horizontal structure of the organization of
international political space, when the system characteristics of regional subsystems influence the
system of global The Westphalian world political model, the modern international system and
international order, political systems of individual countries and regions of the world.

In the context of the crisis of the Westphalian world-political model, the importance of the
religious, especially Islamic, factor in international relations is growing. Globalization, with its
unevenness and ambiguous consequences, has led to the growth of non-state consciousness, and has
made the problem of values, norms, ideas, ideals, and identities - that is, the very problems that are
central to religion - extremely relevant. The study of the role of the religious factor in contemporary
international relations allows us to identify and characterize both general trends and specific
features of the growing influence of the Islamic factor. The general trends include
transnationalization (J. Casanova, S. H. Rudolph), deterritorialization (J. Casanova, O. Roy) and
decentralization of religions (Casanova, 1997).

The decentralization of religions leads to the formation of transnational religious
communities, the emergence of new religious movements with qualitatively new globally organized
subcultures that do not associate themselves with belonging to a specific territory, as their main goal
is to realize a certain goal on a global scale (the Islamic dual model of world order) (Abid, 2018).
The consequence of deterritorialization is a change in the intra-religious landscape and geopolitics
of world religions, an increase in the number of adherents of certain religions in both the East and
the West. In particular, there is a deterritorialization of Islam, which is currently the most dynamic
of all world religions, and an increase in the number of its adherents in the Global South and the
Political West, in Europe and the United States. Deterritorialization is closely related to
transnationalization, which is characterized by the growing role of transnational actors capable of
acting by mobilizing religious identity and using the religious factor to realize their own interests
(Piwko, & Sawichka, 2021).

The consequence of desecularization is a revision of the role of the Islamic factor in
international relations. In the twenty-first century, the Islamic factor is firmly entrenched in political
discourse, appearing on the world stage in the form of a system of transnational relations between
states, transnational religious movements, individual political movements, and ethno-religious
conflicts. Islam is becoming a political phenomenon, being included in the circle of politically
significant factors, being perceived in the mass consciousness as a religious ideology or "political
religion," i.e., as a special form of religion that justifies mass political action (Hall, & Paul, 1999).
This trend is intensified by the development of global mass communication.

Since the beginning of the twenty-first century, religion has been firmly entrenched in the
political discourse of states, including global ones. In particular, in 2013, the Office of Religion and
Global Affairs was established at the U.S. Department of State. In his article "Religion and
Diplomacy,” Secretary of State John Kerry explained that Washington needed to take into account
religious dynamics and engage religious actors (Kerry, 2015).

It should be recalled that professional orientalists have traditionally viewed Islam as an
organizing factor in the history of the East, the core and motivating force of Islamic civilization
(Said, 2007). Speaking of the "clash of civilizations," S. Huntington meant religions, among which
he names Islam as the core and motivating force of Islamic civilization.

Researchers were faced with the need to make adjustments to both their Islamic concepts and
recommendations for official bodies involved in the direct implementation of foreign policy. This
necessitated a scientific analysis of the causes, essence, social basis, political orientation and
prospects of the "Islamic revival”, which initially meant the growth of political activity under the
slogans of Islam by both governments of Muslim countries and international Muslim organizations,
as well as opposition groups within countries, and later to attempts to define the Islamic world as a
single collective transnational subject of international relations. In particular, H. Kissinger draws
attention to the fact that Ayatollah Khomeini stated that the map of the Middle East of the twentieth
century was a false and un-Islamic creation of "imperialists” and "tyrannical self-serving rulers"
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who separated different segments of the Islamic Ummah from each other and artificially created
separate nations, so all political institutions existing there are illegitimate (Kissinger, 2017).

In this context, it should be recalled that the ideas of a religious and political union of Muslim
peoples were formulated in the 70s of the nineteenth century in Pan-Islamism, a religious and
political ideology and movement for the unification of all peoples professing Islam, the spread of
which was a reaction to the political and economic expansion of European states in the Muslim
world. It is based on the thesis of the governing role of Islam in the spiritual and secular life of
society, unity and solidarity of all members of the Muslim community regardless of state, race,
nationality or social affiliation, and the need to unite all Muslims within a single state. Pan-
Islamism became the official doctrine of the Ottoman Empire, which sought to maintain its
hegemony in the Muslim world with its help. Turkish expansion in the Arab territories under the
slogans of pan-Islamism led to a decline in its popularity and the spread of pan-Arabism there. The
history of the twentieth century is the history of the struggle between two ideologies - pan-Islamism
with the idea of the global Islamic Ummah as a transnational community of lay people and pan-
Arabism. We are currently witnessing the replacement of the pan-Arabism ideology with the
Islamist paradigm. The slogans of pan-Islamism are again being used in the foreign policy of
modern Turkey, which is especially noticeable after the escalation of the situation in the Middle
East in October 2023 and Israel's war against Hamas in the Gaza Strip (Salah, 2024).

The alternative Western Islamic concept of world order - the dualistic concept of Dar al-Islam
(the territory of Islam) and Dar al-Harb (the territory of war) and jihad as a strategy to achieve this
universal system - denies the Westphalian state-centered order. This concept is the official state
doctrine of the Islamic Republic of Iran, the ideology of terrorist organizations, and the slogan of
armed minorities in many states of the Middle East region and beyond.

Since the problem of Islam’s "subjectivity” in the modern system of international relations
remains controversial, the existing approaches to it are summarized as follows. The first approach
considers the Islamic world as a single collective entity, which implies the presence of one or more
counter-actors, in particular the West (the antithesis of the West-Islamic world (Robinson, 2020).
The second approach distinguishes individual states and transnational structures as independent
actors. The third approach considers Islam as a transnational political actor and is based on the ideas
of Islam's extraterritoriality and the concept of the formation of a "transnational Islamic Ummah™
(O. Roy) - a Muslim community in which there are no territorial, interethnic or interstate barriers.

Conclusions. Desecularization as a historical phenomenon of the return of religion to the
theory and practice of international relations has a significant impact on contemporary world
politics, qualitatively changing the concept of religion and non-state actors in international political
studies. The impact of desecularization on the nature and character of international relations occurs
at the global, regional, interstate, national and transnational levels. Religion becomes an instrument
of political mobilization, a factor of political identification and political catalysis.

The influence of the religious factor on international relations in the context of their systemic
evolution is permanent, but at certain historical stages it manifests itself with different strengths,
demonstrating the systemic logic of alternating periods of growth or decline.

Noting the existence of common patterns in the dynamics of the role of the religious factor,
we note that individual confessions have influenced international relations in different ways and
with different intensity. As for Islam, it acts as an organizing factor in the history of the East, the
core and motivating force of Islamic civilization, has an increased ability to mobilize large masses
of people, and is currently the most dynamic of all world religions, which gives grounds for
forecasts that by the middle of the twenty-first century it will become the first largest world
religion, ahead of Christianity. The global role of Islam is supported, in particular, by its
deterritorialization. Despite the large number of states, the Islamic world can act as a global
geopolitical actor.
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Abstract. This paper examines the activities of international security organisations such as
NATO and the OSCE, as well as the cooperation within the EU and NATO to ensure security in
Europe. Also, the authors analyse the Strategic Concepts of NATO's 2010 and 2022, and reviews
changes in the main objectives of security institutions that have been reflected since Russia's large-
scale invasion in Ukraine.

The review of the activities of international security organizations demonstrates that the issue
of their adaptation to current challenges and threats is crucial for the further preserving of the
democratic order in the world.

Simultaneously, the article emphasizes that due to the increasing number of military threats,
there is a need to develop effective mechanisms for reforming security organizations to further
preserve the international security system in general.

Keywords: international security organisations, international security, transformation,
threats, defence, Russian invasion.

Anomauin. YV Oanomy 00CniOdceHHi PO3KPUMO OISIbHICIb MINCHAPOOHUX 0e3neKo8ux
opeanizayin maxux sk HATO, OBCE, cnienpays 6 pamxax €C-HATO i3 3a6e3neuenns besneku 8
€sponi, 6 yMosax wWuUpoKoMacumadHo2o ilicbK08020 6MOp2HenHs pocii Ha mepumopiilo YKkpainu.

Y cmammi 30iticneno nopisnanusa kaouosux 3aedanv Cmpameeiunux konyenyiu HATO 2010
ma 2022 poxis. Kpim ybo2o, npoananizogaro npiopumemu MidCHApoOOHUX iHCmumyyis y peanizayii
C80iX be3nexkosux 0008 ’s3Ki6 00 ma Nicis NOYAMK) POCilicbKO-YKPAiHCbKOI GIlIHU.

Ananiz OisnbHOCMI MIJICHAPOOHUX 0e3NeKo8uUx opeanizayiti 00800uUmb, WO NUMAHHA iX
aoanmayii 00 Cy4acHux SUKIUKIE Ma 3a2p03 MAE 8aNCIUBE 3HAUEHHS OJis NOOAIbULO20 30epedceHM s
OOMIHYB8AHHS OEMOKPAMUYHO20 YCIMPOIO Y CEIMmi.
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Boounouac, 3pocmaroua xinvxkicme 3a2po3 80EHHO20 Xapakmepy 3YMOBIIOE HeOOXIOHICb
PO3POOKU OI€BUX MeXaHizmMie V pepopMysanHi Oe3NeKosux opeauizayiil 3 Memol0 NOCUNEHHS
cucmemu MiDCHAPOOHOI be3nexu 8 Yilomy.

Kntouoei cnosa: misicnapooni opeanizayii 3 6e3nexu, MidcHapoona besneka, mpaucgopmayis,
3a2po3u, 3aXuUcm, pociticbke 8MopSHeHHsI.

Introduction. Nowadays, the world is facing a crisis of international institutions created and
shaped during the Cold War. The Russian war in Ukraine has triggered radical changes in the
system of international relations and the international security environment.

The role of international organizations is weakened, and their control over world processes
creates conditions for the emergence and spread of new global threats, such as mass migration, the
generation of local conflicts, international terrorism, and uncontrolled arms circulation. The world
community has yet to find an effective response to the challenges that violate the basic principles of
international and European security.

Hence, with the beginning of Russia's large-scale invasion of the territory of Ukraine, the
crisis of the international system has reached a qualitatively new level. It has undermined the
stability of European and global security systems and has revealed the vulnerability of the existing
system of international relations.

The purpose of this article is to explore the activities of key international security
organizations, such as NATO, the EU, OSCE in the context of the Russian-Ukrainian war as a
transformational force for the international security system.

Literature review. Nowadays, research in the field of international security is very relevant
and widespread, as there is a need to address several pressing issues. In Ukraine, this issue is
analyzed to a certain extent within the framework of international and European security by I.
Khraban, O. Senchenko, H. Perepelytsia,

V. Holovko, and V. Horbulin. An exciting assumption is made by O. Kuchyk, according to
which international institutions of multilateral cooperation do not comply with the existing
international order. The prospect of reforming/adapting international organizations is possible only
through bringing the existing international institutions to modern international relations' structure,
content and quality (Kuchyk, O., 2022).

Ms. Pogorska, in the article, analyzes the conceptual approaches to international security. It is
argued that global processes and the scale of security threats give sense to global security
discussions. Since alliances are the main actors in the international security system, these are
closely related to state or national security (Pogorska, 1., 2012).

However, the current range of challenges in the international security system is extensive. The
prominent role is occupied by Russia's aggression and violation of all possible norms of
international law. Therefore, this article is based on the assessment of the activities of major
international security organizations in opposing the aggressor — to explore the actions of
organizations that form the security architecture at both the regional and global levels.

The research results. Nowadays, the Eurasian continent is the largest theatre of geopolitical
struggle for dominance at the regional level. Due to various circumstances, the interests of global
centres of influence clash simultaneously, such as the EU, China, Russia, and the United States of
America.

Pursuing somewhat different policy goals, these international actors focus their attention on
the security sphere, which has become extremely sensitive to various claims to regional and global
leadership. In particular, Russia, which aims to realize imperial ambitions by conquering territory
and reorganizing the world order, reduces the sphere of influence of the West. The presence of the
Russian factor is a common feature of several armed conflicts in the states of the former Soviet
Union. Usually, it involves direct military involvement and presence.

Therefore, the crisis of international institutions has become global with the beginning of
Russia's large-scale invasion of the territory of Ukraine. This, in turn, actualizes the need to analyze
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the effectiveness of NATO, the OSCE, the UN, and the European Union. These organizations form
the European security system in the context of the Russian-Ukrainian war.

To begin with, the purpose of the mentioned international organizations is to maintain
international peace and security among states, despite the fact that most armed conflicts are not
international in nature but internal, eventually growing from a local to a regional scale. Russia's
armed conflict against Ukraine is of particular importance. Military aggression and occupation of a
part of our country's sovereign territory have revealed the weakness of international organizations in
responding to the aggressor.

Of course, it is indisputable that Ukraine has received extensive political, military, technical
and international humanitarian assistance. In addition, the UN and the OSCE have adopted several
international legal documents condemning Russia's actions. However, these international
institutions still need enforcement instruments, which creates the need to find ways to adapt
international institutions to modern conditions. After all, it is not easy to imagine a member state of
an international organization that is still in the governing bodies of this structure and violates the
principles of the organization's activities.

NATO's changing priorities in the context of the Russian-Ukrainian war

In the European security system, it is customary to believe that their security is guaranteed by
the structures of the North Atlantic Alliance and that European member states are reliably protected
by Art. 5 of the NATO Charter. However, with the end of the Cold War, NATO members gradually
began to exclude armed threats as a priority from their strategic documents. Russia's war against
Ukraine, which in its hybrid manifestation began even before 2014, makes it relevant to compare
the Strategic Concepts of NATO's 2010 and 2022 to reveal the critical areas of the organization's
activities in these periods.

The fundamental and permanent objective of the Strategic Concept 2010 was to ensure the
freedom and security of all its members through political and military means. To achieve these
goals, three main tasks, collective security, crisis management, and cooperative security, were
formulated (Strategic Concept, 2010).

The security approach was defined based on the territory defense of the member states against
attack by deterrence by all possible measures (conventional and nuclear weapons). In addition, the
need to be prepared for potential threats was also noted. However, it was not strictly defined in the
Strategic Concept 2010. “New or relatively new types of threats include international terrorism,
extremism, weapons of mass destruction, access of terrorist groups to nuclear, chemical, and
biological weapons, and cyber-attacks, the targets of which are modern communication systems.
Besides, sabotage activities that disrupt strategic power supply facilities; maritime piracy; the threat
of a missile strike; environmental problems and climate change” (Martyniuk, O., 2020).

At the same time, the Strategic Concept 2010 highlighted the following four main tasks:

- the Alliance must maintain its ability to deter and defend against any threat or aggression
regardless of the place of origin;

- NATO have to contribute to the security of the entire Euro-Atlantic region as a defender of
its interests and as a contributor to peacebuilding in all parts of the region, in close cooperation with
other international organizations and partners;

- NATO must serve as a transatlantic platform for security consultations and crisis
management;

- The Alliance should expand the scale of partnerships by increasing the number of member
countries (Strategic Concept, 2010).

Regarding the cooperation between NATO and Russia, the Alliance aimed to promote stability
and security to develop a common space of peace, even though Russia had already announced its
proposals for an alternative security order in Europe, which aimed to limit NATO's activities. As for
the Alliance, they continued to deep bilateral cooperation, the aim of which was to avoid any
mutual confrontations to build partnership relations based on the “Fundamental Act on Mutual
Relations, Cooperation and Security between the Russian Federation and the North Atlantic Treaty
Organization” and the “Rome Declaration”.
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In addition, the Strategic Concept 2010 did not revise Ukraine-NATO relations. It was about
“to continue and develop the partnership with Ukraine and Georgia within the framework of the
Ukraine-NATO and Georgia-NATO Commissions, based on the NATO decision adopted at the
Bucharest Summit in 2008 and to take to attention Euro-Atlantic orientation or aspirations of each
country” (Strategic Concept, 2022).

The Strategic Concept 2022 defines that the threats facing the Alliance “are global in nature
and are interconnected” (Strategic Concept, 2022). According to this Concept, Russia has been
identified as a significant and direct threat, aiming to establish spheres of influence and direct
control through coercion, sabotage, aggression and annexation. Furthermore, the following threats
from Russia are also taken into account: undermining the world order based on the rules of
international law; pressure with threats of using nuclear weapons; destabilizing the situation in the
Alliance's neighbouring states to the east and south; using the Far North as a no-go/no-access zone
(Strategic Concept, 2022).

In addition, the Alliance has finally recognized that Russian aggression is not limited to
Ukraine. It is directed against democratic, open societies, their way of life and the idea of free
existence. Considerable attention is paid to the issue of cyber security, as “the number of devices in
the world connected to the global network has increased from approximately 7 billion to 50 billion”
(Izhak, O., 2022).

Considering that Russia uses the entire range of hybrid warfare tools, which complicates the
process of determining the criteria for attacking Western countries, Article 5 of the Washington
Treaty is supplemented by the fact that threats in cyberspace may, at a certain level, be criteria for
activating this article. This means that the Alliance does not limit itself to response tools in the event
of a non-direct military attack on member states.

At the same time, it is noticeable that China is defined as a strategic competitor in the
Strategic Concept 2022. Moreover, in the US Strategy of the Foreign Policy 2022, China recognizes
as “the only state that has the potential to change the international order, and Russia, which is a
direct threat to the free and open international system” (Orlyk, V., Hrytsenko, A., 2022).

According to Article 4 of the Strategic Concept 2010, “NATO will continue to fulfil its three
fundamental tasks”, but they have changed the new concept. “Deterrence and Defense” (Deterrence
and Defense), as opposed to collective defense, is defined “as a priority task in the Strategic
Concept 2010”. That is, the critical approach of the NATO concept has changed from “deterrence
through retaliation” to “deterrence through avoidance” (Strategic Concept, 2010).

According to the NATO definition, “Deterrence is convincing a potential aggressor that the
consequences of coercion or armed conflict will outweigh the potential benefits. It requires the
maintenance of credible military capabilities and a strategy with a clear political will to act” (NATO
Glossary, 2021).

The focus on deterrence and defense is reflected in the strengthening of European capabilities
(NATO Glossary, 2021) through the growth of joint military expenditures, the number of combat-
ready forces, the organization of joint military exercises, and the strengthening of NATO's eastern
flank. This is all about increasing military contingents and developing a new defense strategy.

The Baltic countries play a unique role in strengthening the eastern borders of the Alliance.
Russia's large-scale invasion of Ukraine has forced NATO to reassess the security risks to Latvia,
Lithuania and Estonia. The critical aspects of ensuring the security of the Eastern flank are the
following decisions: the increase to the size of brigades of NATO battalion tactical groups located
in the territory of Latvia and Lithuania, which are part of the multinational corps “Northern East”,
the headquarters of which is located in Poland. In addition, there are four additional multinational
battle groups in Bulgaria, Hungary, Romania and Slovakia.

In addition, it is planned to conduct multinational exercises to practice joint actions of the
units of the armed forces of the member countries of the Alliance. For example, “Steadfast
Defender-2024” is a multinational exercise that ended on May 30, 2024. More than 90,000 military
personnel from 32 NATO countries participated in the exercise: 50 ships, more than 80 aircraft, and
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more than 1,100 combat vehicles. The exercise was designed to test the readiness of all member
countries of the defense alliance to respond to military threats from the strategic to the tactical level.

Considering the above, it can be concluded that NATO's desire to increase its military
presence is objective. This is a confirmation of the readiness of the Alliance to respond to a direct
threat to the security of the member states of the Alliance and peace and stability in the Euro-
Atlantic area. While NATO's Strategic Concept 2022 clearly emphasizes that the Alliance will
implement “all elements of strategic risk reduction, including measures to build trust and
predictability through dialogue, increased understanding, and effective crisis prevention and
management mechanisms” (Strategic Concept, 2022), thus combining the three main tasks with one
common goal.

Attention must be paid to the activities of an organization like the OSCE before proceeding to
the issue of the European system of defense against military threats and cooperation within the
NATO-EU framework. This will help us understand the future conclusions.

OSCE activities in the framework of the Russian-Ukrainian war

According to the official website, the Organization for Security and Cooperation in Europe
(from now on — OSCE) serves as a forum for political dialogue on various security issues and joint
activities to improve people's and societies' lives. OSCE is based on the principles recorded in the
Helsinki Final Act of 1975 and the trust that all participating countries will fulfil them and resolve
disputed issues through dialogue.

The OSCE helps to reduce tensions between conflicting parties by building trust and
cooperation between and within states. Where situations are complex, the OSCE is involved in
crisis management and post-conflict rehabilitation. Such situations are resolved by monitoring and
controlling the observance of fundamental rights and freedoms, established agreements, signed
disarmament documents, etc. To understand the issues related to this organization's activities, it is
proposed to consider the OSCE's Special Monitoring Mission (from now on — SMM) activities in
Ukraine.

Established before the outbreak of armed hostilities in mid-April 2014, the OSCE SMM in
Ukraine is the only group of international observers permanently deployed in the conflict zone in
eastern Ukraine. It has exclusive but limited access to areas controlled by the Ukrainian government
and separatists (Pysarenko et al., 2021). According to the Mission's original mandate, which
remained in force until early 2021, the SMM's goal is to “Contribute to... reducing tensions and
ensuring peace, stability and security, and to monitor and support the implementation of all OSCE
principles and commitments” (OSCE Deployment, 2017).

The main objectives defined on March 21, 2014, were to monitor and analyze the situation in
the designated areas, report on incidents identified with possible violations of obligations, establish
contacts with the local population, authorities, etc. Also, “to coordinate its actions with the OSCE
executive structures, including the High Commissioner on National Minorities, the OSCE Office for
Democratic Institutions and Human Rights and the OSCE Representative on the Media. To support
them in their work in full respect of their mandates, and to cooperate with the United Nations, the
Council of Europe and other actors of the international community”. (OSCE Deployment, 2017).

First of all, this mission differs from any other format of OSCE missions because the SMM in
Ukraine monitored not a frozen conflict but a high-intensity conflict with a transition to a low-
intensity one, with daily shelling, destruction and violations of agreements by the Russian side.
Another feature of the SMM's activities was that its staff included representatives of the Russian
Federation. On the one hand, this allowed the mission to be present in the occupied territories of
eastern Ukraine, as they did not pose a threat in the eyes of the pro-Russian “separatists”.

On the other hand, with a mandate and no military component, the organization was
vulnerable and dependent on the external influence of one of the parties to the conflict. This raised
the question of why such a large-scale and influential security organization, knowing the parties to
the conflict and understanding the depth of the problem, allows Russia, as a direct participant in the
armed conflict, to join the mission.
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At the same time, the consensus nature of decision-making in the OSCE did not allow for
timely and necessary decisions to resolve the conflict. Hence, the SMM was not present in the
Crimean Peninsula, which Russia annexed.

According to the OSCE, the main tasks of the SMM were to “impartially and objectively
observe and report on the situation in Ukraine and to facilitate dialogue between all parties to the
conflict” (Pysarenko et al., 2021). The question arises as to the extent to which the SMM's activities
in Ukraine from 2014 to 2022 were objective and impartial.

All of the above suggests only means that the OSCE SMM has been compromised, and the
Russian citizens involved in the mission are suspected of espionage and are connected to Russian
special services.

In view of the increased attention and to ensure a more broadly informed assessment of the
OSCE's activities in the entire Eurasian region, a warning was even issued that “all discussions
about OSCE peacekeeping operations should not be considered through the prism of Eastern
Ukraine” (Kemp, W., 2016).

However, this thesis makes it clear that the crisis of international security institutions has
already occurred, and Russia has significantly interfered with the European security system through
the internal policies of the organization's member states that have fallen under the aggressor's
influence.

This has revealed the vulnerability of the sustainable structure of international relations and
the principles underlying it. Due to the weak will to make decisions and the inadequacy of existing
norms to the current state of challenges and threats, the OSCE remains captive to the
intergovernmental political system and consensus decision-making. This organization's weaknesses
were manifested in the Russian-Ukrainian war and Transnistria, Abkhazia, South Ossetia, and
Georgia.

Given the above, the OSCE, as an integral part of regional European security, needs reform
and modernization to continue fulfilling its purpose. Scenarios for reorganizing the OSCE have
been discussed at all international and expert levels. At this stage, the following issues in the
reorganization are being debated.

First, it should improve decision-making mechanisms by replacing the consensus principle
with a qualitatively and quantitatively qualified majority. At the same time, it may be possible to
consider restrictions on voting rights for countries affected by the decision or participating in the
conflict. Another popular solution is to exclude countries that threaten the democratic world from
the Organization. In this case, it would be helpful to determine a certain period after which to audit
the situation in the world/region and, accordingly, to make the necessary changes to the membership
of the Organization and its further functioning.

Of course, expert groups should be created/involved in reorganizing such an institution, which
will be formed from elected representatives from among the participating countries in the relevant
areas. At the same time, it is necessary to focus initially on resolving regional and ethnic conflicts.
The goal should be not mediation, but conflict resolution/overcoming as a necessary element in
ensuring stability in the international security system. ldentify threats such as cybersecurity,
counterterrorism, environmental, energy and technological security, and overcoming the
consequences of armed conflicts as among the most pressing challenges of our time.

Therefore, the scale of dissatisfaction has indeed increased with the activities of both the
OSCE and some other security organizations. At the same time, the issue of ensuring the European
security system remains relevant and unresolved. In this context, it is essential to consider another
area of cooperation, such as NATO-EU. Namely, the following two questions: why are these
relations important? What are these relations based on?

NATO-EU Partnership in the framework of ensuring the security of the Western World

To begin with, the EU has focused on soft security issues in implementing its defense system
and policy in general. Such issues include social problems, migration, environmental disasters,
terrorism, etc. Besides, an essential component is ensuring economic stability on the borders, which
is vital for the EU. The EU has often relied on various UN and OSCE security missions to resolve
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armed conflicts. Only Russia's military aggression has forced the European world to reconsider its
priorities and principles in implementing its security policy. After all, with such an enemy as Russia,
soft power and security can no longer guarantee success in ensuring further independent existence.

“Unarmed or lightly armed missions with limited mandates have little or no effect on
peacekeeping” (NATO Glossary, 2021). The situation in Georgia, Transnistria, and Ukraine
confirms this. In turn, this makes it clear that the EU-based system of European security has not
been formed against military threats yet. Therefore, the most correct suggestion today is that the
NATO remains not the primary, but rather the only security guarantor in all of Europe for the EU.

Nowadays, their cooperation is parallel. This is most evident in resisting Russia as an
aggressor in the democratic world. The EU has an advantage in terms of civilian capabilities, which
include economic sanctions, resilience in areas such as energy and cybersecurity, countering
disinformation, humanitarian aid, and transport infrastructure (Papaioannou, A., 2019). Meanwhile,
NATO deals with military deterrence and defense. It is undoubtedly true that the EU has relied
primarily on intergovernmental cooperation in its policy, as only 4 EU countries are not NATO
members.

However, the current situation has revealed a difference of opinion within the EU on how to
secure its own interests. This has significantly affected the countries of Eastern Europe, where the
threat of invasion is the greatest and the vulnerability the highest. Obviously, the EU has launched a
number of initiatives aimed at maintaining and ensuring its own security since Russia's large-scale
invasion of Ukraine. For example, such initiatives include the revitalization of PESCO or the
creation of coalitions for the manufacture and supply of weapons and military equipment.

Nevertheless, the question of whether this will help to protect Europe in the event of a
military invasion from NATO's eastern flank is crucial. Consequently, the issue of developing and
ensuring the European security system requires further research.

Conclusions. In the face of a large-scale war, a broad-based struggle for the values of the
entire democratic world and its national identity, Ukraine appreciates and supports all the assistance
provided by Western countries. However, these days it is about the need for real action.

The actions that should be of a military nature and, accordingly, the instruments for their
implementation. Obviously, the existing international organizations responsible for ensuring
security in the world are not able to deal with this. Meanwhile, the question of attacking a NATO
country already does not seem so unrealistic.

A common tactic of action in response to military threats has to include, first and foremost,
the establishment of interoperability in the use and deployment of weapons. Ukraine's experience in
this regard is an invaluable one. Because, for example, it was able to use different air defense
systems simultaneously and complementarily in the face of continuous attacks and hostilities.

There is no more space for soft power and the policy to exist as a stand-alone element. There
is no place for condemnation and expressions of concern. Modern international security
organizations must develop the instruments that will protect them in the event of an actual military
invasion by an enemy.

It is necessary to accept that the stage of the arms race is being transformed into the stage of
the possibility of their use. This threat is fundamental in the war for the redistribution of spheres of
influence in the world. Democratic countries should prepare their security organizations to respond
to the current challenges.
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Abstract. The article describes the political-diplomatic, economic-investment, cultural-artistic
and educational, as well as public and media instruments used by the state and civic institutions of
Ukraine in public diplomacy during 2022-2023. It was established that the instruments made it
possible to ensure the refutation of false information about Ukraine and relevant events, as well as
encourage the unification of international efforts to provide comprehensive assistance to the state
and its citizens. The strengthening of the economic, cultural, and educational component of foreign
policy activity, which will be implemented both under the ongoing state of war and post-war
peacebuilding, can become promising directions of Ukraines public diplomacy. At the same time,
Ukraine's trauma-informed public diplomacy will focus on disseminating information about the
nation’s achievements and spiritual values, restoring cultural stability, overcoming existential
anxieties, and providing assistance to other countries.
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Introduction. The practical implementation of projects in the field of international promotion
of Ukraine took place in several stages, starting from 1991: the first stage until 2005 was carried out
through informational and educational projects, which were characterized by inconsistency due to
the lack of national image programs; the second stage until 2010 was marked by the appearance of
state image and tourism projects aimed at changing the perception of Ukraine in the world and
integration into the European and Euro-Atlantic community; the third stage until 2013 was
characterized by the development of the ‘Ukraine’ brand book and the implementation of image-
investment, sports and cultural projects [Pipchenko, Ryzhkov: 2019]; the fourth stage from 2014 to
the beginning of 2022 focused on updating the national approach to Ukraine’s promotion in the
international arena and using social media to support the national interests of the state, as well as
the introduction of the Public Diplomacy Strategy of Ukraine and the Communication Strategy of
Ukraine; the fifth stage from 2022 was marked by a full-scale Russian invasion of Ukraine and the
expansion of the state’s international public positioning instruments to protect its national interests.

The purpose of the study is to determine the direction of public diplomacy of Ukraine under
the Russian war against Ukraine and outline the prospects for improving the instruments of public
diplomacy.

Literature review. Studies of public diplomacy of Ukraine, which were carried out until
2022, focused on the development of proposals for improving the country’s positioning abroad
using cultural, media and investment projects (I. Makarenko, O. Shevchenko, O. Kuchmii, O.
Frolova) (Communication trends in international relations: 2016). In the course of 2022-2023, the
implementation of educational, defence-security, humanitarian and economic projects was observed
with the strengthening of international media representation (Sheiko: 2022, 2023, Walker: 2022).

Main results of research. Ukraine’s public diplomacy under martial law was focused on the
use of information and communication tools with the involvement of state and non-state actors to
ensure an adequate level of informing the international community about events in the state. The
updated and improved information and communication projects of the central apparatus of the
Ministry of Foreign Affairs of Ukraine were aimed at protecting the fundamental national values of
the country and deepening the dialogue with partner countries regarding the protection and
restoration of the territorial integrity of the state in internationally recognized borders.

The need to expand the thematic focus of activities in public diplomacy under martial law
prompted Ukrainian diplomats to review the tools of interaction both with the external and internal
public, as well as with leaders and political elites of various countries of the world. In particular,
political-diplomatic, economic-investment, cultural-artistic and educational, as well as public and
media instruments were used for public information, refutation of false information about Ukraine
and relevant events, as well as encouragement to combine international efforts to provide
multifaceted assistance to the state and its citizens.

The political and diplomatic instruments used at the governmental level were aimed at
bringing Russia to international legal responsibility for international crimes committed on the
territory of Ukraine; deepening Ukraine’s European integration aspirations after obtaining the status
of a candidate for EU membership and the start of negotiations on EU membership; attracting the
attention of the international community to the violation of human rights in the Autonomous
Republic of Crimea; initiating a political and diplomatic dialogue regarding the strengthening of
regional recognition of Ukraine in Africa, Asia, and Latin America; increasing the number of
international actors who recognized the Holodomor of 1932-33 as genocide of the Ukrainian
people.

In order to strengthen the efficiency of political and diplomatic work, relevant information
and clarification campaigns were conducted under the hashtags #RussiaWarCrimes
#RussialsATerroristState, #StandWithUkraine, #GloryToUkraine and #welcomEUkraine. In
addition, narrowly themed campaigns were initiated that would draw the public’s attention to the
events in Ukraine. The project about the renaming streets near the Russian embassy to Ukraine
street (uastreet.world) was initiated by Be-it Agency, part of One Philosophy consulting group
within the We Are Ukraine platform, and supported by DForce IT company. As a result, nearly 10
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European countries have already changed the Russian embassy’s address line to Ukrainian. To
remind the international community about the illegal occupation of Crimea, the campaigns
#PeaceNotAppeasement, #RealPeaceNotAppeasement and #CrimealsUKkraine were initiated in the
context of strengthening Russian repressive policy towards the Crimean Tatars and the need to
protect their rights. The #WhatWeAreFightingFor campaign (Ministry of Foreign Affairs: 2023a)
was held on the anniversary of Russia’s full-scale invasion of Ukraine and explained why Ukraine’s
freedom and territorial integrity can’t be negotiated under any circumstances and how Ukrainians
have become stronger and are fighting for peace around the world.

Among the economic and investment instruments, it is possible to single out the expansion of
sanctions against Russia by EU member states, the USA, the UK, Canada, Switzerland, Australia,
Japan, New Zealand, and other partner countries that became one of the effective tools of
influencing the aggressor country from the international community. It was also important to initiate
and implement opportunities to export agricultural products from Ukraine during 2022-2023 that
made it possible to restore the grain corridor despite Russian terrorist actions. In particular, it was
possible to export agricultural products worth 21,4 billion dollars in 2022, and 22,9 billion dollars
in 2023 (Ministry of Foreign Affairs: 2023b). The communication campaigns #GrainFromUKkraine
and #HungerGames contributed to the dissemination of information about the Grain Deal and the
formed Black Sea grain corridor for the export of Ukrainian agricultural products to 45 countries
(Ministry of Foreign Affairs: 2024a). The creation of the Nazovni platform (nazovni.online) under
the auspices of the Department of Exporters Support under the Ministry of Foreign Affairs of
Ukraine made it possible to initiate diplomatic maintenance for Ukrainian exporters who wish to
work in foreign markets. Drawing international attention to the ecological consequences of the
Russian invasion of Ukraine was realized through the #StopEcocideUkraine campaign, which is
designed to present the war’s impact on nature and highlight the well-known biodiversity objects of
Ukraine, which may be or have been affected as a result of the war [Resilient Ukraine: 2024].

Cultural, artistic, and educational instruments for the protection of Ukrainian national heritage
and its promotion in the international community have been improved at the level of the Ukrainian
Institute at the Ministry of Foreign Affairs of Ukraine. In particular, the representative offices of the
Institute were opened in Germany and France in 2023, which contribute to the activation of bilateral
and multilateral artistic contacts and the deepening of knowledge about the country, society, culture,
and history. The launch of the interactive platform Insight UA by the Ukrainian Institute for the
Independence Day of Ukraine allowed us to discover Ukrainian culture, personalities, and awe-
inspiring events and cover various cultural topics, from music and literature to analytical reports.
The online platform (insight.ui.org.ua) permitted the interested audience to get to know the culture
of Ukraine, get acquainted with the history of Crimea and the Crimean Tatars, immerse themselves
in modern Ukrainian music, and understand the latest developments in Ukrainian cinematography.
Digitalisation of the cultural heritage of Ukraine facilitates preserving cultural objects for future
generations because during the Russian war against Ukraine, according to the Ministry of Culture
and Information Policy of Ukraine, 872 cultural heritage sites have been destroyed or damaged.
Among them, 120 are of national importance, 682 are of local importance, and 70 are newly
discovered sites (Ministry of Culture and Information Policy: 2024).

Separately, we can note the implementation of the idea of adding Christmas traditions to the
National List of Intangible Cultural Heritage of Ukraine and holding Christmas events in diplomatic
missions of Ukraine in 2023 to popularize Ukrainian traditions (Ukrainian Center for Cultural
Research: 2024). The Ministry of Foreign Affairs of Ukraine also initiated the inclusion of
‘Schedryk’ (Carol of the Bells) in the UNESCO List of Intangible Cultural Heritage. Among the
enlightenment tools, the #BoycottRussianSport campaign can also be highlighted, which is aimed at
preventing Russian and Belarusian athletes from participating in international sports competitions
considering the full-scale invasion of Russia into the territory of Ukraine.

The Ukrainian Cultural Fund and Ukrainian Book Institute have also contributed to enhancing
the cultural and artistic component of Ukraine's public diplomacy during martial law. The Ukrainian
Cultural Fund (ucf.in.ua), in particular, aids in the renewal of the contemporary cultural landscape
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and the establishment of cross- sectoral alliances based on a common set of values. The Ukrainian
Book Institute promotes the translation of Ukrainian literature into foreign languages and the
activation of international exhibition activities in book publishing. In 2022, the Ukrainian Book
Institute, operating under the Ministry of Culture and Information Policy of Ukraine, contributed to
the implementation of such international projects as the ‘Suitcase with Books’, within which 574
cities in Germany and 13 libraries in other countries received 20,000 books from more than 20
Ukrainian publishing houses; the ‘Better Time Stories’ project, aimed at distributing sets of five
bilingual books in the Dutch, German, and Ukrainian languages in five EU countries and
implemented under the patronage of the first ladies of Ukraine, Germany, Austria, and the princess
of the Netherlands; the ‘Ukrainian bookshelf” project, which is designed to equip foreign libraries
with books for Ukrainian refugees and replenish the funds of national libraries with the best
Ukrainian publications (Ukrainian Book Institute: 2022).

Among the important public tools, we note the intensification of activities aimed at protecting
the rights of children under martial law and their illegal removal outside Ukraine, which prompted
the creation in December 2023 of the Council on Human Rights, Gender Equality and Diversity at
the Ministry of Foreign Affairs of Ukraine. The priorities of the Council's work became the
protection of fundamental human rights in all territories of Ukraine temporarily occupied by Russia;
the protection of the rights of Ukrainian children illegally deported and forcibly relocated to the
territory of Russia, as well as the return of civilian hostages and prisoners of war (Ministry of
Foreign Affairs: 2024b).

The activities of the Council were supported by the previously launched public projects
#FreeUkrainians and Prisoner's Voice from the Center for Civil Liberties, aimed at the
implementation of measures to release all Ukrainian political prisoners in Russia, Crimea and
Donbas, as well as civilian prisoners because of the large-scale Russian war against of Ukraine
(Center for Civil Liberties: 2024). The Bring Kids Back platform (bringkidsback.org.ua),
implemented at the initiative of the Ukrainian government, partner countries and international
organizations, is also intended to draw the public attention to the issue of the return of Ukrainian
children who were forcibly deported from Ukraine. Within the DECIDE initiative, in partnership
with the Office of the Commissioner of the Verkhovna Rada of Ukraine for Human Rights, the
Ministry of Education and Science of Ukraine, the Ministry of Development of Communities,
Territories and Infrastructure of Ukraine, the implementation of the initiative ‘We are becoming
stronger together!’ (together.decide.in.ua), aimed at assisting children affected by the war. The
project provides advisory support to teachers, communities, and children with special educational
needs under martial law, raising awareness among educators and children in the field of human
rights, creating a safe educational space in educational institutions, as well as forming the skills of
first psychological aid.

Considering the deep public support for Ukraine’s international promotion measures, in 2023
there was an award from the Ministry of Foreign Affairs for the contribution of Ukrainian
diplomacy to those citizens of Ukraine and foreigners who made a significant political, economic
and cultural impact on the formation of a positive international image of Ukraine; contributed to
wide positive publicity about Ukraine; caused noticeable changes in the attitude towards the state
and influenced decision-making in favour of Ukraine; contributed to the protection of the rights of
Ukrainian citizens and the national interests of Ukraine; significantly helped to build the state’s
capacity in public diplomacy (Ministry of Foreign Affairs: 2023c). Consequently, the Ministry of
Foreign Affairs acknowledged the exceptional assistance rendered by both Ukrainian citizens and
foreigners, who collaborated with the Ministry on innovative and security initiatives, as well as
crafted communication materials.

Separately, it is necessary to note the activity of the Media Center of the State Enterprise
‘Directorate-General for Rendering Services to Diplomatic Missions’ (gdip.com.ua) aimed at the
exchange of experience and the formation of networking during 2022-2023 in public diplomacy.
The Media Center became a platform for consolidating the efforts of state employees, public and
educational institutions to spread awareness about Ukraine among the domestic and foreign public,
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necessary for the implementation of public diplomacy projects and deepening knowledge about the
peculiarities of the country’s European integration progress.

Under martial law, media tools have also become an integral part of Ukraine's diplomatic
efforts. In particular, Ukrainian government accounts have become the multilingual media agencies
that cover not only news, but also national defence strategies, visits by high-ranking officials, and
bilateral and multilateral support for Ukraine at both the official and public levels. Starting from
May 2022, the official fundraising platform United24 (u24.gov.ua) was launched in cooperation
with charitable foundations, partners, donors, and public people who wish to support Ukraine in
defence, humanitarian, medical, educational, and scientific areas, as well as allocate funds for the
demining of territories or the reconstruction of Ukraine. More than 600 million dollars were
collected in January 2024, mostly used to purchase medical gear, automobiles, or the repair of
damaged infrastructure.

In June 2023, the Ministry of Foreign Affairs and the WhiteBIT crypto exchange launched a
chatbot to enhance consular work, processing more than 26,000 inquiries from Ukrainians from 72
countries for the first six months. Thus, obtaining the necessary data was made easier for Ukrainian
citizens who were compelled to leave the country due to the war. Several topics, such as consular
services for Ukrainians who are abroad or planning a trip, entry rules and assistance to temporarily
displaced citizens of Ukraine, as well as registration of temporary protection and social security,
became popular (Ministry of Foreign Affairs: 2023d). Drawing attention to the Russian war against
Ukraine also took place through the holding of the longest charitable marathon organized by Nova
Poshta to support those who protected, rescued, healed, and brought victory to Ukraine, or the
performance of the national anthem of Ukraine by the Minister of Foreign Affairs D. Kuleba
together with foreign colleagues in the microblog X.

At the beginning of 2021, the Ministry of Foreign Affairs of Ukraine launched the information
platform Ukraine.ua, which united official channels on various topics to create a positive image of
the state. With the beginning of martial law, the platform is used for spreading the truth about the
full-scale invasion of Russia, war crimes and the struggle of the Ukrainian people. The civic
organization Brand Ukraine and the Ministry initiated additional media support campaigns for the
state’s national aspirations during 2022-2023. In particular, ‘What We Are Fighting For 2.0:
Thanksgiving Day Campaign’, “What We Are Fighting For’, #FreetheLeopards, ‘Russia’s Famine
Games’, ‘Campaign To Counter Disinformation’, ‘Russia’s War Crimes’, ‘War.Ukraine.Ua’ and
‘Cities of Ukrainian freedom’ are the primary international communication campaigns that show the
actual value of aid to Ukraine, tell reasons why Ukrainian continue to fight for freedom and peace,
advocate for the supply of weapons, identify the truth about Ukraine’s food supplies in the wartime,
discover Ukraine’s fight against disinformation in distant regions, create online archive and website
about the war with verified information for foreign audience. Information is available in English,
French, Spanish, Arabic, Chinese, Russian, German, and Thai (Brand Ukraine: 2024).

The work within the information space in wartime should be done carefully to minimize the
negative consequences and ensure maximum results from information and outreach activities as
Ukraine, Europe, and the world are in an unbalanced media space that exists in the misinformation
era. T Disinformation and incompetent dissemination of information have contributed to the
dominance of permissiveness in the media, which requires not only regular technical assistance for
accounts but also strict regulation regarding administrative and criminal responsibility for spreading
false information.

Separately, it is possible to highlight the promising technological advancements in the
diplomatic field, which will facilitate a more efficient application of public diplomacy tools and Al,
as well as bolster the cyber security of Ukraine’s vital infrastructure. With this in mind, the National
Hackathon on Cyber Security was held in November 2023, organized by the State Special
Intelligence Service together with the Center for Strategic Communications with the support of the
Government Office for European and Euro-Atlantic Integration, the US Embassy in Ukraine, the
Project on knowledge exchange NATO-Ukraine C4 and USAID Cybersecurity for Critical
Infrastructure in Ukraine. Future initiatives related to the creation of prototypes of programs and no-
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code solutions to support and promote human rights, equality, diversity, and tolerance using
artificial intelligence. It is planned that promising projects will receive the support of international
organizations and the possibility of their implementation at the national and global
levels (Government Portal: 2023a).

Strengthening the cyber security and civilian cyber potential of Ukraine, as well as supporting
the long-term needs of the state in cyber resilience, is planned to be implemented within the Tallinn
Cyber Security Mechanism. In particular, the ministries of foreign affairs of Ukraine, the UK,
Denmark, Estonia, Canada, the Netherlands, Germany, Poland, the USA, France, and Sweden will
coordinate efforts to mobilize additional support for the needs of specialized institutions in cyber
security and will closely cooperate with the EU and NATO on increasing own cyber potential and
deepening digital development [Government Portal: 2023b]. The described initiatives were
continued in the draft law of the President of Ukraine on amendments to the law ‘On Diplomatic
Service’, registered in December 2023, which, among other things, talks about improving activities
in cyber diplomacy for the promotion and protection of national interests, implementation of
Ukraine’s foreign policy goals in cyberspace, and the assistance of international cooperation in the
field of innovative technologies (Verkhovna Rada of Ukraine: 2023).

Reinforcing the economic, cultural, and educational components of foreign policy work,
which will be implemented both under the ongoing state of war and post-war peacebuilding, can be
a promising direction for Ukraine’s public diplomacy. Ukraine’s trauma-informed public diplomacy
will focus on disseminating information about the nation’s achievements and spiritual values,
restoring cultural resilience, overcoming existential anxieties, and aiding other countries.

Conclusions. Under martial law, Ukraine's public diplomacy became more active, which
manifested in the achievement of Western solidarity regarding the protection of Ukraine and the
restoration of the territorial integrity of the state within internationally recognized borders, the start
of negotiations on joining the EU, the outline of actions aimed at deepening Euro-Atlantic
integration and strengthening sanctions measures. As a result of the approval of the Public
Diplomacy Strategy of Ukraine and the Communication Strategy of Ukraine in 2021, it was
possible to effectively establish communication with international partners and adapt diplomatic
work to current challenges and threats. The augmentation of interaction among state authorities,
local self-government, private enterprises, and civic organizations resulted in better coordination of
efforts to inform internal and external audiences about the Russian war against Ukraine, countering
Russian propaganda and disinformation, and constructing authentic narratives about Ukraine. It has
been established that the interest of international actors in Ukraine is determined by the internal and
external factors that significantly affect the perception of the Ukrainian state, among them, we could
divide political confidence, economic status, and national identity.
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Abstract. The article examines the development of relations between Ukraine and the United
Kingdom after the latter's withdrawal from the European Union. Expert assessments of the
consequences of Brexit on Ukrainian-British relations, as well as the analysis of joint documents
signed between Ukraine and the United Kingdom in the post-Brexit period, are taken into account.
It turns out that, despite the decision to leave the integration association and its influence on
political processes within the European community (loss of contributions to the common budget,
lack of state representatives in key European institutions, strengthening of Eurosceptic tendencies
in the rest of the EU member states), the United Kingdom remained an important international
partner of Ukraine in bilateral relations and did not change its favorable attitude to Ukraine's
European integration, guided primarily by foreign policy and security interests, but has lost access
within the EU to levers of influence on positive decisions regarding Ukraine in this direction. The
strategic level of partnership is laid down in the Trade and Cooperation Agreement of 2020, and
later strengthened — already during the hot phase of the Russian-Ukrainian war — by additions to
this agreement in terms of trade liberalization with Ukraine, as well as by the later agreement on
security cooperation in 2024, which became the first such precedent in a number of bilateral
security agreements between Ukraine and other partner countries. Since 2022, the United Kingdom
has been actively providing the armed support necessary to repel the Russian invaders, which
consists in the transfer of various types of weapons and the training of the Ukrainian military. In
the end, the Ukrainian issue became a point of contact in European-British relations, guided by the
common interest of protecting the region from escalation by Russia and preventing it from
undermining the fundamental principles of the international order.
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Anomauin. Y cmammi npoananizogano po3eumox 6i0HOCUH Mmixc Ykpainoio ma Benuxoro
bpumaniero nicia euxody ocmanuwvoi 3 €sponeticokoco Coro3zy. [lo ysasu bepymvcsi excnepmui
OYiHKU w000 nacuiokie Brexit na ykpaincoko-opumanceki 6i0HOCUHU, A MAKONC AHANI3 CRLTbHUX
0oKkymenmis, nionucanux mixc Ykpainoro ma Cnonyuenum Koponiscmeom y nepioo nicis Brexit.
3’sicosyembcs, wo, nonpu piueHHs 3aaumumu  iHmezpayiline 00’ €OHaHHA [ U020 6NIUE HA
NOIMUYHI npoyecu 8cepeouHi €8PONELCLKOL CRITbHOMU (6Mpama 6HeCKié 00 CRilbHO20 O10dIcemy,
BIOCYMHICMb NPeOCMABHUKI® 0epiucasu )y KIOYOBUX €EBPONEUCLKUX THCMUMYYIAX, 3MIYHEHHs.
€8POCKenmMu4HUX meHoenyil y pewmi Oepoicas-unenie €C), Benuxa bpumanis s3anuwunacs
BANCTIUBUM MINCHAPOOHUM NAPMHEPOM YKpainu y 080CMOPOHHIX 8IOHOCUHAX [ He 3MIHULA C8020
NPUXUTLHO20 CMABIEHHs 00 €8PONeLcbKoi inmeepayii Ykpainu, xepyouucs nepedycim G1acHuUMu
306HIWHBONONIMUYHUMU Ma De3neKosumu inmepecamu, npome empamuia oocmyn y mexcax €C 0o
gascenie 6NaUGY HA NO3UMUBHI PileHHs cmMOoCOo8HO YKpainu Ha yvomy Hanpamky. Cmpameiunutl
pisenb napmuepcmea 3axknadeHo 8 Yeodi npo mopeiento ma cniepobimuuymeo 2020 poxy, a
ni3Hiwe NOCUNeHo — 8dce nio yac eapavoi ¢aszu pocilicbKo-yKpaincovKkoi 8iliHu — 0ONOBHEHHAMU 00
yiei’ yeoou 6 uacmumi nibepanizayii mopeieni 3 YKpainorw, a makoxc Ri3HIUOW Y2000 Npo
cnigpobimuuymeo y cgepi 6esnexu 2024 poky, sika cmana nepuum nooiOHUM npeyeoeHmom y Hu3yi
080CMOPOHHIX Oe3neK08UX Y200 Mixc YKkpainoto ma iHwumu oepaicasamu-napmuepamu. Cnonyyene
Koponiecmeo, nouunarouu 3 2022 poxy, axmueno nadae 30poiiny niompumxy, HeoOXioHy 0/ eiociui
POCIICOKUM 3a2apOHUKAM, WO NOAA2AE 8 nepedayi pi3HO20 ACOPMUMEHMY 030POEHHS MA HABYAHHI
VKPAIHCbKUX BIliIcbKOBUX. 3peuimoro, YKpaincbke NUmanHs cmaio moykow OOMUKY 8 €PONeLicbKo-
OPUMAHCLKUX BIOHOCUHAX, KEPYIOUUCL CHIIbHUM [HMEPecoM 3aXUCmumu pelion 6i0 eckanayii 3
ooky Pocii ma ue oamu i 3mo2y niosaxcumu @OYHOAMEHMAIbHI NPUHYUNU MIHCHAPOOHO20
NOpsiOKY.

Kniouosi cnosa: Benuxa Bpumanis, Ykpaina, €C, Brexit, ykpaincoko-o6pumancoi 6ionocunu,
esponelicbka inmezpayis, NOBHOMACWMAaOHA 6ilina npomu Yxpainu, 6e3nexosi yeoou.

Introduction. Ukrainian-British relations were established in 1991-1992, when the United
Kingdom recognized the independence of Ukraine, and later established diplomatic relations (date
of establishment — January 10, 1992). In the following years, the dynamics of such relations were
influenced by increasingly important socio-political processes in Ukraine, such as the Orange
Revolution and the Revolution of Dignity. During the presidency of Viktor Yushchenko, the
strategic nature of Ukrainian-British relations was first declared (in May 2008, following a visit to
London and a meeting with the then Prime Minister Gordon Brown), and since 2014, the United
Kingdom has been systematically condemning Russian aggression against Ukraine on international
platforms, starting with the initiation of international sanctions for the illegal annexation of Crimea;
it also trains the Ukrainian military and provides military assistance (although at first it was non-
lethal assistance). The post-Brexit period marked a qualitatively new stage in the formation of
Ukrainian-British relations: The United Kingdom has concluded a number of agreements with
Ukraine, comprehensively covering issues in the field of political, economic and security
cooperation; the bilateral Agreement on Political Cooperation, Free Trade and Strategic Partnership
(2020, with amendments) and the Agreement on Security Cooperation (2024) became important
milestones. Even though the British side left the European Union after voting for it in a referendum
in 2016, official London remained committed to Ukraine's European integration, seeing it as a
guarantee of the development of a capable state — in the political, economic and military spheres —
even despite the current war with an external aggressor. The issues of internal disagreements in
British-European relations, which, in particular, led to Brexit (regarding migration, trade,
distribution of powers between national and supranational institutions, etc.), practically did not
affect the aspect of supporting Ukraine as one of the democracies in the post-Soviet space, which
are still in the process of their formation and at the same time are subject to significant security
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threats, which also affect the European continent as a whole. After the start of full-scale aggression
in 2022, there is a tendency to find a common denominator in relations between Britain and the EU
in matters related to the protection of Ukraine and the deterrence of the Russian Federation.

The purpose of the article is to explore the consequences of Brexit for bilateral Ukrainian-
British cooperation and for Ukraine's European integration, the dynamics of changes in these two
aspects after the start of Russia's full-scale invasion of Ukraine, as well as the aspect of the UK-EU
relations amidst war.

Literature review. The foundations of the phenomenon of British Euroscepticism and its
impact on European policy are analyzed in the works of (Krushynskyi V., 2003; Yakovenko N.,
2003; Sorensen C., 2004; Baker D. et al., 2008, Spivak 1., 2016, Taggart, P. & Szczerbiak, A.,
2018; Hissa-lvanovych O. & Kybich, Y., 2020); the problems of the UK's exit from the EU and the
impact on further European integration processes were studied by I. Spivak and O. Sharov, focusing
on the consequences of Brexit for global markets, geoeconomics, and relations with Britain's main
economic partners (Spivak 1., 2016; Sharov O., 2019), T. Neprytska, who focused more on the
political aspect of integration and the development of British-European relations after Brexit
(Neprytska T., 2017). Previous periods of the development of Ukrainian-British relations (from
1991 to 2004) were considered in his scientific works by researcher A. Hrubinko (Hrubinko A.,
2005), who also analyzed in detail the participation of the United Kingdom in the formation of the
EU's foreign and security policy during 1991-2016 (Hrubinko A., 2017), and later, together with A.
Martynov, published a monograph on the consequences of Brexit for the European Union and
forecasts for the future of integration (Hrubinko A., Martynov A., 2021), which, in addition to the
forecasts themselves, also contained a historiographical overview of the problems of EU
development and an analysis of the impact of Brexit on European security. After the start of the
full-scale invasion, A. Hrubinko analyzes the bilateral, global, regional and domestic aspects of the
role of Great Britain in the conditions of the Russian-Ukrainian war, and N. Yakovenko focused on
diplomatic relations between Ukraine and the United Kingdom during the hot phase of the war
(Hrubinko A., 2022; Yakovenko N., 2023). O. Cherevko analyzed the evolution of Ukrainian-British
relations in the context of the full-scale war of the Russian Federation against Ukraine, in
chronological order listing the key events that took place in Ukrainian-British relations after
February 24, 2022 and briefly about the key milestones in cooperation between the two countries
before the full-scale aggression of the Russian Federation (Cherevko O., 2023). The military aspect
of such cooperation in the first year of the invasion (military aid, training of Ukrainian soldiers,
institutional support for the Armed Forces of Ukraine) is the focus of Y. Stuzhuk (Stuzhuk Y.,
2022). However, it should be noted that the topical issues of relations in the Ukraine-UK-EU
triangle (and Ukrainian-British relations proper) are still rather understudied: this publication
proposes to extend the time frame of the study (until the beginning of 2024 — the moment of
adoption of the Agreement on Security and Cooperation between Ukraine and the United
Kingdom), as well as taking into account the broader context of relations in the Ukraine-EU-UK
triangle, which partly determines the strategic nature of bilateral Ukrainian-British relations, which
are connected not only by interstate interests, but also constitute an important component of the
UK's European policy in the post-Brexit period, which was briefly marked by a shift in British
foreign policy orientations towards wider cooperation with non-European actors, in particular in the
Indo-Pacific region, but after the large-scale Russian invasion of Ukraine, received a new impetus
for development. There is a lack of a strategic analysis of Ukrainian-British relations that would
complement the chronology of events within them.

Main results of the research. The results of the referendum on June 23, 2016, in which
51.89% of British citizens voted for the termination of EU membership, came as a surprise to the
European community and even to British society itself. For example, C. Adebahr, a fellow of the
European Carnegie Endowment, in a column for Global Policy, described the results of the Brexit
vote as "the beginning of a new era, an era of great uncertainty for all Europeans™ (Adebahr C.,
2016), showing the possibility of a reverse process of disintegration within the European
community. The consequences of Britain's exit from the EU were as follows: the composition of the
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European Parliament changed (instead of 751 MEPs, 705 remained, some of the former seats of
British MEPs were distributed among the rest of the EU member states), as well as the structure of
contributions to the EU's joint budget: Britain ranked third in terms of its share in it (European
Commission, 2021). 66 million people in the United Kingdom (out of a population of 500 million in
the EU) remained outside the Common Market.

However, the then British government, headed by D. Cameron, accepted the results of the
referendum, being its initiator at the beginning: then the government officials resigned (D. Cameron
himself was in favor of keeping the UK in the EU). After the expression of will, the United
Kingdom and the European Union had no choice but to form a new architecture of political and
economic relations as separate entities. But Britain has also been an important partner in supporting
Ukraine on its path to European integration, having leverage in European institutions — despite all
the internal arguments against the United Kingdom's own EU membership. In view of Brexit,
Britain has lost its representation in the EU institutions and, accordingly, the opportunity to
participate in the decision-making process regarding Ukraine.

Already on February 5, 2020 (a week after Britain's final official exit from the EU), the
European Commission, taking advantage of the proposals of French President Emmanuel Macron,
who then opposed the EU's eastward enlargement, published new approaches to the enlargement
policy, which increased the requirements for candidate countries, in particular in terms of putting
forward reforms as a prerequisite for opening negotiations and monitoring the progress of reforms
by European experts on the ground (European Commission, 2020). This was a concession on the
part of the EU for France, which received a reformed accession process for new EU members,
including the possibility of postponing or completely stopping negotiations with countries that had
not reached the reform process: this option existed before, but was practically not used (Riegert B.,
2020). This is an illustration of how France, together with Germany, began to play a leading role in
shaping the EU's foreign and security policy after Brexit. Given the context of Ukraine, which was
just beginning to carry out European integration reforms (in particular, anti-corruption), despite the
military conflict with Russia and the constant threat from it, such a policy posed serious security
risks. At that time, the leadership of the EU leaders (E. Macron on the French side, A. Merkel and
later O. Scholz on the German side) demonstrated loyalty to the Russian leadership: France and
Germany were participants in the Normandy format, and Berlin also cooperated with Moscow on
the construction of a new gas pipeline "Nord Stream 2" and the then German authorities lobbied for
this project (Saure H., 2024). First, it has led to a delay in deepening Ukraine's European
integration; secondly, it actually became an invitation for Russia to a new phase of the armed
conflict, which has been going on since 2014 and entered a full-scale stage on February 24, 2022.

Both Ukrainian and British diplomats unanimously insisted on the preservation of the
strategic nature of cooperation between Kyiv and London. In 2017, Secretary of State for Europe
and America of the Foreign and Commonwealth Office of the United Kingdom A. Duncan stated
that EU membership is not a determining factor in the policy of cooperation with Ukraine
(Ukrinform, 2017); Former Ambassador of Ukraine to Britain N. Halibarenko noted Ukraine's
interest in a "strong Britain" and the EU in the impetus for its reform against the backdrop of Brexit
(Halibarenko N., 2016).

Working consultations on a new basic cooperation agreement between Ukraine and the
United Kingdom began on January 14, 2020, 2 weeks before the official exit of Britain from the
EU. Until the end of 2020, there was still a transition period, when the provisions of the Association
Agreement between Ukraine and the EU, as well as, ultimately, all European trade legislation,
remained in force with respect to Britain. There was a risk of termination of the preferential trade
regime from January 1, 2021: access of Ukrainian goods to the British market would be carried out
on worse terms.

N. Halibarenko noted in January 2020 that at the end of the previous year, the countries had
reached an agreement in principle on most of the provisions of the trade component of the
agreement, including trade in goods and services, e-commerce, and capital flows (Ministerstvo
zakordonnykh sprav Ukrainy, 2020).
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The preamble to the text of the Agreement on Political Cooperation, Free Trade and Strategic
Partnership between Ukraine and the United Kingdom of Great Britain and Northern Ireland,
concluded in October 2020 (signed by Volodymyr Zelensky and Boris Johnson, the then Prime
Minister of the UK), contains emphasis on the development of strategic partnership (this level of
relations is established by Article 1 of the Agreement), the UK's recognition of reforms in the
security and defense sector, its confirmation of political, socio-economic, legal and institutional
reforms in Ukraine (Verkhovna Rada Ukrainy, 2020).

Among the basic provisions are the non-proliferation of weapons of mass destruction (Article
10), arms control (Article 11), the rule of law (Article 13), the protection of personal data (Article
14), the fight against illegal migration (Article 15), terrorism (Articles 19 and 22), crime and
corruption (Article 21).

The largest section of the agreement concerns the development of trade and investment, the
promotion of competition (Section V). It regulates market access, trade remedies, technical barriers,
customs, business, e-commerce, capital flows, public procurement, protection of intellectual
property rights, and sustainable development.

The advantage of the document for Ukraine was the expansion of the availability of its
products on the British market by 98% while maintaining tariff quotas: the new agreement gave
permission for an additional 2 thousand tons of Ukrainian exports to the UK. For Britain itself (as
well as for Ukraine), the advantage was gaining access to Ukrainian food: the country depends on
imports of such products. The relative cheapness of Ukrainian goods, as well as a wide range of
products, became attractive (Miroshnychenko V., 2020). This was an indirect advantage of Brexit:
without being bound by the conditions set within the EU, Britain was able to independently
conclude more favorable agreements with various partners. The EU, on the other hand, is a food
exporter, and therefore it is characterized by protectionist measures designed to protect local
farmers (in particular, from France and Germany) from competition. Britain, on the other hand, got
a way to meet its food security needs when the issue began to become part of the geopolitical
agenda (Toms B., 2020). First, it is about preventing over-reliance on other countries and regions
(China, India, the Middle East); secondly, the very possibility of exporting grain from Ukraine
remains in question due to the full-scale invasion of the Russian Federation, which initially led to
the blocking of the main routes for the export of agricultural products (through the Black Sea).

Other areas covered in the agreement include cooperation in the field of energy and energy
security (Chapter 1 of Section V of the Agreement), environmental protection (Chapter 6), joint
response to global and regional security threats, scientific and technical cooperation (Chapter 9),
information society (Chapter 14), agriculture (Chapter 17), education and youth policy (Chapter
22), culture (Chapter 23), sports (Chapter 24).

Unlike the Association Agreement with the EU, it is not about the obligation to have a visa-
free regime and access to employment in the UK for Ukrainian workers. Other differences noted in
the analytical note of the National Institute for Strategic Studies are the abolition of import duties
on products (Article 29 of the agreement with the EU, in contrast to the agreement with the UK,
contains provisions on the abolition or reduction of import duties), assistance in the activities of
diplomatic missions in both signatory countries of the agreement (Article 25), exemption of British
technical and humanitarian aid from duties, fees, taxes and any other payments (Article 397) (Us 1.,
2021). However, it should be noted that the signed agreement is similar in content to the
Association Agreement between Ukraine and the EU (even at the level of numbering sections and
articles).

The text of the agreement separately states that "the United Kingdom recognises Ukraine's
aspirations for EU membership and welcomes its European choice”, recognises "the significant
progress that Ukraine has made in carrying out reforms to this end”. One of the goals of Article 1 of
the treaty is to support membership not only in the EU, but also in NATO: both organizations are
discussed in the context of supporting political, economic, security and defense reforms. However,
there are no obligations of Ukraine in terms of adapting national legislation to the European one,
which is part of the Association Agreement with the EU.
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Since the agreement was concluded before the full-scale invasion, it contained an emphasis on
the goal of promoting a peaceful settlement of the conflict in eastern Ukraine (Article 7). Britain
reaffirmed its position on non-recognition of the annexation of part of the Ukrainian territories
(Crimea and Sevastopol), which was carried out in 2014. According to the text of the document, the
parties stressed the need to give priority to the issue of resolving the conflict between Ukraine and
Russia peacefully, coordinating this with other international actors. The desire to achieve a
settlement through further international pressure on Russia as an aggressor state and the application
of sanctions against it was declared. However, as noted earlier, this did not cancel Britain's support
for the Ukrainian defense sector, reforms in the army, and increasing Ukraine's defense capability.

Nevertheless, the provisions on foreign and security policy, in contrast to trade and economic
issues, in the document were of a framework nature, not establishing, in particular, mechanisms for
coordinating and approving sanctions against the Russian Federation.

The positive side of Brexit in the context of Ukraine already during the full-scale invasion
was London's more flexible response compared to Brussels and EU member states to Russia's
escalation, which manifested itself in the form of accelerating arms supplies, reducing duties and a
principled position on abandoning Russian energy supplies. Following the United Kingdom, it
reduced duties for Ukraine and the EU. On the other hand, London has been criticized for failing to
create a system of assistance to Ukrainian refugees and slow progress in imposing sanctions on
Russian oligarchs (Casalicchio E., & Kijewski L., 2022).

Provisions on a softer tariff policy were contained in one of the addenda to the Agreement on
Political Cooperation, Free Trade and Strategic Partnership, which were signed in May and August
2022. The first meant the abolition of all tariffs and quotas in mutual trade, the second contained the
simplification of mutual access to the public procurement market. The relevant changes were fixed
in the basic agreement. Also in March 2023, changes were made due to the signing of the Digital
Trade Agreement — for the first time in Ukrainian history. Ukraine became the second country in
the world after Singapore to conclude a similar agreement with Britain. Among the key provisions
are the promotion of reducing the cost of trade administration through the introduction of digital
solutions and technologies, the joint recognition of electronic authentication and digital signatures,
the use of digital signatures in full for international trade (together with electronic contracts and
invoices), strengthening consumer protection in the online space, the implementation of legislation
to prohibit misleading information, cybersecurity, protection of cryptographic data, artificial
intelligence (Al), cooperation in the fields of legal technologies and the recognition of digital
documents (Verkhovna Rada Ukrainy, 2023; Ministerstvo ekonomiky Ukrainy, 2023).

Since the beginning of 2022, even before the full-scale invasion, London has intensified the
supply of weapons to Ukraine. Initially, light defensive weapons were provided in the form of
thousands of small portable NLAW anti-tank systems. Then, after the start of the full-scale
invasion, there were Harpoon anti-ship missile systems, heavy armored vehicles (such as Mastiff,
Husky, and Wolfhound), air defense systems, and multiple rocket launchers (M270). In January
2023, Britain announced the provision of 14 Challenger 2 tanks to Ukraine, and in May of the same
year, the transfer of long-range Storm Shadow missiles. Again, it is worth noting Britain's initiative
in providing weapons to Ukraine to be able to defend itself from Russian aggression and gradually
expand the range of supplies of weapons and military equipment. Britain's decision to provide tanks
preceded Germany's agreement to provide Ukraine (after a long refusal) with its own Leopard
tanks; on the issue of long-range missiles, the British were significantly ahead of the United States,
which provided its own long-range ATACMS missiles to the HIMARS multiple launch rocket
systems only in October 2023.

Together with Poland and the United States, Britain plays a leading role in coordinating
international military assistance, as stated in the report of the House of Commons of the British
Parliament on military aid to Ukraine since the beginning of the Russian full-scale invasion (UK
Parliament, 2024). Britain is actively involved in the work of the Multilateral Donor Coordination
Platform for Ukraine and the Ukraine Defense Contact Group (better known as the Ramstein
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format), within which many coalitions have been created, among which the United Kingdom leads
the coalition on maritime security.

Long-term military exercises for the Ukrainian Defense Forces (Operation Interflex) are being
conducted. In November 2023, the goal of training 30 thousand Ukrainian soldiers (including
recruits), set by the end of the same year, was achieved. By mid-2024, it was planned to train
another 10 thousand military personnel (UK Parliament, 2023).

The United Kingdom also became the first country to formalize its long-term security
commitments to Ukraine by signing a security agreement on January 12, 2024, between the
President of Ukraine, Volodymyr Zelensky, and the UK’s Prime Minister, Rishi Sunak. The
agreement is concluded for 10 years, and the parties intend to maintain its validity as long as
Ukraine "goes its way to membership in the Euro-Atlantic community.” There are provisions to
regulate the future status of the treaty — if Ukraine becomes a member of NATO before the
expiration of the agreement.

The document significantly complemented the existing Agreement on Political Cooperation,
Free Trade and Strategic Partnership in terms of security commitments. General considerations on
cooperation in the field of defense and security are complemented by provisions on cooperation in
the event of a future armed attack, protection of critical infrastructure, cooperation in the field of
cybersecurity and information security, cooperation in the fight against dangerous organized crime,
recovery and reconstruction of Ukraine, compensation for damage caused by Russian aggression.
There is also an emphasis on supporting reforms, with provisions on access to the financial and
technology sectors, the insurance industry, etc.

The goal is to "ensure sustainable forces capable of protecting Ukraine now and deterring
Russian aggression in the future, through the continuous provision of security assistance and
modern military equipment on land, in the air and at sea, in space and in the cyber domains,
prioritizing air defense, artillery and long-range firepower, armored vehicles and other key assets if
necessary, such as combat aircraft” (Prezydent Ukrainy, 2024). It provides support for the
protection and defense of the border, its engineering and fortifications, observation and monitoring
of the movement of enemy troops, post-war reconstruction of border infrastructure, demining and
disposal of explosive ordnance; as well as support for medical training and prosthetics. A separate
section of the agreement is devoted to cooperation in the defense industry.

There is a commitment on the part of the United Kingdom to provide long-term advice and
support to defence management and policy to strengthen the institutional capacity of the Ministry of
Defence of Ukraine. It is about reforming the Armed Forces of Ukraine with an emphasis on
ensuring increasing interoperability with NATO, which contributes to the potential increase in the
Alliance's armed forces.

Paragraph 2 of Part 8 of the agreement contains an obligation, in the event of an armed attack
by Russia on the Ukraine, to hold consultations at the request of one of the parties to the agreement
within 24 hours to determine the measures necessary to counter or deter aggression. The United
Kingdom assured that it would provide Ukraine with "rapid and sustainable” security assistance,
modern military equipment "in all necessary areas”, as well as economic assistance, however,
taking into account its legal and constitutional requirements.

In the context of the development of British-Ukrainian relations at the present stage, it is
worth noting the strengthening of British-European ties on the basis of common interests in
Ukraine. It is worth noting the change of tone towards European partners in the UK’s 2023
Integrated Review, which, unlike a similar document adopted two years earlier, that declared the
UK's desire to expand its own circle of international partnerships outside the EU and emphasized
the opening of the opportunity to independently determine its own foreign policy priorities through
Brexit, emphasized the strengthening of ties with European states, actualized by the need for to
maintain the security of the region against the backdrop of Russian aggression against Ukraine, and
envisaged deepening cooperation with the EU in various areas of common interest, noted close
cooperation with France, Italy, Germany within the G7 on sanctions against the Russian Federation,
as well as rapprochement in relations with Ukraine, Poland and the Baltic states, which are
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susceptible to the Russian threat (Government of the UK, 2021; Government of the UK, 2023). The
January 2024 report of the House of Lords' European Affairs Committee noted the "Ukraine effect"
in strengthening the UK's relationship with the EU in the field of foreign policy, security and
defence. The three areas of cooperation that have developed since the invasion are sanctions against
Russia, British-European defence cooperation, and the reconstruction of Ukraine (House of Lords,
2024). The United Kingdom is already involved in reconstruction planning — in particular through
the Inter-Agency Donor Coordination Platform — and has the experience it has to offer from
previous reconstruction programmes. In 2023, Britain was the venue for the Ukraine Recovery
Conference. In terms of collective security and defense, back in November 2022, the EU accepted
the United Kingdom's request to join the Permanent Structured Cooperation (PESCO) military
mobility project: Britain sees in it, first of all, a pragmatic value related to the need to coordinate
efforts to support Ukraine in Russia's war against it, in particular in terms of providing rapid
mechanisms for the transfer of necessary weapons and military equipment. It should be noted that
military mobility is a common interest of the EU and NATO and fits into the UK's flexible
approaches to defense cooperation with the EU, when it primarily supports those initiatives that
complement the activities of the North Atlantic Alliance (Antinozzi 1., 2022). However, at the time
of writing the paper, Britain has not become a full member of PESCO. In addition, the conclusions
of the House of Lords committee refer to restrictions on the part of the European Defense Fund with
a budget of 8 billion euros for the purchase of weapons, which serve as an obstacle to cooperation
with the fund of third countries, including Britain. Effective cooperation between Britain, the
United States and the EU on the issue of sanctions policy was noted (in particular, the role of the
G7 in coordinating sanctions is decisive, in the opinion of the committee). However, there are
concerns about Russia's growing ability to circumvent sanctions through third countries and
uninsured shadow tanker fleets. The committee also asked Foreign Secretary David Cameron to
provide more details in the context of his statement that there is allegedly a legal way to use frozen
Russian assets to rebuild Ukraine, despite the fact that there are also legal difficulties associated
with the implementation of such a mechanism. At the same time, it is worth noting that Britain is
generally a pioneer in the implementation of sanctions related to the unprovoked Russian full-scale
invasion: we are talking about sanctions that were imposed in response to Vladimir Putin's decree
recognizing the independence of the separatist formations "DPR™ and "LPR™ in eastern Ukraine,
which was signed on February 22, 2022, two days before the full-scale war. The day before, the
first sanctions were imposed by the EU. As of 2024, Britain has sanctioned more than 2000 Russian
citizens and companies, depriving Russia of $400 billion in assets and revenues, equivalent to 4
years of funding for the war in Ukraine. 29 banks, which account for more than 90% of the banking
sector of the Russian Federation, more than 130 oligarchs and their family members with a total
fortune of about 147 billion pounds at the time of the invasion were sanctioned. Imports to Britain
from Russia fell by 99%, exports from Britain to Russia — by 73% (Government of the UK, 2024).
Conclusions. The UK's exit from the European Union not only caused a crisis within the
integration association, which for the first time faced the voluntary secession of a sovereign state
from its membership, but also raised the question of further development of Ukraine's relations with
both the EU and Britain. In the first case, it is also necessary to take into account the prospects and
aspirations of Ukraine itself to become a member of the European Union, especially given the
proximity of Russia, from whose sphere of influence not only Ukraine, but also a number of other
states of the former USSR, such as Moldova and Georgia, are trying to leave. Britain is the main
driving force supporting Ukraine and, in particular, its European integration aspirations, and
remains committed to this even despite its withdrawal from the EU (or at least does not interfere
with Ukraine's intentions to join the association), however, after that it does not have any voting
rights at the level of various European institutions (European Parliament, EU Council, etc.) and is
not able to promote the necessary interests and influence decision-making through its own
representation in such bodies. Britain's treaty obligations as part of the EU to Ukraine have been
replaced by a new framework defined by bilateral agreements. These are the Trade and Cooperation
Agreement signed in October 2020, which is similar in content to the Association Agreement with
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the EU, and supplemented/edited in 2022-2023, after the start of a full-scale invasion; as well as the
first-of-its-kind January 2024 agreement, which marked the beginning of a series of bilateral
security arrangements between Ukraine and other partners. In addition to such a framework, there is
also an existing political consensus within the United Kingdom itself on support for Ukraine, which
ensures decision-making on the regular provision of military, humanitarian and financial aid
packages. Finally, against the backdrop of the large-scale invasion of the Russian Federation, the
nature of British-European relations has changed: there are prerequisites for strengthening
cooperation on key vectors related to foreign policy, security and defense, namely, sanctions against
Russia, military assistance and reconstruction of Ukraine. Protection from the Russian threat and
punishment of the aggressor country for the war unleashed by it are common interests of these
parties at the current stage, despite differences in the mechanisms for the practical implementation
of the intended goals.
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Abstract. This article analyses the role of the Middle Corridor in the current foreign policy
strategy of the People’s Republic of China (PRC). The paper examines the definition of the Middle
Corridor, its participating states and its geopolitical significance in the context of Russia's full-scale
war in Ukraine. In addition, the article discovers and analyses the role and impact of such
countries as Tiirkiye, Azerbaijan and Kazakhstan in the context of the Middle Corridor and the
project’s impact on their bilateral relations with the People s Republic of China. The article also
touches upon the role and strategic interests of the EU within the Middle Corridor, as well as the
possible challenges and perspectives in the context of overall success of the Middle Corridor
strategy.

Keywords: The Middle Corridor, PRC, economic cooperation, logistical infrastructure,
transit potential, geopolitical influence, alternative route.

Anomauia. Jlana cmamms npucesayena ananizy poii CepeouHno20 Kopuoopy 6 Cy4acHill
306HiWHbONONIMUYKIUL  cmpameeii  Kumaiicokoi Hapoownoi  Pecnyoniku (KHP). 'V cmammi
pozenaoaemocs susHaueHus Cepeonbo2co KOpuoopy, 0epiHcasu-yuacHuyi ma uo20 2eononimuyHe
3HAYeHHs 8 KOHmeKcmi nognomacumaonoi sitinu Pocii 6 Yxpaini. Kpim mozo, y cmammi uznaueno
ma npoamanizosamo ponv i énaus makux kpaiu, Ak Typeuuuna, Azepoauioxcan i Kazaxcman, y
konmexcmi Cepeonboco KOpuoopy, a maxodxdc Gnaue NpoEKmy Ha OB80CMOPOHHI BIOHOCUHU YUX
Oepoicaé 3 Kumaiticobkoro Hapoomnow Pecnyonixorw. Y cmammi maxodxc po3ensioaromvcs poib i
cmpameeiuni inmepecu €C 6 pamxax CepedHboeo KOpPUOOPY, A MAKONC MONCIUBL GUKIUKU |
nepcnekmusu 8 KonmeKkcmi 3a2anbHo2o ycnixy cmpamezii Cepeonbo2o Kopuoopy.

Kniouosi cnoea: Cepeounnuii kopuoop, KHP, exonomiune cnispoOimuuymeo, 102icmuita
iHhpacmpykmypa, mpan3sumHuil HOMeHYia, 2e0NONIMUYHUL 8NIUG, ATILIMEPHAMUBHUL MAPULDY .
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Introduction. The Middle Corridor, which is also known as the Trans-Caspian International
Transport Route (TITR), is a vital trade route that connects China and Europe through Southeast
Asia, Kazakhstan, Caspian Sea, Azerbaijan, Georgia and Tiirkiye. This route is an important linkage
of the markets in China and Europe, providing the shortest route between Western China and
Europe, compared to other trade routes, including the Northern Corridor which runs through Russia
(Carafano, J.J., 2022). The Middle Corridor and its route have some similarities and resemblances
of the ancient Silk Road: the historic Silk Road trade route ran through the south of the Caspian Sea
and through Persia (which is modern-day Iran), the contemporary Middle Corridor goes past Iran
through the ports in Kazakhstan and Turkmenistan for transportation of goods across the Caspian
Sea into the territory of Azerbaijan. From Azerbaijan's territory, the cargo with diverse goods is
directed further to the west to the European countries via either Tiirkiye or Georgia (Stoll, H.,
2024). The Middle Corridor in itself is a network of interconnected road, rail, and sea routes
covering a number of infrastructure projects in the countries involved in the realization of the
Initiative. For instance, the key components of the Middle Corridor include the Trans-Caspian East-
West-Middle Corridor Initiative, the Trans-Caspian International Transport Route, as well as the
Trans-Caucasus Trade and Transit Corridor (Chang, FK., 2023).

Considering the full-scale invasion of Ukraine by Russia and the significant geopolitical shifts
and changes entailed by it, it is necessary to admit the profound impact it had on China's foreign
policy strategies and the implementation of the Belt and Road Initiative in particular. For instance,
according to the research conducted by the World Bank, before Russia's war in Ukraine, around
86% of land trade between Europe and China transited through Russian territory alongside the so-
called Northern Route, which is several railways from Chinese northern border to Belarus and the
mainland of Europe (World Bank, 2023). However, given the USA's and the EU’s sanctions against
Russia, it had a direct impact on China not only in terms of its influence on the Russian
infrastructure - being used as a transit route for goods to Europe from China it had its practical
implications for implementing the Belt and Road Initiative, but also had an impact on overall
China's foreign policy because of the risk of getting secondary sanctions for trade and cooperation
with Russia and Russian entities during the ongoing war in Ukraine. That is why, the existing
dependence on transit goods to Europe through Russian infrastructure and territory had a significant
impact on the realization of the Belt and Road Initiative. Taking this into account, it was necessary
to explore the possible alternative options and possible alternative trade routes. that would not
endanger the volume of China's overall trade with Europe (Rizzi, A., 2024). In this regard, the idea
of further developing the transit potential and cooperation through the Middle Corridor has become
a viable alternative for both the People's Republic of China and the countries of Europe, as it
provides the required alternative for transit through Russia and can provide the unimpeded trade
between China and the EU, which is an important aspect of post-COVID-19 economic and transit
recovery for both parties. Furthermore, from China's perspective, the further development of the
Middle Corridor may help strengthen Chinese influence in the region through intensified economic
and infrastructural projects, which will definitely impact the geopolitical influence of China on the
countries involved in this route (Rizzi, A., 2024).

The purpose of the article is to evaluate the role of the Middle Corridor in the foreign policy
strategy of the People's Republic of China, its geopolitical influence and role as an alternative
transit trade route between China and Europe, analyse the role of states participating in the Middle
Corridor and to review the challenges and perspectives for the future development of the Middle
Corridor.

Literature review. While working on the research for the article, the authors analysed an
article "Beijing's interest in the Middle Corridor" (Donnellon-May, G., 2023) by Genevieve
Donnellon-May, a geopolitical and global strategy advisor interested in regional resource conflict
and environmental governance in Asia and Africa, where she described China's strategic interest in
the development and implementation of the Middle Corridor, as well as the potential benefits of this
project, including strengthening China's position in the region of Central Asia, establishing an
alternative to the Northern Corridor trade route, which in the light of the sanctions against Russia is
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an important and favourable alternative to diversify transit routes. What is more, Felix K. Chang, a
senior fellow at the Foreign Policy Research Institute, in his article "The Middle Corridor through
Central Asia: Trade and Influence Ambitions™ (Chang, FK., 2023) provided an extensive analysis of
the strategic geopolitical interests of the main parties that are involved in the realization of the
Middle Corridor, including China and Tiirkiye. As for Ankara, this article gives a profound
understanding of the key goals and interests that Tiirkiye has in terms of the implementation of the
Middle Corridor, including strengthening its influence in the region of Central Asia, especially
considering the common linguistic roots with these countries. In turn, Dr. Tuba Eldem from SWP's
Centre for Applied Turkey Studies in her article "Russia's War on Ukraine and the Rise of the
Middle Corridor as a Third Vector of Eurasian Connectivity” (Eldem, T., 2022) stressed the
importance of geoeconomic importance of the Middle Corridor as an alternative trading and transit
routes for Tiirkiye in the Eurasia, which has become a significant factor in the context of Russia's
full-scale invasion of Ukraine.

Alberto Rizzi, a policy fellow at the European Council on Foreign Relations in his work "Risk
and reward: Why the EU should develop the Middle Corridor trade route” (Rizzi, A., 2024) analysed
the role of the European countries and the European Union in the concept of the Middle Corridor, as
well as the strategic objective and interests of the European countries in the overall implementation
of the project, underscoring a geopolitical significance of the Middle Corridor and its potential to
develop into a viable alternative trading route, that will enhance trade between China and the EU. In
addition, the authors examined the work of Seymur Mammadov, who in his article "China and
Azerbaijan enhance the potential of the Middle Corridor" (Mammadov, S., 2024) analysed the role
of Azerbaijan in the Middle Corridor and the potential cooperation projects, aimed at developing
and increasing the capacities of the relevant infrastructure links in Azerbaijan.

In addition, while working on the research for this article, the authors relied on materials
presented in such media outlets as The Diplomat and Bloomberg, as well as official statements and
publications on official sources of the European Commission (European Commission, 2022 &
European Commission, 2024).

Main results of the research. Speaking about the benefits of the Trans-Caspian International
Transport Route for the People’s Republic of China, first of all it is necessary to emphasize the
speed factor: upon implementation of this project, cargos will be delivered from China to the EU
market through the Middle Corridor in just 12 days, which is a significant breakthrough in terms of
time-efficiency compared, for instance, with transit via the Indian Ocean, which takes around 22-37
days (Bloomberg). What is more, according to Genevieve Donnellon-May, China has other
important benefits of the Middle Corridor, one of them being the possibility to diminish Chinese
reliance and dependence on the current routes and essentially removing the risk of challenges and
disruptions to the ongoing logistical projects and trade flows (Donnellon-May, G., 2023).
Furthermore, according to the researcher, the Middle Corridor can potentially lead to an increased
level of China’s influence on a regional level in Central Asia and further strengthen Chinese
position in the region through investments and more advanced political cooperation, resulting in the
growing dependence of the region on China (Donnellon-May, G., 2023). Thus, strengthening of
China’s position in the Central Asia region can undoubtedly shift the balance of power and
influence in the region more favourably for China, increasing its geopolitical influence in the region
on a larger scale. Adding to this, it is essential to underline, that in the light of the anti-Russian
sanctions regime due to Russia’s war in Ukraine, the Middle Corridor presents a favourable
alternative to diversify its trading and logistical routes, as well as reshape the regional cooperation
and connectivity, and, ultimately, the geopolitical and infrastructural landscape to further benefit
China (Donnellon-May, G., 2023).

Furthermore, Genevieve Donnellon-May stresses the fact that the Middle Corridor will help
China have a greater access and possibilities for export of its goods to European markets, as well as
in Central Asia and the Caucasus. Taking into account potential reduction of transportation time and
costs, these factors have a significant impact on the possibility of the increased volume of trade
between China, Central Asia and Europe, essentially making China and its exports even more
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valuable and more important on the European market (Donnellon-May, G., 2023). Finally,
implementation of different infrastructure projects within the Middle Corridor will not only increase
bilateral and intra-regional trade, but will also enhance the overall economic growth for the
countries involved in the project and, of course, China as a key beneficiary of the logistical and
infrastructural potential of the Middle Corridor (Donnellon-May, G., 2023).

Additionally, it is fundamentally important to analyse the role of the participating countries in
the Middle Corridor project and other important actors like the EU, their influence on the overall
implementation of the project, and their bilateral relations with the People's Republic of China
through the realization of the Middle Corridor. For instance, analysing the role of Tiirkiye within
the Middle Corridor, it is worth noting that this country has been at the forefront of the possible
implementation of this project. According to Felix K.Chang, a senior fellow at the Foreign Policy
Research Institute, Tiirkiye considers the implementation of this project crucial for strengthening its
strategic influence and position in the region of Central Asia, especially through enhanced
economic cooperation (Chang, FK., 2023). For Ankara, this region with common linguistic roots
with Turkic-speaking countries has become an important part of the foreign policy course, including
within the concept of the Middle Corridor (Chang, FK., 2023).

Dr Tuba Eldem from SWP's Centre for Applied Turkey Studies, emphasizes the geopolitical
factor that from Tiirkiye's perspective, the concept of the Middle Corridor is attractive not only for
its economic and transit benefits but also for potentially decreasing the role of Russia and Iran in the
region of Central Asia, increasingly improving its strategic position on a regional level (Eldem, T.,
2022). From the economic standpoint, Dr Tuba Eldem stresses Ankara's fundamental objective in
creating an alternative route that connects Eurasia and enhances the overall regional cooperation
along the Middle Corridor, which will have a significant impact on increasing the level of economic
cooperation with other countries, including China, as well as increasing the country's transit
potential (Eldem, T., 2022). As for the latter, in the context of Russia’s full-scale invasion of
Ukraine and its impact on the logistical and transit infrastructure, Tiirkiye has become one of the
key transit hubs in the world, taking into account Tiirkiye’s beneficial geographical location that
allows Tiirkiye the unimpeded trade with Europe, with Asia and Africa. That is why, considering the
geographical and geopolitical factor, Tiirkiye has a key role in the overall implementation of the
Middle Corridor and has a significant impact on its potential successful implementation.
Additionally, from China’s perspective, the possibility to enhance bilateral cooperation with
Tiirkiye through the means of the Middle Corridor project, has a crucial impact and potential to
improve bilateral cooperation in the political and economic fields and to further develop the
existing and work on the potential trading routes, for which Tiirkiye might be a key factor to ensure
success of the projects.

In terms of importance of the Central Asian region, it is necessary to analyse the role of the
country that is the most involved in the implementation of the Middle Corridor in Central Asia —
Kazakhstan. Essentially, the Middle Corridor starts on the eastern border of Kazakhstan with China,
which already emphasizes the strategic geographical location in terms of a successful project
implementation (Duffy, S., 2023). Currently, there are ongoing works on the new doubling of the
Moyynty-Dostyk railway, which connects Kazakhstan to China and plays a significant role for
transit between China and Europe. It is expected that this railway will be commissioned in 2025 and
it is expected to increase the overall transit capacity (Raimondi, M., 2023). Furthermore,
Kazakhstan Railways (KTZ) has already begun construction of another project, that lies within the
concept of the Middle Corridor — the project that will run north of Almaty between Zhetygen and
Kazybek Beka, aimed at increasing and supporting the growing number of rail freights and allowing
them to bypass Kazakhstan’s largest city Almaty. What is more, the line through Almaty is one of
the two main lines that are forming Kazakhstan’s part in the Middle Corridor, becoming a crucial
route for China’s trade within the Belt and Road Initiative since 2022 and Russia’s invasion of
Ukraine (Newton, J., 2023). Additionally, the Deputy Minister of Transport of Kazakhstan Satzhan
Ablaliev stated at a Kazakhstan-Azerbaijan Business Council meeting in Azerbaijan, that “in 2023,
the volume of transportation along the Trans-Caspian International Transport Route increased by
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65% to 2.94 million tons”. He also added, that “in 2024, it is planned to further increase this
indicator by 43% to 4.2 million tons”. The Deputy Minister of Transport also mentioned that “as of
January 2024, the volume of transportation along the Corridor has increased by 2.5 times compared
to January 2023, noting the growth in transit of Chinese containers by almost 3 times” (Railway
Supply, 2024). All these projects underline the significance of Kazakhstan in the successful
implementation of the Middle Corridor, as Kazakhstan has an important geographical location that
allows it to closely collaborate with China and exploit its geographical location for transit purposes.
Additionally, Kazakhstan is an important member of the Belt and Road Initiative and is crucial for
China in terms of export of energy resources, inter alia oil and gas, which underscores the
importance of this country within the Middle Corridor.

Moving further, the region of the Caspian Sea presents an important transit point in the
Middle Corridor when goods coming from China are going through Central Asia, and from there on
the goods are transported across the Caspian Sea to Baku (Duffy, S., 2023). According to Seamus
Duffy, this port is substantially limited by the number of container ships it has — only one (Duffy, S.,
2023). That is why, he believes that to ensure the effective transportation of petroleum goods and
other goods in containers, the expansion of the overall transport and transit capacities of the
Caspian Sea have to be expanded (Duffy, S., 2023). Considering the logistical and transit potential
of the Caspian Sea, its further development will undoubtedly benefit a larger number of countries,
including the participants of the Middle Corridor.

Speaking about Azerbaijan, over the years this country has become an important part of the
Chinese Belt and Road Initiative due to Azerbaijan’s beneficial geographical location and
significant transit potential. Moreover, Azerbaijan, possessing significant oil and gas reserves and
being an influential actor in the energy projects market, becomes China’s important bilateral
partner, that is why Azerbaijan's participation in the Middle Corridor is a vital element of the
Middle Corridor infrastructure. According to Seymur Mammadov, both Azerbaijan and China
cooperate actively to implement the Middle Corridor and develop the necessary infrastructure links,
which are ultimately an important part of the overall Belt and Road Initiative. Thus, in 2023 a
memorandum of understanding was signed by representatives of the Qingdao Port and Baku
International Sea Trade Port to develop the relevant port infrastructure, increase cargo volumes and
overall transit flows, essentially creating new possibilities for transit and transport of goods from
China through Azerbaijan (Mammadov, S., 2024). Furthermore, Seymur Mammadov stressed, that
the Baku International Sea Trade Port is currently undergoing modernization, which will enable the
port to work with up to 25 million of cargo and 500,000 TEU per year, which will signal a
significant increase in Azerbaijan's maritime freight transport capacities and will enhance the
logistical and infrastructural efficiency in the region (Mammadov, S., 2024). Furthermore, there are
ongoing efforts to expand the capacities of the Baku-Thilisi-Kars railway corridor up to 5 million
tons per year, which will be an important factor in terms of increasing the overall transport and
transit capacities of the Middle Corridor (Mammadov, S., 2024). Given the geographical location
and transit potential and capacities of Azerbaijan, alongside a significant number of energy
resources, for these reasons Azerbaijan becomes a crucial part of the Middle Corridor. For China,
the abovementioned reasons underscore the importance of strategic bilateral relations with
Azerbaijan, which will facilitate further development of key Chinese infrastructure projects,
including the Belt and Road Initiative.

Analysing the role of the European countries and the European Union in particular in the
overall concept of the Middle Corridor, it can be said that European countries are one of the primary
beneficiaries of the successful realization of the project, especially in the context of enhancing trade
cooperation with Azerbaijan, Tiirkiye, countries of Central Asia and, of course, China. In the wake
of the sanctions imposed by the European Union on Russia, it was clear that there was a need to
develop an alternative route through Central Asia, thus decreasing the dependence on the transit of
goods and services through Russia and its territory. As a result and in support of this measure, the
EU made a €10 billion commitment to invest in the related infrastructure of the Trans Caspian
Transport Corridor through its Global Gateway initiative (European Commission, 2024). According
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to Alberto Rizzi, a policy fellow at the European Council on Foreign Relations, through the
implementation and facilitation of the Middle Corridor and related infrastructure, the EU has the
potential and possibility to place itself as an important actor in the region, especially from the
economic perspective (Rizzi, A., 2024). Furthermore, there is potential in terms of energy
cooperation and partnerships within the Middle Corridor, including the expansion of existing energy
partnerships and cooperation with Azerbaijan and Kazakhstan. For instance, in 2022 the EU and
Azerbaijan signed a Memorandum of Understanding on a Strategic Partnership in the Field of
Energy, aiming at strengthening the existing level of cooperation between the EU and Azerbaijan,
especially in terms of energy cooperation (European Commission,2022). Taking into account the
uncertainty regarding energy stability and energy prices in the world and the EU in particular,
alongside the necessity to find alternatives to transit and trade through Russian territory, further
development of the Middle Corridor has a significant potential for development and its successful
implementation for the European countries (Eldem, T., 2022). The Middle Corridor provides a
necessary alternative transit and transportation route, which would not only increase the level and
volume of economic cooperation between all the parties involved but will also contribute to the
bilateral relations between China and the EU through a shared interest in the successful
development of an alternative transit corridor.

Speaking about the current challenges for the implementation of the Middle Corridor, the first
main challenge is the multimodality of the route, meaning the route consists of both land routes and
sea lines at the same time and there have been no tangible efforts in terms of synchronizing the
transit capacities of the participating countries (Avdaliani, E.,2023). As for another challenge,
according to Emil Avdaliani, a professor of international relations at European University in Thilisi,
Georgia, currently "there is close to no joint tariff coordination and relevant infrastructure to
process the number of goods shipped through Russia™ (Avdaliani, E.,2023). Despite the growing
interest in the Middle Corridor from different actors worldwide, the issue of the relatively low
capacities of this route is among the central ones and therefore there are ongoing discussions on the
possibilities and potential projects to enhance the relevant infrastructure to increase the volume of
trade through the Middle Corridor. Furthermore, according to Emil Avdaliani, there are significant
geopolitical factors that might affect further development and intensification of cooperation under
the Middle Corridor — instability in the South Caucasus region and Russian influence on both the
South Caucasus and Central Asia region. These factors might influence the project's attractiveness
for China with a view to further developing and investing in the logistical infrastructure (Avdaliani,
E.,2023). Therefore, despite the great potential for development and ongoing efforts to increase the
logistical and transit capacities of the Middle Corridor, there are still some challenges that hinder
the smooth and rapid development and growth of trade under this trade route.

Conclusions. The Middle Corridor project has a significant potential to have a crucial role in
the overall Chinese foreign policy strategy for several reasons. First, in the view of the Belt and
Road Initiative, the Middle Corridor has the potential to have an important role through the
investments and improvement in the logistics and infrastructure within the participating countries,
which is a significant benefit in terms of the Belt and Road Initiative and Chinese foreign policy.
Furthermore, considering the full-scale invasion of Ukraine by Russia and the sanctions against
Russia, the Middle Corridor presents itself as a viable alternative route to diversify the transit routes
both for China and the European countries, to facilitate bilateral trade and to diminish their
dependence in terms of transit and trade on Russia. In this regard, the Middle Corridor is also
crucial for China in terms of safeguarding Chinese trade with Europe and avoiding the risk of
secondary sanctions by the EU through more advanced logistical cooperation with Russia. Even
though the Middle Corridor doesn't have the capacity to fully substitute the volume of transit
through the Northern Corridor and Russian territory, it still has a potential for further development
and growth through infrastructure development and cooperation between all the parties involved.
Therefore, it is safe to say that the Middle Corridor project has a significant potential of developing
into one of the key supply chains, that will facilitate trade and economic cooperation between China
and Europe.
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Abstract. This article examines the role of the institution of the presidency in the
intensification of Ukraine’s Euro-Atantic movement, encompassing European and Euro-Atlantic
integration. The study establishes that the period of martial law has particuarly exacerbated
national security issues and created favorable conditions for an effective Europeam integration
movement. In this context, it is argues that the institution of the presidency has gained political
independence and significantly influences Ukraine s foreign policy.

The study of this issue employs general scientific and specialized methods, including analysis,
synthesis, induction, deduction, and comparison. The author demonstrates that Russia's full-scale
invasion of Ukraine has not only intensified foreign policy orientations but also created Ukraine's
image as a geopolitically significant state. Consequently, Ukraine's interests must be considered in
the current global context.
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Introduction. Ukraine's integration into the European Union and the North Atlantic Treaty
Organization has deep historical experience, with a key point being its dependence on the domestic
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political environment. Recent events indicate that, at this stage, it is essential to consider external
circumstances that shape a unique agenda, alongside domestic politics.

Thus, various crises in domestic politics (which have been numerous throughout Ukraine’s
independence) have often been cited by European skeptics arguing that it is premature for Ukraine
to attain full membership in the European community. However, the events of 2022 in Ukraine have
reshaped the future vision of the EU and the concept of security across Europe. Presently, scholars
suggest that candidate status could afford Ukraine a rapid start and facilitate effective decision-
making regarding its EU membership. Military threats, which directly impact European security,
also play a crucial role in accelerating Ukraine’s integration into the EU. Therefore, the Ukrainian
government, represented comprehensively by the institution of the presidency, aims to demonstrate
that Ukraine has right for a full partnership and should seize this historic opportunity to implement
its European and Euro-Atlantic aspirations.

The purpose of this article is to demonstrate how the institution of the presidency in Ukraine
is expressing the path towards European integration amid Russia’s full-scale invasion of Ukraine.

Achieving this objective entails several tasks, including outlining the evolution of European
integration in Ukrainian politics, analyzing current challenges, describing the factors influencing
Ukraine's integration into the EU, and emphasizing the role of the institution of the presidency in
shaping the foreign policy agenda.

Literature review. In preparing this material, the scholarly contributions of domestic
researchers who have delineated crucial aspects of Ukraine’s European integration across various
historical periods, with particular emphasis on the period of martial law, were pivotal.

The article authored by V. Burdyak and I. Moroz (Burdiak V., Moroz I., 2008), which
delineates the foundational principles of independent Ukraine’s foreign policy towards
collaboration with the EU and NATO, is significant for fully comprehending the evolution of
Ukraine's European integration trajectory. The research framework distinguishes the role of
Ukrainian presidents in fostering relations with the European and Euro-Atlantic community.

An important contribution is found in the article by O. Tymoshchuk (Tymoshchuk O., 2022),
which focuses specifically on the European integration processes amidst the Russian-Ukrainian war.
The author provides analysis of the political and strategic frameworks underlying EU policy,
emphasizing factors pivotal to Ukraine’s obtaining of EU candidate status. Thus, the study outlines
exceptions to European norms that member states can employ to foster regional peace and security.

The findings from sociological surveys conducted by institutions such as the Sociological
Group «Rating» (Dynamika zovnishno-politychnykh, 2022) and the Razumkov Center’s
Sociological Service (Zovnishnopolitychni oriientatsii, 2023) have been instrumental for scientific
analysis. These surveys provided indicators that depicted Ukrainian society’s actual perception of
Ukraine’s European integration trajectory following the imposition of martial law. The results
highlighted Ukrainian societal attitudes towards the institution of the presidency, which plays a
pivotal role in shaping foreign policy priorities in response to Russian aggression.

It is worth emphasizing that S. Bilychenko, A. Beteiko, A. Hetmanchuk, D. Korbut, S.
Onufriv and others also dealt with the issues of European integration.

Thus, employing a diverse array of sources has enabled the author to comprehensively
address the issue from a contemporary perspective, as it has its current significance and necessitates
thorough scientific scrutiny.

Main results of the research. The context of this study begins with a review of the initial
steps taken by independent Ukraine towards European integration. It is pertinent to note the
perspective of V. Burdyak and 1. Moroz, who highlight that the first stage in Ukraine’s formation of
a state European integration policy was marked by the adoption of the Declaration of State
Sovereignty on July 16, 1990 (Burdiak V., Moroz 1., 2008, pp. 167). The researchers emphasize that
during this period, decision-making regarding European integration was predominantly within the
purview of the Ukrainian parliament. Subsequently, from 1993 to 2001, there was a shift in political
dynamics favoring initiatives of the institution of the presidency. This shift led to the emergence of
presidential normative acts that delineated priority areas for European integration. Presidential
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decrees approved the Strategy (Pro zatverdzhennia, 1998) and Program of Ukraine’s Integration
into the EU (Prohrama intehratsii, 2000), as well as the State Program of Ukraine-NATO
Cooperation (Pro Derzhavnu, 1998), marking significant milestones on the political landscape.

Later, Presidents L. Kravchuk and L. Kuchma demonstrated their Euro-Atlantic loyalty by
visiting NATO headquarters in 1992 and 1995.

It is noteworthy that Ukraine's aspirations for European integration with the EU have a
substantial history dating back to 1993. During this period, the Verkhovna Rada of Ukraine adopted
the Resolution «On the Main Directions of Ukraine's Foreign Policy» (Pro Osnovni, 1993), which
emphasized our country’s increased engagement in European regional cooperation. The following
year, in 1994, Ukraine signed the Agreement on Partnership and Cooperation with the European
Union and its Member States (Uhoda pro, 1994). This agreement facilitated the establishment of
regular political dialogue and economic understanding between the parties.

In the course of scientific analysis, the Resolution «On the General Directions of the Foreign
Policy of Ukraine», which delineated Ukraine’s primary European integration priorities, emerged as
a notable subject of inquiry. This resolution was directly influenced by the institution of the
presidency in 1993 and subsequently in 2010, when the original 1993 Verkhovna Rada Resolution
was superseded by the Law of Ukraine «On the Principles of Domestic and Foreign Policy», (Pro
zasady, 2010) signed by the President. The document that outlined Ukraine’s European integration
trajectory, was transformed. Notably, the current version of the Law mentions the EU and NATO
only once, in Article 11, underscoring the volatility of European integration rhetoric, which often
fluctuated depending on Ukraine’s internal political dynamics and was susceptible to subjective
influences.

Notwithstanding these intricacies, it is compelling that Ukraine’s orientations towards
European and Euro-Atlantic integration have consistently hinged on the institution of the
presidency throughout the entirety of our country’s independence.

Comparing the perception of the EU and NATO by the institution of the presidency in 2010
with the present landscape in 2024, it is evident that the role of the President of Ukraine in shaping
the European integration agenda remains crucial. This assertion is substantiated by Ukraine’s
political experiences, including revolutionary upheavals and combat experience in ongoing
confrontation with Russian aggression.

It is worth to align with the perspective of A. Kruglashov, articulated in 2023. Assessing
Ukraine’s ongoing European integration efforts, the scholar suggests that Ukraine’s determination
and persistence in pursuing its foreign policy objectives within the European integration framework
could serve as pivotal in restoring European unity (Kruhlashov A, 2023, pp. 23). This contribution
could significantly aid Europe in addressing internal challenges. Such arguments are increasingly
significant today, given the direct threat to European stability and security.

A compelling argument asserts that the institution of the presidency exercises its
constitutional powers as stipulated in Article 102 of the Constitution through steps towards
European integration (Konstytutsiia Ukrainy, 1996). It is crucial to highlight that the Constitution
forms an integral part guiding the President’s implementation of Ukraine’s European integration
agenda.

This provision demonstrates the genuine opportunity for the President to shape Ukraine’s
civilizational path and define the European identity of its people. Article 102 also delineates the
state’s strategic direction towards full membership in the European Union and the North Atlantic
Treaty Organization.

The Constitution of Ukraine explicitly affirms that governmental actions are aimed at
affirming the irreversibility of our country’s European and Euro-Atlantic trajectory.

In examining current European integration issues, particular focus should be given to a pivotal
stage that commenced in 2022. This year marked the onset of new opportunities for the institution
of the presidency, especially in influencing foreign policy. This assertion is supported by analyzing
the head of state’s actions during the first year of martial law and the extensive scope of strategic
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engagements with international partners. Russia’s military aggression has fostered a pressing need
to establish a secure environment both within Ukraine and beyond.

During the year, the President delivered 35 speeches in the parliaments of Europe, Asia, North
America, Australia, Israel, and New Zealand (Pershyi rik, 2023). These addresses provided
opportunities for the President to articulate Ukraine’s national interests at international political and
expert forums, thereby shaping the country’s image as a committed partner in advancing values of
security, stability, and democracy.

The practice of inviting foreign politicians to Kyiv and other Ukrainian cities affected by
Russian aggression has proven to be well-founded. These visits serve to demonstrate the pressing
need for international support for Ukraine. Such meetings with international dignitaries highlight
the Ukrainian side’s commitment to cooperation and its determination to ensure the country’s
security.

There is a prevailing viewpoint within the academic and expert community that February 28,
2022, marked the beginning of a new and highly progressive phase in Ukraine’s history of
European integration (Makarenko N., 2022, pp. 367). On the fifth day after the commencement of
full-scale invasion and amidst martial law, Ukraine formally applied for membership in the
European Union. The application was jointly signed by the President of Ukraine, the Prime Minister
of Ukraine, and the Speaker of the Verkhovna Rada of Ukraine. Subsequently, during a morning
briefing, the President of Ukraine urged the EU to consider the application through a special
procedure, signaling the immediate initiation of the process towards granting Ukraine candidate
status.

In response to this decisive and unequivocal action by Ukrainian authorities, the European
community demonstrated readiness to reciprocate (Shliakh Ukrainy, 2024) and granted «green
light» to commence accession negotiations. On June 17, 2022, the European Commission published
its conclusions on Ukraine’s application for EU membership, and on June 23, acknowledged
Ukraine’s European aspirations by conferring candidate status.

The candidate status has provided an added impetus for national policy to reform domestic
legislation aimed at combating corruption and ensuring equality and human rights protection.
Adherence to European standards is crucial, as it promises numerous economic benefits in the long
term and establishes enduring support within the security sector.

It is significant that until 2022, widespread support for joining the EU and NATO among the
Ukrainian population was lacking, characterized by an amorphous stance. It was with the onset of
Russia’s large-scale invasion that a distinct phase of foreign policy shifts towards a «Western
orientation» commenced. The European direction has historically posed a challenge for both the
Ukrainian nation and political decision-makers.

The imperative of advancing European integration and presidential initiatives during the
period of martial law was underscored by unprecedented support from the Ukrainian nation. The
swift dynamics of European integration brought about several positive changes in national policy, as
evidenced by Ukrainian sociological institutions in 2022 and 2023. For instance, a survey
conducted by the Sociological Group «Rating» at the close of 2022 indicated advancements in the
Euro-Atlantic trajectory. According to the survey, 86% of Ukrainians expressed support for
Ukraine’s accession to the European Union (Dynamika zovnishno-politychnykh, 2022), marking a
notable increase. Moreover, support for joining NATO reached its highest level in the history of
observations, with 83% of respondents endorsing proactive membership in the Alliance.

A fundamental point persists in defining foreign policy preferences among Ukrainians in
2023. The findings from surveys conducted by the Razumkov Center’s Sociological service in early
2023 paint a favorable picture. Membership in the EU enjoys support from 92% of Ukrainians,
while 79% express backing for NATO accession (Zovnishnopolitychni oriientatsii, 2023). These
outcomes clearly reflect the impact of the current government’s Western-oriented policies, which
are predominantly steered by the institution of the presidency.

Therefore, the courageous resistance to Russian aggression and the defense of Europe’s
eastern flank against ruscism hastened the progress of European and Euro-Atlantic integration,
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facilitating Ukraine’s integration into the global democratic community. The steadfastness of
Ukrainian authorities, guided by the institution of the presidency, played a crucial role in advancing
the pace of forging strategic partnerships with global leaders such as Great Britain, Canada, and the
United States.

Conclusions. Thus, in our analysis of the activities of the institution of the presidency and its
articulation of the European integration agenda in the current context, we have observed that events
linked to Russian aggression have served as a catalyst in political decision-making, with the
institution of the presidency playing a pivotal role. Traditionally, it was held that NATO accession
decisions were purely political while EU accession decisions were primarily economic, contingent
upon fulfilling certain obligations by Ukraine. However, the current stage of international relations
and global security has fostered a revised perspective, suggesting that both EU and NATO accession
now carry significant geopolitical implications. This shift implies a streamlined political approach,
potentially eliminating unnecessary bureaucratic hurdles in the accession processes.

The achievement of foreign policy objectives holds crucial strategic significance for Ukraine
today, fostering effective diplomacy despite the special legal regime. The two-year experience of
confronting the aggressor has prompted novel approaches to fostering intergovernmental dialogues,
including robust engagement with the international community through visits to Kyiv and other
Ukrainian cities. These visits provide firsthand insights into Ukraine’s heroic defense efforts,
safeguarding not only its sovereignty but also the eastern borders of the European Union.
Collectively, these circumstances bolster Ukraine’s image as an equal partner committed to
safeguarding and ensuring global security.
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Annotation. The article examines the role of China in modern world politics. China's share in
the world economy in 2022 is analyzed. The key factors that contributed to the country's growth are
identified. The dynamics of China's GDP growth in 2010-2022 is studied. China's place in the
global competitiveness ranking for 2021-2022 is substantiated. The inflow of FDI is analyzed,
which is cyclical in nature, since investments are a direct indicator of crises. It is noted that China's
economic expansion is expanding and its influence in the world is increasing due to the formation
of dependence on China as both an exporter and an importer. The data of the Global Innovation
Index report, where China is among the 20 most innovative countries in the world, are
substantiated. The foreign policy of the People's Republic of China is studied and its basic
principles are determined. It is substantiated that China has a strong economy and a strong
competitive position in the world economy, which allows China to position itself as one of the world
leaders in the international arena. The economic power of China is determined. Xi Jinping's foreign
policy is substantiated. It is revealed that over the years, China has made significant progress in
transforming into a dynamic, knowledge-based economy and has managed to introduce new rules
to cope with the governance challenges posed by the onset of the currency crisis, pandemic and the
2022 crisis. It is investigated that China currently accounts for almost a third of world exports and
imports. The role of China in world politics is studied on the example of its position on the war in
Ukraine and relations with Russia. China's place in the world ranking of countries according to the
Innovation Index for 2020-2022 is studied. It is noted that in its foreign policy, China adheres to
five basic principles, in particular: mutual respect for territorial integrity and sovereignty, non-
aggression, non-interference in the internal affairs of another country, equality and mutual benefit,
and peaceful coexistence. The dynamics of Russian exports to China is analyzed.

Keywords: China, expansion, foreign policy, GDP, exports, imports, geopolitics, world
politics, strategy, war.
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Anomauia. B cmammi posenanymo poav Kumairo y cyuacniti cgimogiu nonimuyi. Jlocnioxceno
yacmky Kumaro y ceimogiii ekonomiyi. Busnaueno Kiouo8i haxmopu, sKi CHpUsiiu pocmy Kpaitu.
Locnioaceno ounamixy pocmy BBII Kumato. Obrpynmosaro micye Kumato y petimuney 2n00anibHoi
Koukypenmocnpomodxcnocmi. Ilpoananizoeano npunaue IIlI.  3asnaueno npo  po3uwupenms
exonomiunoi excnawncii KHP ma 30inbuiennss enaugy 6 Kpainax ceimy uepe3 hopmysanHs
3anexcnocmi 8i0 Kumaio sik 6i0 excnopmepa max i 8i0 imnopmepa oounouacto. O0rpynmosano 0ami
36imy [nobanvroco Inoexcy inunosayiu. /locniosceno 306niwnto noaimuxky KHP ma eusnaueni it
ocnoeni npunyunu. Obrpynmosano, wo Kumaii mae cunvbHy eKOHOMIKY ma CUNbHY KOHKYPEHMHY
no3uyiro y ceimosiii ekonomiyi. Buznaueno exonomiuny miyo Kumaro. O0rpyHmosano 308HiUHIO
nonimuxy Ci I[3inenina. Buseneno, wo 3a poku ceoeo icuysannsi Kumaii oomieca 3naunoco
npozpecy 8 nepemeopeHHi 8 OUHAMIYHY, 3ACHOBAHY HA 3HAHHAX eKOHOMIKY. [ocnioceno, wo 6
Ooanuil yac Ha Kumail npunadae npaxmuuno mpemuHa C8Iimoeo2o eKcnopmy ma iMnopmy.
Jocnioaceno ponv Kumatro y cimositi noaimuyi Ha npukiadi 1o2o no3uyii wooo 6iunu 6 Ykpaiui
ma eionocun 3 P®. Jlocniooceno micye Kumato y petimuney Kpain ceimy 3a Inoexcom innosayitl.
3asznaueno, wo y ceoiti 306uiwHit nonimuyi KHP oompumyemovcsa n’amvox OCHOBHUX NPUHYUNIE,
30Kpema: B83a€EMHA noeaza 00 MepumopianvHoi yilicHocmi ma cygeepeHimemy, HeHanao,
HeGMpPYYaHHs y GHYMPIWHI CNpasu IHWOI KpaiHu, pIiGHiCMb ma 63a€EMHA 6u200d U MUpHe
cnisicnyganns. llpoananizosano ounamixy excnopmy P® oo Kumairo.

Knwuoei cnoea: KHP, excnancis, 306niwnsa nonimka, BBII, ekcnopm, imnopm, 2eononimuxa,
c8imosa nonimuka, cmpamezis, 8itiHa.

Introduction. Today, China is at the center of political and economic events, as its foreign
policy, based on the principle of neutrality, is a “unique blend” of geopolitical strategy and
economic expansion. This is precisely the uniqueness of this country, which over the past few years
has literally absorbed its own and is the second largest most influential country, the power and
influence of which is increasing every year. The neutrality that China has chosen in relation to the
war in Ukraine is clear evidence of a successful foreign policy, because without accepting either
side, China continues to conduct foreign economic relations with world countries and has received a
satellite in the person of the Russian Federation, which is beneficial to Xi Jinping and which he
successfully uses. The topic of studying the foreign policy of the PRC is not new, but in the
maelstrom of events in 2022-2023 it has acquired new relevance, which influenced the writing of
this article.

The purpose of the article. Conduct an analysis of China's economic development and
determine its influence on the formation of foreign policy in the conditions of the third world crisis.

Literature review. Studies of Chinese foreign policy were carried out by the following
scientists and researchers such as N. S. Heilman (2017), V. A. Callahan (2008), Chu Shulong, Jin
Wei (2009) and others. The novelty of the study lies in the peculiarities of the foreign policy of the
PRC in the conditions of the third world crisis - the war in Ukraine.

Main research material. We will begin this analytical study with an analysis of China's geo-
economic position in the world and its economic development, which has actually influenced the
formation of China's foreign policy.

To begin with, we studied China's place among the world's largest economies by analyzing
countries by GDP as of 2022 (Fig. 1), since the higher the country's GDP, the more competitive it is
and, accordingly, the larger its share of the global market.
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Figure 1 — China’s share in global GDP as of 2022, %
Source: (Top 10 economies, 2022)

Although the United States has maintained its position as the world's largest economy since
1871, China's share is 27%, making it the world's second largest economy and the main competitor
of the United States. China is a global economic miracle. After all, in just a few years, the country's
GDP has grown many times over, which has increased China's influence in world politics and the
international arena (Fig. 2).
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Figure 2 - Dynamics of China's GDP growth for the period 2010-2022, trillion. dollars USA
Source: (World Bank, 2022)

B0

As can be seen from Fig. 2, in general, China's GDP grew by 1.5 times during the analyzed
period, which shows the effectiveness of its foreign strategy. In Fig. 2, we can see the dependence
of China's GDP growth on external factors, with 2022 being particularly critical, as this year GDP
grew by only 0.8% compared to 2021, as a result of the war in Ukraine and the general economic
crisis that arose from Putin's aggression, which shook up the global energy, food and IT markets,
and had consequences for all countries of the world, including China.

Another important indicator of a country's economic growth is the impact of foreign
investment, which also shows the country's foreign policy relations with the rest of the world, so we
propose to analyze the overall dynamics of global investment in China over the past 12 years
(Figure 3).
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Figure 3 — Dynamics of FDI in China for the period 2010-2022, trillion. dollars USA
Source: (World Bank, 2022)

Analyzing FDI inflows, we can see their cyclical nature, as investments are a direct indicator
of crises during which they decline, which we can see in 2022 in China, where the volume of
investments was lower than in 2019. However, if we compare the overall investment picture, thanks
to effective government policy, there has been an increase in investment in the Chinese economy,
which has a positive impact on the development of the country and the growth of its political and
economic power on the world stage.

Another important factor in the country's development and competitiveness is the level of
innovation, which is also an indicator of a strong economy. According to the Global Innovation
Index report, China is among the 20 most innovative countries in the world (Fig. 4).
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Figure 4 — China’s place in the ranking of world countries according to the Innovation Index
for 2020-2022.
Source: (Global Innovation Index, 2022; Global Innovation Index, 2022)

Over the past two years, China has firmly established itself as one of the innovation leaders.
The Innovation Index is based on eighty indicators, including access to skilled labor, high-tech
infrastructure and credit. An additional factor is the high level of legal protection of intellectual
property, allowing entrepreneurs and inventors to control their ideas and have the exclusive right to
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use them to profit from their labor-intensive efforts.

Currently, the main means of generalized assessment of the competitiveness of states is the
global competitiveness index. In 2022, the top ten countries represented in it included 6 European
countries: the Netherlands, Switzerland, Germany, Sweden, Great Britain, and Denmark. China
ranked 17th and is a powerful country with a highly competitive economy (see Fig. 5).
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Figure 5 — China’s place in the global competitiveness ranking for 2021-2022
Source: (IMD, 2023)

China has a strong economy and a strong competitive position in the global economy, which
allows the PRC to position itself as one of the world leaders in the international arena.

Researching this topic, it was found that over the years, China has made significant progress
in becoming a dynamic, knowledge-based economy and has managed to implement new rules to
cope with the governance challenges associated with the onset of the currency crisis, pandemic and
the 2022 crisis.

Currently, China accounts for almost a third of world exports and imports (Fig. 6).
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Figure 6 - Share of China's exports and imports in world exports for the period 2010-2022, %
Source: (World Bank, 2022)

China's share in world exports increased from 8.71% in 2010 to 11.82% in 2022, and the same
is true for imports - from 7.76% in 2010 to 10.20% in 2022. Such export and import growth rates
indicate that China is expanding its economic expansion and increasing its influence in the world
through the formation of dependence on China as both an exporter and an importer. China literally
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makes countries dependent on its presence, as we see in the example of the Russian Federation.
Along with the USA and the EU, China plays an important role in the international arena and is the
center in which the most important world events of both an economic and political nature take
place.

So, having defined China's economic power, we propose to examine in more detail the
features of foreign policy that have actually created the "cult of China™ in the world, namely Xi
Jinping's policy.

Xi Jinping's foreign policy can be seen not just as a departure from Deng Xiaoping's (his
predecessor) concept of “taoguan yanghui”, but also as a complete break with the traditions and
mentality of "revolutionary diplomacy" with which Deng Xiaoping's course was closely associated
at least levels. There is a fundamental difference between the two foreign policy paradigms - under
Deng Xiaoping (and in many ways under Jiang Zemin and Hu Jintao), China did not pursue an
active foreign policy, but to a certain extent retained class rhetoric, usually not intending to
undermine the social basis of “hegemony” (Heilmann S, 2017). If previously toughness in words
often turned into softness in deeds, the transition to a proactive foreign policy under the fifth
generation of leaders narrowed the rhetorical gap, but did not completely eliminate it. If, under
previous leaders, rather harsh rhetoric compensated for the weakness of politics and the desire to
“remain in the shadows” in global affairs, now the opposite is more likely happening - the rhetoric
is designed to smooth out the fears that exist in different countries of the world due to the increasing
role of China in international affairs.

The ideology of Xi Jinping is the ideology of transforming China from a great state into a
strong and durable one with the transfer of global power (Callahan W. A., 2017). Xi Jinping's
diplomacy is transitory in nature, which symbolizes the growth of China's global ambitions. Xi
Jinping’s desire to become better than the United States and completely take over the world with his
presence was so strong that we are tracking its real implementation using the example of China’s
expansion into other countries and the formation of their dependence on the global leadership of the
PRC.

In its overall policy, China adheres to five main principles, as shown in Figure 7.

( A

mutual respect for territorial integrity and sovereignty

non-aggression

non-interference in the internal affairs of another country

equality and mutual benefit

peaceful coexistence

Figure 7 — Principles of Chinese foreign policy
Source: (Chu Shulong, et al., 2008; Qin Yaqing, 2009)

Adherence to the principles described above is the basis of China's foreign policy, which Xi
Jinping is actually manipulating to achieve his ambitious goals. After all, hiding behind the
principle of non-interference in the internal affairs of another country, China remains neutral in the
war between Ukraine and Russia, but benefits from it, which is manifested in Russia's increasing
dependence on China. Fig. 8 shows the dynamics of Russia's exports to China, USD hillion. It
shows that the growth of exports to China increased in 2022-2023, and in 9 months of 2023 it
exceeded the level of 2021, which suggests the hypothesis of Russia's total dependence on China
and its transformation into a satellite.
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Figure 8 — Dynamics of Russian exports to China, billion dollars. USA
Source: (China Customs Data, 2023)

Despite its trade relations with Russia, China continues to strengthen its relations with other
world countries, thus expanding its political and economic expansion.

Thus, it can be said that the main goal of Xi Jinping's foreign policy is to show the world the
power and greatness of China as a superpower and to become the world's largest economy,
overtaking the United States.

Conclusions. A look at Chinese foreign policy reveals China's majestic presence in the world.
By adhering to his principles, Xi Jinping has created a strong economy and implemented an
effective policy to integrate the world into China, and this, in our opinion, is the main goal of his
foreign policy. The leader of China successfully uses international events and takes the most
advantage of them, we can see this on the example of the war in Ukraine, because in just two years
China has turned such a powerful Russia into its slave, while maintaining friendly relations with the
rest of the world. China's foreign policy is a clear example of expansion disguised as good
intentions, and we have no doubt that in the next few years China will become the largest economy
in the world and turn its creator, the United States, into a satellite.

References:
1. The Top 10 Largest Economies In The World In 2023 - Forbes India. (6. a.). Forbes India.
Available at:  https://www.forbesindia.com/article/explainers/top-10-largest-economies-in-the-
world/86159/1 (in English).
2. World Bank Open Data. (6. a.). World Bank Open Data. Available at:
https://data.worldbank.org/indicator/NY.GDP.MKTP.CD?locations=CN (in English).
3. World Bank Open Data. (6. a.-b). World Bank Open Data. Available at:
https://data.worldbank.org/indicator/NY.GDP.MKTP.CD?locations=CN (in English).
4. (6. m). WIPO - World Intellectual Property Organization. Available at:
https://www.wipo.int/edocs/pubdocs/en/wipo_pub_2000-section3.pdf (in English).
5. IMD World Competitiveness Booklet 2022. (n.d.). Page 34. Available at:
https://imd.cld.bz/IMD-World-Competitiveness-Booklet-2022/34/ (in English).
6. World Bank Open Data. (n.d.-b). World Bank Open Data. Available at:
https://data.worldbank.org/indicator/NE.EXP.GNFS.CD (in English).
7. Heilmann S. 2017 (ed.) China's Political System. Mercator Institute for China Studies
(MERICS). Rowman & Littlefield. P. 36. (in English).
8. Callahan W. A. 2017. Dreaming as a critical discourse of national belonging: China Dream,
American Dream and world dream. Nations and Nationalism. V. 23. Ne . 2. P. 248-270. (in

62


https://www.forbesindia.com/article/explainers/top-10-largest-economies-in-the-world/86159/1
https://www.forbesindia.com/article/explainers/top-10-largest-economies-in-the-world/86159/1
https://data.worldbank.org/indicator/NY.GDP.MKTP.CD?locations=CN
https://data.worldbank.org/indicator/NY.GDP.MKTP.CD?locations=CN
https://www.wipo.int/edocs/pubdocs/en/wipo_pub_2000-section3.pdf
https://imd.cld.bz/IMD-World-Competitiveness-Booklet-2022/34/
https://data.worldbank.org/indicator/NE.EXP.GNFS.CD

AxmyanvHi npobaemu midicHapooHux gionocun. Bunyck 160, 2024.

English).

9. Chu Shulong, Jin Wei 2008. Zhongguo waijiao zhanlue he zhengce. Beijing: Shishi chubanshe
[Chu Shulong, Jin Wei. China’s Foreign Strategy and Policy]. Beijing: Shishi Press, 2008. (in
English).

10. Qin Yaging 2009 (ed.). Guoji tixi yu Zhongguo waijiao. Beijing: Shiji zhishi chubanshe [Qin
Yaqing (ets.). International System and China’s Diplomacy]. Beijing: World Knowledge Press. P.
100. (in English).

11. Dashko I. M. (2021). PR — Efektyvnyi instrument suchasnoho upravlinnia [PR - An effective
tool for modern management]. Polish journal of science. 2021. No 45, Vol. 2. Pp. 40-46. Available
at: https://www.poljs.com/wp-content/uploads/2021/11/POLISH-JOURNAL-OF-SCIENCE-
%E2%84%9645-2021-VOL.-2.pdf (in Ukrainian).

12. Dashko 1. M. (2018). Sutnist ta mekhanizm zdiisnennia protsesu publichnoho
administruvannia [The essence and mechanism of implementation of the public administration
process]. Scientific journal “Economic Bulletin of Zaporizhzhya State Engineering Academy”. Vol.
1(13). Pp. 99-104. (in Ukrainian).

13.  Valihura N. Yu. (2020). Stratehiia ta doktryna zrostannia Kytaiskoho vplyvu v sviti Strategy
and Doctrine of China's Growing Influence in the World. Scientific notes of students and
postgraduates. VVol. 5. Pp. 43-51. (in Ukrainian).

14. Buzarov A. I. (2017). Deiaki zovnishnopolitychni oriientyry Kytaiu pislia 19ho vse
kytaiskoho zizdu KPK [Some of China's Foreign Policy Guidelines after the 19th National
Congress of the Communist Party of China]. Ukraine — China. Vol. 4. Available at:
http://surl.li/wozrlz (in Ukrainian).

15. Us I. V., Pokryshka D. S., Radziievska S. O. Hlobalni dominanty rozvytku Kytaiu
[Global dominants of China's development] Available at: http://surl.li/adtqgx (in Ukrainian).

63


https://www.poljs.com/wp-content/uploads/2021/11/POLISH-JOURNAL-OF-SCIENCE-%E2%84%9645-2021-VOL.-2.pdf
https://www.poljs.com/wp-content/uploads/2021/11/POLISH-JOURNAL-OF-SCIENCE-%E2%84%9645-2021-VOL.-2.pdf
http://surl.li/wozrlz
http://surl.li/adtqgx

Actual problems of international relations. Issue 160. 2024.
VJIK 327.82+330.342.24+316.722](520:477)

HISTORY OF JAPAN'S USE OF SOFT POWER TO ACHIEVE NATIONAL
INTERESTS: LESSONS FOR UKRAINE

ICTOPISI BAKOPUCTAHHS SIMOHIEIO "M'SIKOI CUJIN" 11
JOCSI'HEHHS HALIOHAJIBHUX IHTEPECIB: YPOKH 1151 YKPATHU

Volodymyr Manzhola
PhD of Historical Sciences, Prof., the International Relations and Foreign Policy Chair of the Educational and Research
Institute of International Relations of Taras Shevchenko National University of Kyiv,
email: mvi.mva@clouds.iir.edu.ua

Olena Maloivan
Master of International Relations, the Educational and Research Institute of International Relations of Taras Shevchenko
National University of Kyiv,
email: maloivanolena@gmail.com

Mamn:koia Bosiogumup AHapiiioBu4
IOKTOp ICTOPHYHHX HayK, mpodecop Kadeapu MiKHAPOIHHX BiITHOCHH 1 30BHINTHBOI MOMiTHKHHaBUaNbEHO-HAYKOBOTO
IHCTHUTYTY MbKHapoIHUX BigHOCHH KHiBChKOTO HallioHANBHOTO yHiBepcuTeTy iMeHi Tapaca IlleBuenka,
email: mvi.mva@clouds.iir.edu.ua

MagoiBan Osena OuiekcaHapiBHa
MaricTp Mi>KHApOJHHUX BiTHOCHH, HaB4ambHO-HAyKOBHI IHCTUTYT MiDKHAPOJHHUX BiTHOCHH KHIBCHKOTO HAliOHATBHOTO
yHiBepcurety imeni Tapaca llleBueHka,
email: maloivanolena@gmail.com

Abstract. This article focuses on the phenomenon of soft power in the context of Japan. It
examines the historical development of the country's soft power, the institutions and initiatives that
ensure it, and the challenges that have been shaped in different historical periods. Given that today
Japan is a country with one of the most effectively developed mechanisms of cultural diplomacy, it
can serve as an example for states seeking to develop their own soft power institutions and fields. In
particular, the author describes the relationship between Japanese soft power and the economy in
its various sectors, and explains the phenomenon of the popularity of Japanese cultural products
abroad. Various international rankings are used to analyse these phenomena. The research methods
used include description, synthesis, generalisation, and comparison. The author also analyses the
history and historical and foreign policy factors that influenced the development of Japan's soft
power. Accordingly, the author describes how Japan has managed to overcome historical and
geographical challenges in building soft power and how it protects its national interests. From this
analysis, the author also derives recommendations for Ukraine in building its own soft power,
having described and characterised its current state. Accordingly, it was found that the success
factor for Japanese soft power was economic development, which allowed for the rapid expansion
of various industries from gastronomy and sports to music and literature. But the most attractive
thing about the Japanese cultural product is its modernity and compliance with trends, as well as
the wide choice that attracts many people. In addition, Japan has made efforts to become a leader
in unique policy areas such as the environment or know-how.

Keywords: Soft power, Japan, Ukraine, Japan's cultural diplomacy, Cool Japan, public
diplomacy, protection of national interests.

Anomayia. Cmamms npucesayeHa A6uwy MAKoi cuiu 6 KoHnmekcmi Anowuii. V Hiu
PO3210AEMbCSL ICMOPUYHULL PO3BUMOK M AKOI CUIU O0epacasu, iHcmumymu i iHiyiamueu, wo ii
3abe3neuyoms, a MaKodc BUKIUKU, KL hopMysanucsy y pisui icmopuuni nepioou. Bpaxoeyrouu, wo
€b0200HI Anonis € 0epocasoro 3 0OHUM 3 HAUOINbU ePeKMUBHO PO3ZGUHEHUX MEXAHIZMOM NPAMOL
ouniomamii BOHA Modce CYy2y8amu NPUKIAOOM 05l 0epacas, AKi npacHyms po3oyo0o8ysamu 61ACHI
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iHcmumymu ma Hanpamu M 'aKkoi cuau. Y cmammi, 30Kpema asmop, Onucy€ 36 a30K ANOHCHLKOI
M’AKOI cunu 3 eKOHOMIKOW V PI3HUX i 2any3sx, a makodlc NOSACHIOE (DeHOMeH NONYIAPHOCH
ANOHCLKO20 KVIbMYPHO20 NPOOYKMY 34 KOPOOHOM. [N aHanizy yux sA6Uuujax 3acmocoeaui pizHi
MmidcHapooni petimuneu. Ceped 3acmoco8anHux Memooie MO}CHA BUOKPEMUMU K MO ONUC, CUHMES,
V3a2anbHeHHsl, NOPIGHAHHA. TaKodxc 3any4aemvbcsa ananiz icmopii ma iCMopudyHuUxX ma 306HIUHbO-
NOAIMUYHUX ~ PAKmMopis, SKI GNIUBAIU HA PO3BUMOK SNOHCHbKOI M’siKoi cuau. Bionoeiono
oxapakmepu3zo8aro Ak Anowuii edanocs nobopomu SUKIUKU ICMOPUUHO20 U 2e0epadiuHo2o
xapaxkmepy y po30y0o8i M’sKoi cuiu, a maxodc fAK 3 il 00NOMO20I0 60HA 3AXUWAE GILACHL
HAYiOHANbHI IHMepecu. 3 HaBeO0eH020 aHAli3y A8MOP MAKOIC BUB0OUMb peKomeHOayii 01 Yipainu
8 p030y008i 81aCHOI M KO Culu, ONUCABWIU MA OXAPAKMEPUZYBABULU 00 YbO20 il CYYACHUL CIMAH.
Bionosiono 6yno ecmanosneno, wo akmopom ycnixy Onsi ANOHCOLKOI M AKOI cunu ciyeyeas
EeKOHOMIUHULL PO3BUMOK, KU 00360]1U8 CMPIMKe PO3WUPEHHS PIZHUX 2any3ell 8i0 2acmpOoHOMIL i
cnopmy 00 My3uku i jpimepamypu. Ane Haubinbwl npueadIUBUM 8 ANOHCHLKOMY KYIbIMYPHOMY
npoOyKmi € U020 CYHACHICMb [ GIONOBIOHICMb MPEeHOaM, d MAaKONXC WUPOKULL BUdOIp, KUl
npugabnioe 6azamvox awodeu. Okpim moeo, Anonis Ooknara 3ycunv, wod cmamu Jaidepom
VHIKATbHUX 2a1y3eu NONIMUKU K MO eKO02Is YU HOY-2a).

Kntuoei cnosa: M’sxa cuna, Anonis, Yxpaina, kynemypua ouniomamis Anonii, Cool Japan,
nyoniuHa OUNIOMamis, 3aXUcCm HaAYiOHANbHUX IHMepPecis.

Introduction. Soft power, as a term, was first used and presented as a concept by J. Nye. It
consisted of the ability of a state to achieve the desired through cooperation and different means
from traditional hard power, i.e. not coercive. After that, soft power became an important category
in the analysis, discourse and research of the international order. This statement is often equated
with cultural and public diplomacy, economic policy and participation in integration associations.

It seemed that in the modern world, war and traditional pressure of states on each other were
rather the exception, and therefore the development of soft power became a major priority for each
state. Japan has made great strides in this regard. This is not surprising, since after the Second
World War, the country was virtually deprived of traditional means of influence and therefore
focused on building it in other ways. The rapid development of the country after the war and its
successful construction of a new image quickly became the subject of many studies.

However, the international situation is constantly changing, and so is the role and nature of
soft power in it. Therefore, the analysis and study of Japan's soft power is still relevant, and in this
paper, the author will try to see useful practices for other countries, including Ukraine, in Japan's
particular experience.

The purpose of the article. The purpose and objectives of the article are to describe the main
aspects of Japan's soft power, the history of its formation and the peculiarities of its integration into
the modern policy of the state, and to identify the relevance of certain practices for Ukraine in the
potential organisation of its own soft power.

Literature review. The theoretical and methodological basis of the study will be the scientific
works of existing American, Asian, in particular Japanese, and European researchers. To ensure the
objectivity of the study, the author tried to use the most recent sources wherever possible. Different
literature was used to describe each phenomena.

The view of Japanese soft power has been considered in the works of Japanese political
scientists such as Koma, Kyoko (2009), Otmazgin, N. K. (2007),4. Aoki, Tamotsu (1990),
Matsumura, Masayoshi (2002). But also through the lense of Foreign scholars such as Zykas, A.
(2022), Desmond, E. W. (1995), Otmazgin, N. K. (2007). As well as news reports to highlight the
actual state of affairs.

Main results of the research. During the post-war years Japan did not engage in cultural
diplomacy for a long time, using the Yoshida Doctrine, which prioritized purely economic
development as a foundation for its foreign policy. But in the 1970s, Japan felt the need to open
markets for the products of its economic development. However, it met resistance from Western
countries, where a discourse about the "yellow menace™ and aggressive Japanese developed
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(Kyoko, K. (2009). At the same time, anti-Japanese sentiment began to grow in Asian countries due
to the large share of Japanese capital in their economies and their post-colonial legacy (Otmazgin,
N., K., 2007). These factors, as well as a growing sense of insecurity due to U.S. rapprochement
with China and military restrictions, encouraged Tokyo to develop its soft power.

Then to provide cultural diplomacy, the Japan Foundation was established in 1972. The
objectives of cultural diplomacy at this stage were strategically oriented towards Western and
Southeast Asian countries (Masayoshi, M., 2002). The main goal was to address rising international
challenges and to create favourable conditions for the international expansion of Japanese
companies. Thus, its activities were divided into three areas: assisting Japanese language learning
abroad; cultural exchange, including exchanges between artists and musicians; and encouraging
Japanese studies research abroad.

But at the time, cultural diplomacy continued to focus on elements of traditional culture,
ignoring new media forms like the actively developing manga or anime. This was because the
Japanese authorities decided to fight against the stigma of "culturelessness" by showcasing century-
old traditions. This also emphasised the "otherwise" Japanese culture, with the expectation that if
diplomatic conflicts arose, this would be smoothed over by the "difference of mentalities”. In
addition, it was possible to avoid economic pressure, in particular, demands to increase imports,
because for foreign companies the conquest of Japanese markets seemed to be an impossible task.
For Asian countries it was important to emphasise Japan's belonging to the continent (Tamotsu, A.,
1990)

The peak of the new wave of cultural diplomacy in the 1980s was validated by the Kokusaika
strategy. During this period, Japan established itself as a country with a rich cultural tradition
among Western and Southeast Asian societies. Positive perceptions of Japan grew even within its
main rival, the United States. Thus, public opinion polls in the USA show that in the 1970s Japan
was considered a reliable partner by 45.8 % of the population, while in the 1980s and 1990s this
share increased to 51.8 % (Kaigai, K., S., 2008).

However, the "burst of the economic bubble™ and the "lost decade" forced Japan to drastically
reduce funding for its cultural projects. Paradoxically, it was in this period that Japanese culture
became most popular around the world. This is understandable due to the late effects of public
diplomacy in the 1980s. However, it is interesting that this popularity was mostly grounded in
modern aspects of Japanese culture (or even different subcultures) not promoted by the government.
Yet the fact is, within 10 years, Japan has become a major global cultural player, competing in some
areas even with the United States, the hegemon of global pop culture.

This phenomenon of modern Japanese culture has become known as Cool Japan. It is difficult
to identify the main causes for the emergence of this phenomenon, because it is the result of a
complex of internal and external factors. But during this decade, the Japanese government
strategically pursued a strategy of promoting traditional culture while ignoring successful examples
of media innovation. As a consequence, during these ten years, the latent "soft power™" of Japan's
cultural industry has never been clearly established at the official level, ignoring new trends and
opportunities. (Zykas, A.,2022)

At the same time, Japanese diplomacy was also going through a difficult period, failing to
adapt in time to the challenges of the new world order, it was increasingly criticised by other states.
In particular, Japan was heavily criticised because of its only economic involvement in the Gulf
War. This prompted what began to be a revision of the fundamental principles of foreign policy
among Japanese elites. The main ideologues of the new approach, Shinzo Abe and Ichiro Ozawa,
pushed for leaving the "Yoshida Doctrine™ in the past and seeking ways to diversify foreign policy,
including the development of cultural diplomacy (Desmond, E., W., 1995)

This meant that instead of emphasising the exotic aspects of Japanese culture, Japan had to
present itself as a pioneer of the global postmodern culture. Anime as animation, manga as comics,
fashion, pop music, cuisine, and novels by young writers all began to play an important role in
Japan's diplomacy. But to organise such activities one must face commerciality, so Japan's soft
power is closely linked to its trade policies, such as the protection of intellectual property rights or
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participation in international film festivals and book fairs. This new trend is best symbolised by the
proliferation of the ‘content industry', which refers to new media and related service industries. It is
therefore not surprising that Cool Japan became an official Japanese government project in 2010
(The conversation, 2018).

Yet for all the transformations and challenges, Japan's soft power remains one of the most
powerful in the world. Thus, according to Brand Finance's Global Soft Power Index, it is ranked 4th
in 2023 with a score of 65.2. And also, according to this study, Japan is in the top 3 in such
indicators as "Reputation”; "A strong and stable economy" "Products and brands the world loves";
"A leader in science”; " Leader in technology and innovation” " Sustainable cities and transport”;
"greater ethical standards and less corruption.”(BrandFinance,2023).

Much of the credit here can be given to the Cool Japan initiative, which has finally allowed
Japanese politics to involve all areas of culture, from gastronomy to the idol industry, in its foreign
policy. Besides improving Japan's image, this use of culture is very beneficial for the economy. For
example, the information and media segment were recognised as a major contributor to Japan's
GDP in 2018. Media and communication with a value of $878 billion USD with the share of 9.6%
of the total, generating revenues exceeding contributions from business (9.3%), real estate (7.5%)
and healthcare (7.2%)(Tao,R.,2018).

In addition, the Japanese cultural product continues to gain popularity overseas, particularly in
the West. Thus, manga has officially overtaken comic books in sales in the US market. According to
2021 data from NPD BookScan, manga sales accounted for 76.71 % of total graphic novel sales and
grew 171% compared to previous year. The reasons include the diversity of genres and the fact that
the US comics industry has recently begun to focus on covering and promoting specific political
ideas, which is in its nature a divisive factor. Whereas manga focuses on personal stories and
universal values like willpower, optimism, hard work, finding one's life goals and passions,
interpersonal relationships, etc. (Animehunch, 2021). Also the Japanese authorities have support
programmes for young artists, while providing them freedom of subject matter of the artistry.

These optimistic results of Japan can be used to compare Ukraine's situation regarding soft
power. According to the already mentioned Brand Finance's Global Soft Power Index 2022, it has
risen from 51st to 37th position, which is the best indicator of dynamics in the world.
(BrandFinance, 2023) However, it should be noted that in the additional criteria, Ukraine entered
the top 3 only in terms of “discussion in the world”. In addition, although Russia has indeed lost a
lot in its image after the war, it and China are still in the top 20 in all the ratings presented in this
study. Ukraine, despite its tremendous improvement, has not been included. It is clear that the
development of soft power was greatly boosted by the war. In addition, Ukraine's soft power tools
are still very limited. That is why this result cannot be considered sustainable.

Ukraine cannot constantly rely on the status of a victim. It needs to build new narratives in its
post-war development. It can already use the narrative that was used in 2014, namely "a country of
transformation, democratisation and European values”. But there is a high risk of a 2014-like failure
due to internal factors. In this regard, the development of soft power and the image of the state is
inseparable from its economic and political development. In general, without economic means, it is
impossible to use powerful soft power. But the example of Japan shows that soft power can then
turn into a factor of economic prosperity.

Like post-war Japan, Ukraine needs to focus on economic development, make the country's
investment climate favourable, ease the conditions for doing private business, stimulate
entrepreneurship, and at the same time establish mechanisms to control the quality of its products
and develop economic cooperation with other countries. But we should also not repeat the early
mistake of the Japanese government and completely ignore the cultural sector.

From entrepreneurship, Ukraine can already get a product for cultural diplomacy. For
example, in Japan, its tourism ambassador, the fictional character Hello Kitty, was created by the
Sanrio textile company. The development of entrepreneurship in the field of printing and animation
helped Japan to have mass production of manga and anime. The development of technological
enterprises has led to the country's association with know-how and quality products.
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Japan has also carved out a specific niche for itself in the international discourse, namely
technology and the environment. For Ukraine, repeating the same practice could be a great success.
It could become an active actor in the space sector, as the Ukrainian government has previously
tried to promote Ukraine's status as the Motherland of Astronautics.

But the main thing that Ukraine should learn from Japan's experience in building its soft
power is the need for a modern "Cool Ukraine". For the majority of the world, modern Japanese
culture is an introduction and source of interst to its traditional side. For Ukraine, restoring its
historical heritage and confronting Russia's narratives or overcoming their consequences will
continue to be a top priority for a long time. But as Japan's experience shows, it doesn't matter
whose civilisation has dominated longer if it has nothing attractive to offer today. Tokyo perfectly
shows that there is no better way to show the past by doing something modern.

Coming back to the need for Ukraine to develop its creative modern industries, it is important
to give freedom of expression directly to those who create them and to reward them to encourage
them to continue their work. As the previous thesis shows, one of the main factors of manga and
anime's attractiveness to global consumers is the diversity of its genre, character, design, themes
and ideas. Accordingly, inclusivity has become an important factor, as Japanese art continues to be
distinctive and unique, cutting across borders, regions, ethnicities, races, ages, genders and nations.
This is something that the Western media product has recently forgotten to do, creating a single
narrative and ideological essence, thus losing out to its Japanese competitor.

In general, we can say that Japan can indeed boast a long history of building its soft power.
And even for countries like Ukraine, which are seemingly remote both geographically and
culturally, it can serve as a great example.

Conclusions. The development of Japan's soft power as a foreign policy tool has been gradual
and systematic, involving political strategy. This statement cannot be applied to Japan's policy in the
1950s and 1960s, when the country actually abandoned public diplomacy in favour of internal
recovery and economic development. Nevertheless, in the following decades, discussions on the
importance of soft power in the country's policy were held. In the 1980s, soft power was finally
established as the main priority of Tokyo's foreign policy. Today, Japan's soft power is a systematic
branch of Japanese policy that is actively developing in various fields and receives large funding.

The establishment of Japan's soft power was influenced by the special global situation and
foreign policy factors, as the development of Japan's soft power was stimulated by the country's
post-war situation. In the future, Japan will actively use the international situation to its advantage.
In particular, this applies to the events of the Cold War or pacifist activities. However, sometimes
international factors have had a negative impact on Japan's soft power, such as the Gulf War or the
rise of nationalist sentiment in Asia. Nevertheless, it can be argued that international factors have a
significant impact on the development of Japan's soft power.

Japanese cultural diplomacy is now an important aspect of Japan's foreign policy and is
implemented through a systematic, institutionalised political strategy. An extensive system of
bodies and activities is involved in its implementation. The product of soft power today plays an
important economic role for the country. And from the speeches of politicians, we can be assured
that the priority of soft power in foreign policy will not be curtailed in the near future.

When it comes to Ukraine, its soft power lacks a systematic Japanese approach and priorities,
while some practices of Japanese foreign policy should be relevant for Ukraine in creating its
image. Ukraine has indeed found itself in a similar position to postwar Japan: negative perceptions
of the country by the world, with its main competitor far outweighing it in terms of military means
and political influence.

Thus, based on the results of the study, we can talk about Japan's powerful soft power, which
occupies a leading position in its foreign policy. We can also identify its main characteristics and the
way it is developing. In addition, we can say that, on the one hand, the experience of building
Japan's soft power is unique, but it also contains universal practices that can serve as a model for
states that are beginning to build their soft power. Among them, in particular, is Ukraine.
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Abstract. The article notes that American climate policy, starting from the end of the 20th
century. is characterized by cyclicality, which is caused by the opposition of republican and
democratic party forces. In the opinion of the author, the greatest contrast appeared during the
presidency of D. Trump, whose climate policy was a departure from the political priorities and
goals of the previous administration of B. Obama. While President Obama'’s environmental agenda
prioritized reducing carbon emissions through the use of renewable energy to preserve the
environment for future generations, the Trump administration's policies envisioned achieving US
energy independence based on the use of fossil fuels, for which many environmental regulations
were repealed . Trump's climate policy has been defined by denying the consensus of the majority of
scientists that climate change is caused by anthropogenic factors and will have catastrophic
consequences, and that carbon dioxide is the main driver of climate change, and the decisions made
have slowed down or deprioritized climate action. After the victory of Democrat D. Biden,
adaptation and mitigation of the consequences of global climate change became one of the main
components of his foreign and domestic policy. The author shows that despite the different views of
Republicans and Democrats regarding the goals and tools of climate policy implementation at the
national and regional levels, both political forces appealed to the protection of the country's
national interests.

Keywords: global climate change, climate communications, climate policy, USA.

Anomayia. B cmammi 3a3nauaemucs, o amepuKancbKa KIiMamuyHa nonimuxa, NOYUHaodu
3 kinys XX cm. Xapakmepuzyemvcsi  YUKATYHICMIO, KA  3YMOBLEHA  NPOMUCMOSAHHAM
pecnyoniKancoKux ma 0eMOKpamuyHux napmiunux cui. Hatlbinbwuii koumpacm na 0yMKy asmopis
nposeuecs nio yac npezudenmcemea /1. Tpamna, Kiimamuyna noaimuxa K020 npeocmasisiia cooow
8I0XI0 810 nonimuuHux npiopumemia i yinei nonepedHvoi aominicmpayii b.Obamu. Y mou uac, ax
eKON02TYHULL NOPsA0OK OeHHull npesudenma Qbamu cmasus npiopumemom CKOpPOUeHHs BUKUOIB
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gy2neyio 3a paxyHox 8UKOPUCMAHHS 8I0HOBNI08AHOI eHnepeii 3 Memoro 30epedicenHs HA8KOTUUUHbO2O
cepedosuwya 015l MatlOymHix NOKOLiHb, nonimuka aominicmpayii Tpamna nepeddauana 0ocseHeHHs
enepeemuunoi nesanexcnocmi CILIA na ocHosi eukopucmaHHua 6UKONHO20 NAnuéd, OJisl 4020 010
ckacosano bazamo exonoziunux Hopm. Knimamuuna nonimuka Tpamna eusnauanace 3anepedeHHAM
KOHCeHCycy Dinbuocmi UeHUx npo me, wio 3MIiHA KAIMamy CHPUYUHEHA AHMPONO2eHHUM YUHHUKOM
ma mamume Kamacmpo@iumi HACHIOKU, a MAKOXC Npo me, W0 BY2leKUCIUll 2a3 € OCHOBHUM
haxmopom 3minu Kaimamy, a piweHHs, Wo NPUUMATUCL YROBLIbHIOBAIU abO Oenpiopumusyeanu
Kknimamuyni 3axoou. Ilicna nepemoeu oemoxpama [].baiidena, adanmayis ma nom sKuleHHs
HACNIOKI8 2100ANbHOT 3MIHU KAIMAMYy CMAIU OOHUMU 3 OCHOBHUX CKIAOOBUX 1020 308HIUHbOI Mda
BHYMPIUWHLOI NoAiMuKu. A8mMop Noxasye, wo He38axNCaroyu HA pPIi3Hi No2usaou pecnyOnikanyis i
demMoKkpamis wooo yinet ma IHCMPYMeHmie peanizayii KIiMamuyHoi noaimuky Ha HAyiOHANbHOMY
ma pecioHANbHOMY Pi6HI, 00UO8I NONIMUYHI CUU ANEN08AaU 00 3aXUCMY HAYIOHATbHUX iHmepecis
Kpainu.

Kniwouosi cnoea: enobanvui 3minu Kaimamy, KiiMamudti KOMyHIKayii, K1IMamuiua noaimuka,
CLIA.

Introduction. Since the second half of the 20th century, the United States has demonstrated
controversial approaches and intentions to address climate change. On the one hand, the country
played an important role in initiating negotiations on combating greenhouse gas emissions in
accordance with the UN Framework Convention on Climate Change (UNFCCC) of 1992, and on
the other hand, it did not support mandatory "targets and schedules” for greenhouse gas emissions
and financial assistance to low-income countries to reduce their emissions and adapt to climate
change. The analysis of the US climate policy made it possible to distinguish several stages of its
formation, in particular, before 1990, 1992-2009, the climate policy of B. Obama, D. Trump and D.
Biden.

The purpose of the article is to explore the dynamics and main components of climate
policy in the United States from the end of the 20th century to the present.

Literature review. Many researchers have paid attention to the issue of studying climate
policy and, in particular, US climate policy. Among the foreign authors, the works of V. Arroyo, O.
Edenhofer, M. Jacob, J. Gupta, and J. Macdonald should be noted, which emphasize the importance
of prompt implementation of adaptation and mitigation measures at the international and national
levels and the leading role of the United States in regulation of global climate change. Domestic
scientists, in particular, S. Ivanyuta, O. Kolomiets, O. Malinovska, L. Yakushenko, studied the
impact of the consequences of global climate change and the interaction of Ukraine with the leading
actors of international relations, in particular the United States, regarding the achievement of the
goals of the Paris Agreement and Ukraine's climate commitments. In particular, the researchers
emphasized the importance of climate communications of leading countries for the effective
implementation of climate policy. Thus, they notes that “effective communication about climate
change is a key element of public awareness of the environmental challenges of today", "creating a
connection between scientific research and people’s everyday life contributes to the formation of an
environmentally conscious society”, “communication about climate change should be not only
informative, but also motivating in order to attract citizens to action,” and add that “the interaction
between scientists, the government, and the public in the field of climate communications is an
important step in the direction of sustainable development” (Ivanyuta et. al, 2020).

Main results of the research. Climate policy of the USA before 1990. Today, there is no
consensus among researchers about the beginning of the implementation of climate policy in the
United States. Some associate it with the activities of the Sierra Club, an American environmental
organization founded on May 28, 1892 in San Francisco, California by the famous Scottish-
American conservationist John Muir. The Club's activities are traditionally associated with the
progressive movement, it became one of the first organizations for environmental protection in the
world, which is still engaged in lobbying in order to promote environmental policy, including
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sustainable energy, mitigating the consequences of global warming and opposition to the use of
coal.

The beginning of the institutionalization of American climate policy can be considered 1965,
when L. Johnson, in a message to the US Congress, was the first US president to recognize the
danger of increasing CO2 emissions for future generations (The American Presidency Project ,
1965). In November of the same year, the scientific advisory board published a report "Restoring
the quality of the environment”, in which the topic of anthropogenic emissions of carbon dioxide
into the atmosphere took one of the central places (The White House, 1965).

In the 1970s the topic of greenhouse warming of the atmosphere is strengthening in the
political discourse of the United States. In 1978, President D. Carter signed the National Climate
Program Act. The law institutionalized climate policy and gave it an important status, although the
program lacked provisions for measures to limit CO2 emissions or to restrain the activities of the
US oil and gas or coal industries. Richard Nixon was the initiator of many progressive resolutions
and legislative proposals to protect the environment. These include, in particular, the establishment
of the Environmental Protection Agency in 1970, the National Environmental Policy Act, and
revolutionary laws aimed at preventing air and water pollution.

R. Reagan's position on atmospheric warming and global climate change was skeptical. His
policy priorities were overcoming the energy crisis and fighting inflation. Any restrictions on
economic activity from the standpoint of the neoliberalism policy pursued by his administration
were considered unacceptable. At this time, there is a sharp reduction in funding for climate change
research.

The second period of the administration of R. Reagan was marked by a radical change in the
position on global climate change and climate policy. Faced with indisputable evidence of rising
temperatures and moving this problem to the center of international negotiations, the R. Reagan
administration realized that further denial of obvious facts could lead to the marginalization of the
US on the international arena and loss of control over UN decisions. Thus, national interests,
namely: the protection of the interests of big capital, companies that conduct their activities both on
the territory of the United States and abroad, became the decisive factors that determined such a
turn. In 1987, the United States signed the Montreal Protocol for the Protection of the Ozone Layer
and supported the creation of the Intergovernmental Panel on Climate Change (IPCC) at the United
Nations in 1988. In the same year, the Vice President of the J. M. Bush administration at the Paris
Economic Summit acted as the world a leader in environmental protection.

In 1990, amendments to the Clean Air Act were signed, which improved pollution monitoring
processes and created economic incentives for businesses to reduce emissions. During this period,
the US played an important role in holding the "Earth Summit" in Rio de Janeiro in 1992, where the
Framework Convention on Climate Change (UNFCCC) was adopted. The USA agreed to stop GHG
emissions by the year 2000 at the level of 1990, which was recorded in the final version of the UN
Convention (UN, 1992). The President and at the same time the US Senate supported this
convention in its content. At the same time, the Republican administration in the discussions
continued to point out the importance of maintaining a balance between environmental protection
and economic growth, considered it necessary to build a global climate strategy only on the basis of
deepening the scientific understanding of environmental processes, and also demanded the active
participation in the discussed processes of the most populated countries in the world with the largest
percentage of greenhouse gases (primarily India and China).

Climate policy of the USA in 1992-2009. In the period 1992-1997, the United States
participated in the development of a comprehensive international climate agreement that would
define specific goals and obligations of countries to reduce GHG emissions. President B. Clinton
and his Administration were interested in concluding such an agreement. Climate policy became
one of the most important areas of US policy in that period. However, before the start of the
conference of the parties (COP) in Kyoto on December 6, 1997, the US Senate unanimously
adopted the "Byrd-Hagel" resolution (Congress USA, 1997), which obliged the US delegation not to
sign any agreement that does not guarantee simultaneous actions by developing countries (
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primarily China, India, Brazil). Failure to include these states in the list of countries with mandatory
targets was seen as a threat to US global competitiveness. In December 1997, the US delegation
signed the Kyoto Protocol, according to which the US undertakes to reduce the level of GHG
emissions by 7% in the period 2008—2012 compared to the base year 1990 (UN, 1997). President B.
Clinton signed the Kyoto Protocol on November 12, 1998, but did not submit it to Congress for
ratification because he knew it would not be accepted there.

Bush Jr., who was elected in 2001, canceled the Kyoto Protocol and throughout his
administration did not support any legislative or administrative initiatives that required reductions
in greenhouse gas emissions. American researcher M. Lisovsky explains the position of the
American Administration by the fact that before the presidency, J. Bush worked in the oil industry
for 11 years (ArbustoEnergy is a company of the Bush family); US Vice President D. Cheney
served as director of the largest American oil exploration company, Halliburton, and the "war on
terror" that began completely pushed the issue of global climate change off the political agenda
(Lisowski, 2002).

The Bush administration introduced a new energy policy based on the development of the
domestic oil and gas industry in order to reduce the growing dependence of the United States on oil
imports, as well as to transform the country into an important player in the world oil and gas
market. In addition, in 2007, an international economic platform on energy security and climate
change (Major Economies Mettingon Energy Security and Climate Change) was created in order to
find "market” ways to reduce GHG emissions without slowing down economic growth in the
country.

The withdrawal of the United States from the Kyoto Protocol and the reduction of its activity
in the international arena caused the relocation of the center of the fight against global climate
change to the meeting rooms of both houses of the US Congress, to the capitals of federal states and
courts, where lawsuits and complaints of public organizations were considered. In August 2001,
Senators D. McCain and D. Lieberman initiated a bill that provided for the reduction of GHG
emissions in the country by 2010 (Climate Protection Act). Although this bill was not supported, it
received significant support on the ballot in 2003. In 2005, on the initiative of the same Senator D.
McCain, the Upper House passed the "Climate Management and Innovation™ Act, which stimulated
measures to decarbonize the US economy by account of the use of trading quotas for GHG
emissions. It suggested that organizations with high GHG emissions should have emission
allowances and participate in the trading, exchange, write-off or otherwise use of allowances
allowed for trading in accordance with the law.

During this period, "climate” initiatives are also being formed at the level of individual states,
where plans are being developed to reduce GHG emissions in various sectors and specific GHG
reduction goals are being established. Thus, in 2002, California became the first state to pass a law
on strengthening control of CO2 emissions by motor vehicles, according to which only low-
emission vehicles were allowed to operate on the state's territory. In 2010, 15 US states had laws
similar to California’s. At the final stage of the administration of Bush Jr. in the administration, the
"Process of major economies” program was initiated, which was aimed at cooperation with the
UNFCCC for the future development of a new framework agreement on climate change (Benen,
2015).

Climate policy of President B. Obama. Barack Obama's election in November 2008 radically
changed US climate policy. During the election campaign, his team prepared the Climate Action
Plan, which was aimed at reducing carbon dioxide emissions and provided for the preservation of
forests, the promotion of the use of alternative fuels and the expansion of research in the field of
climate change. The plan assumed that on the basis of domestic reforms it would be possible to
form a certain model of transition to the "carbon-free era” for all members of the world community.
The climate policy of President B.Obama envisaged fundamental transformations in the economy,
in particular, the widespread introduction of renewable energy sources, increasing the energy and
resource efficiency of production, expanding carbon trading markets, and reducing dependence on
energy resources from the countries of the Middle East.
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B. Obama's plans were complicated by the global financial crisis, the onset of recession in the
USA and the climate scandal known as "ClimateGate", which occurred on the eve of the UN
international climate conference in Copenhagen (COP-15). At the same time, the US has
strengthened international climate policy, putting pressure on developing countries to commit to
reducing emissions.

Over the course of two presidential terms, the Obama administration has taken quite serious
steps in the field of combating climate change. Thus, on the basis of the executive decree, the
"Clean Energy Plan" was adopted, aimed at improving the efficiency of power plants as the largest
source of greenhouse gas emissions. According to the plan, by 2030, carbon dioxide emissions from
electricity production should be reduced by 32% compared to the level of 2005. (Plumer, 2015)
Stricter standards for automobile emissions were also adopted, which forced engine and fuel
manufacturers to significantly increase their efficiency. The administration constantly increased
pressure on manufacturers of household appliances to raise energy consumption standards, which
was supposed to reduce the level of carbon dioxide emissions by 210 million tons per year. The
state has invested tens of billions of dollars in the development of renewable energy sources and
encouraging businesses to switch to these sources.

The international aspect of the Obama administration was aimed at restoring US global
leadership on climate change. In 2009, the United States launched the "Forum of Major Economies
on Energy and Climate Change" initiative, which was supposed to promote dialogue between
developed and developing countries in the work within the framework of the UNFCCC on a new
treaty on climate change, as well as the implementation of technologies "clean energy"” and other
measures to reduce greenhouse gas emissions. Meetings of the Forum were held during 2015 and
allowed to successfully advance towards a new global climate agreement. Such an agreement was
reached within the framework of the twenty-first conference of the parties (COP 21), which took
place in Paris in December 2015.

In November 2016, the Paris Agreement entered into force. The goal of this agreement is to
prevent the atmosphere from warming by more than 1.5°C by 2100, fully consistent with the plans
of the Presidential Administration to reduce GHG emissions by 32% by 2030. According to the
national contribution presented at the conference of the parties in Marrakesh, the United States
committed reduce greenhouse gas emissions by 80% by 2050 (UNFCCC, 2016).

The presidential decree on "clean energy" (Clean power Act) made it possible to create
synergistic effects between the further economic growth of the American economy and the
achievement of the goals of the Paris Agreement. President Obama's climate achievements include
stopping the construction of the Keystone oil pipeline, raising energy efficiency standards, creating
the world's largest marine protected area, declaring 260 million acres of wilderness as national
parks, which automatically prohibited fossil fuel development, investments in RES and others.
(McCarthy, 2017).

Climate policy of President D. Trump. Radical changes in US climate policy have taken place
since Republican President D. Trump came to power in 2017, who called climate change a "Chinese
hoax™ and considered the Paris Agreement harmful to the US (Sharoykina, 2017). Even during his
election campaign, he promised his voters to cancel the Paris Agreement and increase the country's
fossil fuel production. The problems of global climate change, environmental pollution, and the
disappearance of biological species are, in his opinion, far-fetched and unworthy of attention from
state structures. M. Scher believes that among Trump's advisers there was a difference of opinion
about whether to stay in the agreement or abandon it. Thus, Secretary of Energy R. Perry, Secretary
of State R. Tillerson, as well as presidential adviser D. Kushner wanted the United States to remain
loyal to the agreement, while White House adviser S. Bannon and the then administrator of the
Environmental Protection Agency S. Pruitt insisted on its cancellation (Shear, 2017).

Almost immediately after his election, D. Trump canceled the "Clean Energy Plan™ adopted
by B. Obama, justifying his decision by the need to "revive" the coal industry. However, the plan
could not be fully repealed because it was based on the Clean Air Act, and the Supreme Court in
2007 recognized greenhouse gases as air pollutants. Trump lowered the mandatory annual
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emissions reduction rate for power plants to a minimum bar of 1%, lowered fuel economy standards
for cars from 5% to 1.5% per year, and relaxed rules on the discharge or flaring of methane from oil
and gas extraction on federal lands. He also lifted restrictions on the production and use of fossil
fuels, repealed regulations on emissions of mercury and other toxic substances from power plants,
which were also part of Trump's campaign promises. In addition, bans on oil and gas exploration in
the Arctic National Reserve, Alaska and Utah reserves, and US coastal waters were lifted. Trump
has actively promoted pipeline projects such as Keystone XL, Dakota Access and the construction
of the Marcellus Shale gas pipeline from West Virginia. To deregulate environmental standards, the
Trump administration also used the COVID-19 crisis, for example, the application of environmental
regulations was suspended for companies that cannot comply with them due to the pandemic. The
President also issued a decree on reducing environmental requirements for the planning and
preparation of infrastructure projects to facilitate economic recovery after COVID-19 (EPA, 2020).

D.Trump practically blocked the work of state environmental bodies, in particular the
Environmental Protection Agency (EPA), having carried out a significant reorganization of the
department. During the transitional period of reform, his board was headed by M. Ebell, who
demanded from D.Trump an immediate reduction of more than 50% of all employees of the
department headed by him and cut budget funds (The Independent, 2017 ). Those who headed the
Agency later, S. Pruitt (2017-2018) and E. Wheeler (2018-2021) denied global climate change.

The effectiveness of the Trump administration's restrictive climate measures has not been
high, as it has faced serious legal challenges. Individual states, municipalities, environmental and
health organizations have actively challenged Trump's measures in court. Lawsuits were filed based
on violations of laws on administrative procedures, clean air, clean water, and national
environmental policy. According to the New York University Law School, the Trump administration
has lost 87% of lawsuits on these issues (Institute for Policy Integrity, 2021).

The decision to withdraw from the Paris Agreement had a serious financial component, in
particular, according to ClimateNexus experts, such a decision will weaken the competitiveness of
the United States, because at the end of 2019, the clean energy sector was one of the most
promising sectors of the economy, where almost 3.4 million citizens worked (Climatenexus, 2019).

Despite the US withdrawal from the Paris Agreement, climate change management has
remained a sustainable development priority for many national governments, local governments and
non-governmental organizations, which have continued to develop technical innovation strategies
and implement climate initiatives. From a global perspective, the withdrawal of the United States
reduced the effectiveness of the Paris Agreement, while other signatories continued to make active
efforts to implement its policies and fulfill their obligations. At the same time, the importance of
climate research and interaction with public opinion in order to form public understanding as a
component of global climate change management has increased.

It can be argued that President Trump has had a profound, mostly negative impact on
environmental and climate policy both domestically and internationally. In addition to rolling back
environmental regulations and related policies, Trump has sought to undermine the institutions and
core values underlying environmental and climate protection.

J. Biden's climate policyro. Under the Administration of J.Biden, who assumed the post of
president in 2020, the climate policy changed radically. Yes, the US has officially resumed its
participation in the Paris Agreement, federal agencies have been tasked with reviewing and
repealing all federal restrictions and regulations imposed by the Trump Administration that in one
way or another relate to environmental and climate change issues. On January 27, 2021, J. Biden
announced the creation of the Climate Policy Office under the Presidential Administration, which
was given broad powers and functions, in particular, coordination of the domestic climate policy
development process; advising the president on these issues; ensuring compliance of decisions and
programs of domestic climate policy with the goals declared by the president and their effective
achievement; control of the execution of the president's internal agenda in the field of climate

policy.
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The new climate commitments of the USA have become, in particular, the reduction of
greenhouse gas emissions by 50% below the level of 2005 by 2030, the generation of 100% clean
electricity by 2035, and the achievement of climate neutrality of the state by 2050 (The White
House, 2021a ).

At the Global Climate Summit in April 2021, the US unveiled its updated climate finance
plan, which is determined at the national level by a country's contribution to the Paris Agreement. In
November 2021, at the climate summit in Glasgow (Great Britain), the United States announced its
intention to once again become an international leader in the fight against global climate change. In
his speech from the podium of the climate summit, Biden said that “climate change is an existential
threat to the existence of humanity as it is now. Every day that we delay, the price of inaction
increases” (The White House, 2022).

Climate reforms of the J. Biden administration are expressed primarily in the form of
investment programs within the framework of economic policy. In November 2021, J. Biden signed
the "infrastructure™ law, which provides funding in the amount of 7.5 billion US dollars for the
renewal of infrastructure, railways, bridges, urban buildings, residential buildings, the development
of electric mobility and green transportation, the improvement of the water supply system and the
protection of the public from the effects of climate change, etc. (The White House , 2021b). The
total volume of planned investments will amount to about 1.2 trillion dollars.

In August 2022, J. Biden signed the Inflation Reduction Act, which radically changed US
climate policy. According to the law, approximately $370 billion was directed to energy security
and climate measures to accelerate the reduction of greenhouse gas emissions. According to Jason
Bordoff, director of the Center for Global Energy Policy at Columbia University, "this is the most
significant federal investment in combating climate change in US history" (IMF, 2022). The bill
would also force oil and gas companies to pay $1,500 a ton to fix excessive methane leaks, and
repeal President Donald Trump's 10-year moratorium on offshore wind leases. And in December
2022, the Biden administration announced the allocation of another $3.7 billion to start the US
decarbonization industry, which includes programs that will stimulate the commercialization of
technologies to remove outdated carbon pollution (DOE, 2022).

It should be noted that the climate policy of the USA during the presidency of J. Biden is
correlated with the declared foreign policy priorities of the country. Thus, during the COP27 world
climate summit held in Sharm el-Sheikh, Egypt, in November 2022, Joe Biden announced the
allocation of $100 million for adaptation programs, namely early warning systems in Africa, food
security and the creation of Egypt of a new training center that will train specialists in the transition
to renewable energy sources for the entire African continent (RadioSvoboda, 2022).

An important direction in the implementation of the state climate policy was cooperation with
China, together with which the USA agreed to take on new obligations to reduce greenhouse gas
emissions. As part of the implementation of the reached political agreements, it is planned to carry
out various climate communications, in particular, the restart of seminars on energy policy,
strategies, technologies and broader climate measures. China suspended such exchanges when it cut
diplomatic ties with the US after then-House Speaker Nancy Pelosi visited Taiwan in August 2022.

At the same time, despite radical changes in approaches at the highest level of the country's
leadership, the Climate Action Tracker at the end of 2023 assessed the general climate policy of the
United States as "Insufficient" (TheClimateActionTracker, 2023) due to the fact that it does not yet
meet the global goal of limiting the global increase limit temperature by 1.5°C by 2030.

Conclusion. Analysis of the dynamics of US climate policy since the end of the 20th century
showed that climate decisions are characterized by dependence on party ideology, when the
decisions of Republican presidents contradict the decisions of Democratic presidents. As a rule,
under democratic presidents (B.Clinton, B.Obama, D.Biden) more attention was paid to climate
policy, and under republican ones (R.Reagan, D.Bush Sr., D.Bush Jr., D.Trump) - less, or as under
Trump - global climate change was denied. Given that climate policy decisions are formalized in
the form of presidential decrees, they can be overturned by the next president. Therefore, J. Biden's
active modern climate policy may be canceled by a potential next Republican president. The
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specifics of US climate policy also include the role of individual states, which declare their
commitment to high global goals and conduct their own climate policy in parallel with the federal
government.
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Abstract. In this article, China's practices in international trade, human rights, territorial
disputes, and information technologies, are analyzed. The author emphasizes that China is ready to
challenge international law when it conflicts with its interests. The article also highlights that
China does not recognize the obligation to implement decisions of international courts and its
national institutions refrain from engaging in human rights protection. The following methods were
employed in the course of this research: systemic, comparative legal, historical and legal, structural
and functional, and generalization. The author researches China's interest in the stability of rules of
international law and its ability to interpret them freely, including in relation to the Russian-
Ukrainian war. It was found that China is interested in applying existing international law rather
than creating specific new norms, which aligns with its stance on sovereignty and non-interference.
Special attention is paid to China's strategic approach to international law, balancing between
adherence and reinterpretation to align with national interests.

Key words: international law China, human rights China, russian war China.

Anomauia. V yiti cmammi ananizyemocs MisicHapoOHo-npasosa npakmuxa Kumato 6 cghepax
MIJICHAPOOHOI  mopeieni, npas JOOUHU, MePUMOPIAIbHUX CYNEpedoK ma IiHGopMayitiHux
mexnono2iu. Aemop Haconowye, wo Kumati comosuii Kunymu 8UKIUK MIZCHAPOOHOMY Npasy, KOau
B0HO cynepeyumsv 1020 iHmepecam. Y cmammi makodc Hazonroulyemvcs, wo Kumaii ne eusnae
30008'93aHHA  BUKOHYBAMU  DIUEHHS MIJCHAPOOHUX CYOI8, @ U020 HAYIOHANbHI OpeaHu
VMPUMYIOMbCL 810 3aXucmy npas aoounu. Y xo0i 00Cai0NceH s BUKOPUCTIOBY BANUCS MAKT MeMOOU.:
cucmemMHull, NOPIBHANLHO-NPABOBUL,  ICIOPUKO-NPABOBULL,  CIMPYKMYPHO-PYHKYIOHANIbHUL  ma
y3azanvHenHs. Aemop oocnioxcye 3ayixasneHicms Kumaro y cmanocmi HOpM MIHCHAPOOHO2O
npaea, sK i y CBOIU MONCIUBOCMI BIIbHO20 IX MIYMAYEHHA, Y MOMY YUCTL I CMOCOBHO POCIUCHKO-
VKpaincobkoi eiunu. byno eusaeneno, wo Kumaii 3ayikaénenuii y 3acmocy8aHHi YUHHUX HOPM
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MIJDICHAPOOHO20 Npasa, a He 8 CMBOPEHHI KOHKPEMHUX HOBUX HOPM, WO Y3200)CYEMbCA 3 1020
nosuyiero w000 cyeepenimemy ma npuHyuny neempyuanusa. QOcobrugy yeazy npuoineHo
cmpameziunomy nioxody Kumaio 00 midicHapoOHo2o npasa, wo OANanHcye midc OOMPUMAHHAM |
BN1ACHUM MAYMAYEHHAM HOPM OISl Y3200H4CEHHS 3 HAYIOHATbHUMU IHMeEpPecami.

Knrouosi cnosa: misxxnapoone npaso Kumaii, npasa nroounu Kumaii, pociiicoxa sitina Kumati

Introduction. The beginning of the 21st century for China is interesting in terms of hopes
placed on such a big and powerful country: "China will play a more active role, namely upholding
the sound rules and order under the current system, reform the unsound ones, and advocate and
participate in the formulation of new rules and orders” (Jisi, 2008). As it was a period when the
international financial crisis China strengthened the importance of China for the world economy
and raised the question whether China will replace the United States as a world leader. Even the
Uyghur genocide wouldn’t change the preceding experts’ evaluations that the country “gradually
adapts to the existing international political and economic order” (Jisi, 2008).

As a global leader in the high-technologies, China radically transformed world trade, making
many countries, including the developed ones, economically dependent on it. Not so long ago the
EU leaders anxiously called for the need to restore local production, as supply chains from China
were suspended during the pandemic. China is currently the largest creditor to African countries,
with 60% of loans secured by collateral that, in some cases, has already been foreclosed (Subacci,
2021).

However, hopes for China are presently undermined by the following questions (Williams,
2020):

ewill China be able to solve the problems of economic growth, which have already led to
high levels of unemployment and uncertainty in the real estate market and promise to worsen in
light of deteriorating relations with the United States;

e what role will China play in international development as its “Belt and Road initiative”, with
a target completion date of 2049, appears to have come to an end?;

ewill China comply the principles of international law, or will it solely considering its own
interests, with, for example, using proxy powers such as Russia and Iran?

These questions can be answered with the doctrinally within the concept of China being able
to challenge international law “when it infringes upon its interests” (Allison, 2016). The relevant
question is that a researcher or politician in Ukraine correctly understands and interprets China's
interests in relation to our country. Otherwise we would live in an unknown world for a long time:
"We do not understand why China would help Russia" (Danilov, 2023), while Chinese satellites
would supply Russia with more ammunition than our allies supply to us.

Therein lies the purpose of this research - answering the third of the aforementioned
questions. To say the least, the answer to this question is one of the key factors for understanding
the future form of world order, which exists according to the principles of international law, formed
after the Second World War — the principles which continuously been ignored by Russia, the largest
country in the world.

The role of China in the regulation of international trade. China is currently an active
member in major international organizations: it is a permanent member of the UN Security Council,
WTO, IMF, etc. China is a signatory to hundreds and thousands of multilateral and bilateral treaties
on issues ranging from arms control to environmental protection. The Chinese authorities are
making significant efforts to create an image of a country that follows the principles of international
law.

The most prominent example in this aspect is international trade. China has been a member of
the WTO since 2001, and since that time the government has made a wide range of commitments to
liberalize the economy and bring it into line with the market economy and act as a “leading
advocate of globalization and open trade.” (Xi Jinping, 2017). However, most of the planned
reforms are currently unfulfilled, and such leading members of the WTO as the USA, the EU and
Japan believe that the Chinese practice of subsidizing some of its industries generally "distort trade"
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(Brunsden, 2020). At the same time, China is effectively using the Dispute Settlement Body (DSB)
"to channel trade tensions" (Zeng, 2013), by simulating reforms and thereby circumventing WTO
rules, or by delaying hearings to such an extent that DSB decisions, which do not have a retroactive
effect, will no longer be able to correct the "distortions caused by Chinese trade practices”. (Wu,
2014). This mostly applies to such apects of the WTO as access to the Chinese market by foreign
companies, protection of intellectual property, industrial subsidies, regulatory transparency,
enforcement of competition legislation and other non-tariff barriers.

Being interested in strengthening the role of the WTO in international trade, China supports to
reform the organization whilst preserving the “core values of the multilateral trading system such as
non-discrimination and openness, safeguards for the development interests of developing Members
(China also recognizes itself as having this status), and decision-making by consensus”. For China,
it is important to have an effective dispute settlement mechanism as it is "critical for existing WTO
agreements to remain meaningful, and for the negotiation of new agreements,” considering
confronting the United States. (Hoekman, 2022).

Therefore, China aims to preserve the existing order in international trade while protecting its
rights and exploring possibilities of reforming them to support its own economic development.
However, the success in this field largely depends on China's cooperation with the USA and the EU,
which in turn has numerous problems.

Territorial disputes. China has ratified the UN Convention on the Law of the Sea
(UNCLOS), which means, among other things, compliance with the existing mechanisms of dispute
resolution. And China has enough disputes to start a " little victorious war” (Plevet, 1904), and
more than one: with neighboring countries on sovereignty over various parts of the East China and
South China Seas, as well as related disputes on rights and jurisdiction over surrounding waters,
claims of sovereignty over Taiwan, etc. China's approach to resolving these disputes is found by
some scholars to be a strategy of "using and abusing international law to achieve strategic goals."
(Cronin, 2020), as examples serve territorial disputes with Vietnam and the Philippines, in which
Chinese lawyers exploited loopholes in maritime law and challenged the jurisdiction of the courts.

China has offered its own interpretation of the law of the sea, suggesting giving coastal
countries not only control over the "exclusive economic zone" (EEZ, up to 200 nautical miles of
ocean resources and seabed), but also the right to regulate the activities of foreign warships in the
waters surrounding the objects around islands. This would allow China to exclude foreign navies
from the post-Soviet, which in turn contradicts the position of the US and the vast majority of other
countries. (O’Rourke, 2013). At the same time, China insists that its fleet (which is being
intensively developed) has the right to move freely in the EEZs of other countries that have not
prohibited such military movements in their zones.

In general, China recognizes the decisive function of law in regulating international disputes
and seeks to justify its actions with legal arguments, but it also promotes its own legal
interpretations that differ from those of its neighbors, aiming, among other things, to militarize the
region.

Human rights. China has acceded to a number of human rights conventions, including:

e Convention Against Torture and Other Cruel, Inhuman or Degrading Treatment or
Punishment;

e International Covenant on Economic, Social and Cultural Rights;

e Convention on the Prevention and Punishment of the Crime of Genocide.

However, China does not recognize the obligation to implement the decisions of international
courts on human rights violations, and any international supervision of the observance of human
rights is limited to "periodic reviews" of treaty bodies. (Reinsberg, 2020). National institutions also
do not engage in human rights protection, especially in areas that are politically sensitive for the
Chinese state (Reinsberg, 2020): population control, illegal detention, forced labor, including child
labor, violations of freedom of religion, media and Internet censorship.
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The most egregious example of human rights violations in China are the crimes against
Uyghurs and other Turkic Muslims, and for their mass and regularity they may fall under the
definition of "genocide” (UN Human Rights Office report on Xinjiang, 2022):

e False imprisonment: creating internment camps where prisoners are tortured and abused;

e Forced labor: ethnic minorities are subjected to forced labor in labor camps under the guise
of "fighting poverty";

e Sexual violence and sterilization: using coercive measures to drastically reduce the birth rate
of Uyghurs.

The Chinese authorities strictly denied accusations of genocide of national minorities and
reacted rather irritatedly to the report of the United Nations High Commissioner for Human Rights
on human rights violations in the Chinese region of Xinjiang.

Other violations of human rights in China include:

e repression in Tibet (which, along with Taiwan, is a problem area for China)) and in other
areas of China;

e restriction of free expression of freedom of thought, conscience and religion;

e persecution of dissidents and human rights defenders;

e violation of labor rights, etc.

In response to accusations from the international community about human rights violations,
Beijing in public statements emphasizes special circumstances that are the basis for certain
departures from international law, namely “the sovereign independence of each country; the
differing economic circumstances, values, traditions, and priorities of different countries; and the
relativity of various human rights, as though the PRC had not adhered to any binding multilateral
arrangements calling for compliance with prescribed universal standards”. (Cohen, 2019) There are
speculations that China is even "exporting™ its human rights abusing practices to countries which
receive Chinese investment, or through the Belt and Road infrastructure project. (Faiz, 2019).

As an example, although not entirely relevant, of such an "export” may serve the adoption in
2020 of the law on the protection of national security in the Hong Kong Special Administrative
Region. Under this law, the Chinese authorities were given broad powers to fight political crimes,
and of course they used them to pursue protesters and dissidents, including writers and actors.
According to the Sino-British Treaty of 1997, Hong Kong was supposed to stay under the concept
of "one country, two systems" and maintain its own system of administration, judiciary, economy
(except for international relations and defense) for 50 years after the handover. China justified its
actions with considerations of national security, thus justifying the non-compliance with
international law; " Beijing’s actions, however awful, can be self-servingly construed as lawful."
(Williams, 2020)

Thus, despite the fact that China has adopted the norms of international human rights law into
its national legislation, "these new domestic rules frequently prove difficult to enforce and are
sometimes even illusory in practice”. (Cohen, 2019)

Information Technology. While cyberspace is not sufficiently regulated by international law,
China actively participates in discussions regarding the development of new norms or the use of
existing ones:

¢ Group of Governmental Experts on Advancing Responsible State Behavior in Cyberspace in
the Context of International Security (Cyber GGE);

e Open-ended Working Group on Developments in the Field of Information and
Telecommunications in the Context of International Security (OEWG);

e Group of Governmental Experts on Lethal Autonomous Weapons Systems (LAWS GGE).

In general, China's position on the regulation of cyberspace can be described as follows:
China proposes to conduct research on how the current norms of international law can be applied in
information technology, but without creating specific norms in specific areas. Also, China has
repeatedly stated the need to respect sovereignty and the policy of non-interference, which means
the disinterest in existence of uniform norms in this field. (Group of Governmental Experts Report,
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2013). This position correlates with China's reluctance to approve basic norms for the protection of
intellectual property, and the control of state authorities over hacker groups in the country.

As for participation in the UN Group of Governmental Experts on Lethal Autonomous
Weapons Systems, it means... drones, which are actively used by both sides in the Russian-
Ukrainian war. And will be used in others...

Conclusions. China is interested in the stability of the norms of international law, as this
contributes to the country's global expansion, the ultimate goal of which may be strategic
dominance in the world. Likewise, China is interested in its ability to freely interpret the norms of
international law, as it helps to achieve tactical goals.

For Ukraine, this means that China will declare neutrality and commitment to peace, while at
the same time trying to weaken the position of the US as a world leader, without entering into direct
conflict with them. Therefore, covert military aid to Russia will continue, primarily with dual-use
products and consumables (ammunition, medicine, food, spare parts).
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Abstract. The purpose of this research is to analyse the concept of wagfs, special religious
endowments, under Islamic law through a comparison with traditional English common law trusts.
We would explore the doctrinal peculiarities of both instruments, such as the purpose of
endowment, the status of trustees and mutawallis, inalienability of property and the perpetuity rule.
In particular, this research focuses on the role the wagfs can play as investment vehicles, and the
structural and doctrinal challenges they face. This paper posits that a cash waqf can be organized
in a way similar to private equity funds and play essentially the same role while being compliant
with the letter of Islamic law. In the age of periodic economic crises, waqfs, at least conceptually,
can be a very powerful instrument of social justice and an ethically compliant way of investing and
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Anomauin. Memor Oocniddcenns € aHaniz KoHyenyii 6axkghis, cneyianvbHux penieitiHux
¢onois, saxi ditoms 32i0HO 3 ICIAMCOKUM NPABOM, Uepe3 NOPIBHAHHS 3 MPAOUYIUHUMU MPACTNAMU 8
aueniticekomy  3azanvHomy  npasi. Ilpoananizoeano  0okmpuuanvui — ocobausocmi 000X
iHcmpymenmis, maxi sk mema ooy, cmamyc 008IpeHux ocio i Mymasaii, HeBiOYYHCYBAHICMb
81ACHOCMI Ma Npasuno Oe3cmpokoeocmi. 3ocepeddceHo y8azy HA poui, AKY 6aK@U MONCYymb
gidiepasamu SIK MeXaHizmMu IHBECMYBAHHA, A MAKONC HA CMPYKMYPHUX [ OOKMPUHATbHUX
npobnemax, 3 AKUMU 6OHU CMUKAIOMbCA. Bcemanoeneno, wo epowosuii eakg moodce Oymu
0peaniz06anuli N0OiOHO 00 (hOHOI6 NpusaMHO20 Kanimaty ma gidicpasamu, no Cymi, my camy po.b,
00MPUMYIOUUCL OYKBU ICIAMCbKO20 Nnpasd. B enoxy nepioouyHux eKoHOMIYHUX Kpu3 6axgu,
NPUHAUMHI  KOHYENMyalbHO, MOXCYmb Oymu 0ydce NOMYHCHUM ITHCMPYMEHMOM COYIaNbHOL
CNpaseoIu8ocmi ma emuyHUM CnoCOOOM iH8eCMY8AHHS MA 8e0eHHs Di3HeC) .

Knrwuoei cnosa: eaxg, mpacm, icramcvke npaso, aHlilicbKe 3a2aibHe NPAso, ICIAMCbKe
Qinancysanns.
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Introduction. A wagf refers to a religious endowment, a voluntary and generally irrevocable
dedication of one’s wealth or a portion of it to Islamically-compliant projects and pious purposes.
(Abbasi, 2012). The system of waqgfs is one of the pillars of Islamic civilization, combining features
of a philanthropy and a social service agency (Sait, 2005). Landowners were incentivized to create
wagfs, which were administered according to a set of juristic rules outside of the official state
bureaucracy and, sometimes, were even competitors of secular rulers and state authorities.

Wagfs played a key role in the development of Islamic jurisprudence and theology by
supporting jurists, who relied on them to finance their institutions (Van Leeuwen, 1999). From an
economic perspective, waqf can be regarded as a type of savings-investment mechanism where
funds are diverted from consumption and invested in productive assets that provide revenue. In the
absence of a contemporary centralized state, waqfs were used to finance education, healthcare and
social services, effectively performing the functions attributed to the contemporary welfare state.
The waqf system can contribute significantly towards that ultimate goal of some modern
economists: achieving massive reduction in government expenditures. Waqfs also contributed to
better distribution of income in the economy, preventing the rich from accumulating too much
wealth and excluding it from economic cycles. The waqf system provided jobs for a significant
portion of the population. For instance, in Turkey 8.23% of the population was employed in the
wagf system at the turn of the twentieth century and 12.68% in 1931. However, this figure fell to
0.76% by the 1990s, whereas at the same time the Western equivalents of waqfs — trusts and
foundations — accounted for 13% of newly added jobs in France, Germany and the United States
(Cizakga, 2000). This dramatic decline in the role of the waqgf in Islamic societies can be explained
by massive nationalizations of waqgfs in the twentieth century by state authorities, who challenged
their legal validity, and system’s increasing inefficiency and inability to adjust to modern economic
reality.

Western acquaintance with the waqfs dates back to the Middle Ages. Arguably, they may have
even influenced the emergence of trusts in England. During the colonial era, Western countries had
to deal with the legal status of waqfs created by their Muslim subjects. For instance, British colonial
administration in India promulgated the Mussulman Wakf Validating Act, referring to a waqf as “the
permanent dedication by a person professing the Mussulman faith of any property for any purpose
recognized by the Mussulman law as religious, pious, or charitable” (Harasani, 2015). Although
the decline of waqgfs in the twentieth century was a painful blow, the interest in Islamically-
compliant financial instruments is sharply increasing. Muslim investors would like to pursue
investment opportunities in Western countries using wealth-planning structures that are complaint
with Islamic law. This segment of the market becomes increasingly important as more banks
provide Shari’a friendly instruments.

The purpose of research is to analyse the concept of waqgfs in Islamic law, its doctrinal
limitations and challenges and prospects of becoming a contemporary financial vehicle.

Literature review. In outlining the doctrinal peculiarities and limitations of waqgfs and trusts
it is worth mentioning the contributions of Murat Cizak¢a on the history of philanthropic
foundations in the Islamic world and, in particular, in the Ottoman empire (Cizak¢a, 2000). The
book by Haider Ala Hamoudi & Mark Cammack, Islamic Law in Modern Courts, was particularly
useful to explore various issues of Islamic law and analyse the relevant court practice from many
Islamic jurisdictions (Hamoudi & Cammack, 2018). We would also mention the works of Timur
Kuran, Hamid Harasani and Henry Cattan, which explore the limitations of the waqgf system and
attempts to reform private waqfs (Kuran, 2001; Harasani, 2015; Cattan, 1955). The works of
Simon Gardner, Jeffrey Schoenblum and Monica Gaudiosi were very useful to guide us on key
features of trusts and identify the key points of comparison with waqgfs (Gardner, 2011;
Schoenblum, 1999; Gaudiosi, 1988). We also focused on extensive case law of the English courts
dedicated to various trust issues.
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Main results of the research. The Concept of Wagf under Classical Islamic Law

a. Origin and Nature

The English words “trust” or “endowment” do not fully reflect the meaning of a waqf. The
name “waqf” derives from an Arabic verb “waqafa”, which means “to cause a thing to stop” and “to
stand still”. The word “habs” is also used as a synonym for a waqf, primarily in North Africa. It
derives from the verb “to prevent” or “to imprison.” According to a hadith, the close companion of
the Prophet and eventual second caliph, Umar ibn Al-Khattab, was granted land in an oasis town
180 kilometres north of Madinah and asked Prophet Muhammed what he should do with it. The
Prophet responded: “If you wish, you can imprison its capital and designate its benefit to charity”.
The linguistics emphasizes that by creating a waqf the owner ends all legal ownership rights in the
endowed property.

Waqfs are not specifically mentioned in the Qur’an. However, they are implicit in the verse:
“by no means shall you attain to righteousness until you spend (benevolently) out of what you love;
and whatever thing you spend, Allah surely knows it.” (Shakir, 2011) The concept of wealth re-
distribution is strongly emphasized in Qur’an (2:215, 2:264, 2:270, 2:280): “Abu Hurairah reported
Allah’s messenger as saying: When a man dies, all his acts come to an end, but three: recurring
charity, or knowledge (by which people benefit), or a pious offspring, who prays for him.” (Muslim,
1992). There is evidence that Umar endowed his land in Khaibar and allocated its usufruct to his
offspring under the Prophet’s advice. Imam Shafi’i also endowed his house in Fustat to his
offspring. (Gil, 1998).

While these are the origins of the waqf and their justification in Islamic law, it is very
probable that the formation of classical waqgfs and the elaborate rules surrounding them were
influenced by pre-Islamic Arabic customary law, as well as Roman, Byzantine and Mesopotamian
traditions. Sasanid law influence is also named as one of the most likely sources (Arjomand, 1998).

Interestingly, the institution of waqf was initially objected to by Islamic jurists as entrustment
of the endowed property to one’s offspring could violate the basic principles of the Qur’anic
inheritance law, which promulgates a fixed distribution of property among all the inheritors. French
orientalists have thus argued that the family waqfs originated in the reaction of the Arabs to the
Islamic law of inheritance, which aimed at improving the position of women in the society. Another
explanation is that waqfs were used to protect the family property from arbitrary confiscations by
the rulers because in legal terms the property is immune form sale and seizure.

One way or another, the importance of waqfs for the Muslim community over time has been
enormous. It grew to a staggering size, amounting to about one third of the land of the Islamic
Ottoman Empire and a substantial part of Muslim lands elsewhere. Wherever there was an
established Muslim community, one was likely to find a wagf.

A traditional waqgf functions as follows: a founder (grantor) who has accumulated wealth
endows it for a specific pious purpose (Ziadeh, 1985). The amount of wealth endowed (corpus), the
purpose of the endowment and the structure of management are clearly laid out in a deed of
endowment. The deed is registered with the relevant state authorities. By and large, waqf is
considered to be irrevocable and the deed of wagf renders the property inalienable.

As stated before, there are two principal types of wagfs: a charitable waqf (wagf khayri),
created for a specific charitable purpose and a family waqf (wagf thurri or ahli). This idea stems
from the hadith, where Prophet said, “Giving money to the poor is charity, and giving money to
your relatives counts as two acts of charity”. In addition, a combined waqf (waqf mushtarak) was
designed to simultaneously act both as a charitable and private waqf. It was not uncommon that
income generating and resource consuming waqfs were combined, such that the grantor might
create a waqf of a date farm and a mosque, with the revenues generated from the date farm used to
fund the expenses of maintaining the mosque. The management of the waqf is vested in a trustee
(mutawallis), who may be the founders themselves during their lifetime.

b. Formalities

A valid wagf must satisfy five conditions. First, the object of the waqf must be a quantifiable
property capable of being sold. The object must be able to generate profit and exist in perpetuity.
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There may be an exception from this rule permitting a waqf of extinguishable objects of value, such
as books, jewellery, arms and even shares of joint-stock companies. The Indian Waqgf Validating Act
of 1913 expressly permitted to endow “any property, including beneficial interests, promissory
notes and securities”. The Allahabad High Court in India ruled that a moveable property can be
independently dedicated in a waqf (Abu Sayid Khan v. Bakar Ali, 24 All. 190). On the contrary,
wife’s dower and right of claims against borrowers are regarded as future property and cannot be
endowed in a waqf. Moreover, undivided share in joint property (musha) can be endowed without
separating it from the rest of the property. Second, a wagf must be established for a pious purpose
(‘Ala birr), meaning anything that is good and pleases God. As noted above, giving to your family
is considered a charitable act. Third, the objects of a waqf must be certain. Thus, creating a waqgf
with respect to a future object is not permissible. For instance, this requirement prevents founders
from creating a wagf for the benefit of their unborn children. However, the perpetuity of the waqf
will permit the unborn grandchildren of the settlor to enjoy its benefits. Fourth, a valid wagf is
immediate unconditional, perpetual, inalienable, and irrevocable. The only condition that may be
permitted is that the waqf may be created upon the waqif’s (settlor’s) death (Kuran, 2001). In that
case, the waqf shall not exceed one third of the deceased person’s estate and shall not be created for
the benefit of Qur’anic heirs, in accordance with Islamic inheritance laws. Fifth, to create a valid
wagf founders must have legal capacity to dispose of their property, namely they must be of sound
age and mind (mukallaf), and of sound management of their property (rashid).

The deed of a waqgf can be in oral or written form. Certain actions can also constitute a deed
of a waqf. For example, the designation of land as a graveyard may be evidence of the existence of
a wagf. The wealth endowed in a waqf conceptually becomes God’s property. The revenue from the
wagf (usufruct) may be spent for a charitable purpose (wagf khayri) or to support founder’s family
(wagf ahli) as the founder may decide. Part of the proceedings may be added to the corpus and
reinvested to accumulate more revenue next year. The founder may specify a beneficiary of a waqf
or a group of beneficiaries. For instance, a wagf intended to feed the poor will need to specify what
class of individuals qualify to receive funds. In the case of a family waqf, specific family members
and their offsprings must be named together with the shares they are entitled to.

C. Founders and Administrators of Waqfs

Historically, the absolute majority of waqfs were created by private individuals; only around
2% were founded by sultans and princes. The data show that in the Ottoman Empire the number of
wagqfs established by women varies from 20% in Edirne to at least 40% in Istanbul and Aleppo. In
terms of the social class of the founders, 43% were ordinary citizens and 57% were members of the
elite. Both categories tended to establish medium size waqgfs with large wagfs accounting for 1-5%
of the total number.

Even though by establishing a waqf founders transferred their ownership to God, they could
retain certain powers. The founders can expand or reduce the share of a beneficiary, if it is
stipulated in the deed of a waqf. Under Hanafi rules, they can change the conditions of the waqf
deed and convert the charity wagf into a family waqf and vice versa. They can also assign priorities
to different beneficiaries and manage the operations of the waqf. The Hanafi rule gives the founder
an absolute right to nominate additional beneficiaries and deprive existing beneficiaries of their
privilege. On the other hand, Hanbali and Shafi’i are of the opinion that this right is a limited one.
Finally, the founder may be permitted to sell or exchange the endowed property for cash under
certain, limited conditions, that will be discussed in chapter two (Anna & Mohamed, 2015).

Some of these rights do not arise automatically and the best way for the founders to claim
them is to specifically reserve such a right in the deed of a waqf. However, if the right to sell the
wagf property or exchange it is not specifically provided for, the judge can grant such a right later if
the party demonstrates that the wagf is not generating enough income or operates inefficiently.

Importantly, the founders must own the property they wish to endow (mulk). A wagf could not
be created on “amiri land, which belonged to the ruler where a private person only had a right to use
the land. The presumption under Islamic law is that beneficiaries do not have proprietary rights
unless specifically granted by the founder. On the contrary, in common law (Saunders v. Vautier
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(1841) 4 Beav 115), the presumption is different: the power to create a trust “should not be used to
allow owners to control their beneficiaries when they are fully competent” (Penner, 2010).

The endowed property is administered by a trustee. Under Islamic law, the wagf administrator
(mutawalli) and the judge (gadi) share the administrative powers. Mutawallis are tasked with the
day-to-day management of a wagf. They do not own legal title in the endowed property. Qadi can
have power to authorize the sale or exchange the property or settle disputes between beneficiaries.
If the founder fails to select a trustee, the gadi may do that (Hamoudi & Cammack, 2018).

Common Law Trusts and Wagfs: Points of Comparison

Common law trusts, used by Medieval English crusaders to guarantee their families’
inheritance rights, have many similarities with classical Islamic wagfs. In both systems, corpus is
endowed, and the usufruct is appropriated for the benefits of specific individuals or for a general
charitable purpose, perpetual estates can be created, and the law of inheritance can be disregarded
by the will of the founder.

Gaudiosi even states that the Statute of the Merton College, Oxford, founded in 1264, “could
surely be accepted as a wagqf instrument if written in Arabic”. She points that the idea of a trust was
borrowed by Franciscan monks or Templars in the Middle East and transplanted to England, thus,
rejecting the Roman and Salian Frankish theories of trust genesis. In particular, she claims that
Roman fideicommissum, often alleged to be the source of trusts, was purely testamentary, while the
English uses were not created by will (Gaudiosi, 1988). Cattan further argues that there is no
evidence that appropriating the usufruct to varying and successive beneficiaries existed prior to
Islam (Cattan, 1955).

Wagqfs and trusts are, nevertheless, conceptually and practically different in some key areas,
most importantly with respect to the concept of ownership and perpetuity requirements (table 1).

Table 1
Comparison of wagfs and trusts

Issue Wagqf Trust

Purpose Generally charitable and has | No religious motive needed
religious motive

Beneficiaries Founder may be the beneficiary | Founder may be the beneficiary
(only under Hanafi law)

Obijective Benefit of mankind Any lawful objective

Ownership of property Property vests in God Property vests in the trustee

Status of trustee Mutawalli only a manager Trustee has larger powers

Termination Perpetual, cannot be terminated | Need not be permanent. Can be
under any circumstances terminated a stipulated in the

trust deed

Revocability Irrevocable Revocable

Corpus Corpus is immobilised Corpus is immobilised

Usufruct Usufruct is used for the benefit | Usufruct is used for the
of mankind objective stated in the deed

We will explore these differences in detail, in particular focusing on the purpose of the
endowment, the status of the trustees, inalienability of property and perpetuity requirements.

a. Purpose of Endowment

Unlike trusts, waqfs can be created only for pious purposes, which encompass both charity
and support of one’s family. On the contrary, in English law, providing for one’s family is not an act
of charity (Re Compton (1945) Ch 123; Oppenheim v. Tobacco Securities Trust Co Ltd (1951) AC
297). The purpose of the waqf is strictly defined in the deed of waqgf and usually there is no need to
leave the determination to the courts. Trust law is based on the concept of ¢y prés, which permits
judicial determination of a particular purpose to which the trust funds shall be applied. However, the
tendency is that the purpose of the trust must be strictly defined as well (Knight v. Knight (1840) 3
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Beav 148). The founders have the burden to demonstrate that they intended to create a trust as
opposed to entering into a contract or making a gift. The purpose cannot be conditional upon
discrimination or limit of beneficiaries’ right to dispose of their proprietary rights (the rule against
inalienability) (Re Tucks ST (1978) Ch 49).

Islamic law develops three categories of permissiveness, as opposed to pious acts that are
either recommended or obligatory. These are permissible purposes (mubah), repugnant purposes
(makruh) and prohibited (haram) purposes. All schools would not allow waqfs for makruh and
haram purposes, just as the Hanbali school would not also permit creating waqgfs for all mubah
purposes. For example, teaching poetry is permissible, but it is not a pious purpose.

b. Mutawallis and Trustees

Trustees’ duties and responsibilities are defined in the trust agreement, which confers upon
them the power to sell and reinvest the object of the trust. They have a positive statutory duty to
“use the assets of the trust to generate revenue” (Wragg (1919) 2 Ch 58). Depending on the type of
the trust, certain kinds of investments may be prohibited. For instance, the English courts upheld the
provision of the trust deed that the trust’s assets may not be invested in weapons, gambling, tobacco
and newspapers (Harris v. Church Commissioners of England (1992) 1 WLR 1241).

A trustee acts as an agent of the trust and has fiduciary duties of honesty and good faith to act
in the best interests of the trust and its beneficiaries. The standard of care means that a trustee must
act as “an ordinary prudent man of business” (Speight v. Gaunt (1883) 22 Ch D 727). Trustees
cannot buy the trusted assets or use them or any confidential information to maximize their own
profits (self-dealing rule) (Holder v. Holder (1968) Ch 353). The remedy of a beneficiary is a
constructive trust over all assets earned in violation of the self-dealing rule.

There is a presumption that trustees act in good faith (A.G. V. Earl of Stamford (1843) 1 Ph.)
(Picarda, 1977). Trustees will be liable if the damage is caused by their own fraudulent actions,
failure to follow the requirements of the trust agreement or prohibited investments (Armitage V.
Nurse (1998) Ch 241). A trustee possesses legal title in the trusted property, whereas the
beneficiaries enjoy an equitable title, which gives them the right to benefits conferred by the
founder. Although it was traditionally considered that trustees of common law trusts do not receive
compensation for their work, this is no longer the case (Robinson v. Pett (1734) 3 P. Wms 249).
Professional trustees, like investment banks, receive a fee for their services. The compensation can
be defined in the trust agreement, paid at the decision of the beneficiaries, awarded by the court or
provided for in the statute.

In comparison to waqfs, trusts are managed better, and the role of a trustee is more strictly
regulated. There is an agency problem for founders of waqgfs when dealing with mutawallis as
corruption concerns are high. In India, for instance, some data suggest that up to 70% of the waqf
property is being misused and encroached upon (Ahmed, 2007). The reason for that may be that
mutawallis are not paid. Both trusts and waqgfs originally embraced the idea that trustees
(mutawallis) were not paid. Islamic law places more focus on the spiritual value of the work,
meaning mutawallis should receive reward from God for their services. However, it is naive to
assume that the mere fact that mutawallis are paid for their services is enough to eradicate
corruption among them.

Another concern is that, since the mutawallis do not own the property in any sense and do not
have any fiduciary duties, they cannot deal with it, except in very particular ways permitted by
religious law (Schoenblum, 1999). Mutawallis are generally unqualified and lack specific financial
education to efficiently receive high profits. In addition, multiplying of beneficiaries across
generations and inflation can render a waqf unprofitable. For waqfs, one usually needs to get
permission from a gadi to sell or reinvest the assets.

C. Perpetuity

In trust law, the perpetuity period refers to the length of time during which the future
ownership of property can be dictated by the founder of the trust. The rule against perpetuities is a
cornerstone of trust law (even though initially trusts could exist “in perpetuity”’) (Gardner, 2011).:
Under the rule, trusts created for an unlimited period can be declared invalid (Sheddon, 2002). The
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common law perpetuity period in England is life duration plus 21 years (Cadell v. Palmer (1833) 6
ER 956; Re Wilmers Trusts (1903) 2 Ch 411). The Perpetuities and Accumulations Act of 2009
states that the perpetuity period is 125 years (Perpetuities and Accumulations Act, 2009 ¢ 18, Sec.
5(1)). However, charitable trusts are exempt from the rule of perpetuities and, therefore, may be
inalienable.

The policy consideration behind the rule against perpetuities is to prevent withdrawal of
property from commerce. Another consideration is that living owners cannot exercise eternal
dominion over it (Hobhouse, 1880). There is also a religious justification against allowing
perpetuities: land was given to human beings by God and by keeping it forever in trust the human
beings are denying the Providence of God (Pells v. Browne (1620) Cro Jac 590, 221). There is no
uniform consensus among all Islamic interpretations that waqfs must be perpetual. Hanafi, Shafi’i
and Hanbali schools generally require perpetuity. They stress the perpetual nature of waqfs by
requiring that the property be dedicated to some pious purpose, such as the establishment of a
mosque or religious school (Hamoudi & Cammack, 2018). On the contrary, Malikis permit
temporary revocable waqfs, provided that founder’s intent is clear (Harasani, 2015). Shi’i and
Maliki jurists also permit to terminate family waqfs only if founder’s direct line of descendants is
extinguished (Al-Sistani, 2008).

Islamic law never adopted a position that perpetuities deny the Providence of God. On the
contrary, the endowed property conceptually belongs to God and must always serve the original
purpose of the endowment. Islamic jurists were most concerned with the situation when a class of
beneficiaries could one day become extinct, which would threaten the perpetual nature of the waqf.
Some courts tried to solve this by permitting changes to the purpose of the wagf, but only as an
exceptional step. For instance, the waqf may function “for the benefit of the poor and beggars and
widows and orphans” in the absence of the founder’s family (Abdul Fata v. Rosamaya, (1891) ILR
18 Cal 399).

The requirement of perpetuity in a wagqf is considered by some as “increasingly injurious” and
“catastrophic form an economic standpoint” (Cattan, 1955). As beneficial shares decrease over
time, the beneficiaries in future generations lose motivation to exercise control over the mutawalli,
which in this turn, leads to the decline of the wagf. The perpetuity constraint prevents a founder
from liquidating a wagqf if it is not managed properly. Secular authorities in Egypt and Syria even
made an argument that perpetuities can threaten democracy and state authority. In 1946, Egypt
enacted a law placing a time limit of two generations on the family wagf.

d. Inalienability of Property

The inalienability of trust property would be contrary to the rule against perpetuities and such
trust would be void (Wilson, 2011). On the contrary, the requirement of inalienability for waqfs
means that the wagqf property cannot be subject to any sale, disposition, mortgage, gift, inheritance,
attachment or any alienation whatsoever (Cattan, 1955). This prohibition stems from the perpetuity
requirement. However, since there is no consensus on perpetuities among all juristic schools, they
are not consistent in prohibiting alienation of waqgf property, except in cases when a mosque is
endowed. In such cases the requirement of inalienability is absolute.

Since strict observance of the inalienability rule raises economic problems, Hoexter points out
that Muslim jurists “were not insensitive to social and economic requirements” (Hoexter, 1995).
Thus, sale and subsequent exchange of waqf property for other property of equal value may be
permitted. Hanafi jurists, although generally prohibiting such exchange unless expressly permitted
by the founder and only if the property has become incapable of generating sufficient income to
satisfy the purpose of the waqgf, tend to be more flexible in practice (Hoexter, 1997). If that happens
a gadi can authorize the trustee to make such an exchange (Van Leeuwen, 1999). Shi’i jurists require
that the property provide no income at all before the sale and exchange becomes possible (Al-
Sistani, 2008). Under Maliki interpretation, beneficiaries may even have the right to collapse the
wagf and dispose of its property.

90



AxmyanvHi npobaemu midicHapooHux gionocun. Bunyck 160, 2024.

Possible Solutions to Doctrinal and Practical Limitations of Waqfs

We have discovered that trusts are quite flexible in some key respects as compared to waqgfs,
which makes them popular investment and business vehicles (Noor, Shariff & Rusli, 2016). We will
further explore the possible solutions to the doctrinal limitations of wagfs previously identified.

Some ideas of reforms suggest that external concepts from common law trusts may be
transplanted to soften or abandon the requirement of perpetuity or charitable purpose. However,
these proposals may be inconsistent with Islamic nature of waqf that is “governed by the law
considered sacred” (Kuran, 2001). Such attempts will need to gain validation from Islamic law, as
they were traditionally developed outside of the state enforcement mechanisms. Therefore, the
concept of “ijtihad” may be the most suited source to develop and modernize waqf laws (Van
Leeuwen, 1999). Ijtihad is an approach taken by Islamic jurists to analyse, interpret and analogize
every unsettled doctrinal question in the light of the principles laid down by the Qur’an and Sunna
as well as in the light of the standard set by earlier jurists (Usmani, 2002). For instance, limited
liability of corporate bodies can be recognized in Sharia by analogizing it to a natural person, who
can sue, enter into contracts and become bankrupt. The doctrinal views of the permissiveness of
cash wagfs, ownership theory and perpetuity have significantly evolved over the centuries and are
products of ijtihad. In the absence of a uniform doctrinal position among all schools, it may be open
to re-interpretations.

Ibn Bayyah suggested that the notion of public interest (maslahah) can operate in reforming
wagqf laws — following the general provisions and spirit of Islamic law, even without any specific
provision on a particular issue. The proposed reforms can be validated by fatwas on the
permissibility of new types of wagfs.

Even though it may be possible to justify the need of waqf reforms, it is not obvious whether
these “new waqfs” will be true waqfs as they will have legal personalities and are governed by
concepts derived from modern company law. Despite overcoming the economic constraints, such
reforms will fall short of achieving the principal goal — to make these “new waqfs” Islamically-
compliant. As Usmani puts it, Islamic obligations of worship, as well as ethical norms, must be
prominent in the whole atmosphere of an institution which claims to be Islamic. Modern trust or
company law cannot achieve that purpose, although its certain features play very similar role and
achieve similar purposes. Therefore, all reform proposals must anticipate both corporate efficiency
and compliance with Islamic norms.

An Islamically-compliant corporate waqf is a creative and innovative way of using the waqf
concepts by applying modern corporation mechanism to ensure that the waqgf is managed
professionally (Ahmad, 2015). A professional waqf administrator (mutawalli) will have better
accountability and transparency, will receive contractual compensation for the services rendered and
may be required to have specialized financial or legal education (Ramli & Jalil, 2014). The
administrators will have contractual duties towards the waqgf and its beneficiaries and may be jointly
and severally liable for their actions. Supervisory boards or management committees may be
created instead of one mutawalli, which will check compliance with Islamic law principles of
investment (Rashid & Husain, 1979). Supervisory and oversight responsibilities over Shari’a
compliance may also be exercised by specialized governmental bodies.

Wagqfs structured as investment funds (mudaraba) must achieve a balance between
profitability and capital protection by not investing in highly volatile asset classes. In the event
capital deterioration has occurred in previous years, the returns generated in the succeeding years
must be used to restore the initial corpus.

In addition to structural corporate changes, a possible solution to the inefficiency of wagfs
over time may be the concept of “hikr”, a long-term lease of waqf property in exchange for a lump
sum of money, paid on a monthly or annual basis. The idea behind hikr is to give lessees an
incentive to develop the waqgf lands and increase their profitability by giving them freedom to use
the waqf property. Historically, the idea of hikr was frowned upon because corrupt mutawallis could
take advantage of it to make more profits themselves instead of properly managing waqfs for the
benefit of the beneficiaries (Hoexter, 1995). However, today the idea of hikr can be used to
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structure an ijarah transaction, whereby assets are leased to the lessee for a rental fee, and the latter
agrees to maintain the assets. Another solution may be to allow the dissolution of family wagfs in
case they operate inefficiently at the request of the heirs, who are entitled to receive income
generated by them. For instance, in Iraq, the court can dissolve the family or mixed wagf upon a
request from one of those entitled to income or one of their heirs. However, under Law 41 of 2016,
Shi’i family waqfs can no longer be dissolved (Hamoudi & Cammack, 2018).

Cash Waqf as a Model of an Islamic Investment Fund

Real estate waqgfs were commonly considered the best to ensure the perpetuity requirement is
met. However, late into the classical period, the Ottoman courts approved cash waqfs as early as the
beginning of the fifteenth century. In India and Pakistan, they have been considered to be legal
since 1913. In Irag and Iran, they were permitted by means of a fatwa issued by the celebrated
Mujtahid of Karbala. Here is one example of such a wagqf: “the accounts of the revenue and
expenditure of the Muslim endowments for the purpose of assisting with the avariz and nuzul taxes
for the residents of the Orhan Gazi district of the city of Bursa” (Cizakg¢a, 2000).

A cash waqf operates as follows: the endowed capital is transferred to borrowers, who after a
certain period, usually a year, return to the waqf the principal amount plus a profit share or loss
share. These ventures do not violate the interest prohibition because the borrowers do not guarantee
a return to the waqgf, and instead only a profit share. The prohibition against interest does not mean a
prohibition against profit sharing. Usmani points out that “if the creditor is advancing money to
share the profits earned by the other party, he can claim a stipulated proportion of profit actually
earned by him” (Usmani, 2002). The idea is that capital has an intrinsic element of
entrepreneurship, and the profits generated by the commercial activities in the society are equitably
distributed to all those persons who have contributed to the enterprise. In other words, there is
always a risk of loss, though low risk investments mean the loss is less likely (Ibrahim, Amir &
Masron, 2013). The financial assets endowed may represent a claim on ownership of an entity or
contractual rights to future, shares, sukuk (a financial certificate, similar to bond, that can be traded
on a secondary market) and unit trusts (Van Leeuwen, 1999).

The absence of a hadith permitting the endowment of a specific moveable asset was a
doctrinal challenge to cash wagqfs. Instead, the ta’amul — local customary practice — was used to
justify such endowment. Shafi’i jurists ruled that endowment of any moveable asset is valid subject
to the preservation and non-consummation of the corpus. Maliki jurists have ruled that the annual
return generated by the cash waqf should be subject to the payment of zakah, while they have
exempted simple donation from this obligation. The Shi’i position regarding the cash waqfs is
revealed by a fatwa given by Sheikh ‘Abd Allah al-Mazandarani, the Celebrated Mujtahid of
Karbala in 1907: “the validity of such a waqgf on account of its being owned by a joint-stock
company cannot be questioned” (Hamoudi & Cammack, 2018). The opinion analogizes a cash waqf
to a joint stock company where the corpus is divided among multiple beneficiaries.

There are three important aspects that need to be addressed when managing a cash waqgf.
First, the waqf capital should not be diminished; therefore, the reservation of the corpus is the
priority. Second, the corpus should be invested in stable low-risks endeavours, which are able to
produce consistent income and not be speculative (comply with the prohibition against gharar or
certain forms of speculation). Third, all the investments must be for Shari’a-compliant purposes
(Ahmed & Salleh, 2016).

The capital of the cash waqgf can be invested in three ways: mudaraba, istiglal and istirbah. In
istiglal, the borrowers provide a collateral in the form of the house, for the period when they retain
the title, and are supposed to pay a month’s rent to the creditor as long as they use the borrowed
money. A different vehicle, istirbah, means that the borrowers are required to return the premium
and a share of profit or loss at the end of the period. In mudaraba partnership, which operates
similarly to a private equity fund, profit should be spent for the pious purpose stated in its charter. If
the return exceeds the amount needed for the purposes, the remainder was then added to the original
capital of the endowment. A different way to increase the original capital of the waqf was to create
a different waqf assigning part of its revenues to the first waqf. Economically, this second approach
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could be seen as a sine qua non to ensure the perpetuity of the original wagf. It is also possible to
establish cash wagqfs in the form of bank accounts (Nuraini, 1991). Such models of cash waqgfs are
now widely used in Malaysia, Singapore, Indonesia, India and the Gulf countries.

Conclusions. The wagf is an instrument that can bring tremendous benefits to the Muslim
majority countries and Muslim communities worldwide by realizing their business and investment
potential. While there are some doctrinal impediments owing to a historic preference for waqfs of
real property, our research has shown that there is no express prohibition against cash waqfs or
corporate waqfs in the Qur’an or Sunnah. Other doctrinal impediments — the pious purpose of
wagfs, their perpetual nature and status of the mutawallis — can be overcome by using traditional
juristic instruments of ijtihad or maslahah or borrowed approaches from common law trusts. As a
result, modern states, such as Malaysia, Singapore, and the states of the Gulf have used these
instruments to create more flexible waqgf regulations, thanks to which waqgfs are playing an
increasingly bigger role in their economies. The re-emergence of improved waqgfs can revitalize
important social functions they once performed — promotion of education, religion and alleviation
of poverty. Finally, waqfs can be pivotal in restoring ethical standards of the global financial
markets, avoiding gambling, speculation and shady practices.
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Abstract. This article explores the evolution and impact of digital platforms (DPs) within the
context of global business models and the digital economy. DPs serve as pivotal mechanisms in the
transformation of business processes, facilitating network effects and enhancing competitive
advantages through the sharing economy and gig economy. The study examines how private and
public organizations within digital ecosystems benefit from expanded customer bases, diverse
service offerings, and improved digital communications with consumers. Key strategies for DP
development are identified, including the creation of diverse services (proposition), personalized
client interactions (personalization), innovative pricing models (price), maintaining customer trust
and data protection (protection), and strengthening partnerships with app developers and payment
service providers (partners). The implementation of this 5P model leverages digital tools and
client-oriented strategies within DP ecosystems. As new digital technologies progress towards
widespread adoption, the article anticipates active discussions on DP management models, legal
compliance, commercial trust, online reputation, and public-private partnerships. This research
underscores the critical role of DPs in shaping the future economic landscape and driving business
model innovation.
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Anomauin. Y cmammi oocnioscyemocs esontoyis ma éniue yugposux niameopm (LI1) 6
KoHmexkcmi 2no0banbHux 6iznec-moodeneti. ma yugpogoi exonomiku. L[II cuyscamv Kuouosumu
Mexauizmamu 6 mpauncgopmayii 6izHec-npoyecie, CNPUAIOUU Mepedcesum eexmam i niosuwyoyU
KOHKYPEeHMHI nepesazu uepe3 eKOHOMIK)Y CHIIbHO20 CHONCUBAHHS MA 2ie-eKOHOMIKY. JocniocenHs
amanizye, K npueamui ma nNyoOniuHi opeanizayii 8 medcax Yu@dposux exocucmem OMpUMyHOmb
KOpucms 8i0 pO3UIUPEHUX KAIEHMCbKUX 0a3, PIZHOMAHIMHUX NPONO3UYIl NOCIYe MA NOKPAUeHUX
yughposux KomyHixayiu 3 cnoxcusadamu. Busnaueno karouosi cmpamezii possumky L1, exnrouarouu
CMBOPEHHSI PIZHOMAHIMHUX HNOCAYe (proposition), nepcoHanizoéani 63acmoolii 3 KiIlEHmamu
(personalization), inHosayilini MoOeni YiHOymeopenHs (price), niOmpumarHs 006Ipu KIiEHMIE ma
3axucm oanux (protection) i 3MiyHeHHS NAPMHEPCHLKUX BIOHOCUH 3 PO3POOHUKAMU 000AmMKie ma
NOCMAaYaIbHUKamMy NiamisicHux nociye (partners). Bnpogadiicenns yiei mooeni 5P 6asyemwvca na
BUKOPUCMAHHI  YUPDPOBUX THCMPYMEHmMie ma KIIEHMOOPIEHMOBAHUX CmMpame2il 6 MexHcax
exocucmem LI Ilo mipi wupokozco 6npoeaodceHHs HOBUX YUDPOBUX MEXHONO2IU, cmammsi
nepedbauae axmugHi Ouckycii wooo mooeneu ynpaeninua L[II, npasosoi sionosioHocmi,
KoMepYyitiHoi 006ipu, OHIAUH-penymayii ma 0epicasHo-npusamuux napmuepcms. Lle docniodcenns
niokpecaoe kpumuuny poav LII y ¢hopmysanui mandymuvb020 eKoOHOMiuHO20 Aanowagmy ma
CMUMYII08AHHI IHHO8AYIU Y OI3HeC-MOOeIsX.

Knrouosi cnosa: yupposizayis, yugposa niamgpopma, yupposi mexnonoeii, OizHec-mooeis,
EeKOHOMIUHEe  pecylio8aHHs,  eKocucmemda,  Yugposi  0epicasHo-npusamui  eKocucmemu,
IHOPMAYItIHO-KOMYHIKAYIUHUL NOMEHYIaL.

Introduction. Modern digital platforms (DPs) are specific mechanisms that establish a
network of connections and information exchange in an online environment, transforming
production, trade, and logistics chains, simplifying business processes and operations, and altering
management model principles. Their functioning and development are linked to an accelerated
trend of shortening investment cycles and the life cycles of digital assets and technological
innovations. As complex information systems, DPs provide a specific way of performing certain
functions and are used by market participants (clients/companies, partners, application developers,
agents) across all sectors of the economy, in the practice of information technology support, and in
the implementation of new business models. Importantly, this concerns, firstly, intellectual capital
rather than physical capital, evaluated through both monetary and non-monetary metrics. Secondly,
it involves a significant transformation of the set of multi-faceted connections between its elements
- human capital (access to digital technologies and digital competencies), consumer capital
(communication resources of consumers and suppliers), and organizational-process capital
(technical/software, IT, and information systems). Furthermore, the processes of platformization
create a new type of platform economy due to the scale of access to potential consumers,
geographical coverage, market differentiation, systemic changes in capitalization metrics, and new
business opportunities in global market competition. This underscores the relevance of this
research.

The purpose of the article is to investigate the potential of DPs and the features of business
model transformation in the context of digitalization in Industry 4.0, which is associated with the
accelerated development of national and global ecosystems and the formation of new business
development concepts.

Literature Review. In recent years, the number of studies by both foreign [Cennamo, 2021,
Li & Zhu, 2021; Panico & Cennamo, 2022; Meyer et al., 2024] and domestic [Shchehliuk, 2019;
Dubel, 2021; Zhukova, 2022; Novikova et al., 2023] economists dedicated to digitalization in
general and the implementation of DPs, in particular, has increased. However, the scientific
literature still lacks systematization and unified interpretation of DPs as a tool for digital
transformation, and often many studies and attempts at their practical application cannot be
reconciled with each other (Kannan & Hongshuang, 2016; Kaabi & Jallouli, 2019; Parasuraman,
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2019). Moreover, the one-sided interpretation of the principles of a systematic approach or merely
nominal use (without connection to real practice) also leads to the fact that the same tools are used
differently in modern digital marketing (Kotler et al., 2020; Norton et al., 2023).

Cennamo (2021) explores how digital markets create competitive advantages through
platform-based perspectives, emphasizing the role of network effects. Li and Zhu (2021) highlight
the importance of information transparency in the competition among platforms, using the daily
deals market as a natural experiment. Panico and Cennamo (2022) discuss user preferences and
strategic interactions within platform ecosystems, providing insights into how these dynamics shape
the market. Meyer et al. (2024) analyze the competition for attention on digital platforms,
particularly in the news industry, and the implications for strategy.

Domestically, Shchehliuk (2019) provides a comprehensive analysis of the digital economy's
morphology, focusing on the development and regulation of digital technological platforms. Dubel
(2021) examines the growth of digital platforms and their impact on the global economy, while
Zhukova (2022) discusses the development of the digital economy through platformization.
Novikova et al. (2023) highlight digital platforms as a driver for economic development,
emphasizing their transformative potential.

The practical application of digital marketing frameworks has been extensively reviewed by
Kannan and Hongshuang (2016), who propose a comprehensive framework for digital marketing
research. Kaabi and Jallouli (2019) provide an overview of e-commerce technologies and their
implications for data analysis and marketing knowledge. Parasuraman (2019) presents a conceptual
model of service quality and its future research implications, which are crucial for understanding
digital platforms' impact on service industries.

Kotler et al. (2020) and Norton et al. (2023) address the evolving strategies in digital
marketing, highlighting the integration of sustainability and purpose in modern marketing practices.
These works underscore the necessity of adapting traditional marketing strategies to the digital age,
reflecting the dynamic and multifaceted nature of digital platforms.

The dynamism, multifaceted nature, and global development of modern DPs necessitate
further research in this area in the context of the transformation of business models and the
challenges associated with this process. An analysis is required of the formation of modern hybrid
client-centric DP business models, DP modeling based on a multi-agent approach and platform
thinking, and the structure of algorithmic DP management.

Main Results of the Research.

1. Positioning and Activities of Digital Platforms in the Context of the Fourth Technological
Revolution

In the era of digitalization, the technological capabilities of interpersonal and business
communications are rapidly evolving, impacting all existing business models and processes among
key market participants. There is an increasing demand for high service levels and prompt delivery
of necessary services (efficient communication between economic agents), and the elimination of
temporal, territorial, and linguistic barriers necessitates radical changes to the "classical
approaches to business process construction, market positioning, and competitiveness.
Consequently, DPs and digital ecosystems are altering traditional business practices and market
power dynamics, with their owners strengthening their influence through price control, challenging
the proprietors of conventional businesses. It is widely recognized that companies actively
leveraging platform solutions are among the largest globally by market capitalization (Migol, 2018).
The rapid expansion of the range of services provided by DPs, supported by a substantial and stable
consumer base, enables the integration of both proprietary and third-party (complementary) digital
resources to implement specific targeted initiatives and profitable innovation-investment projects.
This maximizes the effective realization of new business models, enhances competency levels
through reusable structures and systems, elements, and templates. Essentially, value and price
proposition creation, as well as business conduct in the platform economy, are no longer linear as in
traditional business models (including pricing models); instead, DPs with user and client self-
organization serve as tools for managing consumer behavior.
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According to recent studies, physical product sales in the global e-commerce market are
expected to grow from $6.3 trillion in 2023 to $7.5 trillion by 2025, with 60-70% of the new value
created in industrialized countries in the next decade anticipated to be based on DPs (Nova Global,
2023). Currently, digital business transformation through technological digital and network
platforms based on a new consumption paradigm is forming, on one hand, a sharing economy
(Bergh et al., 2021), which relies on the open and prompt collection and processing of data on
customer needs and supplier capabilities, employee potential, and company intellectual capital, as
well as utilized business processes. On the other hand, a gig economy (Schwahn & Curtis, 2023)
emerges as a specifically new form of relationship between employees and employers, driven by
technological advancements and the emergence of new types of economic activities (where the
employer is not the owner of production means but an acquirer of intellectual property). Therefore,
the development of the technological and infrastructural business environment and DPs is under the
close attention of modern companies' digital marketing departments.

Currently, amidst the wide range of interpretations of the essence of DPs, the most accurate
definition is provided by experts at the Massachusetts Institute of Technology. Firstly, it is a system
of algorithmized mutually beneficial relationships among a significant number of independent
participants in an industry (or activity sector), conducted in a unified information environment.
Secondly, it is a high-tech business model that creates value by facilitating exchanges between two
or more interdependent groups of participants (Bonnet & Westerman, 2020). Hence, it serves as a
resource portfolio for a company's digital marketing, allowing the incorporation of digital
technologies as a resource tool for structuring information to communicate with external
environment subjects (consumer audience). Moreover, it offers the potential for significant savings
in material and financial resources and reduces transaction costs for companies through the use of a
package of digital technologies, data management, and business process changes.

The technical and organizational aspects of DP functionality depend on their type, creation
principles, and specialization directions. According to the typology proposed by Evans and Gawer
(2016), DPs are classified based on the specifics of their architecture usage:

e Transactional: Technology acting as a channel to facilitate exchanges/operations between
different users, buyers, or suppliers.

e Innovation: Technology serving as a foundation for developing additional technologies,
goods/products/services for other companies, organized into an innovation ecosystem.

¢ Integrated: Technology functioning both as a transactional and innovation platform.

e Investment: A platform consisting of companies developing portfolio platform strategies
and active investors.

The basis of DPs is a software-hardware complex designed to create electronic or digital
solutions for applied purposes and service provision algorithms for users/consumers: a) access to
sources and data management; b) digitalization tools for their activities (IT services) utilizing
pervasive digital technologies; c) interaction capabilities in a unified information environment and
resource/value exchange through labor division logic changes. Depending on the field of activity,
four types of DPs are distinguished (Evans & Gawer, 2016):

« Advertising platforms (targeted advertising campaigns with personal data accumulation
and storage based on confidentiality).

« E-commerce platforms (product and 10T online markets with low operational costs for
buyers and sellers).

« Industrial platforms (specialized in specific economic sectors).

e Cloud platforms (large databases and Al, creating simple, secure, flexible, and cheap
services compared to intra-corporate information and communication technologies).

Based on the method of creating additional value through combining existing advantages of
disparate goods/services into a new comprehensive product/service that maximally satisfies
consumer needs, DPs are classified as:

« Application platforms (ensuring the digitalization of specific markets — Alibaba, Uber,
Facebook, Airbnb, etc.).
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« Instrumental platforms (technological foundation of application platforms — Amazon
Web Services, Java, Android OS, 10S, Bitrix, etc.).

o Infrastructure platforms (various IT services — General Electric Predix, ESRI ArcGIS,
EIA, etc.).

There is a wide range of DP types: general and specialized (by exchange subject), open
(available to all market participants) and corporate (focused on internal interaction efficiency), free
access (with free registration) and monetized platforms (earning from providing access to
participants). Additionally, economic entities may use DP subtypes: peer-to-peer (equal
participants) and hierarchical (by user and consumer hierarchy), by ownership (private and public),
and by region (global, national, local), platforms whose profitability is determined by activities
unrelated to the exchange subject, and platforms independent of non-core revenues (including
charitable). Multilateral platforms, significantly more complex, offer multifunctionality, enabling a
wide range of services ("network effect™), and modular architecture, determining business models
based on digital innovations (Mariani et al., 2023).

On the modern global market, the top 10 DP producers are: Magento, Cloudcraze Software,
IBM, Accenture, PHILIPS, NetSuite, SAP, Oracle, Adobe Systems, and Apttus (LinkedIn, 2024).
The main principles of their DP operation are:

a) Equal responsibility of all market participants for all possible outcomes (self-regulation)
and trust (capitalized into financial capital through participant reputation). b) Ensuring operational
safety (environmental friendliness of solutions). c¢) Complete information availability to
participants for mutual maximum benefit (rationality). d) Information transparency (openness). €)
Social utility (principle of "win-win," not just commercial profit).

A significant role in implementing these principles is played by the concept of behavioral
economics, gaining importance with the transformation of capital from passive to active
(reconfiguration of cash flows) through the extensive use of participation mechanisms in the
information-communication infrastructure. Analysis of current Western sources (Bonnet &
Westerman, 2020; Spagnoletti et al., 2015; Yablonsky, 2018) allowed grouping the main
advantages of DP operation in Industry 4.0:

e Convenience of consumer choice of goods/services, resource, and financial asset
allocation efficiency (consumer value formation).

e Market transparency and access possibilities for all business environment subjects (market
participant interaction and ability to regulate target relationships).

e Transformation of intermediary institutions through the integration and unification of
interaction processes in the value creation chain (building a new integrated cooperation
environment).

e Efficient technology use and generation of quality information data, converting into
additional value (allocation efficiency and standardization).

e Reduction of information-communication and logistics transaction costs (additional
reserves for productivity growth and entrepreneurial activity efficiency).

e Flexible organizational structures and innovative business models (stimulating innovation
processes).

A distinctive feature of DPs (at the organizational decision level) is not only the virtually
unlimited accumulation of users and constant additions in the form of new IT solutions but also
obtaining specific income — "communication” (resulting from digital platform relationships).
Economically, DPs become a production factor characterized by, on one hand, resource data scaling
and capitalization, functioning simultaneously in two economic formats (digital twin — virtual and
analog). On the other, a network structure (resource formation effect), motivating decision-making
based on the "4win" principle, benefiting all process participants — producer, seller, buyer, and DP
owner.

Digitalization has stimulated the rise of many fast-growing companies with varying value
proposition/customer interaction structures, leading to the emergence of new business models as
high-level schemes integrating primary and auxiliary DP business processes. In recent decades,
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there has been a shift from visualization and analysis schemes — "business model canvas"
(infrastructure — value proposition — customer interaction — finance) to creating comprehensive
("overarching™) taxonomy of platform business models. The number of attributes considered in this
taxonomy (at least 20) makes it a convenient tool for in-depth analysis of specific company
business models (Yablonsky, 2018). This is related to the growing needs of specific industries and
markets, primarily high-tech ones.

2. Development of Platform Technologies and Interaction Mechanisms of DP Entities

Platform technologies are not only "open" to development opportunities through network
partnerships and set "standards™ for influencing the overall architecture of solutions when acquiring
goods/services, but they also perform critically important functions in the "producer-consumer"
communication sphere, including complementary companies (suppliers of complementary
goods/services) and competitors. On DPs, there is standardization of services, differentiation of
services, and implementation of innovations to benefit participants and increase transaction
efficiency by reducing operating costs. This involves creating a "network effect” (search engines,
social networks, e-commerce platforms, app stores, websites, etc.), new strategic dependencies,
interaction algorithms, and forms of participation (or business conduct) based on the collection,
analysis, processing, and use of large volumes of information. The success of implementing
platform technologies depends on the level of providing all interacting entities within the DP with
individualized solutions. Depending on the ownership form of the DP (asset ownership) and the
subjectivity in setting prices and usage conditions of resources, the following models are
distinguished for ensuring the profitability of corresponding reference groups (Ruggieri et al.,
2018):

« Decentralized: The asset owner sets conditions and offers them to users, the DP facilitates
communication between economic agents and eases transaction completion for commission
rewards.

« Centralized: The DP owns the asset and sets prices, controls quality and work standards,
earning a percentage of transaction value.

« Hybrid: Asset owners offer services at prices and standards set by the DP, ownership and
risks are decentralized, while standards and service levels are centralized.

DP owners provide, based on platform standards, opportunities for online interactions,
electronic transactions, collection, processing, and exchange of relevant information, digital
marketing tools, and business concepts that allow the realization of the network effect of
interaction. They do not monopolize app production, as doing so would decrease app quality and
ecosystem value for its members, raise service prices, and negate competition. DP business agents
collectively use the platform's infocommunication capabilities to develop innovative
products/services, apps, and IT services, while DP clients execute transactions using online tools
and interact discretely (no need for simultaneous availability of different users) (Ritter & Pedersen,
2020). Moreover, both DP owners, business agents, and clients must possess digital competencies,
not only the participants/employees providing goods/services but also the consumers/recipients.
Hence, digitalization fundamentally changes the factors determining competitiveness, transforming
information and personnel with digital competencies into key assets.

DP app developers interact among themselves (not with the platform owner), as their product
must meet the standard (API, SDK) and offer clients value that exceeds other similar products. In
dynamic markets, the mass participation in DPs determines subjectivity and competition levels, the
number and quality of apps, and thus the ecosystem's value. For example, the 30-year phenomenon
of Windows software market stability for personal computers is not due to its perfection (well-
known flaws noted by experts) or its developers' competencies but due to the continuously
developing DP ecosystem. Another example: Apple's iPhone (controlling 12% of the global
smartphone market and earning over 60% of profits from sales) is not just a product but a DP that
created the "app developers-app users™ market through the App Store and network effect usage.
Hence, the growth of DP iPhone Apple participants (users) increases the ecosystem's value for
developers. Eight years ago (2016), direct investment markets valued Uber (founded in 2009, with
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almost no material assets, a permanent staff of about 200 people) higher than the diversified
company General Motors (founded in 1908, owning vast material assets, producing millions of cars
annually) due to the value of the DP service network connecting taxis and potential passengers
(Gawer, 2021). Thus, the ecosystem effect of DPs defines its value, which grows without the
platform owner's effort, through the value of apps created by third-party developers.

Platform connections “client-company" involve interaction between the consumer and
producer in a "single economic network,” where the producer can sense the market (market sensing)
— perceive and understand the consumer, develop partnerships and brand loyalty (market relating),
and the client (through CRM technologies) becomes a management object. DP users experience
"seamlessness” — providing information about themselves once (data, payment, address) and using
it across different services, transitioning between services (e.g., in NightNote mode) without
additional authorizations, payments, or other attributes via a loyalty program. Since the platform
strategy is an interactive product generating network effects, the DP value generally increases.
Using the Win-Win strategy, DPs implement personalized online scenarios in e-commerce
(supporting courier delivery, car rental, selling voice assistants, etc.), simplifying payment methods,
increasing the sales funnel conversion, and opening new directions for value proposition
development and attracting new users.

Companies using DP services employ the principle of infrastructure development as a
platform, realized through open API applications, flexible integration of software applications with
partner services, and Al integration into business processes, linking email, messengers, and social
networks. They grow and spread quickly across various economic sectors and sub-sectors. For
example, the total capitalization of companies using platform business models already exceeds $4
trillion, and 6 of the top 10 global companies by capitalization are platform-based or actively use
DPs in their business. Their activities include e-commerce sales (Alibaba — B2B, Amazon — B2C),
telecommunications (Google, Apple), banking (Bank of New York Mellon), "smart"
cities/buildings/apartments using loT (Schneider Electric), healthcare (Kaiser Permanente),
transportation (Uber), and others (Andreassen et al., 2018). Platform link maps created and
modified by the company for platform design tasks reflect the goals and opportunities of
stakeholders (consumers, producers, partners, and DP owners), containing current and potential
values, rare characteristics, and product imitation possibilities. The potential and motivation matrix
includes all current and potential value flows to determine what each DP participant can offer
another, analyzing mechanisms for role changes (transforming a user into a producer or partner).
This reduces customer acquisition costs (CAC) and increases their profitability (customer lifetime
value, CLTV), enhancing profitability in the "cost-benefit" link through client expense dynamics.

Modern demand for DP usage increases due to reducing companies' primary production cost
indicators while mastering innovations. This includes, firstly, increasing labor productivity in
production up to 55% (through automation and Al use) and reducing quality assurance costs by
20% (through digital quality management implementation). Secondly, unforeseen cost reduction by
decreasing equipment downtime by 30-50% (through remote monitoring and control of production
equipment and VR in maintenance). Thirdly, reducing storage costs for production stocks and
products by 20-50% (by optimizing batch sizes and organizing real-time supply chains) and after-
sales service costs by 10-40% (through remote service technology application) (Hein et al., 2020).

DPs provide open and prompt data collection and processing on personnel potential, customer
needs, supplier capabilities, company intellectual capital, and business processes. Regarding cloud
technologies implemented as DPs, they ensure the creation of an infocommunication infrastructure
through tools like PaaS (platform as a service), SaaS (software as a service), laaS (infrastructure as
a service), DRaaS (disaster recovery as a service), SecaaS (security as a service), BaaS (backup as a
service), and others. Their use aligns with the trend of increasing intellectual resources' contribution
to business value, motivating a shift "from a product and service-based business model to a network
and platform-based business model” (Hadi & Lawey, 2018). For example, according to data on
companies whose shares are included in the Standard & Poor's 500 index, the contribution of
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tangible assets to their value averaged up to 62% in the 1980s, decreased to 38% in the 1990s, and
to 16% in the 2010s (Schwab, 2017).

3. Genesis of DPs and Modification of "Classical Business Models

Today, companies are undergoing an intensive process of forming a new model of integrated
marketing communications (IMC) within the e-commerce system. This model integrates into a
single block: a) resources/tools; b) means of classical marketing communications in various
proportions; and c¢) communications with consumers, which serve as the key link between the
elements of the internal production-economic system and the external environment. The further
genesis of DPs and their information channels in the context of a client-oriented approach has led
companies to utilize the HADI (Hypothesis, Action, Data, Insights) auxiliary tool in building their
business models (Kretschmer et al., 2022). This methodology, associated with startup management
technology, involves: starting with a hypothesis (launching a minimum viable product or
hypothesis), proceeding through actions, and analyzing data and insights (evaluating results,
feedback, etc.), which then leads to hypothesis adjustment and the next cycle iteration. This
optimization chain in the business model looks as follows: "goal — analysis — hypothesis —
experiment — testing — reporting — implementation of changes — further optimization,” effectively
optimizing the company's conversion rate.

According to forecasts, utilizing the potential of DPs will remain a key factor in transforming
business models in the medium term. Over 85% of surveyed companies have identified the
expansion of digital access to DP services and the widespread implementation of new and advanced
technologies (BigData, cloud technologies, Al, VR, etc.) as trends that will drive their
organizational transformation. By 2027, 75% of companies plan to implement e-commerce and
digital trade based on DPs into their practices (with 42% of business decision-making tasks and
65% of data processing information being automated) (Gawer, 2021). These digital advantages
allow companies to become independent digital leaders, fundamentally changing the ways they
interact with consumers, where digitalization represents a rethinking and revolutionizing of mutual
interactions.

Today, a multilateral DP is a complex partnership network structure that develops through the
sharing of assets, competencies, and efforts of all participants (Verhoef et al., 2019). Unlike
aggregator platforms (connecting buyers and sellers), maintaining multilateral (or industry)
platforms requires addressing issues related to defining DP participant groups, their functions,
interaction management systems, the development of platform thinking among participants, and
monetization methods. On a successfully developing multifunctional platform, a business
ecosystem as a community of other platforms, partners, and competitors forms over time.
Simultaneously, the chain of market power growth for successful DPs and business ecosystems
transforms the competitive landscape and modifies traditional business models.

The emergence of a new type of digital consumer is associated with the development of the
on-demand economy and the experience economy, applying DPs as innovative interaction
technologies between producers (suppliers) of goods/services and their consumers. The DP
ecosystem is a group of interconnected digital applications that create shared value for participants
(Hein et al., 2020). This expands online access capabilities within a unified information space,
minimizes intermediary involvement, and significantly reduces indirect costs and production
expenses. Essentially, DPs, through the effect of complementarity, create a unique service product
with enhanced consumer value, while also radically changing end-user behavior, which imposes
specific requirements on the infocommunication component of services and goods to meet the end
needs of clients. Therefore, DPs as a client-centric business model implemented in modern digital
ecosystems aim to maximize client satisfaction through a "one-stop-shop" approach (consumers can
access a wide variety of goods/services through a single access point).

Thus, low fixed costs associated primarily with their maintenance and almost zero marginal
cost of servicing one additional client, linear optimization of internal business processes, and high-
quality matching of heterogeneous supply and demand ensure DP liquidity. This is confirmed by the
experience of DP giants like Alibaba, Facebook, Amazon, and Google. Established value
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orientations of DPs, the accumulation of a critical mass of users essential for DP success among
advertisers, seeking potential partners in independent companies contributing to platform
development, creating a community of consumers, suppliers, and partners (platform interaction) are
key elements of a structured approach to creating a platform business model. Its operation is based
on unlimited DP asset capacity, dynamic pricing, accelerated transaction execution, and data and
analytics creating value by reducing information asymmetry among equal groups and lowering
information search costs (Mostaghel et al., 2022; Wang et al., 2023). In modern conditions,
additional value in DP business models does not form automatically but is the result of building
communications and a thoughtfully managed system based on platform thinking. It combines
traditional business approaches with platform strategies, collaboration with partners and even
competitors, a unique approach to creating and perceiving value, resources, and key competencies,
and shared use of all participants' assets. Platform thinking algorithms include (Vial, 2019):

a) A new perception of the created DP value by all participants and an understanding of the
consumer value of the product for specific clients;

b) Transitioning from a linear value creation process (within a sequence of stages) to value
creation within a network community of DP participants;

c) Opportunities to use other participants’ competencies within the DP and form new key
competencies related to DP creation and development;

d) Shifting from the concept of resource ownership and control within a company to shared
use of DP participants' resources (sharing economy).

For example, Amazon's multilateral DP, which has almost monopolized the US retail market,
operates an open access policy — over 12,000 independent companies and about 140,000 software
developers work on it, enhancing its value for consumers and attracting new partners and clients
(Digital Commerce 360, 2023). It is a platform of voluntary partnership (without property and legal
status unification), providing high-tech services partially materialized as software products and
lacking dependence on payments to the owner or landlord for using their material assets. It
fundamentally involves innovative shared resource use without ownership, network value creation
for consumers and all DP participants, implying a new management and personnel thinking
paradigm. Monetization methods used on Amazon's DP do not undermine the DP's network effect
and the collective nature of value creation through implemented models: 1) Advertising model (free
use of platform services and resources by consumers and developers, with payment based on the
volume of downloaded information); 2) Service commission (payment is received for platform
transactions and service subscriptions); 3) Paid API connection for developers and franchise
providers; 4) Partner programs with paid access to the platform's consumer community or data it
generates (Gelato, 2024).

Key features of the hybrid platform business model (ILO, 2021) include the following
(Andreassen et al., 2018): First, direct and indirect network effects are created by attracting an
increasing number of users, and the expansion of the market through one group of them increases
the added value for the other (a level unattainable for traditional businesses). This depends on the
transformation of data into digital intelligence and their monetization through commercial use,
hence the success and rapid growth of the platform. In other words, value creation occurs through
the continuous collection, processing, and analysis of large amounts of data, enabling valuable
information (value generation) for decision-making by both individual managers and companies as
awhole.

Second, the algorithmization of the activities of the economic entity from hiring employees,
determining their qualification levels, tracking and evaluating work, to organizing and controlling
business processes, staff ratings, and the matrix of effective communication between employees and
clients. Algorithmic management adapts to the principles of platform management (platform
services, user coverage or exclusivity, contact opportunities with clients, account deactivation
conditions, dispute resolution procedures, and data usage and confidentiality).

Third, the minimization of investments in the core capital of companies (production, storage
facilities, personnel, etc.) and the ability to rapidly grow the business at low costs. Essentially, it
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involves: a) creating a cloud infrastructure based on the ideas, qualifications, and material resources
of users (clients and employees); b) changing pricing strategies (dynamic pricing, subscription
subscriptions, bonuses, prizes, rewards, providing additional benefits); c) using venture capital
funds (venture financing is an important source of investment in the platform).

The multi-agent approach, proposed by Darling-Wolf and Steinberg (2018, 2019), describes
agent interactions within the platform for DP modeling. Agents include the DP owner, the service
consumer as both customer and executor, used applications, and their targeted behavior in a
dynamically changing environment. Today, multi-agent DP systems are designed at four
methodology levels: a) Object-oriented programming (OOP) methods; b) Traditional knowledge
engineering methods (observation, process visualization, scientific information research); c)
Methods based on organizational-oriented representations; d) Combination of OOP, knowledge
engineering, and organizational-oriented representations. USE-CASE models are used for
functional process descriptions, including activity diagram analysis to identify agents, define their
responsibilities, and specify each agent's tasks, class diagrams for agent architecture descriptions,
and sequence diagrams for interaction protocol descriptions. This enables creating interaction
scenarios within the DP and helps model the behavior of the platform owner and its participants as
customers and executors.

Digital Public-Private Ecosystems represent a collaborative framework where governments
and private sector entities synergize to leverage digital technologies for public service enhancement
and economic development. These ecosystems foster innovation by combining the agility and
technological prowess of private companies with the public sector’s regulatory support and reach.
In these partnerships, digital platforms play a crucial role in streamlining operations, enhancing
transparency, and improving service accessibility for citizens. For instance, in healthcare, platforms
like e-Health Record in Estonia or Helsi in Ukraine have unified patient data across the nation,
allowing for seamless access to medical histories by authorized healthcare providers, thereby
improving patient care and reducing administrative overhead. In Ukraine, the Diia platform has
emerged as a groundbreaking example, offering over 50 digital government services, from business
registrations to social assistance applications, making public services more accessible and
transparent for millions of citizens. In education, the partnership between the Indian government
and private tech firms through the DIKSHA platform has provided teachers and students with
accessible, quality educational resources, even in remote areas. Similarly, Ukraine’s integration of
digital platforms in education, particularly through the implementation of the “New Ukrainian
School” initiative, has enhanced digital literacy and provided online resources to students and
teachers nationwide. Transportation has seen significant advancements with the integration of smart
traffic management systems in cities like Barcelona, improving traffic flow and reducing congestion
through data-driven insights. In Ukraine, the digital transformation of public transportation in cities
like Kyiv, with electronic ticketing and real-time tracking systems, has streamlined operations and
improved user experience. Governance has also benefited, as illustrated by the GovTech initiatives
in Singapore, where digital platforms facilitate citizen engagement and streamline government
services, enhancing public trust and participation. These case studies underscore the transformative
potential of public-private partnerships leveraging digital platforms to create more responsive and
inclusive public services. The integration of digital platforms into public services has revolutionized
how governments interact with citizens, enhancing efficiency, transparency, and accessibility.

4. Globalization of DP Ecosystem Models and New Business Development Concepts

Today, DPs serve as experimental platforms for monitoring the "digital journey" of clients
(personalized and targeted communication with them), analyzing their search history and past
purchases, activity on social networks, and archives of inquiries, studying comments about
products/services (including desired purchases), and the dynamics of monetizing operations. These
are essential conditions for companies in building their business models. It is necessary to
continually adapt and change the business model in response to: a) the emergence of new
technologies and digital services, and transformation of business processes (involving large-scale,
strategic changes as opposed to ongoing improvements); b) changes in operational processes and
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development of partnerships; and c) the search for fundamental and applied innovations, and
reengineering (Schwab, 2017). Comprehensive organizational change programs related to
transforming the company's product/service/brand and client experience into added value are crucial
for the success of the new business model.

The modern Jobs-To-Be-Done (JTBD) methodology based on DPs includes methods and
algorithms from Lean Startup, Customer Development (CustDev), and Design Thinking. It allows
the design of a Business Model Canvas based on studying consumer motivation in product
selection, key consumer needs (understanding how they are satisfied), competitor product
capabilities, and conditions for offering new products/services to consumers. The JTBD approach,
combined with CustDev and Design Thinking techniques, is implemented as follows (Andreassen et
al., 2018; Kretschmer et al., 2022):

e Understanding the context and motivation of consumers (CustDev approach: interviews,
field research, observations, data analysis, and defining consumer profiles);

e Evaluating market potential (TAM, SAM, SOM indicators) and direct/indirect/secondary
competitors;

e Completing the JTBD Canvas: "choice evaluation — rethinking — compromise evaluation —
shopping™ (desires/future experience, catalysts/events influencing desires, constraints/barriers to
achieving desires, set of solutions/possible options);

e Analyzing the forces of progress: push of the situation, magnetism of the new solution,
habit of the present, and anxiety about the new solution;

e Designing a minimum viable product (MVP) — A/B testing to mitigate economic risks
when entering the market with a product that has unique qualities, guaranteed demand, minimal
functions, simplified design, and low-cost packaging;

e Conducting startup metric analysis based on unit economics: interpreting consumer
information using Design Thinking frameworks (empathy maps, HMW, CJM, PEDPL) and creating
Job Stories;

e Formulating the value proposition — building the Value Proposition Canvas;

e Choosing a monetization model and building the Lean Canvas business model with the
structure: "problem and competitor alternatives,” "key solution opportunities,” "key metrics,"
"unique advantage."” Metrics used to measure goal achievement include engagement, activation,
retention, referrals, and revenue.

Analysis shows that in traditional manufacturing industries, the dominant approach in
developing business models still involves analyzing resources within the traditional configuration of
global value chains that provide competitive advantages (RBV analysis). Companies in these
industries have limited customer bases, relatively low information and data share in added value,
and continue using vertical integration strategies and growth opportunities through market
differentiation. Therefore, strategic management specialists rarely use RBV principles and its
differentiated versions applied in DPs, using new partners and services for high-quality customer
service (Ritter & Pedersen, 2020). Business model changes due to incorrect risk responses can lead
to both unexpectedly positive and predictably negative outcomes, while supplementing the
traditional platform business model faces the challenge of creating an ecosystem, complicating
tasks both conceptually and technically.

Today, DPs are transforming standard business concepts both locally and internationally,
creating new markets, forming new audiences and user segments, and providing effective
communication methods with them. Traditional business models are modified under the influence
of DPs, offering inexpensive and attractive alternatives to clients. Since the key principle of DPs is
not ownership of the good but access to it, the network effect-based inversion factor defines a new
organizational form of management and business models with predictable and manageable
mechanisms. The deep penetration of digital technologies into consumer virtual environments leads
most "unicorns" (private startups with a capitalization over $1 billion) to effectively become
platform companies. This new trend accelerates the entry of DPs into the multilateral global market,
allowing for ™"accelerated internationalization” and transforming "young"™ companies into
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transnational corporations (TNCs) by applying new business models oriented towards market
niches in foreign markets. Unlike international strategic alliances, global DPs allow more
participants to collaborate more openly and flexibly without worrying about distances and borders
amid ultra-dynamic changes in international competition. For example, there are now stable
partnerships like Audi and Volvo with Google on the Android Automotive platform, General
Electric with Microsoft for using its Azure cloud services, Walmart with Google, and Daimler and
Ford with Baidu on its Apollo platform, considered the "Android of autonomous driving"
(Kretschmer et al., 2022).

Such universal determinants and competitive advantages of DPs as the ability to overcome
trade barriers, ensuring liquidity through transaction execution, low marginal costs, efficient asset
utilization, and attracting investments differentiate traditional business models into "platform™ type
models based on centralized value exchange and avoiding "classical™ linear optimization of internal
business processes. Among the two types of business models (traditional and platform),
international investors value the multilevel platform business significantly higher than the
traditional one. This is because DPs not only minimize the costs of using external resources (ideas,
information, clients, labor, etc.) but also generate a new dimension of business openness,
competition, and company business strategy. Adding a platform model to the traditional business
model through original, conceptually and technically complex tasks, implementing DPs into their
business, or using them in partnerships with other firms is now practiced by almost all “classic"
Fortune-100 companies (e.g., Walmart, Nike, John Deere, Bosch, GE, etc.). It is important to note
that DPs offer opportunities acceptable for both hierarchical management and distributed interaction
within a company. However, DP potential is best realized using a distributed management system,
as it implies competitive advantage strategies built on functional-product and regional criteria, as
well as decisions related to creating opportunities for network interaction (Hein et al., 2020).

Changes in company efficiency approaches are associated with using cross-financing schemes
for clients on DPs — virtual payments through Internet wallets or online bank platforms,
participation in bonus programs, credit options, etc. The user's value for the DP is determined by
their ability to form information databases, whose value depends on whether the information is
considered a public or private good, and by the external visibility of the "zero" price of information
through the natural exchange of “user information” for “information for the user.” It is essential to
note that the structured system of "company-DP" interaction efficiency indicators is still under
development (Verhoef et al., 2019; Vial, 2019; Wang et al., 2023). Reasons for this include: a)
constant modification of existing theories to new "platformization™ economic conditions, requiring
continuous analysis and hypothesis testing; b) insufficient evidence of DP impact on company
functionality; c) lack of specific, scientifically recognized concepts for implementing technological
changes in integrated marketing communication systems.

This is further complicated by the absence of tools for assessing the dependency of company
capitalization on brand value, e.g., in 2023, Apple was the largest capitalized corporation, while the
most valuable brand was Google (World Economic Forum, 2023). The well-known K. Arrow
dilemma — "uncertainty-information” — leaves three questions open: first, how to calculate
economic added digital value considering investment adjustments, with returns distributed over
time; second, what share of intangible assets (including digital) in the capital structure determines
company value management efficiency (Value-Based Management, VBM); third, whether such a
tool will be proprietary know-how for each company with solution implementation scenarios or a
universal model for business entities, markets, industries, etc. These questions require further
theoretical analysis and applied developments in the context of Industry 4.0 digital technology
development and DP ecosystem globalization.

Conclusion. The development of DP ecosystems occurs alongside the transformation of
business models of their entities, simplifying business processes and operations, which determines
the advantages of operating based on the sharing economy and gig economy. Companies within
digital ecosystems gain significant competitive advantages through the expansion of their customer
base, the ability to use various services, and convenient digital communications with consumers.

106



AxmyanvHi npobaemu midicHapooHux gionocun. Bunyck 160, 2024.

The further development of DPs within the new economic landscape of the digital economy will
depend on the algorithms for using new technologies to form macro-markets for clients and service
providers. In this context, the most promising paths are: a) creating various services on DPs to
enhance transaction opportunities between buyers and service providers (proposition); b) targeted
interaction with clients across all channels to understand their needs and create personalized offers
(personalization); c) applying new pricing models to meet demand (price); d) maintaining customer
trust, protecting data, and differentiating platform activities (protection); and e) strengthening
connections with digital partners — app developers and payment service providers (partners).
Implementing this 5P model involves effectively using digital tools in developing a business
strategy based on DP ecosystems, rooted in a client-oriented approach and the competencies of a
corporate design-thinking portfolio.

In the near future, most new digital technologies supporting DP development will approach
the expansion phase in the technology life cycle, as major technical barriers will be overcome.
Consequently, in the coming years, we can expect active discussions in both foreign and domestic
economic sciences regarding the selection of business models for DP management. This is
particularly relevant in the context of DP participants adhering to legal algorithms and "non-
platform™ rules, the increasing importance of concepts such as "commercial trust” and "online
image" concerning reputational risks, and the implementation of public-private partnership projects.
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Abstract. The purpose of the article is to determine the prerequisites for a theoretical
rethinking of the problem of price instability and inflation processes as such in the context of a
managed green and circular transition as a consequence of the institutional legitimation of climate
neutrality on the path to achieving sustainable development. The circular economy, as an important
component of the ambitious concept of sustainable development, involves a change in the approach
to natural resources, which entails the abandonment of traditional business models and the search
for new investment solutions that cannot be fully achieved by attracting private capital. This places
great responsibility on governments, which, on the one hand, set ambitious goals (green transition,
energy transition, circular transition, sustainable development), and, on the other hand, are not
able to respond in a timely manner to the consequences of climate change and to respond to the
impacts created by these two factors (institutional pressure and market failures) negative spillover
effects. Control of hydrocarbon emissions should be offset by the use of a wide range of green
incentives (green quantitative easing policy, green guarantee policy, green subsidy policy) and by
providing access to long-term loans as part of responsible government planning. Fiscal, monetary,
exchange rate and industrial policies must ensure the sustainability of the green transition. Only in
this case can the stability and efficiency of the financial system be guaranteed, as well as the
technical re-equipment of the production sector, focused on new technologies, while maintaining its
productivity indicators. It has been established that green inflation can occur: as a reaction to
irresponsible management (where economic agents actively created such a reality in which
environmental degradation and climate problems lead to food, raw material, energy and other
crises, which reduces supply, and therefore provokes an increase in prices ); as a reaction to an
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attempt to implement large-scale projects aimed at decarbonization within a limited time frame
(where economic agents and consumers become "victims" of monetary and fiscal policies of
governments); as a reaction to the tightening of business standards, for which the end consumer
will have to pay (the price of minerals needed for green technologies - from wind turbines and solar
panels to electric cars - will require a "green premium" (or "greenium™) as due to relatively higher
demand on them with limited supply, as well as due to the fact that the extraction of minerals is
usually associated with higher environmental costs, which will be "punished” by taxes).

Key words: decarbonization, sustainability, circular economy, circular transition, green
incentives, green investments, loans, regulation, climate financing, monetary policy, fiscal policy,
Central Bank, inflation, Green Deal, EU, ESG.

Anomayin. Mema cmammi nonsgeae y 6UHAYEHHI NepeoymMo8 Olsi MeopemudHo2o
nepeocMucierHs npodiemu YyiHooi HecmabiibHoCmi ma IHOIAYIUHUX NPOYeCi8 K MAKUX 8 YMOBAX
KepoBaHO20 3€leH020 Ma YUPKYIAPHO20 Nnepexody AK HACKIOKY [HCMUmyyitHoi necimumayii
KIIMAmMuyHoi HeumpaibHoCcmi Ha wiaxy 00 Ccmano2o po3eumky. Llupkynapha exonomika, K
8ANCIUBA CKAAO06A AMOIMHOI KOHYenyii cmano2o po3sumkKy, nepeooayac 3miHy Rnioxody 00
NPUPOOHUX pPecypcCis, Wo mseHe 3a co00t 8i0M0O8Y 8i0 mpaouyitiHux mooenel Oi3Hecy ma NouLyK
HOBUX [HBECTUYIIHUX DileHb, AKI HEeMOJMCIUBO NOGHICMIO 3a0e3nedumu 3a PAxyHOK 3a7V4eHHs
npusamuozo kanimany. Lle noknadae genuxy 6ionosioanvHicms Ha ypaou, sKi, 3 00HO20 OOKY,
cmaenams amOimui yini (3en1eHuti nepexio, eHepeemuyHull nepexio, YUpKyJIsApHuLl nepexio, cmanutl
PO3BUMOK), a, 3 IHUWO20 OOKY, He 30aMHI CB0EYACHO pea2y8amu Had HACTIOKU KIIMAMUYHUX 3MIH ma
peazyéamu Ha Mi, WO CMEOPIOIOMbCA YUMU 080MA (hakmopamu (IHCMumyyitiHuti muck ma puHKo8i
npoganu) HecamugHi cnunogepu-epexmu. Kommponv 3a 8y2nesoOHesumu  SUKUOAMu Mae
KOMNEHCY8AMUCS  3ACMOCYBAHHAM WUPOKO20 [THCMPYMEHMApiio 3e1eHux Ccmumynie (nonimuka
3€/1eH020 KINbKICHO20 NOM'AKUIEeHHS, NONIMUKA 3e/leHUX 2apanmiil, noaimuKka 3eleHux cyocuoii) ma
HAOAHHs 00Cmyny 00 0082UX Kpeoumie )y pAMKAX Bi0N0BI0ANIbHO20 0epPHCABHO20 NIAH)BAHHSL.
broooicemno-nooamrosa, epowiogo-kpeoummua, 6anoOmHa mMa NPOMUCIOBA NONIMUKU MArOMb
3abe3neyyeamu cmiikicmo “3en1eno2o’’ nepexoody. TinbKu 6 yboMy 8UNAOKY MOMCHA 2ApAHMY8amu
cmabinbuicms ma egekmugHicms (QiHAHCOBOI cucmemu, a MaKkoxIC MmMexHiuHe NepPeoCHaUjeHHs
BUPOOHUYO20 CEKMOpd, OPIEHMOBAHO20 HA HOBI MEXHON02Ii 3a 30epedCeHHs NOKA3HUKIE 1020
NPOOYKMUBHOCHIL.

Knrwouoei cnoea: Oexapbonizayis, cmanuii po36UMOK, 3€leHd eKOHOMIKA, YUPKYIAPHA
EeKOHOMIKA, YUPKYIAPHULL Nnepexio, eHepeemuyHull nepexio, 3eieHi cmumynu, 3eleHi iHeecmuyii,
NO3UKU, pe2yNio8anHs, KIiMamuyne (QIHAHCY8aHHA, MOHEmMAapHa NoIimuKd, (QIiCKaibHa Noaimuxa,
exoHomiunull inmepec, L|b, ingnayis, kpuza, €C, ESG.

Introduction. After 300 years of industrial development, when each successive level of
technological development was accompanied by a transition to new energy sources, the policies of
world leaders turned in the opposite direction. For the first time in its history, humanity is moving
from more efficient fuel sources to less efficient ones that produce less CO2 emissions, setting quite
ambitious deadlines for completing this monumental task. For example, The European Green Deal
alone envisages at least €1 trillion of investment over the next 10 years. Investment required in the
water, agriculture, telecommunications, energy, transport, construction, industrial and forestry
sectors is currently estimated at approximately $5 trillion per year, according to current OECD
forecasts (Reznikova, N., & Grod, M., 2023). This raises the question of whether Europe's
decarbonization agenda will lead to greenflation. After all, financial analysts, not seen in moralizing
on the topic of circular and green transition, have long considered the latter not only as a tool for
market stimulation, but also for speculative price growth.

The circular economy is an integral part of the ambitious concept of sustainable development,
and the goal of the circular economy is to decouple economic growth from extensive consumption
of natural resources. Despite the fact that one of the differences between the concept of a circular
economy and the concept of sustainable development is that the social aspects of sustainable
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development in the concept of a circular economy are largely underestimated in terms of exploring
ways to improve the level and quality of life of the population, our proposed approach to
highlighting the goal setting of a circular economy from the perspective of R-strategies of business
activities allows us to demonstrate the potential for solidarity of these concepts by highlighting the
latest social patterns of society.

If the concept of "transition” from the point of view of the circular economy is interpreted as
the process of realizing a set of intentions to change the essence, principles and forms of economic
activity and the establishment of alternative mechanisms for the implementation of economic
relations in the process of production, distribution, exchange and consumption of goods in order to
change the qualitative and quantitative characteristics of models growth and development, then the
"transition to sustainable development” appears as the process of implementing the energy
transition (symbolizing the transition to renewable energy sources and reducing the share of fossil
energy in the energy balance), circular transition and bio-economic transition (observing the
principle of the integrity of human and natural systems , which are united in the concept of green
transition), digital transition. At the same time: (1) the functional basis of the development of the
circular economy and bioeconomy is the energy transition; (2) the development of the circular
economy depends on the development of the digital economy and the bioeconomy; (3) the
dynamics of the circular transition depends on the dynamics of the transition to sustainable
development.

In order to accelerate the circular transition, it is necessary to encourage green public and
private investments, as well as fair climate investments by households, which, without a doubt, will
become an additional trigger for economic growth against the background of the development of
large-scale stimulus packages to overcome the consequences of the pandemic. Some experts will
rightly note that the current "commodity supercycle”, in which a wide range of commodities are
trading at prices higher than long-term trends, much of which is critical to the green and digital
transition, has already contributed to price destabilization and therefore further stimulus green and
circular transitions will exert inflationary pressure on the macroeconomic environment.

The purpose of the article is to determine the prerequisites for a theoretical rethinking of the
problem of price instability and inflation processes as such in the context of a managed green and
circular transition as a consequence of the institutional legitimation of climate neutrality on the path
to achieving sustainable development.

Literature review. Among the inflation triggers, D. Prokopovich (Prokopowicz, D., 2022)
considers the breakdown of logistics supply chains and purchases during the pandemic,
international trade wars in the context of increasing international rivalry, challenges to energy
security, the consequences of diversifying energy sources and accelerating the process of forced
transition to renewable energy sources in accordance with the directions of the environmental
policy of the European Union, rising prices for raw materials and various categories of production
factors. Researchers note the impact on the level of inflation of monetary policy rates (Anari, A. and
Kolari, J.W., 2017), the unconventional monetary policy of helicopter money (Couppey-Soubeyran,
J., 2020; Reznikova, N., Ivashchenko, O., Hrynchak, N., Dvornyk, I., 2022; Reznikova, N., Bulatova,
0., Yatsenko, O., lvashchenko, O., 2022; Coppola, F., 2022; Rosa, B., 2022), features of the
implementation of stabilization policy (Reznikova, N., Panchenko, V., Ivashchenko, O., 2021 a;
Reznikova, N.V, Panchenko, V.H, Ivashchenko, O.A., 2021 b), features of the synchronization of
debt, financial and business cycles (Shlapak, A., 2023). The problem of inflationary costs in the
implementation of green and circular transitions, as well as the energy transition, has become the
focus of research by scientists who particularly note the role of greening the mandates of central
banks (Diluiso, F., B. Annicchiarico, M. Kalkuhl, and Minx J. C., 2021; Abdelli, M., & Batsaikhan,
U., 2022; Schoenmaker, D. & Tilburg, R.V., 2016; Van Lerven, F. & Ryan-Collins, J., 2017). The
scientific literature does not reach a consensus on the inflationary consequences of the green
transition, but it notes the responsibility of monetary and fiscal authorities for the macroeconomic
consequences of implementing climate change policies towards sustainability and climate neutrality
(Del Negro, M., Di Giovanni, J., Dogra, K., 2023; Ferrari, A. and Nispi Landi V., 2022; Konradt,
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M. and Weder di Mauro B., 2021). The circular economy is considered both a tool for achieving the
green transition (Cheba, K., Bgk, 1., & Pietrzak, M. B., 2023) and sustainability (Fromberg, E.H.E.,
Bakker, C.A. & Peck, D., 2023; Kandpal, V., Jaswal, A., Santibanez Gonzalez, E.D.R., Agarwal, N.,
2024; Dovgal, O., Borko, T., Miroshkina, N., Surina, H., & Konoplianyk, D., 2024), and a special
environment for the implementation of anti-crisis policies (Krysovatyy, A., Zvarych, R., Zvarych, 1.,
Reznikova, N., & Homotiuk, V., 2021; Mercy, T., 2023). Understanding the links between the green
economy, circular economy, sustainability and competitiveness (Petkov, P., Slaveva, K., Kasabova,
S., Shopova, M., Varbanov, T., & Ovchinnikov, E., 2024) are important for prioritizing pro-
environmental economic transformation while taking into account challenges to macroeconomic
stability (Prokopowicz, D., 2020).

Main results of the research. The term "greenflation” serves to explain the "price
vicissitudes™ that may occur on the way to the green transition (as a result of increased demand for
selected resources), as well as the costs associated with reducing sources of carbon emissions (as
part of "green" investment packages and financing of relevant projects that increase the money
supply) or as a result of limiting the supply of goods due to climate disasters or environmental
degradation. In other words, green inflation can occur:

1) as a reaction to irresponsible management (where economic agents actively created such a
reality in which environmental degradation and climate problems lead to food, raw material,
energy and other crises, which reduces the supply, and therefore provokes an increase in prices);

2) as a reaction to an attempt to implement large-scale projects aimed at decarbonization
within a limited time frame (where economic agents and consumers become "victims" of monetary
and fiscal policies of governments);

3) as a reaction to the tightening of business standards, for which the end consumer will have
to pay (the price of minerals required for green technologies - from wind turbines and solar panels
to electric cars - will require a "green premium" (or "greenium") due to a relatively higher demand
for them with limited supply, as well as due to the fact that the extraction of minerals is usually
associated with higher environmental costs, which will be "punished™ by taxes).

But is it worth manipulating the greening of inflation and are we not exposed to false
conclusions by allowing ourselves to be lured by a new-fangled term?

There is no unanimity in the interpretation of what can actually be considered "green”
(Szopik-Depczynska, K., Cheba, K., Bgk, 1., Stajniak, M., Simboli, A., & loppolo, G., 2018; Melnyk,
T., Reznikova, N., & Ilvashchenko, O., 2020; Khoshnava, S. M., Rostami, R., Zin, R. M.,
Streimikiene, D., Yousefpour, A., Strielkowski, W., et al., 2019). Most often, the term "green
incentives” can hide "incentives for the development of clean energy sources”, "incentives for the
development of sustainable infrastructure” and "low-carbon™ incentives. Clean energy incentives
typically include investments in renewable energy and energy efficiency, but sometimes other
investments that affect energy use, such as rail and electric vehicles. Green incentives may also
include conservation measures such as forest protection and restoration and other environmentally
beneficial measures that reduce air pollution, improve water quality and water supply, or contribute
to climate change mitigation, adaptation or resilience. A "low-carbon” incentive is usually entirely
focused on curbing emissions. However, different countries may choose different decarbonization
strategies, such as the same investment in power lines can be "eco-friendly" if they connect
renewable energy sources to the grid, or "eco-unfriendly" if they connect fossil fuel power plants .
Therefore, in many cases governments have their own definitions of whether a project is "green™ or
not. For some of them, "green" is large hydropower, natural gas, nuclear energy, carbon storage, for
others this interpretation is unacceptable.

The International Energy Agency (IEA) has called for the development, implementation and
integration of clean energy technologies to be a cornerstone of economic recovery plans. The IEA
and other experts say that increasing the share of "green stimulus" in the recovery package will help
create new jobs. From these positions, the current crisis is a test for governments in terms of
commitment to the problem of climate change and the transition to clean energy, which is declared
on various international platforms as a priority for the world community. According to the
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calculations of IEA experts, investing $1 million in improving the efficiency of buildings,
environmentally friendly urban transport or solar photovoltaic systems will create more than twice
as many jobs as investing $1 million in coal or gas energy. Sustainable forest management, EV
charging infrastructure, pedestrian and cycling infrastructure, biofuels and recycling were also
identified as employment drivers. Those who question the optimism of the conclusion that overall
clean energy can create more jobs than other infrastructure investments in the near future are
usually told in discussions that, say, environmental projects such as installing solar panels or
planting trees, more labor-intensive than highly automated capital-intensive projects from the
extraction of oil, gas, coal and other natural minerals. However, they forget to clarify that "green
projects” may require less qualified labor or those who belong to the representatives of the so-called
gig economy (a set of independent contractors, workers of online platforms, employees of contract
firms, on-call workers and temporary workers employees).

The analytical platform Rhodium Group tracked the costs of stimulating the green transition
of the four largest regions in the world in terms of greenhouse gas emissions - the USA, the EU,
China and India. It turned out that the EU is the leader in terms of this indicator: the total amount of
"green expenses” at the beginning of 2021 amounted to 249 billion dollars (almost 20% of the total
amount of measures to restore the economy of the union) (Rhodium Group, 2020). The
implementation of "green™ initiatives was facilitated by the active use of the potential of
discretionary fiscal policy, which refers to what happens as a result of government decisions,
purposeful manipulation of public procurement, taxes and transfers with the aim of stabilizing the
economy. Under discretionary fiscal policy, in order to support economic activity during a crisis, a
state budget deficit is purposefully created, and a surplus is deliberately formed during an economic
boom. However, there is a time lag between the implementation of fiscal policy measures and the
manifestation of their economic effect, and according to experts, it is 1-2 years. Therefore, the
implementation of an effective discretionary fiscal policy requires a fairly accurate forecast of
economic processes, based on which the government would be able to adjust the tools - public
procurement, taxes and transfers - to the future economic situation. In the case of the "green
transition™, the global conjuncture is actually created in manual mode.

The United States of America ranks second with $26 billion, which is only 1.1% of total US
stimulus funds today. At the beginning of March 2021, US President Joseph Biden signed a
document on directing $1.9 trillion to restore the economy. Immediately after the launch of the
stimulus package, consideration of the volume of infrastructure financing was updated, and already
on March 31, an infrastructure plan for $2.3 trillion was submitted, calculated for the next eight
years, within which green energy costs take second place (24%). In India, the share of
environmentally friendly investments is more than twice as high as in the USA (2.4%), but the total
scale of spending is only 830 million dollars. And China's "green costs™ are estimated at 1.43 billion
dollars, which is only 0.3% of the total costs for stimulating the economy (Rhodium Group, 2020).

As the idea of sustainable development advances, changes in the role of central banks (CBs)
cannot be avoided. Many of them are already officially talking about the negative consequences of
uncontrolled climate change for financial stability. Obviously, the Central Bank will have to become
“climate rescuers of last resort.” And this is the real intrigue. The nature of the “green transition”
and its consequences, which influence business and consumption models, will be felt by absolutely
everyone, but with varying degrees of drama. Therefore, many experts are already calling the
movement towards climate neutrality a “green swan”.

The term is analogous to the “black swan,” made popular by Nassim Taleb, who argues that it
is “black swans”—events with unpredictable consequences and large-scale impacts—that drive
history and change the way we think about risk. The climate crisis is very similar to a “black swan”
event, because the results of climate change will undoubtedly be severe and extreme, as will the
consequences of containing it.

In June 2021, leading central bankers, representatives from the Bank for International
Settlements (BIS), the International Monetary Fund (IMF), the Network for Greening the Financial
System (NGFS), policymakers and academics held the Global Virtual Conference on Greening
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swan 2021" (Green Swan 2021). According to the approved communiqué, participants committed to
“appropriately integrate considerations of climate change and biodiversity loss into economic and
financial decision-making, including addressing macroeconomic impacts and making optimal use of
a range of policy levers to set carbon prices.”

Events caused by “green swans” significantly affect the state of the financial system, forcing
the Central Bank to introduce instruments of a “green” quantitative transition. Indeed, in order to
ensure that the green transition does not negatively impact the financial system, banks will have to
align their monetary and regulatory policies with environmental policies. In this situation, central
banks could play a key role by helping the financial system by purchasing depreciated assets
resulting from rapid climate change, as long as these measures are aimed at financing
environmental sustainability projects or “green” industries.

The green quantitative transition is comparable to the quantitative easing policy initially
implemented by the Bank of Japan back in the early 2000s and later by the Federal Reserve and the
European Central Bank (ECB) in response to the financial crisis that began in 2007/2008 and
subsequent crises euro and the coronavirus pandemic. Quantitative easing is the injection of
liquidity into the economy by purchasing assets from financial institutions. And ‘“green”
quantitative easing will be implemented on the same principles, but aimed at curbing climate
change. Central banks will also issue securities to benefit from Development Banks to ensure that
institutions can finance the projects needed for the transition without encountering obstacles arising
from the private credit market.

Referring to the ECB's mandate, which defines price stability as a primary objective, but
stipulates that the ECB “shall support the general economic policy in the Union, promoting the
achievement of the objectives of the Union, provided that such actions do not prejudice price
stability (Article 127.1 of the Treaty on the Functioning of the EU (TFEU), the researchers confirm
that the ECB is already institutionally prepared to play an active role in mitigating the effects of
climate change. After all, the Union's goals imply that the EU internal market should “work for the
sustainable development of Europe based on balanced economic growth and price stability aimed at
full employment. and social progress, as well as a high level of environmental protection and
improvement” (Article 3.3 TFEU) Therefore, these TFEU articles provide the ECB with
considerable space to support the EU’s “green” goals (EUR-Lex).

Most likely, central banks will have to use the Brazilian experience of creating companies
(like the Emgea Asset Management Company) to manage the exchange of financial assets
associated with old technologies (so-called “brown” assets) for “green” assets. After all, investors,
squeezed into the corset of ESG criteria for selecting projects that comply with the principles of
responsible financing, actually cut off power to “dirty” industries, which will not be able to
modernize without financial injections.

The creation of such companies will allow central banks to rescue financial institutions that
have fallen into difficulty during the transition period, and at the same time set conditions for their
further activities as part of financial market reregulation. In other words, central banks could protect
financial institutions from problems with stranded assets by directing their activities to “green”
projects, determining the conditions for the exchange of assets, and even nationalizing private
financial institutions if their financial and credit activities have reached a dead end. But the
government, through a green quantitative transition, could finance green industrial policy and
innovation for the purpose of industrial retooling, introducing fiscal policy as a tool to stimulate
technological and innovative changes. But such a commitment to facilitating a successful transition
to a green economy will require a review of macroeconomic policies.

The primary responsibility for responding to market failures caused by the climate challenge
actually lies with governments. They have the power to make decisions that can fundamentally
change the economic and social landscape and have a wide range of policy levers, including setting
a price on carbon emissions, setting regulations for reducing emissions, making the necessary
investments and providing guarantees. And therefore, state planning, its institutions and the policies
used - fiscal, monetary, monetary and industrial together with credit - must ensure the sustainability
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of the “green” transition. Only in this case can the stability and efficiency of the financial system be
guaranteed, as well as the technical re-equipment of the production sector, oriented towards new
technologies while maintaining its productivity indicators.

At the same time, the revision of the tax-budget base, which makes it possible to obtain
additional state loans for investing in "green” projects, may take the form of exempting investments
in green projects from the basic criteria of 3% of the budget deficit or 60% of the debt level. This
can happen, for example, by allowing another 1% of GDP to be allocated to investments in relevant
green projects and allocating an additional amount - almost 5% of GDP - to the accumulation of
"green debts". Here it is worth noting that the supranational influence on the fiscal sphere within the
EU resembles the practice of economic regulation applied by national governments. Moreover, it is
not about direct regulation (state procurement, sale of state property), but about indirect influence
(regulation of the deficit, state debt, and as a result, budget expenditures and revenues). When
considering the option of "borrowing for investment”, it is worth noting that with historically low
borrowing costs, some see it as more appropriate to support public investment, rather than increase
current spending. For example, the UK has increased the allowable level of net public investment
from 2% to 3% of GDP, while debt servicing costs are less than 6% of public spending. Since most
Eurozone bonds have negative yields, governments can borrow effectively for free, increasing the
return on any government investment.

Denmark and Canada have made the most serious joint effort to reorient their economies
through stimulus spending. Canada has announced a "Healthy Environment and Healthy Economy
Plan" that covers energy efficiency, low- and zero-emission transportation, a clean energy transition,
low-carbon agriculture and environmental initiatives. The plan contains 64 measures for the
development of "green infrastructure” and the direction of "green" investments in infrastructure, etc.
Along with financing the health care system and households in Canada, significant support is also
provided to business through a number of specific measures related to the environment: subsidies
that stimulate employment (wage subsidies); direct payments; postponement of tax payment or
reduction of tax amount. Most of the "green incentives" are directed to the energy sector. Given that
the policy of energy deregulation has a greater negative impact than a number of positive "green
measures, the implementation of this plan does not provoke the development of green inflation.

The European Commission's "green spending™ and stimulus packages introduced in Great
Britain, the Netherlands, Austria, France, Germany, Finland, Spain and Sweden are also large-scale.
The Netherlands and Austria are the first EU countries to join the regional recovery initiative
REACT-EU (Recovery Assistance for Cohesion and the Territories of Europe). Participation in the
financing program will make it possible to increase the volume of investments in green and digital
transitions in certain regions of the country. In particular, in the north of the Netherlands, the
program will support long-term investments in sustainable innovation projects in the areas of
closed-loop production, renewable energy, digitalization and healthcare. In the east of the country,
the program will support the further development and market entry of innovative technologies and
processes, as well as investments that strengthen the innovation ecosystem. Areas of investment for
the green transition will also include sustainable energy and materials use. In the south, projects
aimed at the implementation of sustainable innovations will be supported within five spheres:
energy, raw materials, climate, agriculture and food.

It is worth emphasizing that measures for the green recovery of the economy are carried out in
the Netherlands not only by the state, but also at the business level. For example, in 2020, the Dutch
Coalition for Sustainable Growth initiated the Green Recovery Statement, which was joined by
more than 250 of the country's largest companies. The business community is striving to rebuild the
economy after the pandemic, which is in line with the UN Sustainable Development Goals. The
Netherlands is also an active participant in multilateral initiatives for cooperation in the field of
green recovery and the provision of appropriate assistance to the least developed countries. At the
meeting of the Development Committee of the World Bank Group in April 2020, the representative
of the country emphasized the importance of financing by international organizations of plans for
the recovery of the economies of developing countries, which contain provisions for financing
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renewable energy, sustainable water resources and food systems while simultaneously reducing
fossil fuel costs . The Netherlands' global recovery efforts are focused on low-income countries and
the most vulnerable countries, fragile states in conflict zones. In 2020-2021, the Netherlands
supported green post-crisis recovery projects in Africa, the Middle East, South America and Asia. In
addition, it was announced that it will continue to encourage countries with long-term national
environmental strategies despite the consequences of the pandemic.

The Benelux Union Annual Plan 2021 states that the Benelux Green Deal should become an
EU-wide model. And the agreement provides that the countries will cooperate in the
implementation of national energy and climate plans until 2030 in accordance with the provisions of
the Regulation of the European Union on the management of the Energy Union (EU Governance of
the Energy Union Regulation). More specifically, the Benelux countries committed to include
relevant green provisions in their national post-crisis recovery plans. The transformation of the
energy market (transition to hydrogen fuel) and sustainable mobility have been defined as the main
areas of cooperation. For example, by the end of this year, the Benelux countries will introduce a
procedure for registering operators of electric car charging points, which is in line with the EU's
green ambitions to deploy infrastructure for alternative fuels. In addition, it is planned to develop
cross-border infrastructure for zero-emission trucks, as well as for cross-border hydrogen-fueled
ships. But Japan, South Korea, Italy and Australia, although they have made efforts to green their
own stimulus measures, have not been able to achieve transformational shifts towards a green
transition.

But the integration of climate and clean energy into large-scale investments to stimulate the
economy is only one indicator of commitment to the fight against environmental change. For
countries that do not have a strong policy framework for curbing greenhouse gas emissions,
incentives may be one of the most promising tools for advancing green priorities. On the other
hand, where climate policy already limits the main sources of emissions (in the EU and many of its
member states), stimulus spending can be an accelerator of progress, but not the main means of
reducing emissions. And, for example, in India, a number of projects to accelerate the
implementation of clean energy are outside the scope of the stimulus plans for post-pandemic
economic recovery.

According to the latest Greenness of Stimulus Index (GSI) report from think tanks Vivid
Economics and Finance for Biodiversity (F4B), almost a third ($4.6 trillion) of stimulus provided
by the governments of the G20 and other countries (Scandinavian, Columbia, Switzerland, Spain,
Singapore and the Philippines) to their own corporations at the beginning of 2021 ($14.9 trillion)
was in sectors that could play an important role in ensuring more sustainable development,
including agriculture, energy, transport, waste disposal and heavy industry (Vivid Economics,
2021). But only 1.8 trillion dollars from this funding were either directed directly to low-carbon
development and environmental improvement projects, or included an environmental criterion to
determine potential recipients of such incentives. Fewer than ten of the analyzed economies
invested in so-called conservation projects, such as tree planting, forest protection and regenerative
agriculture (Vivid Economics, 2021).

China has committed to becoming carbon neutral by 2060 and has set an interim goal of
reducing carbon intensity by 65% by 2030 compared to the 2005 baseline. But the GSI shows that
China has continued to focus stimulus support on big coal and industrial production without regard
to environmental conditions, even as it has announced plans to develop solar and wind power.
While other Asian countries, along with Japan and India, have directed a significant share of
stimulus funding to specific low-carbon sectors such as climate change adaptation, renewable
energy generation and energy storage, they also continue to actively support the coal industry.

Conclusions. In the early stages of the pandemic and the global recovery, most governments
reasonably focused the first wave of stimulus measures on the most urgent priorities: supporting the
health sector and providing direct assistance to households, businesses and ordinary workers. But
then, when the crisis began to turn into a long-term economic recession, governments tried to use
the "green agenda” as a way to stimulate national development and announced increased funding
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for the green transition. In fact, the "green transition" destroys the usual business models ("business
as usual™), revises the "portrait" of countries regarding their comparative advantages, and reformats
the international division of labor.

Climate change and measures to combat it may have unintended consequences for inflation,
even to the extent that they may undermine monetary policy's efforts to maintain price stability.
While most analysts are convinced that the spike in gas prices has nothing to do with climate policy
and much more to do with oil production curbs imposed by OPEC+ in an attempt to keep prices
high and recoup losses after the pandemic hit on the oil markets, there are also those who place the
responsibility for the price peak on poor planning of decarbonization processes.

A possible trigger of "green inflation" is considered to be the following options of "green
incentives” that potentially affect the "greening™ of inflation and the probability of their impact is
increasing today, namely: first, the adjustment of the tax and budget base, which makes it possible
to obtain additional borrowings for investing in "green™ projects; secondly, actions of the ECB to
stimulate green activity; thirdly, the "green transition" in German politics, which can open
opportunities for the growth of "green" investments by 1% of GDP; fourth, the introduction of state
guarantees — a key financing mechanism of the EU Green Deal — for the expansion of green projects
now that new renewable energy sources are approaching the criterion of competitiveness with fossil
fuels in conditions of strict market regulation of the latter.

Decarbonisation hides at least two risks in regulation and taxation: first, it could hold back
investment and harm growth by exacerbating stagnation; second, it objectively creates more barriers
to trade, which is a problem for the export-dependent European economy, if increasing production
costs in Europe due to more expensive energy will require constant adjustments to import taxes and
export subsidies to protect industry. At the sectoral level, energy-intensive industries (steel,
chemicals and cement) may suffer from high EU environmental taxation, carbon taxes and
environmental regulation, and may then be at risk of moving to jurisdictions with lower energy
costs. From these positions, inflation is unlikely to turn green.

The peculiarity of the EU's National Resilience and Recovery Plans illustrates the importance
of separately assessing the impact of "green stimulus” on climate and nature. Although 37% of the
€672.5 billion Recovery and Sustainability Fund is earmarked to invest in environmental initiatives,
an analysis of ten EU member states' €500 billion plans by GSI experts found that more harm than
good has been done to nature (Todd, M. C., Taylor, R. G., Osborn, T. J., Kingston, D. G.,
Arnell, N. W., and Gosling, S. N., 2011). The experts extended the GSI methodology to
distinguish between climate impacts and nature impacts, and found that 98% of climate-related
costs, while capable of reducing emissions, more than half of nature-related costs are actually for it
is harmful. Moreover, the severe imbalance between the size of costs affecting nature and the
climate has largely put nature at a disadvantage and failed to fully meet the environmental
ambitions of the recovery package introduced by the European Commission. The analyzed
countries invested only 1% in solutions focused on nature conservation, while, according to various
estimates, they neglected the triple possibility of obtaining significant benefits for the labor market
(without ensuring the creation of jobs) and the economy, reducing emissions and improving nature
and biodiversity.

We assume that the impact of "green inflation™ will be unclear, because there are restrictions on
increasing the pace of deployment of new projects. Additional costs related to additional infrastructure,
such as power lines, backup power, energy storage or fuel storage, may be unaffordable from a
budgetary "maneuver” point of view. In addition, the emergence of cost-competitive renewable energy
technologies provides governments with an unusual opportunity to stimulate private sector investment
and growth by offering conditional guarantees rather than direct subsidies.
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Abstract. In the modern world, investment banking plays a crucial role in the global economy
by facilitating capital raising for companies, supporting economic growth, and ensuring financial
stability. The article analyzes numerous risks for investment banks associated with globalization,
economic crises, technological progress and strengthening of regulatory requirements. In response
to these challenges, innovation has become a key factor enabling banks to remain competitive. The
adoption of advanced technologies such as blockchain, artificial intelligence, and big data is
significantly transforming business practices and opening new avenues for growth and
development. Innovative financial instruments, new risk management models, and operational
process optimization are integral parts of modern investment banking. The purpose of this article is
to investigate and analyze the role of innovation in investment banks' responses to global
challenges. It was determined that innovation in the banking sector profoundly impacts the
efficiency and resilience of financial institutions. Implementing cutting-edge technologies like
blockchain, artificial intelligence, and machine learning ensures high levels of transparency and
security in financial operations, automates analytical processes, and enhances decision-making
accuracy. Furthermore, innovative approaches to risk management help banks effectively assess
and control risks while developing hedging strategies. Innovations in creating new financial
instruments, such as cryptocurrencies and smart contracts, offer new opportunities for portfolio
diversification and cost reduction. Investment banks also actively utilize crowdfunding and robotic
process automation (RPA) to raise capital and improve operational efficiency. Social responsibility
and sustainable development were identified as important areas of focus for investment banks,
contributing to reducing environmental impact and enhancing community well-being. It was proved
that the success of innovation in the banking sector depends on banks' ability to effectively balance
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the advantages and drawbacks of each technology, invest in human capital development, and
ensure compliance with regulatory requirements.

Keywords: investment banking, global challenges, technological innovations, blockchain,
artificial intelligence, big data, financial instruments, risk management, process automation,
innovative strategies, adaptation.

Anomauia. Y cyuacnomy ceimi ingecmuyitinuti OauKine 8idiepae supiuaibHy poitb Y C8IMosiil
eKOHOMIYL, CNPUAIOYU 3ATIYYEHHIO KAnimany O0is KOMAAHIN, NIOMPUMYIOUU eKOHOMIUHE 3DOCMAHHSL
ma 3abesneuyrouu inancosy cmabirbHicmsb. B cmammi npoananizosami uucienni pusuxu 0.s
iHgecmuyitiHux OaHKI8, NO08’A3aHi 3 2100aNi3ayicl0, eKOHOMIUHUMU KPU3AMU, MEXHOI0TUHUM
npoepecom i NOCUNEHHAM HOPMAMUBHUX BUMOe. Y 6i0nogiob Ha yi GUKIUKU IHHOBayii cmaiu
KAIOYOBUM — (haKkmopom, wo 0036014€ OAHKAM  3ATUWAMUCA — KOHKYPEHMOCHPOMONCHUMU.
3anposaodoicenns nepedosux mexHonozil, makux K OJOKYeUH, WmyuyHull iHmenekm i 6eauxi 0aHi,
CYmmeso 3MIHIOE Oi3HeC-NpaKkmuky ma 6iOKpUeac HOGI WIAXU O 3POCMAHHA MA PO36UMKY.
Innosayitini  ¢ghinancosi iHcmpymeHmu, HO8I MoOeli YNPAGNIHHA pUUKAMU MA ONMUMI3AYLs
onepayiinHux npoyecie GUHAYEHI ABMOpPAMU SIK HeBI0 '€MHI CKIA008I CYUACHO20 THBECMUYIUHO20
banxiney. Memoro yici cmammi € O00cniOxcenHs ma auaniz pouai iHHO8ayiul y 6i0N08I0AX
iHgecmuyitiHux OAaHKI8 Ha 2100anbHi SUKIUKY. Byno eusnaueno, wo iHHOBAYIl 6 OAHKIBCHKOMY
cekmopi 2nuboKo  enausaromv Ha  egekmugHicmv i cmilKicmb  QIHAHCOBUX  YCMAHOS.
Bnpoeaoocennn nepedosux mexnonoeil, makux AK OJNOKYelH, WMYYHUll HmenieKm i MauluHHe
HasuaHus, 3abe3neuye GUCOKUL piBeHb npo3opocmi ma Oe3neku hiHancosux onepayii,
asmomMamu3ye aHalimuyHi npoyecu ma RNiOBUWYE MOYHICMb Npulinamms piwens. Kpiv moeo,
IHHOBAYIUHI NIOX00U 00 YNPABNIHHA PUSUKAMU 00NOMA2arms OAHKAM epexmuerHo oyinoeamu ma
KOHMPOI08amu pusuKuy nio yac po3pooku cmpameziu xeodxcysanHs. Innosayii y cmeopenni Hogux
Qinancosux incmpymenmis, maxKux K KPpUNmMo8auomu ma cCMapm-KOHMpaKmu, nPonoHyoms HOGi
Modcausocmi 0nsl ousepcugpikayii nopmaeensi ma 3Hudcenus eumpam. Ineecmuyivini OaHKu maxkoxc
AKMUBHO BUKOPUCMOBYIOMb KpayopanouHe i pobomuszosany asmomamusayiio npoyecieé (RPA) ona
3anyYyeHHs Kanimaiy ma niosuujenus onepayiiinoi epexmugrnocmi. CoyianbHa 8i0nogioanvbHicms i
cmanutl po36UMOK OYIHeHI AK 8aXdCIUBI HANPAMKU Ol IHEeCMUYIUHUX OAHKI8, W0 CHnpusioms
3MEHULEHHIO 8NJIUBY HA HABKOJIUWHE cepedosuiyye ma niosuwyerHs 00opooymy epomaou. JJoseoeHo,
Wo ycnix iHHO8ayi )y OAHKIBCbKOMY CeKmOopi 3aiedcumv 6i0 30amHocmi OAaHKi6 egheKmugHo
30anancysamu nepesacu ma HeOONIKU KONCHOI MexHO02li, iHeecmysamu 8 po38UmoK a0CbK020
Kanimany ma 3abe3nedumu OOMpUMAHHs HOPMAMUBHUX BUMOR.

Knwuosi cnoea: insecmuyitinuii 6ankine, 2100an1bHi BUKIUKU, MEXHONO02IUHI I[HHOBAYIL,
onoxkuetin, wmyuyHui iumenexm, big data, ¢hinancosi iHcmpymenmu, YNpagniHHA PUSUKAMU,
asmomamu3zayis npoyecis, IHHOBAYItiHI cmpameeii, adanmayisi.

Introduction. Investment banking, as one of the key sectors in the financial industry, has
always played a crucial role in the global economy. Modern investment banks not only assist
companies in raising capital but also actively contribute to market development, support economic
growth, and ensure financial stability. However, in today's world, investment banks face numerous
challenges arising from globalization, economic crises, technological progress, and increasing
regulatory requirements. Innovation has become a pivotal factor enabling investment banks to adapt
to these challenges and remain competitive. The adoption of advanced technologies such as
blockchain, artificial intelligence, and big data not only changes business approaches but also opens
up new opportunities for growth and development. Innovative financial instruments, new risk
management models, and operational process optimization have become integral parts of
contemporary investment banking.

The purpose of the article. The purpose of this article is to investigate and analyze the role
of innovations in investment banking in addressing the global challenges faced by this industry.

Literature review. Recent studies show that innovations in the banking sector have a
significant impact on the efficiency and resilience of financial institutions. The article utilizes
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literature that explores various aspects of this impact, including the adoption of advanced
technologies, the development of new financial instruments, and approaches to risk management.

In particular, works by Yuri Vladik and Anton Prystupko examine innovative technologies in
the banking sector such as blockchain and artificial intelligence, and their influence on enhancing
the efficiency of resource utilization in banking institutions. Marina Kuznetsova investigates the
development and implementation of innovative banking services in Ukraine, emphasizing the need
for adaptation to rapidly changing market conditions.

Oleksandr Malinovsky analyzes the potential of blockchain and smart contracts in banking
operations, underscoring their capability to automate financial transactions and increase
transparency. Anna Oliynyk explores cryptocurrencies as a new tool in international financial
markets, assessing their opportunities and challenges for the global economy.

Additionally, Oleksandr Ratz explores the prospects of using green bonds as a financial
instrument for banking investment, promoting environmental sustainability. Articles on
crowdfunding and RPA (Robotic Process Automation) discuss new models of financing and
business process automation that reduce costs and enhance the efficiency of banking operations.

Thus, the literature review demonstrates a wide variety of approaches to implementing
innovations in the banking sector, which contribute to increased efficiency, risk reduction, and
adaptation to new challenges.

Main results of the research. During our research, several key findings highlight the
importance of innovation in responding to global challenges faced by investment banks. These
findings can be categorized into several main areas: technological innovations, new financial
instruments and products, innovations in risk management, operational efficiency improvements,
and strategies for investment banks to adapt to innovations.

Innovations in the banking sector encompass new technologies, products, and services that are
introduced to the financial market (Kuznetsova M. A., 2020). The implementation of advanced
technologies such as blockchain, artificial intelligence (Al), and machine learning significantly
changes traditional approaches to business operations and risk management.

Blockchain technology ensures a high level of transparency and security in financial
transactions. It allows the creation of decentralized databases that cannot be altered or forged
without appropriate permission. This is particularly important for investment banks as it helps
reduce fraud risks and ensures the reliability of financial operations. Additionally, blockchain
reduces transaction costs, shortens processing times, and enhances operational efficiency.

The use of blockchain technology in the banking sector provides greater security and
transparency in financial operations:

« Blockchain uses cryptography to protect data. Transactions are encrypted and verified,
making them highly resistant to tampering or hacking, thereby preventing fraud and illegal
activities.

« Blockchain is a distributed database accessible to all network participants, making
transactions visible and verifiable by all interested parties. This transparency helps avoid financial
manipulation.

« Blockchain allows direct financial and other transactions between network participants
without the need for intermediaries, reducing costs and risks.

« Blockchain enables fast, 24/7 transactions, allowing banks to enhance the efficiency of their
Services.

« Information in the blockchain is securely stored and remains immutable over time, helping
to prevent data loss or falsification of transaction history (Vladyka, Yu., Prystupko, A., 2023).

Investment banks increasingly turn to blockchain technology to improve the transparency and
security of their transactions. For example, J.P. Morgan has developed its own blockchain platform
called Quorum, used for interbank payments and other financial operations. This technology helps
reduce operational costs and increase transaction efficiency.

The use of Al and machine learning enables investment banks to analyze large volumes of
data and make informed decisions based on the results. Al can be used to automate analytical
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processes, predict market trends, manage risks, and detect anomalies in financial transactions. This
significantly improves the accuracy of forecasts and reduces the risk of losses.

Automation of processes through the use of artificial intelligence allows banks to reduce labor
costs and improve decision-making accuracy (Vladyka, Yu., Prystupko A., 2023).

Big data and analytics enable investment banks to gain deep insights into market trends,
customer behavior, and other critical aspects. The use of advanced analytical tools helps banks
make more informed decisions, optimize asset portfolios, and improve risk management efficiency.

Investment banks have access to large volumes of data from various sources, including
financial markets, customer transactions, social media, and other external sources. Analyzing this
data helps identify key trends and patterns that can influence investment decisions. For example,
market data analysis can help predict future changes in asset values and identify new investment
opportunities.

Additionally, analyzing customer behavior data allows banks to better understand the needs
and expectations of their clients. This can include analyzing transactions, credit histories, socio-
demographic data, and other factors. As a result, banks can offer more personalized products and
services tailored to individual customer needs.

The use of big data also enhances risk management efficiency. With advanced analytical
methods, banks can better assess credit risks, market risks, and other types of risks. This includes
modeling various market development scenarios, stress-testing asset portfolios, and analyzing the
impact of external factors on financial results. Such approaches help banks develop more robust risk
management strategies and reduce the likelihood of financial losses.

Analytics also contributes to optimizing asset portfolios. Banks can use data to analyze the
performance of different assets and make decisions regarding their purchase or sale based on the
insights gained. This helps increase portfolio returns and reduce risks associated with their
volatility.

Innovations in the creation of new financial instruments and products play a crucial role in
investment banks' responses to global challenges. Specifically, the development of cryptocurrencies,
smart contracts, and new financing models opens up new opportunities for growth and
development.

Cryptocurrencies such as Bitcoin, Ethereum, and Tether are becoming increasingly popular as
alternative financial instruments. Currently, Bitcoin, Ethereum, and Tether are among the top three
cryptocurrencies by market capitalization (Oliynyk, A.A., 2023). Investment banks are actively
exploring the use of cryptocurrencies to diversify their portfolios, reduce risks, and attract new
clients. Furthermore, cryptocurrencies can be used for international transactions without the need
for traditional banking intermediaries, reducing costs and increasing transaction speed.

Smart contracts implemented on blockchain platforms allow the automation of agreement
execution, ensuring their security and reliability. They can be used to automate various financial
operations such as dividend payments, asset portfolio management, and more. This reduces
operational costs, increases transparency, and ensures compliance with agreement terms.

In practice, compared to traditional paper contracts, smart contracts consist of IT functions
integrated into software, with conditions written in code executed on a blockchain-based network
rather than on paper and stored with the parties (Malinovskyi O., 2024).

Crowdfunding and other innovative financing models are becoming increasingly popular
among investment banks. Crowdfunding is an organized collection of funds from many people
through a special online platform to finance a new business project (Crowdfunding: what it is and
why it's needed, 2023).

They allow capital to be raised from many investors through online platforms, expanding
project financing opportunities and reducing dependence on traditional capital sources. This is
particularly important in conditions of economic instability and increasing regulatory requirements.

Risk management is one of the key functions of investment banks, and innovations in this
area help effectively reduce risks and ensure financial stability.
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Investment banks actively use advanced analytical methods for risk assessment and
management. This includes the use of statistical models, machine learning, and other tools to
predict market risks, detect anomalies, and develop hedging strategies.

Innovative risk management approaches include developing new models that allow better risk
assessment and control. For example, stress-testing, scenario analysis, and other methods enable
banks to predict the impact of various factors on their financial stability and develop effective
response strategies.

Insurance and risk hedging are essential tools for risk management. Innovations in this area
include the use of derivatives, credit default swaps, and other financial instruments that help reduce
the risk of losses and ensure financial stability.

Innovations in improving operational efficiency help investment banks reduce costs, improve
service quality, and increase competitiveness.

Process automation reduces operational costs and increases their speed and accuracy.
Investment banks are actively implementing robotic process automation (RPA).

RPA is a business process automation technology based on the use of software robots (RPA:
self-study materials, 2023). RPA allows automating routine operational processes such as
transaction processing, accounting, and more. This reduces manual labor costs, decreases the
likelihood of errors, and increases operational efficiency.

Effective data management is a key success factor for investment banks. Using advanced
tools for data collection, processing, and analysis allows banks to gain deep insights into market
trends, customer behavior, and other important aspects. This helps make informed decisions,
optimize asset portfolios, and enhance risk management efficiency.

Adaptation to the rapidly changing external environment requires investment banks to
develop effective strategies that include investing in new technologies, developing human capital,
expanding service offerings, and increasing transparency in their activities.

Investment banks actively invest in new technologies to enhance their competitiveness and
efficiency. This includes partnering with technology companies, creating internal innovation centers
and labs, and implementing new technologies in their operational processes.

The success of innovative strategies depends on the availability of skilled and motivated
employees. Investment banks invest in training and retraining programs for their employees,
attracting talent from various fields, including IT, analytics, and cybersecurity. Creating an
innovative culture within the company helps stimulate creativity and foster the implementation of
new ideas.

To meet changing customer needs and enhance competitiveness, investment banks are
expanding their range of services. This includes introducing new financial products such as digital
assets and investment platforms, as well as offering consulting services on innovation and risk
management. Expanding the range of services helps attract new clients and increase satisfaction
among existing ones.

In today's world, clients and regulators expect investment banks to maintain high levels of
transparency and ethical behavior. Implementing ethical standards, increasing transparency in
operations, and adhering to international standards help build trust among clients and regulators.
This also reduces reputational risks and ensures the company's long-term stability.

Investment banks are actively seeking opportunities for partnerships and collaborations with
other financial institutions, technology companies, and startups. Such partnerships allow for the
pooling of resources and expertise to develop and implement innovative solutions. Collaboration
with fintech companies, for example, enables banks to rapidly adopt new technologies and improve
operational efficiency.

Banks, as primary institutional participants in the securities market, play a vital role in
promoting green investments, positioning themselves as socially and environmentally responsible
financial institutions (Rats O.M., 2022). Innovative approaches to sustainable development enable
banks to reduce their environmental impact and promote social welfare.
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Investment banks are actively developing the green bond market, which allows for the
financing of projects aimed at reducing greenhouse gas emissions, developing renewable energy,
and improving environmental infrastructure. This not only reduces environmental pressure but also
enhances the bank's investment appeal.

Implementing energy-saving technologies and using renewable energy sources in banking
operations help reduce energy costs and decrease the carbon footprint. Banks invest in solar panels,
wind turbines, and other environmentally friendly energy sources.

Social responsibility is an integral part of modern investment banking activities. It involves
not only adhering to ethical standards and treating clients and partners responsibly but also actively
participating in societal development and addressing social issues. Investment banks that integrate
social responsibility into their strategies not only improve their reputation but also create long-term
business advantages, contributing to stability and prosperity. Key areas of social responsibility
actively developed by banks include:

« Financial inclusion: Investment banks develop programs to improve financial literacy and
ensure access to financial services for low-income populations. This includes creating special credit
products, developing mobile applications for easy financial access, and conducting educational
campaigns.

« Investing in social projects: Banks actively invest in projects aimed at improving social
infrastructure, such as building schools, hospitals, housing for the underprivileged, and developing
community initiatives. This not only improves living conditions but also enhances the bank's
reputation in society.

« Supporting entrepreneurship: Investment banks create support programs for small and
medium-sized businesses, providing favorable credit terms, consulting support, and training. This
promotes economic development and job creation.

Thus, innovations in the field of environmental sustainability and social responsibility are
becoming significant areas of activity for investment banks. They not only help reduce
environmental and social impacts but also create new opportunities for business development and
enhance competitiveness in the market.

Below is a table outlining the advantages and disadvantages of innovations in the banking
sector (Table 1):

Table 1.
Advantages and Disadvantages of Innovations in the Banking Sector
Innovations  in Advantages Disadvantages
the Banking
Sector
Blockchain - high transparency and security of - high implementation costs
transactions
- reduction of fraud risk - long adaptation period of existing
systems
- reduction of transaction costs - insufficient legislative regulation
- automation of financial operations
Artificial - automation of analytical processes - need for highly skilled personnel
Intelligence (Al)
- market trend forecasting - ethical issues and risks of
confidentiality
- improved decision-making accuracy - high initial investments
Big Data - deep insights into market trends - challenges in storing and processing
large volumes of data
- personalization of services - client data confidentiality concerns
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Cryptocurrencies

Smart contracts

Crowdfunding

RPA
process
automation)

(Robotic

Green
Obligations

Social
responsibility

- enhancing  risk
efficiency

new opportunities for
diversification
- international
intermediaries

- automated execution of agreements

management

portfolio

transactions without

- reduction in operational costs

- capital attraction from a large number
of investors

- reduced reliance on
sources of capital

- automation of routine operations

traditional

- reduced costs on manual labor

- increased speed and accuracy of
operations

- financing environmental projects

- increasing investment attractiveness
- enhancing the bank'’s reputation

- improving
communities

- increasing financial literacy among
the population

living conditions in

- high complexity of data analysis
- BUCOKa BOJIaTI/IJIbHiCTB Ta PU3HUKHU

- insufficient regulation and legislative
uncertainty

- high costs of development and
implementation

- risks of errors in
cybersecurity

- high risk of project underfunding

code and

- lack of guarantees for investment
return
- high initial implementation costs

- need for software support and
updates
- potential job loss for workers

- limited number of investment
projects meeting criteria
- high cost of implementing

environmental standards

- high costs of social projects

- complexity in measuring the
effectiveness of social initiatives

need for constant adaptation to
changing social needs and expectations

Source: created by the authors based on their own research

Thus, the success of implementing innovations in the banking sector depends on banks' ability

to effectively balance the advantages and disadvantages of each technology, invest in human capital
development, and ensure compliance with regulatory requirements. Only a comprehensive approach
to innovation implementation will enable banks to achieve sustainable development and enhance
their competitiveness in the market.

Conclusions. Results of our research underscore the importance of innovation for the success
and development of investment banks in the modern world. Global challenges faced by these
financial institutions necessitate the adoption of advanced technologies, creation of new financial
instruments and products, development of effective risk management strategies, and enhancement
of operational efficiency.

Innovations enable investment banks to remain competitive, reduce risks, and ensure financial
stability. Moreover, they help banks adapt to changing market conditions, meet client needs, and
comply with increasing regulatory requirements.

The implementation of new technologies such as blockchain, artificial intelligence, and big
data opens new avenues for growth and development. Innovative financial instruments like
cryptocurrencies and smart contracts allow for expanding service offerings and attracting new
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clients. Innovations in risk management and operational efficiency help reduce costs and improve
service quality.

Adaptation strategies, such as investing in new technologies, talent development, expanding
service offerings, and increasing transparency, contribute to long-term stability and competitiveness
of investment banks.

Thus, innovation is a key driver of success in modern investment banking. It enables effective
responses to global challenges, ensures growth and development, and enhances client satisfaction
and regulatory trust.
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Abstract. The article discusses the role of artificial intelligence in accounting processes, its
problems and risks of application in the accounting industry. Special attention is paid to the issue of
artificial intelligence regulation at the international level. The problem of interaction between
specialists and artificial intelligence is also raised. The purpose of the article is to systematize
information on the impact of artificial intelligence on the accounting profession and accounting
processes. The article is based on the hypothesis that artificial intelligence systems will replace
accountants in some routine duties. At the same time, these systems will not be able to completely
displace accountants from the industry. The results of the study indicate that the efficiency of
accounting will be significantly improved with the assistance of artificial intelligence by automating
complex tasks, increasing accuracy, systematizing information in real time, speeding up
reconciliation procedures, and helping to detect fraud. The findings indicate that accounting
processes are being transformed under the influence of artificial intelligence technologies.

Keywords: artificial intelligence, regulation, international community, accounting, machine
learning, automation of accounting processes.

Anomayia. Y cmammi po3enanymo poib wmyuHo2o IHmMeNekmy ma npoonremMu U pusuxu
3acmocysanns y oonixy. Okpemoi yeazu npuoineno numanHam pe2ynio8anHs WmyyHo20 iHMeNeKmy
Ha MIJCHApOOHOMY pisHi, 30Kkpema, y €aponelicokomy Co03i, a makoxc NnopyweHo npoonemy
83aemM00ii (haxisyis 3i wmyunum inmenekmom. Mema cmammi — cucmemamu3y8amu 00CHIONHCEHHS
WOOOo GNIUBY WMYUHO20 iHmeNeKmy Ha npogeciio byxearmepa ma 00OIIKO8I npoyecu 6 YMo8ax
iMniemenmayii  €8PONEUCbKUX pe2YIAmMOPHUX HOPM 68 YKpaincbke 3akonooagcmeo. Cmamms
CPYHMYEMbCA HA 2inomesi, W0 CUCmeMU WmyyHO20 IHMeNeKmy 3amMiHAmb Oyxeaimepis y OesaKux
PYMUHHUX 0008 ’a3kax. Boonouac yi cucmemu ne 3modxcymv noguicmio sumicHumu Oyxeanmepa 3
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eanysi. Pesynemamu oocniodcenns 6xkasyromos Ha me, wjo eghekmusnicmos 0yxeaimepcbko2o 001iKy
3HAYHO NOKPAWUMBCS 34 CHPUSHHA WMYYHO20 THMENEKm) uYepe3 NpOo8eOeHHs asmoMamusayii
CKIAOHUX 3A80aHb, NIOBUWEHH MOYHOCMI, cucmemamusayiro iHgopmayii 6 pexicumi pearbHo2o
uacy, NPUCKOPeHHs. npoyedyp 36IpKU ma 0onomoey y eusaeienui waxpaticmea. Ompumani 6UCHO8KU
ceiouamv npo me, wo npoyecu 0ONIKY MPAHCHOPMYIOMbCA Ni0 GNIUBOM MEXHON02IN WMYYHO20
iHmenekmy.

Knwuoei cnoea: wmyunui iHmenekm, pe2ynio8aHHA,  MINCHAPOOHE  pe2yll08aHH,
€8ponelicbka inmezpayis, oyxearmepcoKuili 00K, MAWUHHEe HABYAHHS, ABMOMAMU3AYIA OONIKOBUX
npoyecis.

Introduction. Digital technologies are becoming more and more important in the economy
and in the accounting industry. Professionals have been using technology for a long time to improve
the provision of accounting information to users. In particular, they have created appropriate tools
for electronic document management, developed accounting software, organized the submission of
reports to regulatory authorities through digital tools, etc. However, if earlier the use of machines
was limited to the role of an auxiliary tool in calculations or infographics, with the advent of
artificial intelligence (Al), it became possible to automate accounting processes quite thoroughly,
which, according to some publications, could completely replace the profession of an accountant.

Acrtificial intelligence is gaining strategic importance in the European Union. According to the
European Statistical Office, Al is already actively used in business. It is noted that on average,
about 8% of enterprises in the European Union used Al tools in their activities as of 2023, with
Denmark (15.2%), Finland (15.1%), and Luxembourg (14.4%) among the leaders. The most
widespread use of cognitive technologies was for automating routine tasks, text processing, and
machine learning (Eurostat, 2023). The information indicates the relevance of analyzing the use of
Al in various sectors of the economy, including accounting.

The purpose of this study is to systematize information on the impact of Al on the
accounting profession and accounting processes in the context of the implementation of European
regulations in Ukrainian legislation. In addition, considerable attention is focused on understanding
the challenges and opportunities for the accounting industry provided by Al.

It is hypothesized that Al systems will replace accountants in some routine duties, as these
systems can perform certain work faster and more accurately than humans. At the same time, these
systems will not be able to completely displace accountants from the industry.

Various research methods were used in the investigation. In particular, the methods of
induction and deduction, analysis, and synthesis were used to complex investigation the impact and
prospects of Al in the accounting industry. Methods of generalization and systematization are used
for a detailed consideration of Al components in order to improve the efficiency of accounting
processes. The comparison method was also used to identify the weaknesses of Al and the
feasibility of its use in the enterprise.

Literature review. Naturally, the emergence of such a tool has given rise to active
discussions on the feasibility and risks of using Al technologies in the accounting industry. A
significant number of works have been published by foreign scholars. In particular, Q. Duong, T.
Ariel, and A. Blyakhman studied the impact of artificial intelligence on the accounting and financial
profession. Y. Peng and S. F. Ahmad examined the role of Al in accounting, financial reporting,
auditing, and financial decision-making. Researchers A. Balamurugan, R. Bhattacharya, and others
have studied the application of RPA in accounting.

The use of Al in accounting has been studied by domestic scientists S. Korol, O. Romashko
(Korol S., Romashko O., 2024), N. Khocha, U. Pelekh, Z. Tenyukh (Khocha, N. et al., 2023)., who
have highlighted in detail the advantages and disadvantages of using Al elements in management
accounting. In addition, scientists A. Kolesnikov and O. Karapetyan (Kolesnikov, A., Karapetyan,
0., 2023).

In their works considered not only the application, but also the risks and threats of such use.
A. Shapovalova, O. Kuzmenko, and O. Prokopova considered the growing role of Al in the
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processes of taxation and reporting of small businesses. O. Pistrakevych considered information on
the policy of development of Al systems among foreign countries in her research. H. Vinnikova
notes that in the global dimension, the most comprehensive and developed regulatory framework
for artificial intelligence is represented in the European Union (Vinnikova, N., 2022).

Main results of the research. Al is defined as the ability of computer systems or algorithms
to imitate intelligent human behavior, and it is also a term used to describe the scientific field that
focuses on the development of intelligent machines that combine computer science and large data
sets (Nwosu, L.I et al, 2022). In general, the creation and development of Al technologies is focused
on reducing enterprise costs, significantly speeding up business processes, and eliminating that
called human factor. Al refers to software designed to reproduce the information processing
processes inherent in the human mind. Al performs such imitation with the help of various technical
means, so to understand the use of such technologies in accounting, it is advisable to consider the
elements contained in Al (Fig. 1).

Artificial intelligence

N\

Machine Computer Natural
learning vision language

Nnrnroccinn

RPA

Fig. 1 Elements of Al

Machine learning is a subfield of Al that uses algorithms based on large data sets to create
systems that allow performing tasks that were previously only possible for humans, such as data
analysis (3.  The online Master of Information and Data Science from UC Berkeley, 2022).
Scientists note that it is advisable to use it to automate accounting processes, as machine learning
algorithms are able to scan large amounts of information and find patterns in the financial and
analytical system of an enterprise (Korol S., Romashko O., 2024). It is expected that the
introduction of machine learning will increase the efficiency of business entities due to greater
accuracy in forecasting financial indicators and timely identification of risks.

A promising area of Al application in the field of accounting is computer vision, which is
defined as the ability to perceive visual data, such as digital character recognition or image
detection (Khocha, N. et al., 2023). Computer vision allows Al to read textual information, which
makes it possible to automate document recognition and processing, such as processing check
details, checking the correctness of invoices, calculating taxes, etc. Computer vision can
significantly reduce the time required to create various types of documents, as Al is capable of
processing large amounts of data. In addition, digital technologies improve reporting by quickly
collecting data from different sources and combining them to create consistent financial statements.
Al can also improve the accounting of production processes, which is expected to facilitate
inventory in warehouses, increase the accuracy of defect detection in the enterprise, and help
prevent property theft (Korol, S., Romashko O., 2024; Kolesnikov, A., Karapetyan, O., 2023).

One of the areas of use of artificial intelligence technologies in accounting is forecasting
future cash flows to determine the present (discounted) value of individual financial statement
items. Different approaches can be used for forecasting tasks, namely classification, regression,
ranking, and clustering algorithms (Tracheva T., Davydiuk T., Demchuk O., 2023).

The ability of Al to process natural languages deserves special attention. The technology has
significant potential in the field of accounting, in particular for automating work with
counterparties. The prospect of creating an autonomous system that could independently process
applications from customers and, based on the information received, generate relevant documents at
the stage of discussing the transaction with the counterparty via telephone or network
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communication is being considered (Korol S., Romashko O., 2024; Khocha N. V. et al., 2023). This
approach can also be used to ease the interaction of management with various departments of the
enterprise, for example, when issuing orders, creating letters, negotiating contracts, etc.

Robotic process automation (RPA) is a set of tools that Al uses to automate any repetitive
activity, often by automating manual operations performed in excel spreadsheets or other systems
(Balamurugan, A. et al., 2022). RPA in accounting is implemented using software bots aimed at
automating repetitive accounting tasks. It is noted that RPA is similar to a macro in Microsoft Excel,
but, unlike it, it can work in different information systems simultaneously to improve the efficiency
and accuracy of the company's accounting processes (Blaney, B., 2020). Another example of the use
of Al in accounting is voice assistants, which, in combination with natural language processing and
computer vision, allow creating automated callcenters and chatbots to work with clients
(Kolesnikov, A., Karapetyan, O., 2023).

In addition to entrepreneurs, governments of different countries are often interested in the
development of Al in accounting and the economy in general. A significant number of countries see
Al technologies as having strong potential to improve business processes. In 2018, a number of
countries published their own national strategies for the development and use of Al, according to
which new technologies are seen as a driver of economic growth, where one of the most important
aspects for the rational use of Al will be the updating of the legislative base (Pistrakevych, O.,
2021). It was under the influence of the growing interest in Al that in 2019 the Organization for
Economic Cooperation and Development (OECD) approved the OECD Council Recommendation
on Artificial Intelligence, which set the general direction for the use of Al in the global economy.
The document defined general principles for the use of Al in various industries. In particular,
attention was paid to such points as benefits for people and the planet, inclusive growth, and
sustainable development. It is emphasized that Al-based programs must comply with human rights
and legislation, and transparency and accountability for proper compliance with the principles must
be ensured. In accordance with the above-mentioned guidelines, the OECD also provided
governments with a list of recommendations, including stimulating investment in the Al industry, as
well as ensuring the exchange of information on development both within industries of individual
countries and between countries in general (OECD Legal Instruments, 2019).

A significant amount of work in regulating the use of Al technologies has been done by the
European Commission, which published an Al White Paper in 2020, explaining its position on the
development and use of Al technologies. With this document, the European Commission starts wide
consultations with citizens of the Member States, industry, and academia on specific proposals for a
European approach to Al. However, already in April 2021, the European Commission proposed to
introduce regulatory measures for the use of Al-based products, in particular, to remove programs
with a high risk to society from the public (European Commission, 2021). In May 2024, the Council
of Europe approved the Framework Convention on Artificial Intelligence and Human Rights,
Democracy and the Rule of Law, which is the first international legally binding agreement in this
area (League Law 2024).

Ukraine is one of the leading countries in Eastern Europe in the use of Al technologies in
many areas. At the state level, certain steps have been taken towards the development and
implementation of Al. At the same time, the Government of Ukraine has also taken some steps
towards the development and implementation of Al. In particular, in December 2020, it adopted the
Concept of Artificial Intelligence Development in Ukraine (Concept). The legislative document is
based on the OECD principles of Al use and contains detailed information on the goals and
problems to be solved to achieve the rational use of Al in various sectors of the economy, namely,
increasing the level of digital literacy among the population, increasing investment in Al
development, improving information security, and developing a unified approach to the ethical use
of Al (Cabinet of Ministers of Ukraine, 2020). On the basis of the Concept, the Institute of Artificial
Intelligence Problems developed the National Strategy for the Development of Al in Ukraine 2021-
2030, which detailed what work Al could do in various sectors of the economy, such as defense,
education, industry, medicine, agriculture, and ecology. In particular, the strategy emphasizes the
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potential of Al to optimize accounting processes. In addition, an action plan for the rational use of
Al in the economy is proposed, including updating Al legislation to the standards of the European
Union and the OECD, increasing market security, attracting investment in the development of a
national data system, and expanding the role of the Artificial Intelligence Committee in the industry
(Institute of artificial intelligence problems, 2020).

In October 2023, the Ministry of Digital Transformation of Ukraine presented the Roadmap
for the Regulation of Artificial Intelligence in Ukraine, which envisages two stages of this process.
The first stage is aimed at gaining practical experience, assessing risks, and raising public
awareness in this area. The second stage is the introduction of regulatory frameworks, in particular,
the implementation of the EU Regulation on Artificial Intelligence into Ukrainian legislation by
2027 (Liga Zakon 2024).

The current approach to Al at the global level was updated during the Hiroshima Artificial
Intelligence Process. In particular, the meeting resulted in the publication of the International
Guidelines for Organizations Developing Advanced Al Systems and the International Code of
Conduct for Organizations Developing Advanced Al Systems. The documents provide instructions
for organizations using Al systems, such as basic models and generative Al, to promote digital
security and product trust. The main principles include commitments to mitigate risks and misuse,
information sharing, investment in cybersecurity, and the development of an identification system
that allows for the recognition of Al-generated content (European Commission, 2023) (European
Commission, 2023).

Despite such a wide range of applications of cognitive technologies in the field of accounting,
there is a certain list of factors that may affect the use of Al in this area. The main obstacle in this
situation is the significant need for financial, time and human resources to develop and test
cognitive technologies, as well as to adapt them for use in existing accounting systems. One of the
main disadvantages of implementing Al in accounting is the high cost of implementation. This
includes the cost of purchasing the necessary hardware and software, and the cost of training
employees in the new technology. In addition, there may be ongoing maintenance and upgrade costs
to keep the Al system up to date and functioning properly. While the long-term benefits of Al in
accounting can bring greater efficiency in the long run, the high upfront costs can be a barrier for
many organizations, especially smaller ones with limited resources (Reilly, J., 2024).

Another negative aspect of Al implementation is the need for large databases on which
artificial intelligence itself is trained. Although cognitive technology systems can be very powerful,
their capabilities are still limited and may not be very flexible at certain points, as they learn to
perform specific tasks based on a given set of data. The quantity and quality of training information
is fundamental to Al learning. Many tasks require significant amounts of data. Previous
breakthroughs in areas such as computer vision and natural language processing are based on large
sets of high-quality training data (Korol S., Romashko O., 2024; ICAEW.,, 2017).

In addition, there is an indirect risk of human mistakes, as these datasets often reflect certain
social and personal prejudices. This phenomenon can affect the correctness of further decision-
making by artificial intelligence, as in this case it relies on incomplete training data. Another
problem is that not every problem is suitable for the machine learning approach, because to identify
a pattern, the problem must be repeatable so that Al can generalize the knowledge gained and apply
it to similar cases. At the same time, for unique or new queries, the result may be less useful, as the
cognitive technology system may not have the necessary experience (Korol S., Romashko O., 2024;
ICAEW, 2017).

The use of artificial intelligence in accounting raises concerns about data privacy risks. The
first step in using data is to address privacy concerns, as not all users can trust artificial intelligence,
especially when it is developed by a third-party corporation. Security of personal information is also
an important issue on the part of employees. Accountants should be aware of the risks of data
leakage and take measures to protect important financial information from unauthorized access and
use of cognitive technologies in the enterprise (Korol S., Romashko O., 2024; Kolesnikov A.;
Karapetyan O., 2023).
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Also, scientists (Shapovalova A., Kuzmenko O., Prokopova O., 2024) consider the specialists
of the accounting industry themselves to be an obstacle to the use of artificial intelligence
technologies. Professionals may consider new technologies as a potential risk of layoffs in the
industry or a significant change in the role of an accountant in the company. As a result, employees
may oppose the use of Al technologies in business accounting processes. Accordingly, it is
advisable for entrepreneurs to develop a strategy for use of Al technologies in order not to cause
imbalances in the company.

In addition to the previously mentioned obstacles to the introduction and use of cognitive
technologies, there is another group of risks that are primarily related to the developers of artificial
intelligence systems. In the field of cognitive technologies, there is a whole category of people who
work in the field of testing cognitive technology systems. Such employees are often hired to train
Al, but in the end, during the training process, they do most of the work that Al should do on its
own. One of the cases of a certain mismatch of Al work was the Just Walk Out technology from
Amazon. The product was designed to allow customers to pay for goods in the store without having
to stand in line at the cash desk or self-service terminal. According to the developers, Al counted the
products that customers put in the cart, and after leaving the store, the corresponding amount for the
purchased goods was debited from the bank account. As it turned out later, more than a thousand
people worked behind the scenes of Just Walk Out to correct Al inaccuracies (Olson, P., 2024). Of
course, the product was innovative and there was a high risk that certain problems would arise
during development, but this example proves that to develop and support products using cognitive
technologies, it is necessary to involve a significant number of people to monitor Al learning.

There are also cases in the field of Al technologies when developers artificially increased the
performance indicators in Al reports. One of them is Devin Al. It was introduced as the first
software engineer in the role of an Al and quickly attracted the attention of the tech community with
its claims of automating complex software engineering tasks. This system did indeed make some
progress in the field of programming. However, the more people studied the application of Devin Al
in practice, the more doubts arose about the system's performance. Critics discovered discrepancies
between its advertised capabilities and actual usage practices, which resulted in growing skepticism
about the accuracy of the information that was on demonstration. According to them, the Al not
only failed to meet the actual requirements of customers, but also generated incorrect code and
made mistakes, which further complicated the task. In addition, a significant difference was found
in the speed of Al. It turned out that the demonstration presented as a quick 30-minute task actually
lasted at least six hours (Kramer, N., 2024).

To introduce Al in an enterprise, it is necessary to overcome a number of barriers related to
the complexity of putting Al technologies into operation. At the same time, there is a need to train
hired specialists to work professionally with Al to improve the efficiency of the enterprise as a
whole, and this requires a detailed consideration of the interaction of specialists with such
technologies.

Researchers agree that the development of Al technologies will continue to affect accounting
processes. It is expected that the share of Al in the accounting industry will increase significantly in
the future, so the best strategy for accounting and finance professionals in general is to master
professional skills, adapt and accept changes with the development of Al. As a result, the role of
accountants will continue to change depending on the development of Al, with more emphasis on
technological skills, data analysis and innovative thinking. The use of Al can significantly increase
the efficiency of professionals. It allows professionals to focus on better planning and execution of
important tasks by automating repetitive processes such as data entry, reconciliation, and reporting
(Peng, Y. et al, 2023). Al-based technologies can detect inconsistencies and possible fraud, thus
improving the quality of financial audits.

In particular, companies are considering the potential of combining human resources and Al
tools. After all, despite the fact that cognitive technologies are designed to mimic human thinking,
they function differently: while Al can overcome such human characteristics as emotional influence
on work or tiredness, the human mind can prevent Al errors due to the incorrect information base
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on which it relies. Where technology provides a better understanding of data, Al helps experts make
better decisions and provide more relevant advice. Research shows that people and Al working
together are more effective than people or Al alone. As a result, leading companies IMA and
Deloitte are developing the concept of synthesizing human intelligence and Al, called
«collaborative intelligence» (Duong, Q., 2023). According to this concept, both sides work together
to achieve results. Humans are responsible for training Al, preparing it to perform tasks, and
monitoring the correctness of their performance with the possibility of correcting detected defects.
For its part, Al enhances the efficiency of specialists by applying all available tools for automating
accounting processes.

In order to fully use the potential of Al to empower members of the accounting and finance
team, accounting and finance professionals must be creative in their use of Al technologies. This
requires accounting professionals to acquire adequate knowledge of both the benefits and
limitations of the Al that the enterprise plans to use. Understanding the programming languages
used to develop Al algorithms can be even more helpful in adopting and implementing Al models.
In addition, a thorough knowledge of the accounting and finance industry, as well as the economic
environment in which the organization operates, is required to facilitate decision-making on the
application of Al technologies across the organization (Peng, VY. et al, 2023).

Conclusions. First of all, accounting professionals need to understand the importance of
keeping the accounting industry open to new technologies. Despite the fears of some industry
representatives, Al is not a cause of layoffs or the complete displacement of accountants from
accounting processes. Researches prove that Al is currently unable to cover all accounting
processes without human control or adjustments to its work. That is why it is advisable not to
oppose the use of Al technologies but to actively use it to improve accounting work.

It is expected that the efficiency of accounting will significantly improve with the assistance
of Al by automating complex tasks, improving accuracy, systematizing information in real time,
accelerating reconciliation procedures, and supporting fraud detection. As a result, the use of Al will
allow accountants to manage their time and expertise more effectively and focus on analytical
activities, improving resource efficiency and contributing to the growth of business financial results.

At the same time, Al regulation is an important aspect. Despite the fact that the international
community has already taken significant steps to update the legislative framework, problems remain
unresolved, primarily related to copyright, the use of Al in information wars, and the lack of public
awareness of the use of Al. Ukraine has all the conditions for building an effective system of
regulation of relations in the use of Al that will be in line with the best international practices and
European legislation.

Highly qualified accounting professionals are needed to meet the future challenges associated
with the implementation and use of Al. They need to learn a new set of skills related to working in
Al systems, such as training Al systems, including correcting the data set on which Al will be
based, and monitoring the completion of tasks. Only under such conditions can we be sure that Al
technologies will develop in accordance with the needs of the accounting industry.

The issue of Al application requires further research. In particular, it is advisable to consider
in more detail the problems of integrating cognitive technologies with existing accounting systems
of an enterprise. The issue of using Al in tax accounting to improve the interaction between
companies and fiscal authorities is still outstanding. It is also advisable to consider the prospect of
introducing programs for its use in state accounting systems. In addition, it is necessary to
investigate the issue of advanced training of accounting professionals in the use of Al.
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Abstract. The article explores market participants who may benefit from M&A predictions
and how their goals may impact the requirements for M&A predictions. These participants (also
called end-users of M&A predictions) are company shareholders considering selling their business,
shareholders and company management considering acquiring one or a few other companies,
shareholders and company management competing with potential M&A targets or buyers, and
advisory firms providing investment banking services in the industries where M&A deals occur.
Analyzing their goals while applying M&A predictions, the article concludes that the requirements
for M&A predictions can be changed depending on these goals. These end-users may benefit from
M&A predictions even if the deals they predict won't happen. These end-users have the potential to
significantly influence the outcome of the M&A events they are predicting. The M&A prediction
quality criterion imposed by earlier research - the M&A prediction is correct only when a predicted
M&A deal happens - can be relaxed depending on the end-users of M&A predictions and their
goals. An M&A prediction will be more valuable for end-users if it includes information on both
potential targets and potential buyers. M&A prediction may have a more significant value for end-
users if it allows for predicting multiple counterparties for a potential party to an M&A deal. The
article analyses the existing theoretical basis behind the M&A predictions and concludes that these
theories are insufficient to cover all possible reasons behind the deals from the buyers’ and sellers’
perspectives — additional reasons exist that trigger M&A deals. Also, the existing theories are not
always proven by the existing research, showing that their correctness may depend on the context.
The article explores the current stance of M&A prediction methodologies, such as: binary state
prediction models based on a linear combination of independent variables, starting from the earlier
works focused on prediction variables for M&A targets to later works dedicated to adding new
company-specific prediction variables of the targets and reflecting the context; alternative
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computational techniques to predict M&A targets, like non-parametric computational techniques,
including machine learning; methodologies to predict M&A buyers; methodologies to predict pairs
of buyers and targets, researching the relatedness between them. The article concludes that the
M&A prediction methodology shall consider and reflect additional motivations for the M&A deal
for targets and buyers and shall always include the context. Predicting only targets seems like a
one-sided approach. On the contrary, predicting both parties of the deal seems like a promising
prediction methodology. Non-parametric computational techniques based on a broader range of
prediction variables, reflecting the motivations of the M&A deal’s parties and the context, look like
a promising basic prediction methodology that should be further developed. Testing new M&A
prediction methodologies within a specific sector for a longer time looks promising for increasing
the robustness of the model's prediction ability. Finally, out-of-sample tests done over a longer time
are necessary to check the models’ prediction ability.
Keywords: M&A, predictions, buyers, sellers, targets, deals, takeovers, models.

Anomayin. Y cmammi 00CniodicyeEmMvCst Y4aCHUKU PUHKY, KL MOJICYMb OMPUMAMU 8U200Y 8i0
npoenosyeanns snummie ma nociunans (M&A), a makosic 6nius ix yinbosUX OUIKY8aHb HA GUMO2U
0o npocrosie M&A. L]i yuacnuxu (ix maxodic HA3U8aAOMb KIHYeBUMU KOPUCMYBAYAMU NPOSHO3I8
UMM Ma NOSTUHAHHSA) - AKYIOHepU KOMNAHIL, SIKI po32na0ams MONCIUGICIL NPOOANCY CB020
Oi3Hecy, akyioHepu ma KepiGHUYM8E0 KOMNAHIi, AKi po321a0aromsb MONCIUBICMb NPUODAHHS OOHIET
Yy KIIbKOX [HWUX KOMNAHIU, aKyioHepu ma KepiGHUYmMEO KOMNAHIL, W0 KOHKYpYIOmMb I3
NOMEHYIUHUMU 00 €EKMaMy 3MUmms ma NOIUHAHHSA YU NOKYNYIMU, A MAKOIC KOHCYTbMAYilHI
Gipmu, wo 30ilcHI0IOMb IHEECMUYIUIHY OIIbHICMb MA HAOAMb OAHKIBCHKI NOCTYy2U 8 2ANY35X, Oe
giooysaromocs yeoou M&A. B pezynbmami 0ocniodxcents agmopu Oiiuiiu 6UCHOBKY, WO UMO2U 00
npoerozie M&A mooicyme 6ymu 3mineni 6 3anedcHocmi 6i0 yinei ma O4iKyeamwvb yuacHukie. L[i
KiHYe8l KOPUCMYSadl MOJNCYMb OMPUMamu 6ueo0y 6i0 NPOSHO3Y6AHH Y200 31umms ma
NOCTUHAHHS, HABIMb AKWO NPOSHO308AHI HUMU Y200U He 8i00yOymbca. Y cmammi ananizyemvcs
icHytoua meopemuyna 6asa npocHozie ME&A ma pobumsbcs 6ucHo8oK, wo yux meopii
He0OCmamuvbo Ol Mo2o, Wod OXONUMU 6Ci MOMCIUBL NPUYUHU Y200 3 MOYKU 30pY NOKYNYIE i
npooasyie — icuyloms 000amKo6i npuuuHu, AKi euxkaukaioms yeoou ME&A. 'V cmammi
00CTIOAHCYEMBC NOMOUHA NO3UYis Memooonoaiti npoecHozyeanus ME&A, maxux sk: 06ilikogi mooeni
NPOCHO3VBAHHA CMAHY, 3ACHOBAHI HA JIHIUHIU KOMOIHAYI] He3aNeHCHUX 3MIHHUX, NOYUHANYU B0
nonepeonix pooim, 30cepeodHceHUx Ha IMIHHUX NPocHo3yeants 01 yinteu M&A, 0o nizniwux pobim,
npUceayeHux 000A8aAHHIO HOBUX NPOSHO318 0/ KOHKPEeMHOI KOMRAHII 3MIHHI yinel i 8i000padicents
KOHMeEKCMY, anlbMepHAmueHi 004UCTIO8ANbHI Memoou 0 npoeHosysanns yinet M&A, nanpuxkiao
HenapamempuyHi  OOYUCTIOBANbHI  Memoou, GKIIOUAIOYY MAWUHHE HABYAHHS, MemoooNo2ii
npoenosysannsi ME&A nokynyis;, memooonocii 0131 npocHO3Y8aHHs nap NOKynyie i yinel,
odocnidocenns cnopioneHocmi Mmioie Humu. Oueguono, wo memoodonozisi npozrozyeéanns MEA
NOBUHHA 6paxosyeamu ma 8idoopaxcamu o0odamkosi momusu 011 yeoou MEA, 3asocou
gKkouaroyu Kowmexkcm. Henapamempuuni o6YuUCn08anbHi Memoou, 3ACHO8AHI HA WUPULOMY
0ianaszoni NPOSHO3HUX 3MIHHUX, WO 8i0obpaxcaroms momusayito cmopin yeoou MEA ma
KOHmeKcm, 8u2niaoaroms K 06azamoobdiysioua 6a3068a Memooonocisi NPOSHO3VEAHHS, SKY Cli0
pozeusamu oani. TecmysanHs HOBUX MEMOOON02Il NPOSHO3VEBAHHS 3MUMMIG [ NOTUHAHb Y NEGHOM)
CeKmopi npomsicoM MpUaAI020 4acy 6ucnsaoac 6a2amoodiysiouum 01 NiO8UWeHHs HAOIUHOCMI
NPOCHO3HOI 30amMHOCII MOOEII.

Knrouoei cnosa: M&A, npoenosu, nokynyi, npooasyi, yini, y2o0u, NO2IUHAHHSA, MOOEII.

Introduction. M&A deal predictions have been researched since the late 1960s. The primary
purpose of that previous research was to correctly predict the future targets - the companies to be
acquired via M&A deals. Predicting the M&A target correctly and investing in its shares way before
the M&A deal announcement may help an investor achieve abnormal returns. However, neither of
the prediction methodologies has proven effective over time and across different contexts.
According to (PWC, 2024), the annual size of M&A deals globally during the last 5 years was in
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the range of $1.8tn-$3.7tn while the annual number of deals was in the range of 50,000-65,000.
Given the size of the M&A market globally and the number of firms involved, these deals have a
massive impact on all market participants worldwide. That leads us to assume that M&A
predictions may benefit broader market participants. Extending the range of M&A prediction end-
users and understanding their goals while using M&A predictions leads to changes in requirements
for M&A predictions. The existing theoretical background explaining the reasons for M&A deals
does not cover all possible reasons. Additional reasons exist that trigger M&A deals. Thus, the
reasons behind the M&A deals shall be researched further. The same applies to the impact of
context on M&A deals. The prediction methodologies shall consider and reflect additional
motivations for the M&A deal for targets and buyers, reflecting context and fixing the
methodological flaws found by the existing M&A predictions research.

The purpose of this article is to elaborate on market participants who may benefit from
M&A predictions, define their goals/motivations while using M&A predictions, and how these
goals impact the requirements of the M&A predictions. We will also compare the existing
theoretical basis of M&A predictions vis-a-vis some other motivations of market participants to
proceed with M&A deals. Finally, we will analyze the current stance of M&A prediction
methodologies and conclude about promising ways to develop them, considering the practical
perspectives.

Recent literature review. The theoretical basis of M&A predictions was provided by (Jensen
and Ruback, 1983; Manne, 1965), who suggested the market for corporate control theory, and
(Shleifer, Vishny, 2003), (Dong, Hirshleifer, Richardson, Teoh, 2006) who elaborated on the
misvaluation theory. The first studies on M&A prediction variables were done by (Taussig and
Hayes, 1968; Vance, 1969; Monroe, R. J. and Simkowitz, M. A. 1971; Stevens, D. L. 1973; Singh,
A. and Singh, T. D. 1971; Tzoannos, J. and Samuels, J. M. 1972; Kuehn, D. 1975). The remarkable
work by (Palepu, 1986) fixed the methodological flaws of the previous studies but still showed it is
difficult to predict M&A targets correctly and proposed a methodological approach for predictions
that became mainstream. The further works of (Ambrose and Megginson, 1992a and 1992b),
(Meador, Church, Rayburn, 1996), (Ouzounis, Gaganis, Zopounidis, 2009), (Espahbodi, Espahbodi
2003) and others elaborated on new company-specific characteristics (prediction variables) of the
targets. (Powell, 1997), (Barnes, 2000), (Cudd and Duggal, 2000), Powell (2001) and others found
how the context impacts M&A predictions of targets. (Ragothaman, Naik, Ramakrishnan, 2003),
(Tsagkanos, Georgopoulos, Siriopoulos, 2007), (Pasiouras, Tanna, Zopounidis, 2007) and others
proposed alternative computational techniques for M&A predictions of targets. (Pasiouras, Gaganis,
2007), (Ben Slama, Saidane, Fedhila, 2012), (Ozer, Okur, Cam, 2022) and a few others proposed
methodologies to predict buyers. (Wei, Chiang, Yang, 2009, 2014), (Futagami, Fukazawa, Kapoor,
Kito, 2021), (Arsini, Straccamore, Zaccaria, 2023) proposed methodologies to predict pairs of
targets and buyers, researched the relatedness between them.

Presentation of the main research outcomes. The relevance and practical usage of M&A
predictions. Mergers and acquisitions (M&As) are deals with a firm's stock that fit two criteria: (i)
changing ownership over a firm’s stock, and (i1) changing corporate control over the firm. Such a
firm is also called a target.

An acquisition occurs when the acquirer (or buyer) company buys the target's stock and
receives corporate control over the target. A merger occurs when two firms transfer their stock and
assets to a newly formed entity. However, shareholders of both firms in the merger rarely receive
equal stakes in the newly formed entity-shareholders of one of the firms usually prevail in the
newly formed entity. Such a merger is de facto an acquisition, as described above.

An M&A deal develops the acquirers’ businesses in various ways, such as extending their
product or service offering, entering new markets, improving competitiveness, acquiring resources
critical for their business, realizing synergies, and several others. For the owners of targets, an M&A
deal means the possibility of exiting their business and capitalizing on it-receiving cash or other
liquid assets in exchange for their shares sold.
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The research on M&As is quite extensive, covering many topics. Among these are
motivations for M&As, risks and outcomes from M&As for acquirers and targets, and predictions
of M&A deals.

The latter research was stimulated by the fact that the M&A deal announcement significantly
impacts the target’s share price if the target’s shares are traded on the stock exchange. (Tunyi, 2021)
suggests that the target’s share price gains upwards of 20% on average immediately after the
announcement of the M&A deal. Thus, predicting the M&A target correctly and investing in its
shares way before the M&A deal announcement may help an investor achieve abnormal returns.

That explains why most M&A deal prediction research focuses on predicting M&A targets.

Besides earning an abnormal return if the M&A target is predicted correctly and in advance,
(Tunyi, 2021) suggests a few other reasons for the relevance of M&A predictions of the targets:

I. The need for managers to be aware of their firms’ risk of becoming the target of a takeover
bid to take action to safeguard the interests of their shareholders or extract excess managerial rent or
achieve the valuation premium;

Il. The potential for target prediction models to aid regulators in their bid to narrow down
potential cases of insider trading ahead of takeover announcement;

I11. Knowledge of the likelihood that a firm’s competitors and supply chain partners will engage
in M&A activity is perhaps important for the firm’s long-term strategy development.

We believe that predicting M&A deals, especially in case such predictions would include not
only the potential targets’ but also the potential buyers' information, may have practical usefulness
for the broader range of market participants (or end-users of M&A predictions) while they plan and
execute their strategy:

1. Company shareholders who consider to sell their business;

2. Shareholders and company management considering to acquire one or a few other
companies;

3. Shareholders and company management competing with potential M&A targets or
buyers;

4. Advisory firms providing investment banking services in the industries where M&A
deals occur.

Below, we elaborate on how these end-users may benefit from M&A predictions:

1. Company shareholders considering exiting the business may need to predict potential

buyers for their business before deciding to start the sale process. The more buyers they could
engage in the process via getting bids from them, the higher the chances they would close their sale
successfully. Also, the number of potential buyers involved in the competitive sale process may
help the sellers achieve a higher valuation for their company.

2. Shareholders and company management considering proceeding with the acquisition
may need to predict potential targets before starting to approach them. Suppose there are no strict
preferences for a particular target at the beginning. In that case, the more predicted targets are open
to considering a sale to this acquirer, the higher the chances that this acquirer will close its
acquisition successfully.

3. Shareholders and company management should consider their competitors’ M&A
plans. If an M&A occurs, it changes the market landscape for all market participants, impacting
their business and future development. While predicting competitors’ M&As, the company may
change its strategy, including starting its own M&A process, bidding to buy its competitor, or
offering its business to the bidders participating in the competitor’s sale process.

4. Advisory firms that provide investment banking services may need to predict
potential M&A targets and buyers in order to engage with them and help them execute their M&A
deals, working either on the seller’s or buyer’s side.

The value of M&A predictions varies depending on the end-users and their goals. The same is
true about their influence on the M&A events they try to predict.

For investors willing to earn abnormal returns by investing in the stock of a potential M&A
target, the M&A prediction brings value if a predicted M&A target becomes a target of the
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completed M&A deal. Otherwise, investing in wrong targets would generate losses instead of
abnormal returns (Palepu, 1986). Such investors usually do not impact the outcome of the M&A
deals they try to predict.

Let’s elaborate on the potential value of M&A predictions for each group of end-users
suggested above, and how these end-users influence the M&A events they may try to predict:

1. For business sellers, the M&A prediction brings value if at least one predicted buyer
bids for their business. As explained above, this value increases if a few such bidding buyers are
predicted. However, obtaining bids from these buyers depends also on the sellers’ actions. The
outcome of the sale process - whether the sale happens and who acquires the company-also depends
on the sellers’ actions.

2. For shareholders and the management of an acquirer, the M&A prediction brings
value if at least one predicted target would be open to considering a sale to this acquirer. Depending
on the acquirer’s M&A strategy, as described above, the value of such prediction may increase if a
few such targets are predicted. However, the target’s openness to be acquired depends on the
acquirer's actions. The same is true for the outcome of the further acquisition process.

3. A prediction of a competitor’s M&A deal brings value to the company’s
shareholders and management that made it if it helps to reveal the competitor’s M&A process. For
example, the company predicted that its competitor would likely exit the business. So, the company
starts gathering information from the market and gets a confirmation that its competitor is for sale.
In that case, the company may want to bid for it. Alternatively, the company may wish to initiate its
sale process, attracting bidders already participating in the competitor’s sale process. In either case,
predictions about potential bidders for the competitor would help the company execute its chosen
M&A strategy. Also, the company may not proceed with any of those M&A strategies, but will
adjust its business strategy to prepare for the competitor’s sale. The company’s actions may impact
the outcome of the competitor’s M&A process. All the above logic applies to the situation when the
company predicted a likely acquisition made by its competitor.

4. For an investment banker, the M&A prediction brings value if it helps him initiate or
engage in the M&A process as an advisor on either side of the project. For example, a banker
predicts that a specific company is likely to be sold. In that case, a banker may approach this
company and, if his prediction about the company’s intentions is correct, get engaged by the
company to help it execute the sale process. Alternatively, the banker may be engaged by a
potential buyer willing to buy this company. Finally, there can be a situation when there is no sale
process with the company predicted as a target, but the banker still may use his prediction to
persuade the party he is engaged with to start the M&A process. In all these cases, predictions of
potential bidders for this company will help the banker increase its chances of getting engaged with
either party. The same logic as above works regarding a prediction about an acquirer. In all these
cases, the banker may impact the intentions of the party it is engaged with, and the outcome of the
M&A process.

Based on this, the following changes to M&A prediction requirements shall be considered:

1. The end-users may benefit from M&A predictions even if the deals they predict
won’t happen;

2. The end-users may impact the outcome of the M&A events they are predicting;

3. Points 1 and 2 above mean that the M&A predictions quality criterion imposed
earlier - i.e. the M&A prediction is correct only when a predicted M&A deal happens - can be
relaxed depending on the end-users of M&A predictions and their goals;

4. There will be a more significant value of an M&A prediction for end-users if it
includes both potential targets’ and potential buyers” information;
5. M&A prediction may have a more significant value for end-users if it allows for

predicting multiple counterparties for a potential party to an M&A deal. For example, a few buyers
are predicted for a potential target, or a few targets are predicted for a potential buyer.
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The theoretical basis for M&A predictions. (Tunyi, 2021) concludes that there are two main
theoretical perspectives behind the takeover likelihood modeling, based on earlier research: the
market for corporate control theory and the misvaluation theory.

The market for corporate control theory (Jensen and Ruback, 1983; Manne, 1965), or the
management inefficiency theory, suggests that management teams compete to manage the firm’s
resources in the interest of shareholders. Thus, the management team that performs poorly for the
firm's shareholders is subject to takeover bids from more efficient management teams.

(Shleifer, Vishny, 2003) and (Dong, Hirshleifer, Richardson, Teoh, 2006) used the
misvaluation theory to explain the reasons for M&A deals. The buyers strive to buy the targets
which they believe are undervalued, i.e., valued below their fundamental value, if the deal is done
in cash, or less overvalued when compared to the buyer’s own value, if the deal is done in shares
(Dong, Hirshleifer, Richardson, Teoh, 2006).

We believe there could be other reasons triggering the M&A deals not covered by the theories
mentioned above:

1. Owners want to sell the business at the best possible market momentum and while it
performs excellently to maximize the valuation and achieve other attractive deal terms for the
sellers. Example: the exits in the IT services sector globally during 2018-2021 at peak valuations
when the sector has grown fast.

2. Owners want to sell the business due to longer-term threats for their business or its
industry, while the business itself performs great and there are no threats on the short-term horizon.
Example: specific M&A deals in the metallurgical sector in the first half of the 2010s, anticipating
long-term deterioration on the market due to expected overcapacity in steel production in China and
the potential end of the commaodity super cycle.

3. Owners want to sell the business because of plans unrelated to the business's stance
or industry per se. Examples: a PE fund needs to exit due to its expiration; the business owner wants
to retire and cash out.

4. Buyers would like to buy because of the reasons not covered by the market for
corporate control theory and the misvaluation theory. Examples: the acquisition of the target makes
sense from the buyer’s strategy point of view, achieved synergies, even if the valuation is high; the
buyer’s top management wants to achieve quick wins via M&A deals (Garrow, Awolowo,2024).

Furthermore, there could be external factors impacting all buyers and sellers on the market
and their decisions about M&A deals, such as:

1. Financial markets situation;
2. Macroeconomic situation;
3. Regulatory environment.

The research dedicated to M&A deals covers many of the reasons triggering M&A deals, but
it has limited or no application in M&A deal prediction research.

Earlier research of predicting M&A targets - prediction variables. The first studies
(Taussig and Hayes, 1968; Vance, 1969; Monroe, R. J. and Simkowitz, M. A. 1971; Stevens, D. L.
1973; Singh, A. and Singh, T. D. 1971; Tzoannos, J. and Samuels, J. M. 1972; Kuehn, D. 1975)
concluded that the M&A targets usually had different characteristics before the actual deal
happened when compared to non-targets. This means that the selection of the targets is nonrandom,
and the targets could be predicted using their characteristics, so-called prediction variables.

These earlier studies concluded that targets usually had lower profitability, lower return on
equity, lower or unpredictable dividend pay-out, lower valuation multiples (i.e. undervalued), lower
growth, and were smaller in size. Some works contradicted each other; for example (Kuehn, 1975)
concluded that targets had lower liquidity levels, while (Taussig and Hayes, 1968; Stevens ,1973)
concluded the opposite. These were the first signs that conclusions about the targets’ characteristics
could be biased by the samples of companies selected for the research purposes or the research
methodology itself.

These previous studies used discriminant analysis, factor analysis, and probit models to
predict targets, distinguishing them from non-targets. Scholars claimed that their models were
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highly predictive. However, they did not provide the theoretical framework to support the selection
of prediction variables and their relationship with the likelihood of M&A deals. In contrast, they
start with many prediction variables and try to find via modeling which of these variables are
statistically meaningful and, thus, could be used to predict the targets, narrowing down the initial
list of variables.

Palepu approach to predict M&A targets. The remarkable work made by (Palepu, 1986)
found that the previous studies mentioned above had certain methodological flaws, such as the
usage of non-random equal-share samples in model estimation, the usage of arbitrary cut-off points
in target prediction, and the usage of equal-share samples in prediction tests. While fixing the flows
mentioned above, Palepu proposed an improved approach for target prediction. He suggested
defining and testing the six hypotheses to explain the selection of the prediction variables:

1. Inefficient management hypothesis. Firms with inefficient management are likely
targets. Two alternative metrics for management efficiency were used: return on firm stock vs. the
market and return on equity.

2. Growth resource mismatch hypothesis. Firms with a mismatch between their growth
and the financial resources at their disposal are likely targets. So, there are two options for being a
target: low-growth, resource-rich firms and high-growth, resource-poor firms.

3. Industry disturbance hypothesis. Firms in industries subjected to ‘“economic
disturbances” are likely acquisition targets.

4. Size hypothesis: the likelihood of acquisition decreases with the size of the firm.

5. Market-to-book hypothesis: firms with lower market values than their book value are
likely acquisition targets.

6. Price-earnings hypotheses: firms with low P/E ratios are likely acquisition targets.

The modeling confirmed the first, second, and fourth hypotheses. Regarding the second
hypothesis, it was found that targets are likely firms with low growth and low leverage, though
liquidity has no impact.

Though not all the hypotheses were confirmed, defining and testing the hypothesis to select
prediction variables has become a mainstream approach in the research over the next years.

All the Palepu prediction models, though they provide a statistically significant explanation,
have low prediction power. The best model explains 12.45% (out of 100%) of the firm's acquisition
probability variation. The model erroneously predicts many non-targets as targets.

Palepu concluded that it is difficult to predict targets for M&A deals using binary state
prediction models based on a linear combination of independent variables.

Further works to predict targets. Several attempts were made to improve the accuracy of
the target predictions. However, all the models either had low predictive ability, as claimed by their
authors, or the predictive ability was undefined since the authors did not test the models out-of-
sample. We provide a few examples of research works split by direction.

Adding new company-specific characteristics (prediction variables) of the targets.

(Ambrose and Megginson, 1992a and 1992b) concluded that the Palepu model has low
explanatory power — none of the Palepu hypotheses were validated in the sample proposed by the
authors. They concluded that the information known about targets is rather limited. This means that
the existing characteristics are insufficient to separate the targets from non-targets - the new
characteristics of targets should be found.

(Meador, Church, Rayburn, 1996) tested logit regression binary analysis over samples of US
mergers during 1981-1985. The model for horizontal mergers (i.e., within the same industry)
showed higher prediction ability, with the following target variables showing significance: long-
term debt/total assets, long-term debt/market value, market value/book value, asset growth, and
sales growth.

(Ouzounis, Gaganis, Zopounidis, 2009) concluded that targets had inefficient management
teams, were undervalued, and less profitable, in line with previous works. However, they concluded
that targets are usually larger than non-targets, which contradicted to (Palepu, 1986, Powell, 2001,
2004) but was consistent with (Powell, Yawson, 2007).
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(Espahbodi, Espahbodi 2003) In addition to financial predictor variables, they tried to apply a
few non-financial variables and concluded that a dummy variable defining the existence of
management's golden parachutes impacts the target prediction. However, their models poorly
predicted future targets.

(Ben Slama, Saidane, Fedhila, 2012) analyzed M&A activities within the banking sector in
Europe during 2000-2006. Along with usual predictor variables like ROE and size, they concluded
that newly introduced predictor variables characterizing banks’ lines of activities are statistically
meaningful for target predictions.

(Tunyi, Ntim, Danbolt, 2019) analyzed M&A deals in the UK from 1988 to 2017 and
introduced new management efficiency metrics based on firms' financial indicators (i.e. ROA, ROE
etc.) and stock market performance. The results suggest that the companies run by managers who
focus on sustaining long-term shareholders' value, even at the expense of current profitability, are
less likely to be acquisition targets. By contrast, companies run by managers who pursue
profitability at the expense of long-term shareholder value creation are more likely to face
acquisition.

(Ozer, Okur, Cam, 2022) analyzed M&A deals within the US insurance industry from 1990 to
2019. Along with financial predictor variables, like size and cash holdings, the newly introduced
predictor variables characterizing the type of insurer activity (life, non-life) and the presence or
absence of ESG (environmental, social, governance) scores were statistically meaningful for
predictions.

(Xiang, Zheng, Wen, Hong, Rose, Liu, 2012) was the first work to use historical textual
information from news about M&A targets and non-targets to predict future targets. The research
focused on technology companies and used TechCrunch and Crunchbase web-sites to collect
company news information. Though research claimed a high true positive rate between 60% to
79.8% with a false positive rate between 0% and 8.3% to predict M&A targets, no out-of-sample
experiments were done to evaluate whether this approach can predict targets there.

Reflecting the context.

(Powell, 1997) concluded that the characteristics of the target change over time and that
Palepu’s models have a low prediction ability.

(Barnes, 2000) tried to apply industry-relative financial predictor variables for targets.
However, neither of his models (industry-specific and general) can correctly predict targets out of
the sample.

(Cudd and Duggal, 2000) found out that industry-specific distributional characteristics are
important for modeling based on financial ratios. As a test case, the study replicates (Palepu, 1986),
who employs financial ratios in logit models to investigate the usefulness of six acquisition
hypotheses in predicting takeover targets. Without adjustment for industry-specific distributional
characteristics, only one of six Palepu’s acquisition hypotheses was confirmed by this research.
After adjustment, the four of six Palepu’s acquisition hypotheses were confirmed. The adjusted
model produced a classification accuracy significantly greater than chance and significantly greater
than that observed for the unadjusted model.

Powell (2001) tested whether it is possible to generate abnormal returns from investing in a
portfolio of targets predicted using models similar to those proposed by (Palepu, 1986). However,
unlike (Palepu,1986), the portfolios were formed using different out-of-sample cut-off probabilities,
which took into account the investment objective of prediction modeling. That resulted in smaller
portfolios with higher average takeover probabilities. However, the model predicted too many false
targets out of the sample.

The work of (Espahbodi, Espahbodi 2003), cited earlier, concluded that a dummy variable
reflecting the anti-takeover regulation showed statistical significance in target prediction.

(Tsagkanos, Georgopoulos, Siriopoulos, 2007) which analyzed M&A deals in Greece and
concluded that the local targets usually boasted higher productivity, were long present on the market
(i.e., have higher experience when compared to non-targets), and were larger and had good financial
performance. It is interesting that these conclusions contradict the previous research we referred to
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earlier, meaning that the context — in this case, the geography — has a meaningful impact on the
predictions.

(Ben Slama, Saidane, Fedhila, 2012) concluded that the following target’s country contextual
variables introduced into the model were statistically significant while predicting targets in cross-
border banking M&A in the EU: the countries’ level of restrictions on the banking activity, growth
rate of GDP, the growth rate of population, the inflation, and the FDI size. The research concluded
that banks, which were the targets in M&A deals, operating in countries with higher levels of
restrictions in the banking sector, lower inflation, and lower FDI but with higher growth in GDP and
population.

(Tynyi, 2019) concluded that the target size has a nonlinear but rather U-shape dependence on
the deal probability. An important conclusion of this work is that acquirers tend to buy larger targets
when the stock market is growing and there is ample liquidity. Thus, the environment (in this case,
market momentum) impacts the likelihood of the deal and the parameters of the target (in this case,
its size).

Separation of the targets depending on M&A type (friendly or hostile) and other major
corporate events different from M&A deals (bankruptcy restructuring)

(Powell, 2004) assumed that the characteristics of hostile and friendly takeover targets are
different since there are other motives for such takeovers. Thus (Powell, 2004) applied a
multinomial model that considered the M&A bid type (friendly or hostile). However, the study
reports poor model predictive ability as all models (multinomial and binomial) misclassified many
non-targets as targets.

(Powell, Yawson, 2007) found out bankrupt firms had declining stock returns similar to
takeover targets. That means earlier prediction hypotheses and related prediction variables did not
completely capture the motives behind the takeovers.

(Danbolt, Siganos, Tunyi, 2016) suggested using the screening technique to separate potential
takeover targets from distressed firms using three parameters: size, leverage, and liquidity.

Applying alternative computational techniques

While many of the works mentioned above used parametric models, such as discriminant,
logit, and probit models, some of the works dedicated to M&A target predictions used alternative
computational techniques.

For example (Espahbodi, Espahbodi 2003), in addition to well-known parametric models, also
applied recursive partitioning for target predictions based on the prediction variables we described
above. However, these alternative computational techniques did not improve the ability of the
models to predict.

(Ragothaman, Naik, Ramakrishnan, 2003) applied rule induction techniques such as IXL and
ID3 to predict acquisition targets and compared these techniques with a classical discriminant
analysis model and a logit model using the same data. They concluded that the prediction ability of
the new techniques is comparable to classical approaches, but there is no superiority of the new
techniques.

(Tsagkanos, Georgopoulos, Siriopoulos, 2007) used recursive partitioning techniques, that is,
decision-tree models, with certain changes when compared to (Espahbodi, Espahbodi 2003)
applying the machine learning algorithm J4.8. The results shown that J4.8 outperforms the classical
regression tree, although the predictive accuracy is not promising.

(Pasiouras, Tanna, Zopounidis, 2007) applied Multicriteria Decision Aid methods such as
MHDIS, PAIRCLAS, and Utilities Additives Disriminantes (UTADIS) to predict M&A targets in
the EU banking industry. (Ouzounis, Gaganis, Zopounidis, 2009) used UTADIS, Artificial Neural
Networks and Support Vector Machines methods along with classical discriminant analysis to
predict targets.

There was limited evidence that alternative methods significantly outperform the parametric
models.

(Xiang, Zheng, Wen, Hong, Rose, Liu, 2012) used a topic extraction method called latent
Dirichlet allocation to analyze news about M&A targets and non-targets. The algorithm allowed to
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find out which topics relate to M&A targets and which do not, which is how M&A targets could be
predicted using historical news information about the companies. However, there was no evidence
of testing this method on out-of-sample companies and the news related to them.

Prediction of M&A buyers. The first works to find characteristics of M&A buyers that
differentiate them from non-buyers were done simultaneously with the first works about the
characteristics of M&A targets.

For example, (Tzoannos, Samuels, 1972) concluded that M&A buyers usually have low levels
of capital and reported falling gearing (leverage) ratios, growing dividends and growing
profitability. (Kuehn, 1975) concluded that M&A buyers usually were over-valued and
demonstrated high growth levels but had low profitability ratios when compared to their industry
average.

Similarly to M&A targets, M&A buyers' selection is nonrandom-the M&A buyers could be
predicted using their characteristics. Additional buyer-specific and context variables can be applied
to predict buyers.

(Pasiouras, Gaganis, 2007) analyzed the M&A deals in the banking sector. They used
regression models to determine the factors that define targets and acquirers. They concluded that
acquirers are usually bigger in size, have higher profitability and cost efficiency when compared to
non-acquirers. It is interesting, however, that when they split their sample for two sub-periods, only
one characteristic remained robust for acquirers over time — the size. This reminds us of an earlier
conclusion relevant to the targets — the context impacts the prediction variables. That’s relevant for
the buyers' prediction variables as well.

(Ben Slama, Saidane, Fedhila, 2012) analyzing M&A deals in the banking sector concluded
that buyers in the banking sector are usually universal banks. They used logit multinominal models
to predict whether a specific bank is a target or a buyer.

(Ozer, Okur, Cam, 2022) used multinomial logistic regression to identify the determinants
associated with becoming targets or acquirers in the US insurance industry. Insurance firms are
more likely to be acquirers if they have higher profitability, higher cash flow, and higher
intangibles, as well as if they are non-life and do not have ESG scores. Moreover, the likelihood of
becoming an acquirer decreases in times of global financial crises (GFCs) as compared to non-GFC
times (Yan, Xiao, Li, Jin, Wang, Ke, Yang, Zha, 2016) tried to predict M&A buyers using historical
information about the firms' activities as buyers in M&A deals and news from Crunchbase. More
specifically they applied a mutually-exciting point process with a regression prior to quantify the
investor’s M&A behavior. The work was motivated by the so-called contagious ‘wave-like’ M&A
phenomenon, which has been well-recognized by the economics and management communities. A
tailored model learning algorithm is devised that incorporates both static profile covariates and past
M&A activities.

Prediction pairs of M&A buyers and targets, links between buyers and targets. While
extensive research was done on predicting M&A targets and rarer works to predict M&A buyers,
there were limited attempts to predict both parties of an M&A deal — a target and a buyer. These
latter works can be a basis for developing models for predicting a set of buyers for a specific target
or a set of targets for a particular buyer.

(Wei, Chiang, Yang, 2009, 2014) the basic idea was that in the technology sector, M&A deals
happen when the target’s technology profile complements the technology profile of the bidder.
Thus, the prediction of the targets in this sector should be made with consideration of the
technological profile of the bidder company or its compatibility with the candidate target
companies’ technological profiles. The M&A prediction technique that encompasses technological
indicators as independent variables and accounts for the technological profiles of both bidder and
candidate target companies was proposed. These technological indicators were derived from patent
documents. The ensemble machine learning method was developed for the proposed technology
M&A prediction technique to predict pairs of bidder and candidate target companies based on their
technological profiles.
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(Futagami, Fukazawa, Kapoor, Kito, 2021) assumed that buyers and targets have similar
features. Thus, the future pairs of buyers/targets can be predicted based on this assumption using
historical M&A deals and features of their buyers and targets. However, to train a machine learning
algorithm to predict future pairs, the negative samples shall be included in its learning process. The
authors proposed to generate negative samples (the pairs of companies that did not do M&A deals
in the past as buyers and targets) based on the similarities between such companies, same as for
positive samples (the actual pairs of buyers and targets from the historical M&A deals). This
allowed learning minor differences between companies from negative and positive samples to
improve the prediction ability of the algorithm. The authors evaluated their prediction model using
2000-2018 acquisition logs collected from CrunchBase. Based on the analysis of the high SHapley
additive explanation (SHAP) value features, they found that the newly considered network and
company relation features had high significance (10 out of 22 top key features). They also clarified
how these novel features contributed to the prediction of acquisition occurrence by interpreting the
SHAP value. (Arsini, Straccamore, Zaccaria, 2023) similarly to (Wei, Chiang, and Yang, 2009,
2014) assumed that M&A deals happen more frequently between buyers and targets similar to each
other from the technological perspective. The authors used patent data to compile technology
profiles about the companies and predict future M&A pairs based on this information. They tested
machine learning and network-based algorithms, showing that a simple angular distance with the
addition of the industry sector information outperforms the other approaches Finally (Albora,
Straccamore, Zaccaria, 2024) is the third work we wanted to refer to similar to (Wei, Chiang, Yang,
2009, 2014) and (Arsini, Straccamore, Zaccaria, 2023) which used patent data to predict M&A deal
pairs. The authors developed a new algorithm called MASS to calculate the similarity between
companies and made predictions based on it. MASS is based on a simplification of tree-based
machine learning algorithms and naturally incorporates intuitive criteria for deals. By applying
MASS to the Zephyr and Crunchbase datasets, the authors showed that it outperforms LightGCN, a
"black box" graph convolutional network algorithm. When similar companies have disjoint
patenting activities, on the contrary, LightGCN turns out to be the most effective algorithm.

Conclusions.

1. The existing literature assumes quite a narrow value of M&A predictions for a
limited number of market participants. We believe there is a broader range of market participants or
end-users of M&A predictions, that can benefit from them, such as company shareholders
considering selling their business, shareholders and company management considering acquiring
one or a few other companies, shareholders and company management competing with potential
M&A targets or buyers, and advisory firms providing investment banking services in the industries
where M&A deals occur.

All these end-users may benefit from M&A predictions while planning their M&A deals or
conducting their usual business.

2. These end-users may benefit from M&A predictions even if the deals they predict
won’t happen.

3. These end-users, armed with M&A predictions, have the potential to significantly
influence the outcome of the M&A events they are predicting.

4. The M&A predictions quality criterion imposed by earlier research - i.e. the M&A
prediction is correct only when a predicted M&A deal happens - can be relaxed depending on the
end-users of M&A predictions and their goals.

5. An M&A prediction will be more valuable for end-users if it includes information on
both potential targets and potential buyers.
6. M&A prediction may have a more significant value for end-users if it allows for

predicting multiple counterparties for a potential party to an M&A deal. For example, a few buyers
are predicted for a potential target, or a few targets are predicted for a potential buyer.

7. The existing theories explaining the deals' motivations are insufficient to cover all
possible reasons behind the deals from the buyers’ and sellers’ perspectives. The existing theories
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are not always proven by the existing research, showing that their correctness may depend on the
context.

8. The prediction methodology shall consider and reflect additional motivations for the
M&A deal for targets and buyers. One way forward is to incorporate into the M&A deal prediction
methodologies the findings about M&A deal motivations suggested by broader M&A research.

9. Context shall always be a part of the prediction methodology since it directly impacts
the M&A outcome.
10. From the practical standpoint, an M&A deal is impossible to accomplish if no buyer

is ready to consummate it. There must be a buyer who decides to conclude the deal and has the
financial capacity for that. Predicting only targets seems like a one-sided approach. On the contrary,
predicting both parties of the deal seems like a promising prediction methodology.

11. This brings us to predicting pairs or even predicting potential targets for a buyer and
potential buyers for a target. The latter approach (multiple potential counterparties for a selected
party) may allow for the selection of the likeliest candidates for the deal based on predicted sets of
targets and buyers.

12. Non-parametric computational techniques based on a broader range of prediction
variables, reflecting the motivations of the M&A deal’s parties and the context, look like a
promising basic prediction methodology that should be further developed.

13. Testing new M&A prediction methodologies within a specific sector for a longer
time looks promising for increasing the robustness of the model's prediction ability.
14. Out-of-sample tests done over a longer time are necessary to check the models’

prediction ability.
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