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V. Bazylevych, Doctor of Sciences (Economics), Professor,
G. Kupalova, Doctor of Sciences (Economics), Professor
Taras Shevchenko National University of Kyiv, Kyiv

CLIMATE CHANGE IN KYIV:
WAYS TO CONTERACT AND MINIMIZE NEGATIVE EFFECTS

Vital issues of climate change in Kyiv are studied with elucidation of the need for developing a comprehensive research tech-
nique to analyse and assess a cumulative impact of the process. The study exposes anthropogenic and natural factors responsi-
ble for climate formation in Kyiv and the climatic changes. With an account for recent international experience the proposals are
formulated how to make use of contemporary administrative, economic, legal and regulatory levers to forestall climatic changes

in the capital and cope with the negative environmental aftermath.

Keywords: environment; emissions; climate change; climate protection; climate management.

Presenting the problem in its general outline and
relation to important scientific and practical chal-
lenges. Formation and implementation of effective envi-
ronmental policy under climate change gain especial im-
portance with the transition to sustainable development,
which Ukraine declared by signing Agenda 21, the Rio
Declaration on Environment and Development at the
United Nations Conference on Environment and Develop-
ment (UNCED) held in Rio de Janerio, Brazil, 3 to 14 June
1992, and the adoption in 2010 of the Law of Ukraine: 'On
the Fundamentals (strategy) of the National Environmental
Policy of Ukraine by 2020'.

Despite the debate about the issue of climate change and
its effects that is taking place over the past three decades, it is
evident that any citizen of Ukraine on the base of his/her own
observation realizes that climate changes do occur, notwith-
standing opinion of the doubters who speculate whether to
accept or reject the idea. The scope of climate change in-
creases from year to year with the increase of its impact on
the economy, welfare and people health. Of great concern is
the research outcome showing that 90 per cent of the climate
change are of anthropogenic origin and just the remaining ten
per cent are due to natural causes [1, p.4.]

Climate change is considered to be the greatest threat to
nature and humanity in the 21st century. By the end of this
century the average temperature of the Earth can increase
by 1.4-6.4 °C, which threatens the entire existence of over
quarter of all animals and plants. In addition, the annual loss
from warming can reach almost five per cent of GDP [2].

Review of recent studies and publications on the
issue in question. Climate change is in the focus of many
studies conducted by many well-known foreign and domes-
tic researchers, such as S.N.Bobyleva, O.0. Veklych,
S.M. Voloshyn, L.V. Zharova, I.G. Hrytsevych,
A.O. Kokorin, S.N. Kuraev, V.G. Potapenko, S.I. Snizhko,
Nicholas Stern, O.G. Shevchenko, M.A. Yulkin and others
[1, 3-6]. Most researchers reveal the geographical, ecologi-
cal, climatic aspects at the global, national, regional levels.

Unsolved parts of the general problem that the pa-
per deals with. For the time being there has not been de-
veloped any exclusive clear technique for analysis and
assessment of climate change as well as whichever quanti-
tative measurement has been suggested to estimate an
impact on this process exerted by the whole of various
factors, primarily the anthropogenic ones related to vital
(industrial, technological, power generating, cultural and
household etc.) activities of the humans. There are no evi-
dence-based approaches to estimative appraisal of losses
and damages due to climate change. In general, the stud-
ies are limited with estimates of the changes occurring in
atmospheric air, water, land or amounts of the carbon diox-
ide emissions and waste produced. According to another
method, evaluation of the impact of climate change is
made by taking into account losses due to emergency

situations, which some researchers believe were caused
by climatic factors [4, p. 239]. There are no studies of still
imperfect mechanism to control climate change in urban
areas with their growing in size and role urban settlements,
population, concentration of production and territorial ex-
pansion. The approaches available are incomplete as they
take into account only a limited number of factors that can
be expressed quantitatively and directly measured. This is
mainly because of the indirect nature of many of the fac-
tors, the lack of a coherent system of perfect monitoring,
appropriate and reliable information base and imperfect
scientific and methodological support. Thus, the economic
aspect of climate change requires deeper and systematic
studies involving a wide range of researchers and practitio-
ners of various knowledge and expertise domains.

Statement of the paper goals. The aim of the article is
in identifying main economic and legal levers to manage
climate change in urban areas. To achieve the goal, the
following objectives were set:

— to identify main factors that affect climate,

— to highlight the impact of factors on urban climate
change,

— to work out proposals for use of the economic and
regulatory management tools to prevent and eliminate the
negative effects of climate change in Kyiv. The object of
the study are climate changes in Kyiv.

Main material of the study with evaluation of the re-
search results. The city of Kyiv is one of Europe's largest
natural landscape, business, financial, commercial and indus-
trial centers that has the following key characteristics of its
economic and social development: the total area is 83.6 hec-
tares that equals to 0.14 per cent of Ukraine's territory; the
area covered with forests and woods is 35, 500 hectares with
over five hectares as the area of public green space; water
mirror covers 6.6 hectares [7, p.18.] In 2010 Kyiv's production
of the gross regional product exceeded UAH 196.6 bin, or
UAH 70,400 per person. The city's permanent population was
2,757,900 or just 6.2 per cent of the total population in Ukraine
though it produced 18.2% of the national GDP.

Climate change in Kyiv is one of the most pressing
problems in the chain of general natural and climatic trans-
formations and requires establishment of an effective man-
agement system to anticipate, eliminate or reduce its nega-
tive effects. Climate changes in urban areas, including
Kyiv, are due to a number of factors, which can be divided
into two groups: the man-made and natural ones. Anthro-
pogenic factors are related to human activity and, as al-
ready mentioned, have the greatest impact on climate
change. The action of natural factors is much weaker. Cli-
mate change is manifested in deviations temperature read-
ings caused primarily by changing the state of the air due
to emissions, accumulation of unprocessed waste. This
paper focuses just on these very factors and conse-
quences of their impact on climate change in Kyiv (Fig. 1.)

© Bazylevych V., Kupalova G., 2013
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State of atmospheric air has the greatest impact on the
urban climate. Air quality in Kyiv depends on various types
of economic activities that result in emissions of diverse
substances from stationary (enterprises, shops, production
units, installations, etc.) and mobile sources of emissions
(automobile, air, rail, water transport and production
equipment.) According to information of the State Statistics
Service of Ukraine, the stationary and mobile sources of
emissions released 254500 tons of pollutants into the at-
mosphere of Kyiv in 2011, i.e. 90.9 kg of waste per capita
or 39.8 kg per square kilometer. In 2011 air emissions in-
creased as compared to 2007 both in overall evaluation
(from 265,300 to 230,500 tons or 10.4%) and the per cap-
ita assessment (from 84,500 to 107,600 tons or 7.6%.) The
density of emissions per square kilometer in the city has
grown each year and reached 304,400 t in 2011. It is
27 times as much as the average parameter for Ukraine. In
recent years there has been a positive trend towards re-
duction of emissions. In 2011, the above figures dropped
as compared to 2010 from 265300 to 254500 t or by 4.1%,
as well as from 95,100 to 90,000 kg per capita, or by 4.4%.
Fewer air emissions were observed in Obolonskiy,

Desnyanskiy, Darnitskiy and Solomyanskiy districts of the
city with the greatest pollution recorded in Shevchenkovskiy,
Pecherskiy and Dniprovskiy districts.

Mobile sources of pollution, i.e. vehicles produce the
largest part of emissions in Kyiv. In 2011, the share of
emissions from vehicles was 221200 t or 86.9 % of emis-
sions with 33,300 t or 13.1% of emissions from stationary
sources. Road transport has the greatest impact on the
atmosphere, releasing 212,700 tons of pollutants of which
166,600 t account for carbon monoxide. The results of the
analysis of the structure of the carbon monoxide emissions
from mobile sources in Kyiv in 2011 showed that the larg-
est share of emissions came from motor vehicles (97.8 %),
in particular from the vehicles of the population (80.8 %)
and business entities (17 %). Such emissions from other
types of transport are negligible: from air transport it ac-
counted for 1.3% and rail transport — 0.4 %, industrial ma-
chinery and -0.4 % -0.1 % water transport. Over the past
years, emissions are rising, especially from road transport.
Thus, in 2011 as compared to 2007, emissions of carbon
dioxide increased by 11.5 %, nitrogen dioxin — 22.4 %,
sulfur dioxin — 28.6 %, and soot — 37.5% (see: Table 1.)

FACTORS IMPACTING CLIMATE CHANGE IN KYIV

A

Anthropogenic (direct and indirect)

Natural

— ~

v

Direct Indirect

Demographic
(population growth)

Shrinking of forest areas,

Industrial and economic

The increasing consumption of the

green spaces activities population, the growing volume of waste
Increased use of fossil
fuels Production technology,
services

Inefficient use of resources

Environmental education,
culture, perception

A 4

EFFECTS OF FACTORS

Releases of pollutants and excessive heat into the atmosphere

Buildup and creation of waste dumps, increased emissions of substances
(gases) into the atmosphere

Increasing air temperature, warming, changes in precipitation

Increasing concentrations of greenhouse gases in the atmosphere, increasing
greenhouse effect

Increasing risks of emergency situations (floods, droughts, landslides, etc.)

Fig. 1. Key factors and consequences due to their impact on climate change in Kyiv

Source: Developed by the authors

The grounds for such a negative impact of transport
on environment are the wear of vehicles, their and fuel
incompliance with the current international environmental
standards, the poor state of roads, their failure to accept

a rapidly increasing number of vehicles. According to the
State Statistics Service of Ukraine at the end of 2011
there were 743,200 cars, 60,400 trucks and 17,200 buses
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in Kyiv, which, respectively by 15.5%, 24.5 and 65.4%
greater, as to the data of 2007.

Another source of emissions into the atmosphere is the
manufacture and business activities of Kyiv enterprises and
organizations. Generation and distribution of electricity, gas
and water are principal sorts of industrial technologies that
affect climate of Kyiv due to great volume of harmful emis-
sions into atmosphere from stationary sources. In 2011 the
stationary sources of twelve companies of this branch re-
leased 27,772,300 tons of harmful materials (an average of
2,314,400 t per enterprise) into atmosphere, which ac-
counted for 83.4% of the total emissions. Such a high
share in the amount of emissions is due to the fact that the
economy of the city, like of Ukraine as a whole, is charac-

terized by a high level of energy consumption when com-
pared with other advanced economies. There are three
powerful fuel-burning power plants in the city that meet the
city's power needs: CHP-5 (Goloseevskij district, 700 MW),
CHP-6 (Desnyanskiy district, 500 MW) and ZAT DARte-
plotsentral (160 MW). Their cleaning and waste treatment
equipment does not comply in full with modern environ-
mental requirements. Thermal power plants emit the larg-
est share of those compounds which fall as acid rain.

Processing industry was second after utilities that gen-
erate and distribute electricity, supply gas and water. Emis-
sions from 178 enterprises reached 4,225.6 t (23.7 tons per
enterprise), or 12.7%. The dirtiest of processing plants is
the production of rubber and plastic products (Table 2.)

Table 1. The volume and structure of emissions into the atmosphere of Kyiv in 2007 and 2011 by the source of emission*

of which:
- Total . . non-methane
Source of emission emission g_ulfl_Jr nlt_rog_en mtrqgen carbo_n methane organic soot | other
ioxin dioxin oxide | monoxide
compounds
2007
All sources (thousand ton) 230.5 7.2 30.4 0.2 155.9 0.9 28.7 21 5.1
including:
stationary 26.5 54 9.1 0.0 34 0.2 3.3 0.0 | 51
mobile 204.0 1.8 213 0.2 152.5 0.7 254 2.1 0.0
Mobile sources by kinds of vehicles, thousand
ton:
automobile 190.8 1.4 15.2 0.1 148.1 0.7 23.7 1.6 | 0.0
air, rail, water, industrial machinery 13.2 0.4 6.1 0.1 4.4 0.0 1.7 0.5 | 0.0
All sources, % 100.0 3.1 131 0.1 67.7 0.4 12.4 09 | 23
including:
stationary 11.5 23 3.9 0.0 1.5 0.1 1.4 0.0 | 23
mobile 88.5 0.8 9.2 0.1 66.2 0.3 11.0 0.9 | 0.0
2011
Bci pxepena, Tue. T 254.5 11.9 31.9 0.2 169.3 1.4 315 24 | 59
including:
stationary 33.3 9.9 10.7 0.0 2.7 0.7 34 0.0 | 59
mobile 221.2 2.0 21.2 0.2 166.6 0.7 28.1 24 | 0.0
Mobile sources by kinds of vehicles, thousand ton:
automobile 212.7 1.8 18.6 0.1 162.9 0.7 26.4 22 ] 0.0
air, rail, water, industrial machinery 8.5 0.2 2.7 0.0 3.7 0.0 1.7 0.2 | 0.0
All sources, % 100.0 4.7 12.5 0.1 66.5 0.6 12.4 09 | 23
including:
stationary 13.1 3.9 4.2 0.0 1.1 0.3 1.3 0.0 | 2.3
mobile 86.9 0.8 8.3 0.1 65.4 0.3 111 0.9 | 0.0
2011 compared to 2007 (%, +,- percent points)
All sources, % 110.4 165.3 104.9 100.0 108.6 155.6 109.8 114.3|115.7
including:
stationary 125.7 183.3 117.6 - 79.4 350.0 103.0 - 1157
mobile 108.4 11141 99.5 100.0 109.2 100.0 110.6 114.3| -
Mobile sources by kinds of vehicles, thousand
ton:
automobile 111.5 128.6 122.4 100.0 110.0 100.0 1114 1375 -
air, rail, water, industrial machinery 64.4 50.0 44.3 0.0 84.1 - 100.0 40.0 -
All sources, +, % 0.0 1.6 -0.6 0.0 -1.2 0.2 0.0 0.0 | 0.0
including:
stationary 1.6 1.6 0.3 0.0 -0.4 0.2 -0.1 0.0 | 0.0
mobile -1.6 0.0 -0.9 0.0 -0.8 0.0 0.1 0.0 | 0.0

* Source: Compiled by the authors with data of the State Statistics Service of Ukraine [7, p. 381].

Activities of the housing and communal services and
accumulation of household waste cause changes in the
urban environment as well. In 2011 Kyiv companies pro-
duced over 7,087,700 tons of waste, of which 7,076,500
tons, or 99.8% were of the fourth class of hazard. Almost
all of the waste products (91.7%) were hazardous. The
most dangerous among them were the products of the dust
and gas-trapping units (6.4%), and the waste containing
heavy metals or their compounds (1.9%). The greatest
amounts of waste of the I-IV hazard classes were produced
in Pecherskyi district (89.1% of the total city waste), and

almost 95.2% of extremely hazardous waste of the first
class of hazards were in Svyatoshynskyi district [8, p.73.]
At the beginning of 2012, nearly 10.2 million tons of the
I-IV class hazardous waste, of which 95.7% were from the
treatment of industrial waste and sewage, piled up on terri-
tories of the manufacturing facilities or in specially allocated
areas [8, p.73]. Because of the lack of separate collection
and sorting of waste, it is impossible to provide proper utili-
zation and that involves superfluous energy consumption at
the waste incineration. Only a small portion (5998.2 t,
i.e.less than 1%) of the above-mentioned hazardous waste
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was recycled, processed or refined in 2011. A part of the
waste (154,962.7 tons — 2.2%) was burned at the "Energy"
incinerator, but the dominant volume of waste (6,585,033 t,

i.e. 92.9%) was transported into the specially designated
areas. At the beginning of 2012, the volume of waste
reached 12,137.8 tons per square kilometer [7, p. 387.]

Table 2. Amount and structure of 2011 atmospheric emissions from Kyiv stationary sources
by sorts of economic activities*

Economic activity Number Amount of emission (tonnes) | A share
of business units Total Per 1 enterprise in %

All sorts of economic activities 355 33289.9 93.8 100.0
of which:
agriculture, hunting and forestry 4 46.6 11.7 0.1
manufacture 178 4225.6 23.7 12.7
including:
food, beverages and tobacco products 23 582.9 25.3 1.8
wood, manufacture of wood products, except furniture 6 2314 38.6 0.7
pulp and paper production, publishing 19 316.3 16.6 1.0
chemical manufacture 16 75.7 4.7 0.2
rubber and plastic products 11 1905.0 173.2 5.7
other non-metallic mineral products 23 470.3 20.4 14
machinery and equipment 20 123.3 6.2 0.4
electrical, electronic and optical equipment 18 60.5 3.4 0.2
vehicles and transport equipment 14 380.4 27.2 1.1
Other industries 28 79.8 2.9 0.2

power generation and distribution, gas and water supply 12 277723 2314.4 83.4
construction 21 82.6 3.9 0.2
trade, repair of vehicles and household goods 23 548.5 23.8 1.6
Transport and communications, in total 62 313.2 5.1 0.9
including land transportation 39 128.5 3.3 0.4

corpmunal, social and individual services; cultural and sport 14 86.6 6.2 0.3

activities
Other 41 2145 52 0.6

* Source: Compiled by the authors with data of the State Statistics Service of Ukraine [6, c. 35].

Unprocessed waste dumped at the sites is an addi-
tional source of gas generation and emissions in the at-
mosphere of the capital and its adjacent areas. The situa-
tion is particularly critical regarding processing electronic
devices, as only 3% of them are recycled. This is not only
because of a technological backwardness, but imperfection
of the system of state regulation and legislation. In particu-
lar, the Law of Ukraine of 05.03.1998 No 187/98-BP On
Waste has an indirect mode of action, especially in the
aspect of processing electronic waste (screens, mobile
phones, etc.). In addition, some Kyiv enterprises have ac-
cumulated significant amounts of toxic substances, includ-
ing metal constructions and buildings, land contaminated
by mercury waste at the territory of former Radical plant.

The negative effect of the above and other factors leads to
changes in temperature of Ukraine and that of in Kyiv. Thus,
between 1980-2011, compared to 1950-1980, the tempera-
ture in Ukraine increased by 0.5-0.6 °C [9, p.16]. Over the
past 100—120 years temperature in Kyiv has increased by an
average of 1.5 °C [10]. By the data of the Ukrainian Research
Hydrometeorological Institute of the State Service of Ukraine
of Emergencies and according to reports of NAS of Ukraine,
the ultraviolet radiation in the geographical area of Kyiv is be-
coming more intense every year, for example, in 2012 it ex-
ceeded the norm by 3 or 4 times [11.]

The negative impact of these factors leads to extreme
weather events, natural disasters, which in recent years
have become more frequent and evident. The climatic
changes in Kyiv manifest themselves in not previously so
characteristic extremely high and low temperatures, in-
creased number of hot days, heavy rains, floods, landslides
and so on. Thus, according to the State Service of Ukraine
on Emergencies as of 8 April 2013 there occurred 18 land-
slides (at Vydubytsky monastery Askold's Tomb, Naddni-
pryanske Shose, Vulytsya Frunze, Pecherskyi district, etc.)
due to snow melt, rise of groundwater and water levels in
rivers all over the city. In addition, another 12 sites were

identified as potentially hazardous landslide areas. Among
them, a major threat is the destruction of the Dnieper
slopes, causing soil slips onto Parkova Doroga. It should
be noted that this negative process has being enhanced by
the unreasonable and uncoordinated, often chaotic city
development policy that impedes or blocks the airflows.

To prevent climate change in Kyiv and make adaptation to
those alterations that have already occurred, it is necessary to
implement a set of effective measures of legal, economic and
organizational sort. It is necessary to follow example of the
advanced economies and in the beginning develop the Kyiv
city strategy and after that the city's programme of preventing
climatic changes and adaptation to some of them.

The study of the German experience has shown that the
Senate of Berlin develops a climate program of the city, which
is formed by two components: climate protection and adapta-
tion to climate change. Berlin district offices develop their dis-
trict programmes for climate protection and adaptation to
changes in their detailed reference to the area and taking into
account peculiarities of the territorial development. The main
sections of climate programmess are: green zoning, transport,
logistics, energy saving, waste recycling, buildings and con-
structions, housing and communal services.

Based on the study and evaluation of the main factors
that influence climate change in Kyiv, which are listed in
the Kyiv Municipal Strategies for Preventing and Adapting
to Climate Change, it is necessary to highlight the following
key trends in developing the economic, organizational and
legal mechanism to prevent climate changes and adapt to
climate alterations:

— upgrading (rehabilitation) of existing buildings, urban
infrastructure facilities,

— formation of climate-friendly architectural environment,

— developing an efficient transport and logistic systems,
stimulating transition to ecological vehicles,

— planting areas and buildings, creating green areas,
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— providing effective resource-saving technologies and
equipment; use of renewable energy sources,

— improvement of processing the industrial and house-
hold waste, creating an effective system of waste man-
agement,

— modernization of housing and utilities,

— fostering green culture and improving environmental
knowledge of the citizens.

The above scope of tasks should be considered in
more detail.

Modernization (sanitation) of the buildings and objects of
the available infrastructure. This primarily concerns old resi-
dential buildings, the social and manufacture sectors and
involves a number of engineering efforts to improve thermal
characteristics of the building, reduce the loss of energy and
water. These measures include: insulation of walls, windows,
door, installation of solar collectors on the roofs, updating the
water, sewer, electrical, ventilation networks, and so on.
Only the exterior walls insulation can save can save a third
of the heat energy for heating the buildings. These proc-
esses must be preceded by an energy audit of buildings,
especially by a thermal survey. Implementation of an energy
management system, development of the building energy
efficiency passports will also improve energy efficiency of the
housing stock. A number of measures to improve energy
efficiency in Ukraine are foreseen by the "State Special-
Purpose Economic Program of Energy Efficiency for 2010-
2015", which was approved by the Cabinet of Ministers by
the Decree No 243 of 1 March 2010.

European countries are increasingly introducing new
compact design of buildings with windows oriented to the
south side and reduced glass-covered areas of the walls.
The buildings are erected with an account for wind rose
and their walls are painted in light colors.

Formation of climate-friendly architectural environment is
a new for Ukraine strategy for architecture and construction
development that entails implementation of a set of effective
actions as to taking into account an effect of environmental
factors at design, construction and operation of buildings and
structures of production and non-production areas in order to
ensure favorable environmental and climatic conditions for
people's life there. One of these actions is planning of the
street planning with an account for the prevailing wind direc-
tion that allows creation of optimal wind conditions, cooling
of buildings, structures, industrial and residential areas. Dis-
organized, often chaotic land development that ignores the
prevailing direction of air masses results in thermal imbal-
ance in the urban area. The imbalance is aggravated with
reduction of the natural active surface due to asphalt, con-
crete streets and squares and construction of multi-storey
buildings with metal or asphalt roofs.

Creation of an efficient transport and logistics system,
augmented with a transition to environmentally-friendly
vehicle, is a prerequisite for better management of climate
change. Ukraine has made some progress in the develop-
ment of eco-friendly cars. Thus, the first eco-friendly car in
Ukraine — HADI-34 AIS was presented at SIA-2013, the
21st International Motor Show, which took place in Kyiv in
the spring of 2013. Using 1 liter of gasoline, the car drove
575 km. The vehicle weight is 43 kg, fuel tank capacity is
100 g of gasoline, the top speed is 60 km/h. At low-
consumption contest of the European Shell Eco-marathon
in Rotterdam 2013 the HADI-34 AIS was twenty second
among eco-cars of 200 teams. The developers of this car is
a team of "LSA Hadi AIS" (High-speed car laboratory at
Kharkiv National Automobile and Highway University under
support of a group of companies AlS.)

The first electro-taxi fleet company is being created now in
Kyiv owing to a private investor. The pilot project is being im-

plemented with the active support of the Kyiv City State Ad-
ministration, which assists in the allocation of land for the taxis
and organization of charging units. By reducing harmful emis-
sions from transport Kyiv will improve its environmental condi-
tions and lessen the motor vehicles' impact on air quality.

Of special attention is solving the problem of improving
quality of roads and increasing of the state control over
their use. Currently, the load on the axle of trucks is on
average 80% higher than that of the standards. This results
in destruction of the road beds and intense emission of
pollutants, especially of carbon monoxide. Therefore,
Ukraine should equip its motorways with the automatic load
weight verification systems for trucks/trailers (like in Chop)
and legitimize the road fund payments for exceeding per-
missible weight of vehicles. The country should also en-
courage development of cycling with allocation of sites with
special harness for bike parking and foresee such parking
sites in the new construction plans.

The Kyiv transport scheme requires improvement. Prior
to allocating land for supermarkets and other retailers it is
vital to make an assessment of trade and transport flows,
in order to identify existing or potential environmental prob-
lems and develop an effective logistics strategy.

Landscape gardening, arrangement of green spaces is
essential for the formation of the urban environment, opti-
mizing climatic conditions. Greenery is a biological filter for
harmful substances emitted into the atmosphere. Vegeta-
tion lowers temperature in summer, maintains humidity and
air mobility. Unfortunately, there is no single record of
greenery in Kyiv. Bookkeeping of trees is scattered
throughout business entities, and thus there is no complete
picture, which complicates analysis, management, planning
and control. In addition, there is an imperfect system of
financing and public procurement of seedlings of trees,
shrubs (too late held tenders for purchase of seedlings,
seedling.) There has not been conducted any audit of Kyiv
green zones, and therefore the estimations and planning of
green spaces are based on outdated data.

Advanced economies pay great attention to gardening,
arrangement of green spaces and control over preservation
of plants and vegetation, especially at the construction
sites. Germany, for example, has established a precise
record of trees, each of which is furnished with an inventory
number tag. An electronic record system of trees is pres-
ently implemented with a support of a special satellite pro-
gram. Construction plans have to foresee planting of trees.
There is a law on protection of trees in Berlin. Actions are
held to restore the number of trees and new plantings. The
height of buildings and structures (up to four storeys) is
under strict control for not to interfere with the growth of
trees. Ukraine and Kyiv need implementation of similar
actions. Unfortunately, in recent years, the city allocated
areas for construction sites among many green spaces,
including parks, urban forests, and protected areas (Zhu-
kov island, for example.)

Thus, well formed and well-developed network of urban
green space will optimize wind conditions, reduce the tem-
perature contrast of the city and suburbs, increasing rela-
tive humidity.

Implementation of effective environmentally friendly and
resource-saving technologies and machinery, with the use of
renewable energy sources will contribute to saving energy,
reducing greenhouse gas emissions, protecting climate in
the city. All the above-mentioned constitute objectives of the
Energy Strategy of Ukraine up to 2030 and the State Envi-
ronmental Policy Strategy of Ukraine up to 2020. Both
documents stipulate a technical re-equipment of manufac-
ture through accomplishment of innovative projects, imple-
mentation of energy-efficient and resource-saving technolo-
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gies, low-waste, waste-free and environmentally friendly
processes; introduction by 2015 a system of economic and
administrative mechanisms to motivate manufacturers use
sustainable and renewable natural resources, provide envi-
ronmental protection, care about new cleaner technologies,
innovations in nature management [14.]

The current regulatory framework also needs to be im-
proved in terms of its harmonization with the legal frame-
work of the European Union, the application of environ-
mental norms, standards, rules and requirements in the
aspect of resource conservation, environmental protection,
use of mineral wealth, implementation of the environmental
management systems and environmental criteria to goods
and services. The Strategy of State Environmental Policy
of Ukraine for the period up to 2020 indicated the need to
improve the taxes on emissions and releases into environ-
ment, increase the fee for the discharge of a mass unit of
substances in the atmosphere to the European level, taking
into account the toxicity [14.]

The system of carbon labeling for consumer goods
adopted in some advanced economies (the UK, Sweden,
France), is noteworthy. Since 2007 British Tesco, for ex-
ample, has introduced carbon labeling system for 70 thou-
sand kinds of products all over its supermarket chains [15,
p. 12]. The purpose of this marking is, on the one hand, to
encourage consumers to buy local products due to reduc-
tion of distances of the goods carriage and, consequently,
a reduction of harmful emissions into the atmosphere. On
the other hand, such a labeling is a causative factor for
manufacturers to implement environmentally cleaner, more
efficient resource-and energy-saving, though more expen-
sive technologies.

To improve processing of industrial and domestic waste
with a creation of an effective system of waste management
is a high priority for Kyiv. In order to solve this problem, firstly
it is necessary to improve the acting laws. The Law of
Ukraine of 05.03.1998 No 187/98-BP On Waste has an indi-
rect mode of action, especially in the aspect of processing
electronic waste (screens, mobile phones, etc.) It is neces-
sary to decide on implementation of European standards of
waste management, requirements and regulations on re-
sponsibility of importers, and a guarantee as to joint respon-
sibility of local authorities, business structures (HCS) and
enterprises. An assistance (soft loans, etc.) should be fore-
seen in purchasing expensive equipment for recycling elec-
tronic waste. However, with the low volume processing (3%),
it is not profitable. It is also necessary to introduce non-waste
technology. For example, Berlin botanical garden is an effec-
tive model of zero waste nowadays.

Modernization of housing and communal services im-
plies renovation of the water-supply, drainage and sewage
systems, extension of the open space parking areas that
are not covered with concrete or asphalt. In addition, the
housing and construction branch requires further improve-
ment of the existing regulatory framework to ensure its
compliance with environmental requirements, particularly in
terms of saving energy and resources, industrial and resi-
dential design, construction, renovation and dismantling of
buildings and structures, as well as in improving energy
and resource conservation in dwelling houses.

Improving environmental education, culture and aware-
ness will enhance competence of the employees in imple-
menting the modern and efficient environmental policy,
caring in taking low-cost economic and energy-saving de-
cisions to preserve environment and natural resources.
Berlin municipal realizes importance of awareness of resi-
dents of the ideas and goals of environmental conserva-

tion, climate protection, for example, in the Lichtenberg
district office manager at a special climate, which deals
with, among other types of work, awareness and education
and information among the population of the district. Such
experience must also be included in Kyiv.

Improving environmental knowledge, culture and aware-
ness will enhance competence of the Kyiv employees who
implement modern and efficient environmental policy, care
about low-cost economic and energy-saving decisions, pro-
tection of nature and resources. Berlin Senate recognizes
importance that its residents be aware of ideas and objec-
tives as to preservation of environment, protection of climate,
and for example, the Lichtenberg District Office employs a
special climate manager, who besides other types of work is
responsible for promoting environmental knowledge and
awareness among population of the district. Such a practice
must also be introduced in Kyiv.

Findings of the study and prospects for further re-
search into the field. Outcomes of the study into the main
factors affecting climate change in Kyiv, as well as the ex-
pertise of the advanced economies show feasibility of the
system of actions of economic, organizational and legal sort
in order to prevent these changes or adapt to them. The
most important of the actions comprise modernization of
buildings and structures; organization of an efficient trans-
port and logistic systems; changing for green transport vehi-
cles; creation of green spaces; implementation of clean and
resource-saving technologies; use of renewable energy
sources; organizing an effective system of management;
modernization of housing and utilities; spreading environ-
mental knowledge, culture and awareness. It is these meas-
ures should form the basis of the Kyiv city strategy to pre-
vent climate changes or adapt to climate alterations.
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Statement of the problem. Effective social and eco-
nomic development of any country, its state management
and regulation are impossible without the timely receipt of
complete, accurate, scientifically grounded official statisti-
cal information on economic, social, demographic, envi-
ronmental and other public events taking place in Ukraine.
Customs statistics takes an important role in this process.

Analysis of the recent researches and publications.
Nowadays customs statistics and the history of its devel-
opment are paid almost no attention, caused, as we see it,
by the lack of fundamental, comprehensive, coherent theo-
retical development of this customs authorities activity in
Ukraine, although some aspects of this subject were dealt
with in the researches by S. Kivalov, A. Pavlov, V. Chent-
sov, N. Kovtun, E. Chekotovskyy, E. Dodin, P. Pashko,
B. Kormych, O. Morozov, P. Kravchenko and some other
Ukrainian scientists, where customs statistics is examined
to some extent, but, in our opinion, not as thoroughly and
extensively as it deserves. Some questions of the historical
aspect of the customs statistics development were covered
mainly in the writings of economists that in bear only the
observational nature the context of genesis. Consequently,
the issue of customs statistics and the history of its origin
are not developed enough in the Ukrainian science and
require further comprehensive study. The purpose of this
paper is to study the formation and to separate the stages
of the customs statistics of Ukraine development.

The main material of the study. With the formation of
the first states the need for the statistical practice ap-
peared, i.e. in the accumulation of information on the avail-
ability of land, the amount of projected and actual harvest,
population, its property situation — the system of public and
administrative records has developed. Several thousand
years ago such accounting existed in ancient China, Rome,
Greece, Egypt and Israel [1]. In particular, this is evidenced

in Bible, where in the Fourth Book of Moses — "Numbers" —
the accounting of the male population capable of bearing
arms is described.

The study of historical sources revealed that customs
statistics as a separate branch of statistics was being stud-
ied only from the late XIX — early XX centuries, but its for-
mation begins since ancient times, with the formation of the
first powerful states, the development of their external
trade, tax system and customs.

Thus, we can highlight the following stages of the cus-
toms statistics development:

Stage | (early IX — the end of Xl century) — the era of
Kiev Rus. According to the chronicles, various information
was already gathered in IX-XI centuries gathered about the
origin and development of urban settlements located on the
waterways, the presence of temples, churches, monasteries,
residential buildings in them, as well as information related to
taxation. One of the organizers of customs in Ukraine was
Prince Oleg, who gave great importance to the creation of
customs outposts around the perimeter of the Princely state,
collection of duties and other fees from the international
merchants. In 911, after the victorious campaign against
Constantinople, Oleg signed a treaty with the Byzantine Em-
pire, under which the city's inhabitants had to not only pay a
large indemnity, but also gave the Rus merchants the right to
the duty-free trade. Collecting a trading duty ('tslo’, 'myt') in
Kyiv Rus was a state matter. It was personally conducted by
the Prince and leaders of his retinue, the crown trustees
appointed by the ruler. Financial management was in direct
charge of the Prince. For collecting taxes and tribute, he
appointed special officials — customs officers, 'danschyks’,
'p'yatenschyks' that did not depend on the crown trustees —
governors and 'volostelis'. The money they collected was
passed to the Prince or whomever he ordered. Historic ac-
counts sometimes mention governors and 'volostelis' as

© Babirad-Lazunin V., 2013
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those who collected duties. The Prince granted those very
people who were close to him some part of the collected
fees as their allowance.

During the decline of the Kyiv State and civil wars in the
Rus dozens of limits and boundaries were created, for
passing through which the lords levied the so-called travel,
commercial and bridges duties. Travel duty included fees
for the carriage of goods from 1 to 3 'grosh' from a cart.
Depending on the size of a cart in 'sazhens' there were a
variety of duties levied that are known as 'posazhene' duty.
In case of unauthorized detour of a customs outpost by a
merchant in order to avoid paying taxes, a double fine was
levied on each cart — the so-called 'promyt' — and an extra
fine from a merchant — commandment.

A special capitation tax from a person who was in the
cart or boat was 'holovschyna' — 0.5 to 6 'grosh' in different
areas. Sometimes the so-called 'kostkis' was collected from
the people that accompanied the goods — 1 'grosh' per
person. 'Mostovschyna' (‘bridges duty') and 'pereviz'
(‘transportation duty') were collected for using a bridge or a
ferriage, although not by customs officers, but 'mo-
stovschyks' in order to maintain bridges and ferriages in
the proper condition: 0.5 'grosh’ from the pedestrians,
1'grosh' from the horsemen, 2 to 4 'grosh' from the carts
and when returning back — 2 more 'grosh' [2].

The main trade artery that connected the Kyiv Rus, the
Scandinavian and Baltic countries with the Ottoman Empire
and the countries of the Southern Europe and the Middle
East was the Dnieper — Slavutich historic route from the
Varangians to the Greeks. It consisted of a system of the
river routes and portages with the total length of over 3000
kilometers, connecting the Baltic Sea with Rus (Black) Sea.
After that the Muravskyi path stretched through the wide
fields between the Don and the Dnieper, from which
Bakaeva road was coming out, connectiing the channels of
Sejm and Psol. A large trade route connected Kyiv with
Moscow. It passed through Nizhin, Baturin, Konotop,
Putyvl, Sevsk, Kaluga and further to Moscow. A special
place among the commercial roads had the chumaks'
ways, which ran through the wild steppes and the ferriages
of the Dnieper to the Crimea and salt firths of the Black
Sea. These ways stretched to the south from Halychyna,
Volhynia, the territory of the future Slobozhanshchina, Po-
dillya, Kyiv, and also from Poland and Lithuania.

At the times of the Kyiv Rus and the Galicia—Volhynia
Kingdom Ukrainian merchants maintained close trade rela-
tions with the Western Europe. Outposts and customs
storehouses where duties were collected, were built along
the ways that ran from Kyiv to Lutsk, then — to Krakow and
Wroclaw and from Lviv — to Sandomierz and Radom.

In 906 the Rafalshteten and then, in 1288, the Ostro-
homsk customs regulations began to act, becoming the
legal basis for the international trade and customs relations
in Europe. At that time these statutes were already known
to our merchants, who were gradually involved in a com-
mon trade and economic field, covering Eastern and Cen-
tral Europe, Baltic region and the Moscow Kingdom.

Since the second half of the Xl century Kyiv Rus was
losing its power.

Stage Il (late Xl century — the middle of the XVI cen-
tury) — The Lithuanian age. A significant number of the
Ukrainian lands passed to Lithuania after the Mongol inva-
sion and the collapse of the Kyiv State. Accordingly, this
territory was a subject to the Lithuanian laws, including the
customs-related ones. Volhynia, Podillya and later, Kyiv
and Siverschyna passed under the control of the Lithua-
nian princes. Ukrainian, Belorussian and Russian lands
partly accounted for about 90% of the Grand Duchy's total
area. This situation has stimulated the convergence of the

Lithuanian and East Slavic elite, putting the Rus (Ukrain-
ian) language into daily life of the Lithuanians, and in the
end, the establishment of a single economic and trade field
between Kyiv and Vilnius.

In a single state Ukraine reproduced administrative divi-
sions along the lines of the former Kyiv Rus. The whole terri-
tory of Ukraine was divided into the principalities, which, in
fact, were the separate autonomous state formations. Each
of them was setting the tax and customs system, determin-
ing the procedure and conditions for the conduction of the
international and domestic trade. Semen, a son of the Prince
Oleksandr Volodymyrovych, was on the Kyiv throne for
15 years. Prince Semen paid significant attention to the
trade links with the neighboring countries and especially the
Byzantine Empire, the Crimea and Moldavia. He established
the customs outposts and ferriages that collected the duty
for the Prince's treasury on the southern border in the lower
Dniester and the lower Dnieper [3].

Although historical data on customs is scarce, we know
that customs duties were very diverse as they often
changed. The Lithuanian government provisioned quite
severe penalties for trying to get around the cities, where
customs duties were levied. Among these cities were
Chernihiv, Kyiv, Chernobyl. For example, in Chernihiv a fee
was established, amounting 2 'grosh' from the package of
goods and 3 'grosh' from the cart, and in Kiev — 30 'grosh’
from the cart. Although various kinds of the fees collection
were established, duties often constituted a fraction of the
goods cost. Development of the trade relations was pre-
vented by the numerous domestic duties: 'zamyt' (bringing
goods to sell or money to purchase the goods), 'yavka'
(notice of intent to sell products), 'hostinne’ (‘host') when
renting rooms), 'vagove' (weight) duty (in determining the
weight of goods) [4]. However, at this time a significant
increase in the import of the Western European goods to
the Ukrainian markets is observed. These goods were pri-
marily cloth, satin, velvet, weapons, crafts, glass, paper,
wine. According to the Sejm decision the payment of duty
for the imported goods ('infuka') was very low and
amounted to 4% of their value. At the same time, the duty
for exporting (‘eveka') was more than 6 %.

Customs of the Lithuanian age, whose law applied to
the territory of Ukraine, was a fairly complex and confusing
system of regulations and standards regarding the organi-
zation and practice of customs, taxation, registration and
payment of the customs duties. Individual acts of the Sejm
set the rules of paying customs duties both for the import
and for the export of the goods. The collection of duty on
the roads and crossings was the prerogative of the local
governors, elders and owners of the large estates who in
collecting customs duties were guided by the decisions of
the Lublin Sejm of 1559, the Lithuanian Statutes of 1566
(the "Volhynia" ones) and 1588 (the "New" ones). For ex-
ample, the decision of the Lublin Sejm was to set a perma-
nent rule forever — no fees should ever be taken from the
spiritual and secular people of noble rank and their sub-
jects, of all things related to their own work and feeding, but
to the fact, however, that in this way they would have not
been contributing to the avoidance of merchant fees, which
would lead to a decrease and concealment of the old du-
ties and duties of other ranks in Poland and Lithuania [5].

An important factor that hindered the further develop-
ment of the international trade was a multi-layered and yet
fraudulent system of customs fees. Border customs store-
houses operated within the Rzeczpospolita in accordance
with the provisions of the Sejm, the orders of the king, local
governors and magnates, gathering various levies and
taxes, of which the overwhelming majority were passed not
in the royal treasury, but in the pockets of the local incum-
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bents and customs' renters. Extensive regulation of trade,
the spirit of fiscalism and privileges, an opportunity to buy
these privileges created serious difficulties in the organiza-
tion of both the external and internal trade.

Smuggling — a concealment of goods from the customs
duty collection by secret traffic across the border — became
outstandingly common in the XVI century on the territory of
the Rzeczpospolita. International merchants who tried to
import goods beyond the major, customs-controlled ways
were particularly noted in this respect. Then, upon coming
to a city, they tried to settle at the local townspeople's
places and then illegally, without paying any taxes, sell the
imported goods. Due to the fact that such incidents had
acquired a routine nature, on November 13th, 1567, the
Grand Duke of Lithuania Zsigmond August addressed to
the peasants, townspeople and nobility of the Grand Duchy
of Lithuania with the report, where he described the
mechanism of these smuggling operations, which, accord-
ing to the monarch, harmed the state treasury. Augustus
ordered the townspeople to inform the customs officials on
such merchants and provide them with their apartments
only upon this informing. Violators of the rescript could face
a fine of 500 'cops' of 'grosh’ [6]. Eventually, this and other
similar decrees and decisions of the Sejm, around ten of
which was published during the XVI century, did not signifi-
cantly affect the overcoming smuggling epidemic. Unfortu-
nately, it still exists today.

Stage Il (mid XVI — mid-seventeenth century) — the ep-
och of the Cossack state. In 1552, Hetman Dmytro
Vyshnyvetskyy had built the first Cossack fortress on the
small island of Khortytsya. Since then, the Ukraine entered
a new stage of political development. Accordingly, its own
customs system was created. As Professor Joseph Rysi-
cha states, the system of the Cossacks land fell under the
system of Lithuania and Poland customs condominium.
Zaporizhia used the customs infrastructure of these coun-
tries. Roads by which goods were transported, were sepa-
rated by the customs borders. The payment went to those
whose land was passed: the duties included the pay for
entry to the Cossack lands, passing a bridge, driving cattle.
Cossacks' outposts, 'uhody,' became the places for trading.
A brisk trade in salt from the sea firths, large and small
trade routes went through the 'uhody’ [7].

The main source of income of the Zaporizha army,
along with spoils of war, was international and domestic
trade. Considerable sums of money for military cash went
to the military fund of Kosh from the duties, various taxes
and fees. The Cossacks received significant money from
the merchants who supplied various products through the
Dnieper to Ochakov and Kinburn, as well as from the ships
that passed the Dnieper Rapids. All merchants and manu-
facturers who exported goods to the Sich, traded in the
settlements, villages and winter quarters, paid a certain fee
to the military treasury. In order to charge a fee from the mer-
chants there were special chiefs in all the Zaporozhian mar-
kets, the military 'kantarzheyis' who oversaw the accuracy of
weightings and measures, determined the price of imported
goods and collected fees for the military treasury [8].

An Universal of Bohdan Khmelnytsky from 1654 exists,
which assigned the arrangement of customs on the Turkish
and Moscow borders of Ukraine, customs fees, the so-called
'indicts' from the imported merchandise, are set. The main
source of data on socioeconomic status were 'pysni' and
'perepysni' (‘census') books, then clerks paperwork. The
Universal of 1654, despite its relatively small size, can be
recognized as the first Ukrainian State Customs Tariff. The
document defined the amount of duty on all major commodi-
ties that were imported in Ukraine by the internatioal mer-
chants. This is mainly luxury goods, gold, silver, precious

stones, pearls and other products. That same year, Bohdan
Khmelnytsky signed an agreement on the military alliance
with Moscow that freed Ukraine from the subjection of Po-
land. The first steps of Bohdan Khmelnytsky was the joining
of some areas of Belarus to the territory of Ukraine, namely,
Mogilev, Gomel, Novyi Byhov. As pointed out by the promi-
nent historian of Ukraine Dmytro Doroshenko, "This acces-
sion was important for Ukraine not only because of the stra-
tegic reasons, protecting it from the north, but also eco-
nomic: the trade route to the Baltic Sea, where Ukrainian
exports went, was easier through the Belarusian lands.
Khmelnytsky even established the ‘free port' in Staryi Byhov,
and, although the historian states that the Hetman failed to
achieve significant success with collecting taxes from the
population, duties on imported merchandise and indirect
taxes on honey, beer and vodka remained the main source
of revenue to the state treasury for the Ukrainian people.

Building its own customs system was fundamentally
important to continue the process of nation-building,
strengthening economic and financial independence of
Ukraine. It was well understood by Hetman Bohdan
Khmelnytsky. Upon launching the first national customs
service in Ukraine, first of all Hetman instructed its leader-
ship to organize the first Ukrainian customs outposts at the
borders of Muscovy and Turkey.

The tariffs on Turkish goods which were usually im-
ported from Moldavia and Crimea to Ukraine, were estab-
lished separately. Their size was determined independently
of the customs value, both in monetary terms and in the
goods themselves. Fixed sum customs duties were intro-
duced for the import of gold, silve, precious stones and
pearls in Ukraine, from every 100 thalers of these goods'
value a fee of 5 gold coins was paid.

But soon Ukraine began to lose its independence. For
example, after the signing of the "Pereiaslav articles" by
Yuri Khmelnitsky in 1659 Ukraine lost the right to inde-
pendent international relations and, therefore, could no
longer negotiate with other countries on the matters of free
trade, as it was earlier [9].

Stage IV (mid-XVII — end of XIX century) — age of the
Russian empire. At this stage there were reforms related to
almost all aspects of the social life in the Russian state, of
which Ukraine was a part at the time. These reforms were
aimed at increasing the accurate statistical data: among
the introduced developments were accounting of the bread
prices, accounting of the number of cities and urban popu-
lation, international trade, registration of new factories and
plants. During this period, the current accounting of the
population by the church emerged: registration of mar-
riages, births, deaths. As the complexity of social life was
increasing, the range of phenomena that could be subject
to accounting, expanded.

For nearly one and a half of the century census or revi-
sions were the main form of the national accounting. Cen-
sus sheets that had the name 'kazky' (‘tales'), were the
basis for the general enumerative statement. The main
disadvantage of 'revizsky kazky' (‘census tales') as a
source of population data was that they did not cover the
entire population. It should be noted that there was a cer-
tain underestimation of the population through the avoid-
ance of revisions due to them having a fiscal nature. In
fact, they appeared at the beginning of XVIII century due to
the transfer from the homestead levy to the poll one. Only
male persons (‘census souls') were recorded to the 'census
tales'. Each such 'census' soul was considered until the
next revision (it was held on average once every 20 years),
even in the case of death. Entries in these statements were
made at the time of compilation. As a result, it was impos-
sible to establish the number and composition of the popu-
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lation at some point. But despite all their flaws revisions
were an essential source of data on the size, composition
and location of the general population at that time.

After the death of Peter the Great Russian government
circles started redefining financial, industrial and trade pol-
icy. The financial system in times of Peter the Great, which
was designed for the extreme conditions of military stress
to the economy, only hampered the economic development
in peacetime. In 1726 the government had already issued
orders aimed at liberalizing fiscal pressures and increasing
international trade of the country by expanding the social
strata that were able to engage in trade and industry [10].

In the period of capitalism formation growth of public pro-
duction, the expansion of trade and international relations was
the stimulus for the development of accounting and statistics.
Along with the simple accounting system a double-entry book-
keeping system appears in which a transaction is recorded
twice — by debit and by credit. A need to analyze economic
conditions significantly increases, and, consequently, the
amount of statistical information increases especially sharply;
the information is required about the size and placement of
industrial and agricultural production, markets for goods, labor
markets, raw materials and others.

However, in the early XIX century the political leaders
of the Russian state realized that international trade is not
only a source of the tax revenues, but also an important
sector of the economy. This realization of this fact influ-
enced the desire to regulate international trade through the
customs taxation. This process, in turn, required to classify
the customs statements. The initiative to address this issue
was made by the Minister of Commerce M. Rumyantsev. In
1804 on his orders, statistical reports for 1802 and 1803
were compiled. This is how the preparation and publication
of the annual compilations of statistics on international
trade of the Russian Empire began. Under the different
names they were issued for a hundred years — until 1917.
The first annual statistical reports were called 'The state
trade in its different types' and issued from 1802 to 1815.
Later the name was changed several times: since 1812 —
'The state international trade in its different types', from
1863 to 1869 — 'Types of the state international trade' and
'"Types of the international trade of Russia' and from 1870 —
'Overview of the international trade of Russia through the
European and Russian boundaries' [11].

Stage V (end of the XIX century — 1991). At this stage,
further development came into fiscal accounting whose
primary purpose was the control of customs revenue and
customs official sources of statistics were monthly forms
called 'The international trade of Russia', published since
1884, and another type of publications — retrospective col-
lections about the international trade of Russia, which be-
came widespread since the 1880s. The entity that proc-
essed and published customs statistics was the counting
expedition of the Commerce Board under the Ministry of
Commerce. In March 1813 it became a part of the new
Department of International Trade of the Ministry of Fi-
nance. In 1864, during the ministerial reform within the
Ministry of Finance a new Department of Customs Duties
was established, which also included the counting section,
and in 1883, it was reorganized into the statistical office of
the department. In the second half of the 1890s V. Pok-
rovsky radically rebuilt the work of the statistical depart-
ment. The main element of the restructuring was the intro-
duction of the card system of the customs reporting.

At the end of XIX — early XX century a number of cus-
toms control forms were singled out that were components
in the formation of the customs statistics:

— Customs clearance (check of the actual measures
with those that were entered in the consignment);

— Control of the supporting documents;

— Control, processing, classification, analysis of primary
data from the customs in the statistical department where
the test had a multistage nature.

At the end of the XIX century another problem emerged
for the customs statistics — increasing the reliability of the
price indices for imports and exports as an important com-
ponent of the total customs statistics. In particular, accord-
ing to V. Pokrovsky, from 1890 to 1896 customs valuation
of imports was systematically increasing up to 10%, with
exports valuation reducing to 5%. This phenomenon was
also influenced by the tax reform of 1898, where the in-
come tax was introduced, forcing manufacturers to hide the
real data on their trade turnover to reduce the amount of
taxes paid. All these circumstances required the customs
statisticians to introduce urgent measures to improve the
quality of the cost parameters. In 1898, a special valuation
department was created in the statistical office, whose
function was to develop the reference prices for the exports
and imports value determination. Reference prices were
developed based on information from the exchange price
lists, newspapers, magazines, statistical publications [4].

The disadvantage of this system, as its authors ac-
knowledged, was its limitation. The nature of this limitation
was as follows: reference prices could be calculated only
for the goods that passed through the stock exchange. The
finished products were the ones that mostly did not fall
under this category. In Russia of those times the existing
system of valuation allowed to reliably identify a larger part
of the international trade value. Interestingly, V. Pokrovsky
himself did not exclude the appropriateness of adding spe-
cial commission expert assessments to the reference
prices (the value of the international trade operations
based on expert opinion was defined in Germany, Austria-
Hungary, France, Belgium). Although such committees did
not exist in Russia, customs statisticians commonly the
expert reviews of the international statistics.

After analytical processing annual custom reports were
reflected in the official publications of the Ministry of Fi-
nance. Since then, the customs statistics started gaining a
public nature and being used in many areas of social and
academic life.

Numerous changes in the Russian customs borders dur-
ing the XIX century created a problem of comparing data
from different years by statistical area. In 1883, the Statistics
Division of the Department of Customs Duties carried out a
radical change in the forms of tables. The so-called mono-
graphic tables were introduced. Every single table contained
a group exports or imports for one customs post or the coun-
terparty country. However, after a short use the main disad-
vantage was revealed — a loss of generality. Given these
shortcomings of the monographic tables, in 1894 V. Pok-
rovsky decided to return to the tables, which were formed on
the basis of the product groups list based on the experience
of the customs statistics of 1860 s — 1880 s. [12].

With regard to the customs statistics of the late XIX —
XX centuries we can make the following conclusions:

— Customs statistics are an important source of objec-
tive assessment of the customs policy influence on the
economic and political development of the country;

— The analysis of archival documents shows that a high
quality keeping of the customs statistics was strictly moni-
tored by the Department of Customs Duties, and after it
gained an official nature, it was the basis for forecasts and
reports on the economic situation of the provinces;

— The customs statistics of the late XIX — early XX cen-
tury brightly represented the regional characteristics of the
international economic activity of Russia [13].
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With the increase in turnover since 1930 customs ac-
counting became centralized — all goods received and ex-
ported started being accounted by the specialized bodies.
In 1942 customs borders were violated, and accounting of
goods was taken over by the Ministry of International
Trade, where information was coming in the form of ac-
counts both regarding imports and exports. The Ministry of
International Trade accounted exports and imports of
goods carried out on a commercial basis. Until 1959, the
USSR Central Customs Department and the Ministry of
International Trade conducted a parallel, duplicate account-

ing of the international trade. Since 1959, the control over
international economic activity was passed to the Ministry
of International Trade, which took over the main functions
of the international trade accounting.

Stage VI (from 1991 — present). Since Ukraine gained
independence, the customs system of the newly formed
state has also become independent. Now the customs sta-
tistics is a part of the national system of statistical accounting
and reporting, consisting of the customs statistics of the in-
ternational trade and special customs statistics (Figure 1).

| International trade statistics |

v

Service statistics |

v

| Customs statistics

v

Customs statistics of international
trade

Declaration statistics

P

A

Special customs statistics

Statistics of the international postal

Y

traffic

International transportation statistics

Statistics of customs duties <
Exchange control statistics <
Statistics of seized goods <

Passengers circulation statistics

Fig. 1. Customs statistics in the international trade statistics system

* Source: Author's own study.

Customs statistics of international trade is a summa-
rized and appropriately systematized information on the
movement of goods across the customs border of Ukraine.
To perform the tasks entrusted to the customs authorities
by the Verkhovna Rada of Ukraine, President of Ukraine,
the Cabinet of Ministers of Ukraine, such authorities form,
summarize and analyze the special customs statistics. Sta-
tistical information that is formed, summarized and ana-
lyzed by the customs authorities, is used to strengthen the
international economic relations, improvement of the tariff
and non-tariff regulation, further integration of Ukraine into
the global system of economic relations.

The objectives of customs statistics are [14]:

1) objective and reliable accounting of data on the
movement of goods across the customs border of Ukraine;

2) collection, formation, processing, compilation, com-
prehensive analysis and storage of statistical information
regarding the state customs and international goods trade;

3) submission of statistical, reference, analytical informa-
tion regarding the state customs and international goods trade
to the public authorities in the manner prescribed by the law;

4) providing relevant information to the international or-
ganizations and other countries' customs authorities in
accordance with international treaties of Ukraine concluded
in compliance with the law and the laws of Ukraine ;

5) protection of statistical information that in accor-
dance with the law shall not be disclosed.

Customs statistics of international trade is summarized
and appropriately systematized information on the move-
ment of goods across the customs border of Ukraine. Cus-

toms statistics of the international trade is formed, reviewed
and analyzed by the central executive body to implement the
realization of the state policy in the sphere of the state cus-
toms, based on data contained in customs declarations. In
the manner prescribed by the law, the relevant public au-
thorities to control the flow of customs payments to the state
budget, international exchange controls, analysis of
Ukraine's international trade, its balance of trade and pay-
ments and the economy as a whole use the data of the cus-
toms statistics of international trade. Customs statistics ac-
counting is conducted in the accordance with the methodol-
ogy that ensures comparability of customs statistics of the
international trade of Ukraine to the government statistics of
other states. The central executive body that implements the
state policy in the sphere of the state customs ensures regu-
lar publication of customs statistics of the international trade.

Special customs statistics is a system of collecting,
processing, analyzing, disseminating, storing, protecting
and using statistical information that reflects the activities of
the customs authorities in exercising the state customs.
The central executive body that implements the state policy
in the sphere of the state customs in order to ensure the
tasks entrusted to the customs service of Ukraine in accor-
dance with the law conducts special customs statistics ac-
counting. The accounting of the special customs statistics
is determined by the law.

The main objective of the special customs statistics is
to ensure an appropriate level of work on the collection,
analysis, generalization of the statistical data, the reliability
and efficiency of which affect the adoption of the aforemen-
tioned managerial decisions.
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The components of the special customs statistics are [15]:

— Statistics on declaration, which contains information
about the goods, vehicles, items that are subject to decla-
ration by the customs authorities regarding the purpose of
their movement across the customs border of Ukraine, that
are moved across the customs border of Ukraine;

— Statistics on taxes and fees, which contains informa-
tion about the amount of accrued and paid taxes and fees
when moving goods, vehicles, items across the customs
border of Ukraine;

— Statistics on countering smuggling and customs regu-
lations' violations, which contains information about the
violation of customs regulations detected by the customs
authorities, the outcome of cases of the customs regula-
tions' violations by the judicial authorities, the goods, vehi-
cles, items seized by the customs authorities, the results of
the cooperation with the law enforcement agencies etc.;

— Statistics on passenger traffic, which contains infor-
mation on the number of individuals crossing the customs
border of Ukraine;

— statistics on the international transportation, which
contains information about moving of certain vehicles used
for the transport of goods, vehicles, items and individuals
across the customs border of Ukraine;

— other special customs statistics, containing informa-
tion on human resources, countering the offenses in the
customs bodies, administrative and economic issues and
other information.

Special customs statistics accounting is defined by the
Cabinet of Ministers of Ukraine Decree 'On the accounting
of the special customs statistics' of 12.12.2002 Ne 1865
which came into force on January 1, 2004.

However, there are not two, but three sections that
should be considered the constituent part of the customs
statistics: customs statistics of international trade, special
customs statistics and statistics of customs offenses.
Herewith, if the first two types of customs statistics today
are defined in the national legislation (the Customs Code of
Ukraine and a number of subordinate legislative acts), the
statistics of the customs offenses is not mentioned in the
legislation at all. This is somewhat surprising due to the
fact that, according to the customs of this sub-sector statis-
tics can get the most complete picture of the state of crime
and criminalization when crossing the customs border, get
a picture of criminological offenses and crimes, and, con-
sequently, to develop some suggestions for dealing with
them and their prevention.

Conclusions. Thus based on the research we have
identified six stages in the development of customs statistics
of Ukraine. Also, we defined the role and place of the cus-

B. Ba6ipaa-Ila3yHiH, acn.
KHY imeHi Tapaca LLeB4eHka, Kui

toms statistics in the system of International trade statistics.
Therefore we may say, that customs statistics belongs to a
number of sources that are commonly used in historical re-
search on various issues. In addition, this type of statistics is
used as an indirect indicator for the general characteristics of
the country's economic development. Another important
aspect of the customs statistics as source is that external
relations economy is often directly confronted with the policy
and statistical indicators on international trade may be the
notably more important sources for the study of international
relations, than diplomatic documents. Using the customs
statistics by means of the quantitative analysis methods al-
lows to reconstruct the economic processes of the past and
to understand the reasons which forced the state, the gov-
ernment to make certain decisions. This approach allows to
avoid mythologizing and politicization of history in the proc-
ess of scientific research.
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PO3BUTOK MUTHOI CTATUCTUKU YKPATHW: ICTOPUYHUIA ACNEKT

B cmammi docnidxeHo icmopito 3apodeHHsI ma po3eumKy MUMHOI cmamucmuku YkpaiHu. BuokpemsieHo ma oxapakmepu3oeaHo emanu it
cmaHoeneHHsl. BusHa4yeHo ponb ma micye MumHoi cmamucmuku e cucmemi Oep)kagHO20 pe2ysito8aHHSI eKOHOMIKU YkpaiHu ma npulHsammi

ynpaesniHCcbKux piweHb.

Knroyoei cnoea: cmamucmuka; MumHa cmamucmuka; MUmHa crnpaea; icmopis cmamucmuku; 36opu; no8amku; Mumo.

B. Babupaa-Ila3yHuH, acn.
KHY nmenu Tapaca LLleB4yeHko, KueB

PA3BUTUE TAMOXEHHOW CTATUCTUKU YKPAUHbI: UCTOPUYECKUINA ACTEKT

B cmambe uccriedoeaHa ucmopusi 3apoXx0eHuUs1 U pa3eumusi MaMoXXeHHOU cmamucmuku YkpauHsl. BbiOeneHb! u oxapakmepu3supoeaHsl ama-
nbl ee cmaxoesneHusi. OnpedesieHbl POsib U MECMO MaMOXEeHHOU CMamucmuKu e cucmeme 20¢cydapcmeeHHO20 pe2ynupoeaHusi 3KOHOMUKU YKpa-

UHBI U IPUHSIMUU ynpaeieHYecKux peweHudl.

Knroveeblie cnosa: cmamucmuka; mamMoXXeHHasi cmamucmuka; maMo)KeHHoe deso; ucmopusi cmamucmuku; c6opbl; Hasnoau; NowJsuHsbl.
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THE COMPARATIVE ANALYSIS OF THE LABOR MARKET INDICATORS
IN A SELECTED GROUP OF EU COUNTRIES

The paper presents, in a synthetic way, the problems of dynamics of labour market of "ten new member states” that joined EU in
2004, focusing mainly on the level of employment and taking into account the lines of business and age employees. The time range
from 2000 to 2011, selected for the purpose of the analysis, includes the years that directly preceded and directly followed the ac-
cession to the EU and aims at determining possible changes in parameters that characterise the labour market in selected states.

Keywords: labour market; level of employment; servicisation of labour market.

Introduction. 2004 was the ground-breaking year for
economy and position of 10 European countries on the
market of Europe. This was because that was the year of
their accession to Union community. Usually, together with
economic changes, hopes for specific changes in everyday
life occur in society. Some of those hopes were related to
labour market, particularly to extending the possibilities to
find work and improve people's well-being. Oriented
changes were to, and could, bring decrease in unemploy-
ment and increase in the level of employment. Particularly
enormous hopes were rested in possibilities of employment
in "old Union" member states. In the present chapter the
analysis of major statistical parameters that characterise
the situation of the labour market in spatial approach, that
is, for selected group of states and time approach, for the
years between 2000 and 2011, is performed. Presented
results have the quality of initial analyses of the level of
employment and unemployment in the group of states that
joined the EU in 2004. The analyses were limited to the
period of time between 2000 and 2011 to show whether
important changes in the sphere of the level of employment
and unemployment rate occurred in the years directly pre-
ceding 2004 and in the years following the accession to the
EU. Establishment of occurrence of specific changes shall
allow formulating conclusions concerning the influence of
economic changes associated with accession to the EU on
the situation on the labour market. The chapter is divided
into several parts. The first includes general characteristics
of the age structure of individual countries — new EU mem-
ber states; the second includes the analyses of the level of

employment that takes into account the division of working
people by lines of business. What is more, the changes in
the level of employment in the following three age groups
of employees are studied: the school-leavers (15 to
24 years of age), people on the highest level of profes-
sional activity (24 to 54 years of age) and at pre-retirement
age (55 to 64 years of age). The next part of the case study
is made of analyses concerning unemployment rate while
taking into consideration the employee's age and educa-
tion, and separately, the analysis of a particular type of
unemployment, that is long-term unemployment is per-
formed. Data taken from Eurostat that were appropriately
compiled for the needs of the subject matter included in the
topic make empirical base for performed analy-
ses.Population structure of "new" EU member states. On
1st May 2004 European Union was enlarged by 74 141
654 new people, the citizens of ten states that included:
Cyprus, Estonia, Lithuania, Latvia, Poland, the Czech Re-
public, Slovenia, Slovakia and Hungary. The number of
people in these states was really varied. Polish people
made the most numerous group of people (around 51 %)
and inhabitants of the small Malta and Cyprus made the
least numerous group (around 1 % each). Considering the
age structure of populations of these states we can state
that, while measuring the rate of people under 24 years of
age, the youngest populations were those of Cyprus
(35.1 %), Poland and Slovakia (33.2 %) and the oldest
were the populations of Slovenia (27.8 %) and the Czech
Republic (28.3 %), whereas the rate of young people under
24 years of age in the whole EU was 28.7 %.
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Fig. 1. Population age structure of "new" states that joined EU in 2004*

* Source: Own case study on the basis of Eurostat database.

Varied age structure is confirmed by age median (tab. 1).
Populations of Cyprus and Slovakia were made of people
who were not older than 35 years of age. In the case of
other states, half of populations reached the age under
39 years of age and with respect to age median only
Lithuanians and Slovenians are close to EU level that is to
39.3 years of age. Additionally analysing the level of popu-

lation aging of each of the states as seen in the rate of
people at over 65 years of age, we can state that it none of
the states it was higher than the EU level, that is than
16.5 %. Therefore, the "new ten states" are the countries of
relatively young people, who, from the point of view of la-
bour market, make large labour resources.

© Balcerowicz-Szkutnik M., 2013
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Table 1. Population age median of selected group of EU states in 2004 (in years)*

EU 25 CZ. EE CcYy LV

LT

HU MT PL Si SK

39.3 38.5 38.7 34.8 39.0

37.3

38.8 37.7 36.2 394 35.0

* Source: Own case study on the basis of Eurostat database.

Extending the analyses of population structures of gen-
der we can state that in each of the states a clear advan-
tage of females over males was observed and only in the
case of Cyprus, Malta and Slovenia, feminisation coeffi-
cient (that is the measure that determines the level of spe-

cific "excess" in the number of females over males) was
lower than in EU (105.2) and in the case of other member
states it was reaching higher values of even 117.1 (Estonia
and Lithuania). This is presented in table 2.

Table 2. Feminisation coefficient for selected group of EU states in 2004*

EU 25 CZ. EE CY LV LT HU MT PL Si SK
105.2 105.3 1171 103.3 1171 114.2 110.6 101.9 106.6 104.4 106.0
* Source: Own case study on the basis of Eurostat database.
Level of employment and its social impor- It is observed that from 2004, that is, since the year of

tance.According to Eurostat data [1] the number of people
working in EU states was 203 253.7 thousand people in
2004, out of which 29 285.9 thousand (that is 14.41 %) was
made of citizens of the new states that joined the EU. There-
fore EU structures grew by a large number of new employ-
ees. In 2011 the potential of working people increased in
comparison with 2004 by 3.89 % and amounted to 211
157.3 thousand people and for the "ten new EU member
states" this increase was more dynamic because it in-
creased by as much as 8.35 % (to the level of 31 729.8
thousand people). The level of changes in resources of
working people in selected group of countries was differenti-
ated and in part of them a decrease was observed. For ex-
ample, in Estonia by 0.55 % in Lithuania and Hungary by
around 3.9 % and 2.4 % in Latvia by about 14.4 %. On the
other hand, in others the increase in the number of working
people was observed. This was reported in Cyprus (11.3 %),
Malta (13.8 %) and finally in Poland (16.8 %). This differen-
tiation can be reasonably explained by emigration to earn a
living and by entering the labour market by the generation of
young people who were, for example in the case of Poland,
the generation born in the 80s of the 20th century, that is in
the period of the so-called second post-war birth rate boom.

Employment rate measured as the percentage of work-
ing people in total number of people in a particular age
group is one of the simplest and at the same time most
expressive, as well as easy to interpret, measure of profes-
sional activity of people. In international analyses, the total
employment rate is defined for the age group at 15 to 64
years of age. In the group of the "ten states" the dynamics
of this rate was significantly.

accession of a group of new member states to the Euro-
pean Union, the level of employment was successively
growing for all analysed states until 2008. In 2008 in major-
ity of states a rapid decrease in employment level is ob-
served. The situation is certainly the reflection of the world
financial crisis, when problems in world economy structures
directly influenced the labour market and brought, as a
consequence, its real crash. It was particularly noticeable
in the case of such countries as Estonia, Lithuania, and
Latvia, that is, the states of the former Soviet Union, but
also in Slovakia and Hungary.

The change in the structure of the labour market with re-
spect to employment sectors has been a serious problem for
the last two decades. Frequent changes in proportion of the
number of people employed in industry and service sector
have been observed. Employment in agriculture in each of
the states and in the whole EU is scant, or even marginal,
because only in Poland it is over 10 %. The figures beneath
(fig. 2, fig. 3 and fig.4) present in a simplified form the struc-
ture of employment in three economy sectors — industry,
services and agriculture in selected years. For detailed
analyses the years of 2004, 2008 and 2011 were selected.
These were the years of EU structures enlargement by 10
new member states, the year of the world financial crisis and
the last year for which complete statistical data collected in
Eurostat database was available. Apart from employment
rates in three particular sectors, the values of total employ-
ment rate for each of the states were also presented for the
purpose of comparative analyses.

Czech
Republic

Estonia Cyprus Latvia

Lithuania

| T e e e e e L T e T e T e e e e T T T T e e e

Malta
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Hungary
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Fig. 2. Structure of employment by sectors in selected group of EU states in 2004*

* Source: Own case study on the basis of Eurostat database (access on 15th March 2013).
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Fig. 3. Structure of employment by sectors in selected group of EU states in 2008*
*Source: Own case study on the basis of Eurostat database (access on 15th March 2013).

Fig. 4. Structure of employment by sectors in selected group of EU states in 2011*
*Source: Own case study on the basis of Eurostat database (access on 15th March 2013).

Careful analysis of the figures above confirms the obser-
vation formulated before and concerning the marginal share
of agricultural sector in national labour markets. Still in 2004,
beside Poland the level of employment in agriculture was
higher than 10 % in Slovenia, Latvia, and Lithuania, but by
2008 and then by 2011 employment in agriculture was
higher than 10 % only in Poland. It is seriously alarming that
market labour structures are so significantly distorted and
agricultural production is dominated by services. This is re-
lated to servicisation of labour market, national economy and
even everyday life that has been observed for some time. In
simple explanation, servicisation means the increase in pro-
portion of services in the structure of the studied phenome-
non. Servicisation of national economy — in macroeco-
nomic approach means increase in employment in the third
sector, that is in services. On the other hand, servicisation

of consumption in households represents a percentage
growth in expenditures on services in the structure of
household expenditures. We have been facing this phe-
nomenon recently all over the world because higher and
higher rate of expenditures in household budgets is con-
sumed by services, such as for example consumption in
catering places, hiring baby-sitters, ordering catering for
meetings and hiring people to clean the house.

On the scale of national economy of each of the "ten
states", the process of servicisation has been developing
for the last years at various paces and proceeded with
various intensity. Corresponding relationships between
employment rates in services and in industry are respec-
tively presented in figures beneath. Fig. 5 is the image of
changes in proportion in employment in services and in-
dustry for each of the states.
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Fig. 5 Dynamics of changes in the rate of employment in services
and industry for selected states in the years from 2000 to 2011*

* Source: Own case study on the basis of Eurostat database (access on 15th March 2013).

Differentiation in the labour market in the sphere of the
level of employment is observed not only in the view of
economy sectors but also in demographic view that is while
taking the employee's gender and age into consideration.

As it is generally known, the employees' gender simply
determines their position on labour market. While having to
choose, in most cases, employers are more likely to offer
employment to men than women. Certainly, the major rea-
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son for such a decision is larger professional mobility and
availability of men than women. Family and maternity du-
ties, that women are responsible for, are another argument
presented in discussions on preferences of employers as
for the gender of employees, which decreases their attrac-
tiveness on labour market. In "regional" discussions, that
include considerations made for various countries, cultural
burdens and religious beliefs play an important role, al-
though the latters are less and less significant nowadays.
However, the problem of inequality of employment due to
the employee's gender is still open.

The values of appropriate columns of the diagram
clearly show the scale of differences between the levels of
employment in individual countries. The values of particular
rates are additionally presented in tab. 3, in which the last
column includes the quantity values that define differences
in the level of employment of males and females (the ex-
cess of employment rate for men and women in %).

The values presented in the last column of the table show
that in Malta male employment is over twice higher than of
females (female employment is 32.7 % and is lower by 42.4 %
than male employment), in the Czech Repubilic it is higher by
16.3 % and in Cyprus by 21.1 %. In other countries it is lower
than EU level that reaches the level of 15.2 %.

Analysing employment rates in a different way (fig. 11)
we can state that in EU in 2004 there were 127 males em-
ployed for every 100 employed women and this level was
higher only in the Czech Republic (129), in Cyprus (136) and
in Malta (226). On the other hand, the most proportional

level of employment, almost not "discriminating” women on
the labour market was observed in Lithuania (112), Latvia
(113) and in Estonia (111) and also in Slovenia (116).

Analysing the level of employment, we ought to pay atten-
tion to one of the measures preferred in "Europe 2020 strat-
egy" that was announced by European Commission [2] that is,
the employment rate in the age group between 20 and
64 years of age. For all studied states the value of measure-
ment compliant with Union standards included in aforemen-
tioned project is higher than the value of generally adopted
rate determined for the group of 15 to 64 years of age

According to the assumptions of "Europe 2020 strat-
egy", in the sphere of employment, that is the major goal of
the strategy, in 2020, 75 % of the total population between
20 and 64 years of age should have work. These are
common goals that are going to be accomplished through a
series of activities undertaken both on the level of member
states as well as on the level of EU. At present none of the
EU countries, nor the whole community of the states reach
this level. In 2004, out of the group of analysed states, only
Lithuania, Latvia, Estonia, Cyprus, Czech Republic and
Slovenia exceeded the EU level. In 2011, the mean level of
employment rate of the population from 20 to 64 years of
age grew by 1.3 %; however, it was slightly higher only in
the case of Cyprus, Estonia and the Czech Republic. There
are still a few percentage points in some states, and sev-
eral more percentage points missing in some others (Po-
land, Malta, Hungary) to reach the "magic" level of 75. This
is most clearly seen in table 3.

Table 3. Employment rate in the years 2004, 2008 and 2011 by age groups for selected EU states

2004 2008 2011
GEO/AGE 1564 20-64 1564 20-64 15-64 20-64
EU 25 63.4 67.7 66.1 70.6 64.6 69.0
Czech Rep. 64.2 70.1 66.6 72.4 65.7 70.9
Estonia 63.0 70.6 69.8 77.0 65.1 70.4
Cyprus 68.9 74.9 70.9 765 67.6 73.4
Latvia 62.3 69.3 68.6 75.8 60.8 66.3
Lithuania 61.2 69.0 64.3 72.0 60.3 67.0
Hungary 56.8 62.1 56.7 61.9 55.8 60.7
Malta 54.0 57.9 55.3 59.1 57.6 615
Poland 51.7 57.3 59.2 65.0 59.7 64.8
Slovenia 65.3 70.4 68.6 73.0 64.4 68.4
Slovakia 57.0 63.7 62.3 66.8 595 65.1

*Source: Own case study on the basis of Eurostat database (available on 2nd April 2013).

As it has already been mentioned above, in the project
Europe 2020, particular goals ! are strictly related to each other,
and mutually complement each other. In the sphere of employ-
ment, attention ought to be drawn to such relationships as:

e improvement of the situation in the sphere of educa-
tion, which should reduce unemployment and poverty,

e larger focus on research and development as well
as innovations in economy, together with more effective
use of resources should increase competitiveness of EU
and shall contribute to creation of new working places,

e investment in cleaner technologies shall facilitate
the struggle with climate changes and at the same time it
shall create new possibilities for development of enter-
prises and employees.

These goals show what general European Union situation
in 2020 should be with respect to the most important parame-
ters. They are arranged in such a way that each member state
might control their progress in their implementation.

The ideas of the aforementioned strategy of develop-
ment define the assumptions concerning the level of em-
ployment for a wide age range of employees. However, it is
obvious that the rates that describe the level of employ-

! Within the project "Europe 2020 Strategy" five major goals in the
sphere of employment, research and development, climate
changing and sustained energy use, education and fighting the
poverty and also social exclusion are being implemented.

ment are responsive to age of employees and depending
on the age group they take various values. Therefore, the
analysis of employment rates for various age groups of
employees is going to be performed to complement the
conducted studies. A simplified division includes three age
groups: 15 to 24 years of age, 25 to 54 years of age, and
55 to 64 years of age. They are a group of school-leavers,
professionally mobile employees” and people at the end of
their professional career.

In fig. 6 — 7 employment rates by major age groups are
presented for the years 2004 and 2011. It can be seen that
the highest value is taken by the rate for the age group
between 25 — 54 years of age and apart from Malta, in
each of the states it is the value that is not smaller than
68 % (in 2004), 74 % (in 2008) and 73 % (in 2013). On the
other hand school-leavers, that is people at 15 — 24 years
of age, had the largest problems with employment. This is
observed in the value of employment coefficient for this
age group’] which is not higher than 37 % (in 2004), 38 %

2 Appropriate age of occupationally mobile employees is between
25 to 44 years of age, but due to extension of life expectancy in
more and more publications we can find the age between 25 to
54 years of age to be the age of life and occupational mobility.

% The rate values for this age group can be most distorted and,
because of that, the least reliable because actually a part of this
population is made of students, which means that they are people
who do not undertake work.
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(in 2008) and 31 % (in 2011). These are the values of the
rate for all the states apart from Malta. In the case of Malta
the rates take the values definitely different from the EU

level and probably this is the result of economic and cul-
tural specificity of this tiny island country.
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Fig. 6. Employment rate by age in 2004 for selected EU member states*

*Source: Own case study on the basis of Eurostat database (access on 2nd April 2013).

In the third of selected age group of employees the level
of employment is definitely lower than in the middle group,
but higher than in the group of school-leavers. It is a group of
employees that constitutes the so-called "55+ generation"
that is, people who are most exposed to effects of economic
changes, burdened with lesions because of their age and
the least prone to possible retraining that results from econ-
omy restructuring. Special programs activating them and

counteracting their occupational marginalisation are created
for this group of prospective employees. Unemployment
resulting from the assumptions of changing economy, lack of
opportunities and sometimes the lack of motivation to accept
resulting challenges is most experienced by the group of the
oldest employees. Comprehensive solutions suggested by
governmental institutions not always find understanding
among the people they are aimed at.
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Fig. 7. Employment rate by age in 2011 for selected EU states*

*Source: Own case study on the basis of Eurostat database (access on 2nd April 2013).

In each of the three distinguished age groups the
changes in the level of employment are also observed in
the analysed period.

For the youngest employees (15 to 24 years of age) the
lowest values of the rate were observed in the case of
Hungary and Lithuania. This can be the result of a high
solarisation coefficient which means that young people
devote more time to study and they do not to work.

In each of the age groups a decrease in employment
rate is observed in 2011 when compared with 2004 and
2008. It is a specific echo of financial crisis of 2008 to 2009
when economies of particular countries were reducing em-
ployment for the purpose of restructuring and saving.

The analysis of fig. 18 lets us state that in case of some
countries, including Poland, we can notice the results of
observing the assumptions of the Lisbon strategy of 2000
that set the requirement of increasing the employment rate
in the age group of over 50 years of age on the level of
50 %. Although this level was not reached, a definite grow-
ing tendency of its value was observed.

Comparing the dynamics of changes in employment
rate by age groups (fig. 19) in total we obtain a complete
image of changes in the phenomenon. Analysing the aver-
age pace of changes with the use of geometric mean we
can state that in the case of group of the youngest employ-
ees (15 — 24 years of age) in the studied period of twelve
years a decrease in the level of employment was observed
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in each of the "ten states" (except for Estonia). In Poland
quite a stable level with slight growing tendency was main-
tained (by 0.15 %). The most dynamic changes and the
strongest mean pace of growth in the level of employment
are observed in the case of employees who are at most
advanced age (55 — 64 years of age). As it has been men-
tioned before, this is probably the result of observing the
principles of Lisbon Strategy of 2000 in the sphere of ex-
tension of occupational activation of the 50+ age group.

The states in which progress in employment of people
over 55 years of age was most apparent included Slovakia
and Hungary.

Conclusions. As analysis shows, problems of lack of
employment stability are characteristic for every EU coun-
try, especially those "new" ones. To strength European
economic system, social insurance system and to improve
conditions of public finances, European Committee is tak-
ing efforts to improve general condition of European econ-
omy. Within the *Europe 2020 *program one of main goals
is to improve general level of employment up to 75 % in
age group 20-64. There is group of actions which are about
to lead to this goal. One of them is so called flexicurity of
labour market, which characteristics is to improve social
security. Another one is to take care about well skilled em-
ployees which will improve level of productivity, competi-
tiveness and economic growth. Next directions are to cre-

M. BanbuepoBiy-LLUKyTHiK, A-p €KOH. HayK, npod.
EkoHomiuHui yHiBepcuteT M. KaToBiue, Pecny6nika Monbla

ate new, better labour places and better labour conditions.
To improve level of employment it is important to create
policy which will use main new labour places and promote
entrepreneurship and self-employment.

EU states are able to achieve those goals and improve
general level of employment, (especially women and elder
citizens) if some vigorous actions are taken. Important fact
is, that responsibility will be held by particular member
states, because they have many essential instruments, not
only political, but also social ones.
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NMOPIBHANBbHUN AHAII3 MOKA3HUKIB PUHKY MPALI B rPYMNI HOBUX YJIEHIB €C
Y ecmammi npoaHanizoeaHo AuHamiKy nokasHukie 3aliHAmocmi y po3pi3i 2asy3eeoi ma eikoeoi cmpykmypu 3aliHamo20 HacesieHHs1 "10 Hoeux
KpaiH-4neHie "€eponelicbko2o Coro3y, siki yeiliwnu do cknady €C y 2004 pouyi, [ins npoeedeHHs1 aHanizy obpaHo Yacoeul psid 2000-2011 pp., sikuii
oxonnre nepiodu do ma nicns ecmyny yux kpaiH 0o €C, wo daso 3Mo2y eu3Hayumu 3MiHU y rMoKa3HUKax 3aliHsimocmi, iKi xapaKkmepu3yromb
cmaH ma meHOAeHyii po3eumKy pUHKy npayi esuwje3asHa4yeHux KpaiH 3a yel nepiod.
Knro4voei cnoea: puHok npaui; pieeHb 6e3pobimmsi; cepeicizayisi puHka npaui.
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AkoHoMuueckun yHuepcutet r. KaroBuue, Pecny6nuka NMonblia

CPABHUTENBbHbIN AHAITU3 NMOKA3ATENEWN PbIHKA TPYOA B 'PYINMNE HOBbIX YJIEHOB EC
B cmambe npoaHanu3supoeaHa OuHaMuKa rokasamesieli 3aHsIMoOcmu @ pa3pe3e ompacsieeoli U 803pacmHOlU CMPyKMypbl 3aHsIMO20 Hacesie-
Husi "10 HoebIx 2ocydapcme-yneHos" Eeponelickozo Coro3a, komopble gowsu 8 cocmase EC e 2004 20dy. [insi nposedeHusi aHanu3a ebibpaH epe-
MeHHolU psd 2000-2011 22., komopsbili oxeambigeaem nepuodsbi Ao u nocsie ecmynaeHuss amux cmpaH e EC, ymo noseonuno npocsedums usmeHe-
Husl 8 NoKa3zamersix 3aHsIMocMu, KOmopble Xxapakmepu3ylm cocmosiHue U meHOeHYuU pa3eumusi pbiHKa mpyoa ebiWeynoMsiHymbix cmpaH 3a

uccnedyemsiii nepuood.
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SYNERGIC EFFECTS OF THE PARTNERSHIP NETWORKS FORMATION
AT THE INDUSTRIAL MARKET

In article the partnership network essence is defined, the major perspectives and specifics of synergic effect appearance

within partnership networks at industrial market is analyzed.
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Problem definition. Active search of the competive-
ness sources in the modern conditions of the globalization
of the economy stipulates enforcement of the attention to
the opportunities of the development to the additional val-
ues to the customer with resulting competitive advantages
at the basis of partnership relations development with the
major partners — suppliers, distributors, customers and
others. Each of the partners contributes to the development
of competitive advantages at the market. Partnership rela-
tions are one of the key elements of maintenance of the

sustainability of the economic subjects of the industrial or
business-to-business market. Moreover, in the current
situation one of the major competitive advantages is readi-
ness to collaborate and constant search of the most effec-
tive partners' relations, which would enable the organiza-
tion to gain, retain and strengthen its competitive advan-
tages. Taking into account mentioned above formation of
the partners' connections which represent the basis of
business relations is one of the elements of the strategy of
the enterprise and forms the basis for successful competi-

© Butenko N., Paschuk L., 2013
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tion. Synergic effects which appear in the process of col-
laboration between the participants of industrial market are
able to form the additional conditions for economic growth
based at partnership mechanism.

Analysis of the recent researches and publication.
Problems of the partnership relations at business-to-
business market are not sufficiently covered. Western re-
searchers at certain extent are touching the aspects of the
management of the process of interaction with customers,
but their papers did not get sufficient and appropriate re-
flection in Ukrainian and foreign scientific literature. The
most famous scientists in this area are such scientists as
Webser Jr., Shet, Bauer, Lewitt. Kusch, Yuldasheva and
other. Among Ukrainian researchers it is worth to mention
such scientific results as those obtained by A.Starostina,
Ye. Krykavskiy, O. Tielietov, N. Chukhray. The issues of
synergy in management activity are covered in papers of
such scientists as |.Ansoff, M.Porter, E.Campbell,
V.Anderson, Ye.Khodakivskiy, V.Melkin.

Unsolved earlier parts of the general problem. Taking
into account significant scientific results of Ukrainian and
foreign researchers it is worth to underline that the level of
industrial market development which defines the leading role
in renovation of economic stability forms the need for further
scienctific research of the problems and aspects of the theo-
retical and methodical bases of synergic effects formation
based at partners networks within industrial market.

Development of the tasks and aims of the article.
The aim of this paper is study and summarization of the
theoretical and methodic bases of the formation of synergic
effects of partners' network development to improve the
positions of the enterprises at the industrial market.

Results. Enforcement of the unstable conditions within
economic environment in the process of the market trans-
formation of Ukraine justifies the need for investigation of
the forms of the partnerships of the enterprises developed
at the principles of adaptation, self-organisation and
agreement of their economic interests. It is worth to under-
line that activity of the subjects of the industrial market may
be considered as stable only in case of satisfying of one of
the following requirements:

— general goals of the subjects are unification of the
goals of the interested parties, or

— combination of the goals of the interested partied is an
expansion of the goals of the whole system [1, c. 14-15].

So, subjects of the industrial market are interested in
formation of the effective system of the relations which
responds to the requirements of the modern market envi-
ronment. In this connection traditional marketing goals,
such as intend to get the maximal profit of each operation,
are changing at the favor of effective relationship system
with customers and other interested participants of the
market environment, namely distributors, dealers, suppli-
ers. Pursuant to this the major motives for the establish-
ment of the strong relations of the industrial market partici-
pants is approach to the new marketing technologies due
to collaboration with the marketing department of partner
enterprise, two side exchange of goodwill, application of
the opportunities of the labor productivity, extension of
product portfolio, long-term growth of the market share;
mutual utilization of the production facilities and promotion;
protection of the own interests at the market as reaction at
direct foreign investments of the foreign partners; export of
the technologies to the territory of foreign states; reliability
of the purchase of the raw materials, access to the data-
bases; protection of the market position by integration with
a competitor; long-term growth of the market share; exten-
sion of the distribution network; opportunity of the regional
diversification, etc.

The majority of the global companies already realized
the necessity of the effective partner's relations formation,
considering them to be one of the core competencies of the
company. Also there is a trend of the gradually recognition
by the Ukrainian companies operating at industrial market
of the fact that at the current stage of the global economy
development the relations are the most important resource
as well as physical, financial, information and other assets.
The relations become the key factor which defines the
long-term success and stability of an enterprise. Neverthe-
less, it is worth to underline that there is a certain delay in
terms of the practical implementation of the partnership rela-
tions concept. under influence of the market conditions
change subjects of the industrial market transform into over-
complicated dynamic structures, effective management of
which requires application of the methods which are ade-
quate to the complication of the external and internal envi-
ronment. Also the significant transformation of the industrial
market subject over the recent years makes the considera-
tion of the transaction process from marketing perspective
itself not sufficient. The success factor in such conditions is
existence of established, close relations with stakeholders or
interested participants of the market environment. So, the
methodological basis of the effective activity of industrial
market subjects is recognition of the essence and practical
implementation of the partnership relation concept.

The specific features of the partnership relations be-
tween the subjects of the industrial market at the large ex-
tent are caused by the nature of B2B market which deter-
mines specifics of its complication are as listed below:

1. The moving force of the partnership relations of the
industrial market participants are the needs of organization
in a certain industrial goods. The needs are caused by the
specific features of the enterprises' activity.

2. The character of the partnership relations of the in-
dustrial market subjects stipulates that all components of
the business are oriented as the final customer and mar-
keting decision of all the subjects are based at perfect un-
derstanding of its needs.

3. Limitation of the relations. Every participant of b2b
market collaborates with limited quantity of the partners
which is caused by specialties of this particular enterprise,
technologies, raw areas, etc.

4. Geographic dependence — the location of the indus-
trial market participants in certain industries, dependence
of raw bases causes significant limitations in selection of
the participants of relations which causes the development
of the partnership relations.

5. Volume of agreements — the quantity of the agree-
ments at b2b market is much lower in comparison with b2c
market, but the contracts are much more significant in
terms of its size, every agreement is valuable for the indus-
trial market subject and justifies the need of development
the effective partnership relations in production chain.

6. Procurement process is complicated. Procurement
on B2B markets is long-lasting complicated multistage
process which results in decision based on rational motives
since the subjects of the industrial market are hard to influ-
ence at in comparison with final customers. There is a
need for undertake actions not only from the marketing
department side but also other functional and production
division (operations, technological, financial, etc.). the ef-
fectiveness of such influence highly depends from the level
of collaboration between all departments involved.

7. High level of customer competence. Industrial cus-
tomers possess deep knowledge of the market conditions,
they are very quality oriented in the process of the goods
and services selection.
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8. Activity of the customer in the process of suppliers'
choice — industrial customers are active in the suppliers' choice
but quite conservative in the process of change suppliers.

9. Complication of the industrial product — complication
of the industrial product forms the need for decision-making
regarding purchase at high professional level by represen-
tatives of several departments of the parties involved (for
instance, financial and manufacturing departments, de-
partments of distribution, etc.); this issue requires high level
of technical innovation, creativity and risk, connected with
significant expenses at scientific researches and research
and constructive developments.

10. Connection retrospective and perspective of rela-
tions, their complication — every interaction of the industrial
market subjects is a separate element in the system of
relations which is determined by the previous experience of
the relations and defines the perspective of the relations;

11. High level of the technological development — the pro-
duction process of the industrial goods is highly complicated,
which causes the need for adaptation of every participant to
the requirements of the general technological process.

12. High level of the social dependence — limited quan-
tity of the relation participants defines the detailed study of
its participants, high level of relations' individualization,
negative social impact of loss of the relations, etc.

13. Development of the information technologies — sig-
nificant quantity of the modern information systems ap-
peared as the result of relations and stipulates the utilization
of the leading management and information technologies
with assistance of which company gathers the information
about its partners at all stages of life cycle and utilizes it with
a purpose of formation of mutually benefit relations.

Taking into account considered limitations in application
of the partnership relations on a one hand and specifics of
the industrial market which determine the specifics of part-
nership relations and justify their necessity on the other
hand, as for today the following forms are currently used:

e Bilateral relation of the manufacturer and customer;

e Mutually profitable collaboration on the basis of co-
operation and integration with supplier.

Modern development of the market logically proves the
need of application of the new forms of the relations be-
tween the industrial market subjects (industrial clusters,
technical parks, business incubators, financial industrial
groups, etc.) which are able to activate the manufacturing
and business activity of the subjects of industrial market.
The choice of the influence methods and technologies of
the economic relations

The choice of the influence methods and technologies
of the economic relations should be adequate to the gen-
eral goals and expected results of the both participants
which would support the final positive effect of the partner-
ship relations. It is worth to mention that globalization proc-
ess provide significant stimuli for development of the new
forms of the partnership strategies. Participation in partner-
ship strategies should correspond with interests of its par-
ticipants, support the development of the agreed position
regarding their strategy of behavior at the market.

Normally, the stress is made at transfer the partners
from one type of relations to another (from single transac-
tions to periodical relations, from periodical relations to
regular, etc.) as demonstrated at Figure 1 below.

]

«ZSingletransactions

- Periodicalrelations

+Regularrelations

Fig. 1. Evolution of the partnership relations

* Source: developed by authors based on [5, 6].

Over the recent years there were growing trends of ap-
plication and creation of cooperation, alliance, partnerships
which is caused according to some researchers [21], by the
number macrolevel reasons, intensive international compe-
tition, more deep integration of the economies of the differ-
ent countries, active political changes, growing expenses of
development and implementation of the new goods to the
market and shortage of the product life cycle. Not all the
relationships are passing all the types. Sometimes it is
more efficient to maintain the periodical relations and there
is n sense in transformation them into regular. If there is
non-fulfillment of the basic terms and there are no perspec-
tives to change the situation there is no need to develop
relations with such a customer. In order to choose those
customers development of the relations with which is ap-
propriate Ya. Kryvoruchko recommends to measure value
of relations with them [3, 4].

According to some authors globalization of the world
economy cause significant growth of the international in-
vestment processes [2]. Execution of the technological and
innovative policy as key factor of the structure renovation of
the production should become an axiom of the transforma-
tional process on the way to development of the economy
of the state. From angle of the international integration and
economic globalization which are visible in economy of
Ukraine, the complicated business networks are develop-
ing, where operational business partnerships become stra-
tegic. According to Bivainis [5], synergy of the partnerships
is one of the major factors which define the opportunities of
the enterprise to compete locale and globally.

So theoretical researches and practical observation of
the partnership relations of the Ukrainian industrial market
subjects enabled the author to formulate the following
statements which form the basis of the concept of partner-
ship relations at industrial market:

1) Entrance into partnership relations at a goodwill basis;

2) The distinctive characteristics of the partnership re-
lations at industrial market is not competition but mutually
profitable collaboration with assistance of cooperation and
integration between the partners;

3) Existence between the participants of the partner-
ship relations of the mutual dependence which appears
based at distribution of risk, responsibility, resources, au-
thorities and incomes;

4) In the basis of the partnership mechanism thre are
synergic effects which appear between the participant so of
the industrial market and are able to formulate an addi-
tional source of competitive advantage;

5) Formation of the partnership relations is one of the
elements of the enterprise strategy and forms a fundament
for successful competition;

6) Readiness to operate jointly. The partnerships' par-
ticipants in the majority of cases work together at all the
levels and stages of the business process.

So, the partnership relations may be defined as a form
of economic relations between two or more subjects of the
industrial market which stipulates systematized complex of
economic, legal, technical, cognitive, social connections
between subjects of the industrial market and is executed
at the grounds of mutual usage of the assets, optimization
of the transaction expenses level, repeat of transactions,
readiness to collaborate, trust to formation of the competi-
tive advantages of the realization of the own economic
interests of the partnership relations participants.

The participants of the partnership relations should
possess the necessary abilities of management of the
partnership relations, they should clearly understand de-
fined between the partners authorities, functions and re-
sponsibility, trust each other, recognize the existence of
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mutually beneficial partnership between them, which en-
ables to create new consumption value and ensure the
external customer satisfaction.

So, among specific features of the essential under-
standing of the partnership relations at industrial market it
is worth to underline the following:

— Partnership relations at industrial market are long-
tern and mutually beneficial collaboration of the industrial
market participants at the basis of continuous personified
process regarding development of values and further mu-
tual division of the benefits gained with partners;

— Partnership relations on the industrial market are to
be considered not as a general competition but as mutually
beneficial collaboration with assistance of cooperation and
integration with partners;

— Partnership relations are the source of the unique
long-term competitive advantages;

— Partnership relations are to be considered as a re-
source which is able to create mutual values which increase
competitiveness on the one hand and on the other hand may
be a measure of partnership relations effectiveness;

— Partnership relations are based at the recognition of
equal position of all the participants of partnership channel
but the final result depends on the level of customers'
needs satisfaction, so the customers get the priority mean-
ing among all the partners and become a forming element
of whole partnership channel;

— Partnership relations stipulate agreement of the
product and market strategies of all the partnership chan-
nel participants;

— Partnership in framework of the industrial market stipu-
lates availability of two and more subjects which mutually
promote goods with purpose of development a competitive
advantage within all participants of partnership channel;

— Partnership relations marketing opposite to traditional
marketing is not directed at satisfaction of the need by itself
but at satisfaction of the partners' needs in general;

— Partnership relations stipulate constant feedback
from all the partners.

Pursuant to all mentioned above theoretic and meth-
odological maintenance of the partnership relations re-
quires agreement of the economic interests of the industrial
market subjects. In this connection especially actual at the
level of economic researches is a new thinking regarding
theoretical and methodological statements of the formation
of the modern partnership relations concept at the basis of
mutual agreement of the economic interests of the subjects
of industrial marker and modern management science.

Formation of the partnership relations concept requires
to define the key elements of the agreement of economic
interests of the partners which enables to develop mecha-
nism of consolidation the interests of all market processes'
participants and develop the complex scheme of getting
the goals. But effectiveness of formation the partnership
relations requires providing the balance of interests and
opportunities of interested subjects of industrial market at
the bsis of the following statements:

1. Readiness which stipulate recognition of the need
and existence of appropriate motivation of a certain subject
of industrial market to define the opportunity of usage the
leading experience of partnership relations while imple-
menting own strategy;

2. Economic and organizational practicability which
stipulates the definition of the responsibility centers and
development of the target effectiveness indicators of part-
nership relations from perspective of getting bigger com-
petitive advantages comparison with separate activity.

3. Division of authority and responsibility in issues of
agreement of economic interests of the partners which

stipulates the definition in new developed structure of part-
nership relations the department with defined functions and
responsibility regarding realization of agreement the eco-
nomic interests.

4. Innovative activity, namely some partnership relations
are interesting for potential participant due to the opportunity
of getting new opportunities of innovations' development.

5. Complex system of business motivation, which pro-
vides the consolidation of the interests of all the partnership
relations' participants in reaching strategic priorities of the
industrial market subjects

6. Consolidation of the basic subprocesses of the part-
nership relations participants stipulates an opportunity of
maintenance the unique competitive advantages of the
separate subjects of industrial market and general func-
tional direction of the partnership relation activity.

Execution of these principles will support the develop-
ment of effective mechanism of entrance of the industrial
market subjects into partnership relation and will form a
basis for effective collaboration of all the participants.

The result of the implementation of the partnership rela-
tions concept at the industrial market is formation of part-
nership network, which is a unique intangible asset con-
taining enterprise and all other interested in its activities
parties (stakeholders): customers, suppliers, distributors,
retailers, competitors, advertising companies, employees
and others which whom enterprise established beneficial
business relations.

Partnership network of the industrial market participants
is defined as a system of two or more enterprise which
interact on a regular basis with particular aim and in the
process of development of a competitive final product in
order to propose it to the customers by mutual agreement
of the personal economic interests. So, partnership net-
work is a system which consists of elements among which
the participants of partnership relations are considered, i.e.
subjects of industrial market and multiple interactions of the
enterprises belonging to the system which form the con-
nections between its element.

There are two major perspectives to characterize the
partnership network:

o Matter perspective which is about raw materials, addi-
tional materials and cooperative elements (information,
communications, connections, etc.) which are purchased at
the consumption market and are directed to the manufac-
turing process and also from the ready products which are
passed from the manufacturing area to the sales are.

e Subjective perspective which is about enterprises
which are interacting one with each other and form its
separate components.

Each partnership network is a complex technical and
administrative system which coordinates realization of all
the functions and connections for correct management of
which there is need to take into account aims, interests and
behavior of every channel participant.

The major system forming features of the partnership
network are as follows:

e Agreed purpose of partnership network functioning

e Execution of the functions of the partnership network
participants according to the general purpose. Each of the
network participants as a part of a system fulfills in this
system a certain function, and aims at reaching individual
goals in such a way;

e Existence of the coordinative body in the framework
of a partnership network. Coordination influences as the
subsystems which makes them to act as agreed;

e Recognition by the participants of the partnership
network of the need to orient at the final customers. Needs
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of the partnership network members are to correlate with
consumers of the final product;

e Existence in the framework of partnership network
clear agreements among members regarding their rights
and obligations, algorithms of collaboration, ways of conflict
solution between participants, division of expenses and
profit, risks;

e Results of mutual activity of the partnership network
due to synergic effect of collaboration in the area of manu-
facturing organization, mutual utilization of financial pro-
ceeds, development and distribution of innovations, etc.,
have to extend the possible results of a single activity;

e Collaboration between the participants of partnership
network is fulfilled on a lasting and profitable basis.

Summarizing it may be stated that partnership network
is a complex, complicated process of value creation start-
ing from phase of getting the raw materials and finishing
with passing the final product to the customer. Architecture
of the partnership network at the industrial market has to
cover the relations with partners, definition of the industrial
goods and services portfolio, definition their qualitative pa-
rameters, assessment and definition of the principles of
relationship management. In the process of partnership
network development the industrial market subjects have to
take into account the following aspects:

¢ Individualization of the elements: in spite of the exis-
tence of typical tasks for the market participants (thereof
supply, sales, manufacturing), market participants may
demonstrate different market behavior which requires indi-
vidual approaches;

Synergy

profit increase

Synergi
c effect

transaction
and
operation
cost decline

Organisation

Dealers,
distributors

e Impact of the actions: any decisions of one subject of
the network have direct or circumstantial impact at other
members of a partnership network;

e Interactivity: a constant process of execution and ad-
aptation of the members' activities one to each other;

e Recognition of the need in relations: is developed
though the knowledge networks by cooperation.

The major point in the process of partnership structure
formation is to understand that networks consist of con-
nected and dependant one of each other organizations,
i.e. networks members are also dependant one of each
other while fulfilling particular tasks. So, the network may
be considered as a system of connected elements which
take part in the getting of final results. Every partnership
network participant in the process of reaching its aims
depends on other participants and while collaborating
with the gets some profit.

In spite of all the mentioned above limitations and diffi-
culties there is a place to appearance of synergy which is
about "the interaction or cooperation of two or more or-
ganizations, substances, or other agents to produce a
combined effect greater than the sum of their separate
effects" as mentioned in Oxford dictionary [0]. While col-
laborating within a framework of the partnership network all
the participants fully benefit due to the appearance of the
synergic effect. In general synergic effects may be de-
scribed be three major variables:

— increase of the profit in cash;

— decline of the transaction and operation costs;

— decrease of the investment needs as illustrated at the
Figure 2.

Other
companies

Synergic effect

Synergic effect

Fig. 2. Synergic effect within partnership network

* Source:developed by authors based on [1, 5, 6].

Analysis of partnership networks enabled to discover
that it is crucially important for formation of synergic effects
of partnership networks to consider a certain list of qualita-
tive and quantitative criteria to which partnership networks
should correspond.

Among qualitative parameters it is worth to mention:

e Share of the purchases of the partner in total sales
volume;

e Price level of industrial good in comparison with al-
ternative market proposition;

e Level of slaes prices comparing with those of com-
petitors

e Specific expenses of enterprise regarding its com-
petitors.

Among qualitative criteria it is worth to divide such as:

¢ Quality level and level of adaptation of the appropriate
industrial goods regarding the alternatives at the market;

¢ Comparison of the quality with the quality of competitors;

¢ Impact force which is measured by the part of pro-
curement of an enterprise in the total volume, quantity of
the alternative suppliers, volume of expenses, by level of
standardization, etc.

e Possessing of key competencies by the partners
which define their potential, its influence at partners, per-
spectives of the relations;

e Structural mutual dependence developed in the results
of implementation of the modern technologies and product
adapted to the requirement of the relations participants

e Agreement of the general goals of a certain partner-
ship relations participant with general interests of the net-
work, by agreeing of the aims, the participants of the part-
nership relations are looking for compromise between a
short-term opportunism and formation of the long-term rela-
tions with a partner.
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e Compatibility of the corporate cultures, management
style, innovation level of the company, intend of the enter-
price to avoid uncertainty.

e Compatibility of the partners in terms of size, poten-
tial, image. Brand force, etc.

¢ Reputation within network, based at experience of
collaboration with this partner forms guarantee connected
with drawbacks and benefits which appear in the process
of collaboration with a certain partner.

It is impossible to develop the whole list of all the quan-
titative and qualitative criteria of evaluation of the synergic
effects of the participants of partnership relations since it
depends on the purposes of research, specifics of the in-
dustry, members, kind of network, etc.

Conclusions. The results of research enabled to sum-
marize leacing scientific and practical experience of foreign
and Ukrainian companies and scientists and to define the
partnership network as a unique intangible asset containing
enterprise and all other interested in its activities parties
(stakeholders): customers, suppliers, distributors, retailers,
competitors, advertising companies, employees and others
with whom enterprise established beneficial business rela-
tions. Also the major features of effective partnership net-
work were defined as well as the major drawbacks. In the
process of the partnership networks forming and functioning
the synergic effect appears which reflects in three major
benefits which are increase of the profit in cash; decline of
the transaction and operation costs; decrease of the invest-
ment needs as illustrated. This benefits are the same for all
types of industry. Moreover, the qualitative and quantative
H. ByTeHko, kKaHA. €KOH. HayK, AOL.,

J1. Mawyk, KaHA. eKOH. HayK, aCUCT.
KHY imeHi Tapaca LLeB4eHka, Kui

networks' criteria for formation of synergic effects of partner-
ship networks were defined.

Perspectives of further reasearches in this direction.
In framework of growing competition at all level and taking
into account increasing role of partnerships in all all sphere
there is a need for further researches and development of
practical recommendations regarding opportunities of in-
crease of the synergic effect within partnership networks.
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SYSTEM REFLEXIVE STRATEGIC MARKETING MANAGEMENT

This article reviews the System Reflexive paradigm of strategic marketing management, being based on the alignment of stra-
tegic economic interests of stakeholders, specifically, enterprise owners and hired managers, and consumers. The essence of
marketing concept of management comes under review, along with the strategic management approaches to business, buildup
and alignment of economic interests of business stakeholders. A roadmap for resolving the problems of modern marketing is
proposed through the adoption of System Reflexive marketing theory.

Keywords: marketing; strategic management; strategic marketing; system reflexive marketing; reflexive management.

Introduction. Strategic management, as a framework to
business administration, is currently experiencing rapid devel-
opment. Strategic planning, until late considered a basic
model for strategic management, proved its inefficiency in the
stringent context of market globalization and world economy
recession. Thus emerged the need for discussing and devel-
oping a new paradigm of strategic management.

The concept of Strategic Management has been exten-
sively studied by many theorists, including David A. Aaker,
Igor H. Ansoff, Jean-Jacques Lambin, Peter Lorange,
Henry Mintzberg, Michael E. Porter, Gary Hamel,

C.K. Prahalad, Arthur A. Thompson Jr., A.J. Strickland lII,
George A. Steiner, John B. Miner, Michael J. Stahl, David
N. Grigsby. From the post-Soviet perspective, questions of
Strategic Management and Strategic Marketing have been
researched by Bagiev G.L., Vikhansky O.S., Golubkov E.P.,
Kevorkov V.V., Lipsits I.V., Nikiforov S.V., Pankrukhin A.P.,
Rayko D.V., Starostina A.A., Fathutdinov R.A., Shkardun V. D.
and others.

The majority of authors concur that strategic marketing
is becoming the foundational framework for modern enter-
prise management.

© Dligach A., 2013
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However, strategic management and strategic market-
ing are often treated as independent management sys-
tems. It is more common in the business operation that
practical application of marketing concept is implemented
by means of various marketing tools. Apart stands the in-
ternal marketing that is commonly considered a vehicle for
delivering enterprise ideology to employees. Neither in
strategic management nor in strategic marketing, the prob-
lem of alignment of economic interests of company's own-
ers, managers and employees, as well as suppliers, cus-
tomers, consumers and competitors has never been ap-
proached system-wide. This practically leads to escalation
of conflict, and theoretically — to the lack of system-level
handling of specific notions, such as "economic interest",
"alignment of interests", and the roles that strategic market-
ing and strategic management play in the processes of
interests alignment.

Setting the problem. A conflict between enterprise
owners and hired executives has become a topical issue
recently. Owners stay uptight about retiring from the opera-
tions management due to substantial risks of losing their
own business. Hired executives, in turn, are forced into
attending the ever-changing ideas and moods of owners
instead of building up effective strategies. This vicious cy-
cle compromises the efficiency of business, which already
had outgrown an entrepreneurial level, also impairs fund
raising (through IPO and such) and undermines internal
climate in the organization.

The business at a whole can be identified as a tool for
meeting the interests of formal and actual owners. Let's
separate these notions. Formal owner is a person whose
ownership is certified by legal documents or any other
agreements with legitimate owners. Actual owner, on the
other side, is a person who uses the given business to real-
ize their own interests.

Particular interests of the actual owner (or owners) are
becoming the driving force of a business. However, actual
owner can be, at the same time, a formal owner as well as a
hired chief executive or any other person from internal or
external environment of an organization (contact audiences).

The key characters (including formal owners, hired ex-
ecutives or others) — with specific interests that must be
taken into account in the frame of developing the vision of an
enterprise — will be referred to as Stakeholders. It is impor-
tant to note, that stakeholders not necessarily pertain to the
senior executives board of an enterprise. A stakeholder may
represent any of the contact audiences, or appear to be the
person to some extent associated with the business leader.
Stakeholders may as well belong to customers or consum-
ers. Specific interests of stakeholders correspondingly im-
pact their actions, aimed at transforming the business.

The essence of the marketing concept of management
lies within the realization of personal interest by means of
contributing to the interests of the counter-agent in the ex-
change process. Most commonly, counter-agent is referred
to as a consumer. Accepting the interests of a counterpart in
the exchange process is the key principle beyond the mar-
keting concept. Current trends in the development of market
management methods have lead to the fact that addressing
the actual interests of consumers is no more a key driver for
a company's growth, due to saturation of the most product
markets. The new source for business development turns up
to be the realization and generation of new demands (inter-
ests). Therewith, among the parties engaged in business
development (besides the consumers), other internal and
external stakeholders can be uncovered.

Consequently, arises the task of building up the new
marketing management paradigm — centered on strategic

marketing approach to alignment of economic interests of all
the stakeholders of the subject of management (business).

Findings. To summarize, the main problems of market-
ing in Ukraine can be outlined: (indicated below is the per
cent share of problem's occurrence; sampling: 387 enter-
prises of different types of ownership; research period:
2007-2012; research carried out by Advanter Group in
Russia, Belarus, and Ukraine)

¢ Perception of marketing as a separate business func-
tion or set of business tools, rather than the business man-
agement paradigm (92%).

¢ Noninvolvement of company's employees into mar-
keting, failure to comprehend the essence of marketing or
activities and functions of marketing department by the rest
of the staff (84%).

¢ Poor efficiency of marketing activities (77%).

e Funding the marketing activity by the leftover princi-
ple (58%).

e Top management perceives marketing as a function
of marketing department; low priority of marketing in the
business operations (81%).

¢ Marketing researches have no impact on managerial
decision-making process (49%).

¢ Disruptive functional conflicts on the "Marketing—
Sales" level (73%).

¢ Primacy of creative approach to marketing while dis-
regarding the strategic approach (59%).

e Poor level of expertise among marketing managers;
establishing the marketing functions by the leftover princi-
ple (64%).

e Domination of standardized marketing strategies,
adopted by foreign companies in Ukraine — the majority of
leading Ukrainian marketers, employed by foreign enter-
prises, have limited responsibilities, are not involved in the
process of market development, though are held in respect
by the professional marketing community at the expense of
huge marketing budgets and ad campaigns (60%, sam-
pling: 48 companies).

e Commitment of marketers to promoting the self-
brand, rather than the business efficiency (36%).

According to our reckoning, the majority of the above
problems result from senior executives and owners' inade-
quate comprehension of the marketing essence and its role
in the business management.

Let's summarize the problem of aligning the business
interests of a specific group of persons. A business can be
revealed, at the same time, as an object or as an instru-
ment in a single or multiple management systems, which
may draw on different management paradigms.

Simplified system: formal owner is the actual owner, all
at once being the chief executive officer of the business. In
this case, inner role conflict can be rather constructive,
given the self-reflexive attitude of the owner. A conflict
generally occurs between two or more interests that a per-
son is guided by. For instance, promoting personal social
status and, on the other hand, increasing operational reve-
nue implies adopting different business strategies.

More complex system suggests that different people hold
positions of formal owner and chief general manager (man-
aging or executive director, CEO, president — the title not
necessarily reflects the matter). Whereby the position of ac-
tual owner is taken up by a person with superior rank of re-
flexive attitude and the most comprehensive view of busi-
ness and its environment. Realization of interests of such a
person becomes a key priority of the enterprise. A conflict of
gaining the actual ownership of the business may arise in-
side the group of formal owners and hired executives.
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Alternatively, stakeholders of a business may represent
consumer group (where the classic concept of marketing
management is implemented), as well as competitors, sup-
pliers, contact audiences, etc.

Stakeholders' interests may draw on the following:

¢ Ambitions, visions, desires (cognitive interest, gaining
specific status, personal fulfillment, building/maintaining
relationships, material security, etc.),

e |deas,

e Capabilities,

e Resources (for example, the key interest of agricul-
tural business manager may operate from the notion: "The
land must be cropped"),

o Liability (self-preservation, etc.)

PN

It is to be noted, that interests of stakeholders are get-
ting globalized in the course of market environment global-
ization. This indicates the following:

¢ In the process of interests alignment it is essential to
bear in mind the potential distortion of geographical cover-
age of different stakeholders' interests.

e New stakeholders from other market geographies
may occur, asserting their own interests towards the object
of management, on the primary market.

¢ Interests of specific stakeholders may concern only
some of the local strands of the global business (thus the
minor subject of management shall be regarded).

Depending on the nature of subjects, whom we consider
stakeholders, different models of management can be seg-
regated, defining the form of object management (Fig. 1).
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Fig. 1. Models of Strategic Management aligned to internal and external stakeholders

* Source: Author's own study.

One of the most coherent models from the perspective
of aligning the stakeholders' interests proves to be the Re-
flexive Control concept.

American management theorist T.L. Thomas defines
Reflexive Control as a method of communicating the pur-
posely designed information to a party, or a rival, with intent
to bias them and adopt a "voluntary" decision for the benefit
of the initiator. This theory was introduced in the 60s Russia;
however it is still being developed (Thomas 2004).

Vladimir A. Lefebvre — the author of Reflexive Control
theory — draws the following definition: Reflexive manage-
ment is a special method of influencing a rival for the pur-
pose of making a decision, beneficial to the starter (Le-
febvre 1966). According to V. A. Lefebvre, the essence of
reflexive control involves exploiting the capabilities of a
subject to "voluntary design the images of self and others".

The combination of reflexive control insights with the
marketing concept allowed for molding a concept of Sys-
tem Reflexive Marketing.

System Reflexive Marketing—is a marketing theory
where management is carried out through system-level
distribution of interests of economic agents — and the align-
ment of the interests is exercised from the perspective of
reflexive marketing manager.

System Reflexive Marketing — is a special approach to
management, built upon the following key principles:

1. The actual owner of the object of management-the
person who determines the direction and transformation
of the object — is a stakeholder with superior rank of re-
flexive attitude, i.e. the one who has got systematic and
clear vision of the management object, its stakeholders
and their interests, also the environment (the principle of
System Reflexion).

2. The actual owner of management object realizes
their interest by means of aligning it with the interests of
stakeholders (the principle of Marketing). The actual owner
engages stakeholders into the object of management.
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System Reflexion Rank implies certain level of realization
of management object, coverage in the process of situation
analysis, and elaboration of managerial decisions by the
affluent economic agents, specific to their interests. System
reflexive marketing covers different levels of marketing deci-

6. Strategic management from the perspective of the
actual owner of business.

7. The market is considered as an object to manage-
ment. Formation of new markets ("Blue Oceans").

Based on the methodological principles of system re-

sion-making process, due to the rank of reflexion:
0. Process of sales.

1. Relationship marketing. Tools of influence marketing.
2. Customer behavior management. Demand genera-

tion, sales promotion.

3. Classic marketing: Marketing Mix, positioning, func-

tional marketing strategies.
4. Category management.

5. Strategic marketing. Alignment of internal stake-

holders' interests via defining the strategic vision.

flexive management, we have developed a concept of stra-
tegic marketing. Here we implicate System Reflexive Stra-
tegic Marketing Management. It does not contradict the
traditional concept of strategic marketing and strategic
marketing management of an enterprise (and its business
activity). Yet still, there are certain distinctions, and they
are as follows (Table 1):

Table 1. Traditional vs. System Reflexive Marketing paradigms

Traditional marketing concept

System reflexive marketing

Traditional marketing, along with strategic man-
agement, refers to an enterprise as a subject of man-
agement. Accordingly, an enterprise is considered a
closed system operating in the market environment.

Subject of management is referred to as a person that may represent the
group of actual owners or hired managers, or may not (for example, consultant;
customer, in case of monopsony; technology guru; ad campaign identity; etc.).

Market environment may exist as controlled and
uncontrolled.

Market environment can be manageable and conditionally unmanageable.

If Reflexive Marketing Manager (RMM) knows that certain factor of market en-
vironment conceptually does not imply the manager, RMM may, when applicable,
include this factor in the management object.

Market environment cannot be neutral towards the
enterprise. An enterprise may deploy proactive or reac-
tive policy, relative to the environment.

Market environment (or a market itself—in the ultimate case) appears as an ob-
ject to management.

Different marketing frameworks exist concurrently:
marketing as a set of tools in the commercial paradigm of
business management, traditional marketing (4P), rela-
tionship marketing, holistic marketing, and so on.

System reflexive marketing enables coexistence of different types of marketing
(in terms of approaches to management) within a single business. System reflex-
ive marketing addresses different approaches to defining marketing roles and
methodologies, according to different ranks of system reflexion of the subject of
management.

Customer is considered to be rational-with con-
scious interest.
Marketing is pointed on serving customer interests.

Customer is considered to be irrational (subjectively rational}-with subcon-
scious interest.
Marketing is pointed on building up customer interests.

Marketing involves the study of interests of market
counter-agents (through marketing researches).

Marketing implies management (and study as well) of interests of market
counter-agents.

Subject of management is considered as one of the
parties in the process of interests alignment.

Subject of management (reflexive marketing manager) may act as a subject in
the process of interests alignment, herein holding a reflexive position towards the
other subjects of interests alignment.

RMM supervises the process of interests alignment, i.e. takes up the external
stand, instead of operating from the inside of a relationship. Basically, RMM does
not align the interests, but creates conditions for the alignment.

In the ultimate case, marketing is regarded as a
theory and practice of business management (strategic
marketing management).

In the ultimate case, marketing (system reflexive marketing of 7" rank) is re-
garded as theory and practice of market management.

Subject of management deals with incomplete and
asymmetric information in the process of decision-
making. Correspondingly, decision taking is based on
refining the information.

Subject of management deals with incomplete and asymmetric information in
the process of decision-making. Correspondingly, the output function of subject of
management turns out to be the process of building up the knowledge system—
where the interests of counter-agents are integrated into the management object.
One of the subjects of single object to management-who has got better under-
standing of the situation about the object, affluent counter-agents and their inter-
ests—gains the capabilities for more effective transformation of the object in accor-
dance with personal interests.

Traditional approach to strategic management reckons
marketing strategy as an integral part of the corporate
strategy, strategies of subdivision and business units.

System reflexive strategic marketing management identifies marketing strat-
egy as a background (aggregate of base solutions) for corporate strategy and
sublevel strategies.

Initial solution corresponds to shaping the vision of
an enterprise, and decomposing it into the system of
strategic objectives.

Initial activity of the subject results in the realization of the management object,
their personal interests towards the object, along with the management of vision
designing process (alignment of stakeholders' interests).

In reliance on the research data, we have found a direct
correlation of the success of business activity and the rank
of system reflexion of a manager.

We have identified methodological background, system
of methods and tools — aimed at implementing the System
Reflexive Marketing (SRM) as guidance for strategic man-
agement of business activity.

It was determined, that the actual owner of the man-
agement object — the person who determines the direction
and transformation of the object — is a stakeholder with
superior rank of reflexive attitude, more specifically, the
one who has got systematic and clear vision of the man-
agement object, its stakeholders and their interests, also
the environment (the principle of system reflexion).
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The actual owner of the management object realizes
personal interest by means of aligning it with the interests
of stakeholders (the principle of marketing). The actual
owner engages stakeholders into the extended object of

management.

System Reflexive Marketing (SRM) is defined as a the-
ory and practice of management, carried out through the
system-level distribution of economic agents' interests, and
the alignment of their interests from the perspective of re-

flexive marketing manager.

SRM defines the strategic vision of the management
object and strengthens the activities on transforming the

Table 2. System Reflexive Marketing in relation to Reflexion Rank

object, by means of realization of personal strategic inter-
ests (as a subject of management) together with intentions
and actions of market counter-agents, and through creation
of conditions for realizing the personal interests as well as
interests of market counter-agents.

System reflexion rank of a subject of management de-
fines the role of marketing (from a tool in the management
technology to the technology itself), as shown in the Table 2.

System

reflexion rank 0 1 2 3 4 3 6 7
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Every next rank of reflexion implies not only the expan-
sion of knowledge system about stakeholders and forces
that must be taken into consideration (in fact — expansion
of management object), but also the scoop of knowledge
about the stakeholders that have already been included in
the management object. The same conclusion was
reached by the authors of Spiral Dynamics theory.

We have carried out the research dedicated to "The
model of strategic management of business and marketing
activities", involving 54 various enterprises (from Russia,
Ukraine and Belarus) with focus on the following subject
matters: observation of technologies of market activity and
managerial decision-making processes, in the course of 2—
4 years (continually during 2007—2012); analysis of operat-
ing efficiency; analysis of brand success; expert surveys of

Integral rating of business success
¥

senior and operational internal management, as well as
external experts and partners; customer surveys; modeling
and empirical studies (particularly, through the adoption of
system reflexive strategic marketing management).

Correlation of success of business activity and the rank
of manager's system reflexion — based on the results of our
study — is illustrated in Fig. 2. The diameter of the circle on
the diagram corresponds to the share of enterprises being
studied, with the specified parameters. Horizontal axis
represents the rank of manager's system reflexion, while
vertical-corresponds to integral rating of business activity
success. Corresponding trend line was drawn to illustrate
the growth of success in relation to the advance of man-
ager's rank of reflexion.

3 4 5 6

Rank of system reflexion

Fig. 2. Association of manager's rank of reflexion and success of an enterprise*

* Source: author's research data.

To determine the association of these two parameters,
Cramer's V coefficient was calculated (V=0.43). This indi-
cates medium association of success of business activity
and the rank of system reflexion of the manager; and cor-
responds to one of the largest rating of association among
the parameters studied.

Hence, system reflexive strategic marketing manage-
ment outlines the following: (1) Subject of business activity
is referred to as a manager (person); (2) The basis for
making managerial decisions turns into system reflexion of
a manager, where the highest rank enables the manager to
gain the actual ownership of the management object;
(3) The concept of marketing (meeting the personal inter-
ests of a manager by means of aligning and meeting the
interests of other stakeholders of the management object)
shall be regarded as the foundation of managerial activity;
(4) Flexible form of activity arrangement (particularly, busi-
ness activity) implies collaborative effort of group of sub-
jects — stakeholders of the management object; (5) Expan-
sion of the management object, covering counter-agents
(i.e. subjects of confrontational management; partners in-
volved) with regard to their interests, intentions and actions
being considered and governed as well.

System reflexive management assumes: realization of
personal interests by the manager; realization of personal
interest towards the management object, definition of the
object—respective to the interest of system reflexive man-
ager; identification of counter-agents in terms of confronta-
tional relationship, and interaction in the frame of manage-
ment object; system management of counter-agents' be-
havior under reflexive position — by means of delegating
the authority to make decisions.

It should be noted that System Reflexive Marketing not
only consolidates the evolution stages of marketing devel-
opment, but also enables the feasibility for different con-
cepts to coexist in the frame of single object management.
In such instance, the actual owner, or a manager of the
management object, becomes the subject — possessive of
the highest rank of system reflexion.

Conclusions. The study integrates the concepts of mar-
keting, strategic management, and reflexion, where the latter
is examined not on the act/action level, but on the activity
level (system reflexion) of the subject of management.

System Reflexive Marketing introduces the new mar-
keting and strategic management paradigm, and consoli-
dates its evolution stages of development. Adopting the
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System Reflexive Marketing enables the enterprise to re-
solve internal and external conflicts, elaborate strategic
vision—together with corporate strategy, facilitates realiza-
tion of interests by the subjects of management towards
the management object, as well as improves the overall
efficiency of business operation. In turn, this contributes to
the advancement of entrepreneurship in the post-Soviet
space and competitive recovery of domestic enterprises in
the context of globalized market environment.
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CUCTEMHO-PE®JIEKCUBHE CTPATEINYHE MAPKETUHIOBE YMNPABJIHHA

Y cmammi po3ansidatombcsi cucmeMHo-peghriekcueHa napaduama cmpame2i4yHO20 MapKemuH208020 yrnpaeJliHHSA, sika 6a3yembcsi Ha noz2o-
O)XeHHi cmpamez2iYHUX eKOHOMIYHUX iHmepecie cmelikxondepis, 30Kkpema, eslacHUKie nidnpuemMcme, HaliMaHUX KepieHuUKie i cnoxueadyie. Po3as-
daembcsi cymHicmb MapKemuH2080i KOHUeNyii ynpaesniHHs, a makox cmpameaiyHi nidxodu do ynpaesniHHsi 6i3HecoM ma no2o0XeHHs eKOHOMIY-
Hux iHmepecie cmeklixondepie 6i3Hecy. MponoHyembcsi Nidxi0 00 eupiWeHHs1 cy4acHUX MapKemuH208UX NPO6/IeM WIISIXOM 3acmocy8aHHsl Ha
nidnpuemcmei meopii cucmemMHo-peghsIeKCUBHO20 MapKemuHay.

Knroyoei cnoea: mapkemuH2; cmpameziyHuli MeHeGXMeHm; cmpamezi4Huli MapKemuH2; cucmemMHo-peghriekcueHuli MapKkemuH2; pegbriekcus-
He ynpaesiHHsl.

A. Onvray, KaHA. 3KOH. HayK, Aou.
KHY nmenu Tapaca LLleB4yeHko, KueB

CUCTEMHO-PE®JIEKCUBHOE CTPATEMMYECKOE MAPKETUHIOBOE YIMNPABJIEHUE
B c e pacci pL 51 cuc H0-peghriekcueHasi napaduama cmpameauyecKko2o MapKemuH208020 ynpaesieHusi, komopas 6a3upy-
emcsi Ha coaslacoeaHuu cmpameau4yeckux 3KOHOMUYecKUx UHmepecoe cmelikxondepos, 8 YyacmHocmu, enadenbyee npeodnpusimuli, HAeMHbIX
pykoeodumenel u nompe6umeneii. Paccmampueaemcsi cyuyHocmb MapKkemuH2080U KOHUeNnuyuu ynpaeJsieHusi, a makxe cmpameauyeckue nodxo-
Obl K ynipaesieHuto 6U3HecoOM u coasiaco8aHusi IKOHOMUYECKUX UHMmMepeco8 cmeklixondepos 6usHeca. [lpednazaemcsi N00Xx00 K peweHuro cospe-
MEeHHbIX MapKemuH208bIX NMpobsieM nymem npuUMeHeHUsl Ha NPednpuUsMuUU Meopuu cucmeMHo-peghsIeKCUBHO20 MapKemuHaa.
Knroyeenbie cnoea: mapkemuH2, cmpameauyeckuli MeHeOXMeHm, cmpameauveckuli MapKemuH2, cucmeMHo-pegrieKcCueHbIl MapKemuHa,

pedprieKkcusHoe ynpassieHue.

UDC 330.341.2: 334.7.01
JEL 015, Q01, R11, Z13

N. Grazhevska, Doctor of Sciences (Economics), Professor
Taras Shevchenko National University of Kyiv, Kyiv,

Y. Petrushenko, PhD in Economics,

N. Kostyuchenko, PhD in Economics

Sumy State University, Sumy

IMPACT OF SOCIAL CAPITAL CHARACTERISTICS ON THE EFFECTIVENESS
OF COMMUNITY-BASED APPROACH TO LOCAL DEVELOPMENT

The article examines the impact of social capital characteristics of local communities on the effectiveness of the community-
based approach to economic development. The conclusion that such social capital characteristics as (anti)paternalism, solidarity
and cooperation have the greatest importance for the economic development is made based on the analysis of UNDP and the
European Union project "Community-based approach to local development”. It was hypothesized that the creation of community

organizations could be an effective mechanism to actualize the existing social capital of rural communities in Ukraine.

Keywords: social capital; communities; social mobilization; economic development.

Introduction. Nowadays an agricultural sector in Ukraine
is strongly depressed. The quality of life is very low in rural
areas. According to recent public opinion polls, more than
50 percent of rural residents consider themselves to be poor.
The number of rural residents decreased by 2,5 millions over
20 years of independence. During that time 348 villages have
disappeared from the map of Ukraine.

Along with economic problems the social ones arose.
The rural residents who live within a single area do not
constitute the community in fact. They do not have com-
mon goals and values. And therefore the community mem-
bers cannot use common resources effectively despite the

fact that there are quite a lot of these resources (social
infrastructure, common roads, land, water and so on). All
this leads to further degradation of the villages [18].

Under these conditions, the search for effective eco-
nomic and organizational mechanisms which could activate
social capital of rural communities and favour its realization
is extremely important.

Over the years of independence of Ukraine, the state eco-
nomic and social policy in agricultural sphere has not estab-
lished the prerequisites for enabling rural communities to solve
the local level development problems on their own. The level
of paternalism of rural communities is extremely high.

© Grazhevska N., Petrushenko Y., Kostyuchenko N., 2013
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Trying to support the development of rural areas by
means of administrative methods and micromanagement,
the state has overregulated agricultural sector completely.
As a result, the development of farm enterprises does not
take place. Small and medium-sized businesses do not exist
practically. Even the problems of rural communities that vil-
lagers could solve by joint actions without the help of the
state are not solved, as there is a lack of confidence be-
tween the members of rural communities and lack of organ-
izational structures needed for collective decision-making.

The Ukrainian government rather late found out the fact
that there is a need to stimulate the increase in social capi-
tal of local communities through the development of civil
society institutions and to encourage the rural residents to
unite to solve problems they can not solve alone. The first
concept of facilitation of civil society development sup-
ported by the executive power has been approved by the
Decree of the Cabinet of Ministers of Ukraine Ne 1035-r
dated 21.11.2007. But it has not led to any visible results
practically. The decree of the President of Ukraine
Ne 212/2012 dated 24.03.2012 "On the state policy strategy
of facilitation of civil society development in Ukraine and
priority measures for its implementation" was its successor.
According to the decree, by the end of 2012 the regional
programs facilitating civil society development have been
developed and approved in all regions of Ukraine.

An alternative public policy of the local community in-
tensification for their lives problem resolution is to assist
non-government development programs which presume
economic cooperation and social mobilization of the com-
munity members. The United Nations Development Pro-
gramme is currently implementing one of the most com-
prehensive and systematic project in the area of economic
cooperation and social mobilization called "Community
Based Approach to Local Development" in Ukraine (here-
inafter referred to as the CBA project).

The CBA project is funded by the European Union and is
co-financed and implemented by UNDP in Ukraine under the
support of Ukrainian government. The CBA project aims to
stimulate sustainable social and economic development by
facilitating initiatives of community members and authorities
in prioritization and solution of local level problems. The
community members have to self-organize themselves in
order to establish community organizations, to design and to
implement micro public goods projects with organizational
and financial support from the UNDP and the local authori-
ties. The project is one of the most large-scales projects of
economic cooperation and social mobilization of the rural
community members in the history of Ukrainian independ-
ence. The project operated throughout Ukraine. The districts
and the village councils were selected for the CBA project
based on selection criteria. Certain score was assigned by
the projects experts to each village council which applied for
the CBA project based on these selection criteria. The vil-
lage councils from each selected district were ranked based
on the obtained score. Those above the threshold were se-
lected to participate in the program.

The project provides small grants to community organi-
zations to implement their priorities on a self-help basis and
within the framework of public-private partnership.
Whereby each partner shares a portion of the development
cost. The established mechanism is that half of the budget
must be financed with contributions of local community
members (not less than 5%), the private sector, and the
central and local budgets while the Project will contribute
up to remaining half of the cost. The community takes re-

sponsibility to maintain the resulting output and get benefit
from it on a sustained basis with support from the local
authorities. The mechanism of financing can be considered
as one of important mechanisms which could motivate the
community members to self-organization, initiative work
and fruitful cooperation with the authorities.

The first phase of the CBA project lasted in Ukraine
from December 2007 till June 2011. During this period the
project helped over 1000 Ukrainian communities in improv-
ing their living condition through collective actions and
partnership with local authorities to realize community ini-
tiatives such as health, environment, energy, water man-
agement, and the local transport.

In total 1303 micro projects were implemented by the
community organizations. The communities were choosing
the priorities for the community development through the
voting process during the common meeting. The budget of
the first phase of the project was EUR 13.5 million that was
approximately 0,002% of Ukrainian GDP for 2007 [16].

Literature review. The practice of a community based
approach, which encourages economic cooperation and
social mobilization, its importance, and its beneficial out-
comes have been widely discussed in the literature: Don-
gier P., Domelen J. V., Ostrom E., Ryan A., Wakeman W.,
Bebbington A., Polski M. [4], Hardin G. [6], Mansuri G.,
Rao V. [8], Olson M. [11], Tanaka S., Singh J., Songco D.,
Maclean J. [1], etc.

American researcher, Nobel Laureate Ostrom E. in her
book "Governing the Commons: The Evolution of Institu-
tions for Collective Action" [13] proved the ability of society
to solve the problem of using collective resources more
effectively than if these resources were privately owned or
state-controlled.

Dongier P. et al. [4] defined the key reasons why com-
munity-driven development should form the base for any
strategy of local development, which would lead to the so-
cial and economic success of communities. The first rea-
son is that the community-driven development involves
different sectors of the economy — community based or-
ganizations, government and non-government organiza-
tions, and the private sector. The market alone cannot pro-
vide a sufficient amount of the inelastic goods, and the
community-driven development allows for an efficient com-
plementarily of the private and public sectors in public
goods provision. The second reason is that the community-
driven development promotes the sustainability of devel-
opment. The authors also state that the community-driven
development improves the cost efficiency of services and
increases the efficiency of assets usage in such sectors as
infrastructure, education, micro finance, and natural re-
source management. This approach empowers and gives a
voice in determining development priorities to such groups
which usually are excluded from the development process.

Walker |., Cid R., Ordonez F. and Rodriguez F. [5] in-
vestigated the impact of the program aimed to improve
living conditions of marginal social groups through financial
and organizational support of infrastructural subprojects
realization on social capital characteristics.

Studying the community-driven approach, Harrison L.
and Huntington S. [7] analyzed an example of political strat-
egy due to which corruption was overcome in Singapore.

Marcus A. and Fotini C. [9] investigated introduction of
institutions of integration which increased interethnic coop-
eration and facilitated peace in post-conflict divided socie-
ties in Bosnia-Herzegovina.
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Chase R. and Holmemo C. [3] have identified the posi-
tive impact of the Linking Arms against Poverty — Compre-
hensive and Integrated Delivery of Social Services
(KALAHI-CIDSS) project in the Philippines on household
welfare, accessibility, and social capital.

Fearon J., Humphreys M. and Weinstein J. [2] have
identified a positive impact of the community-based recon-
struction program which was realized in Northern Liberia
between 2006 and 2008 on the formation of local patterns
of cooperation.

At the same time, the new line of research in this area
is an attempt to identify the impact of social capital on the
effectiveness of the community-based approach to local
development.

Statement of the research problem. The aim of our
research is to analyze the influence of the social capital
characteristics of local communities on the effectiveness of
the UNDP and European Union project "Community-based
Approach to Local Development”, which is reflected in the
change of the economic indicators of communities which
participated in the program.

The subject of our study is the impact of social capital
characteristics on economic indicators of rural communi-
ties' development in Sumy region which took part in the
first phase of the project "Community Based Approach to
Local Development". During the period of implementing of
the first phase of the CBA project (2007-2010 years)
49 micro-projects in 33 communities for more than 8.7 mil-
lion UAH were realized in 8 districts of Sumy region.

Despite the fact that the CBA project had a clearly de-
fined infrastructural nature, we believe that its main
achievement was social mobilization of community mem-
bers, which led to activation of "dormant" potential of col-
lective actions and the desire of people to help themselves.

Model specification. To estimate the causal effect of
social capital characteristics on the changes in economic
indicators, the following model specification was used:

El per capita™'® —El per capita®® o
El per capita®® =fo+2.,.BSCC; +¢ (1)

' _El per capita®™”®

El per capita;

El per capita®™®
is the changes in a certain economic indicator for commu-
nity i. SCC;i is a social capital characteristic for community
i, j is the number of the social capital characteristic, j=1-9.
Social capital characteristics are the independent variables.

The model is designed to estimate the parameter §;
which provides an estimate of the change in the certain
economic indicator occurred due to the difference in the
initial level of a certain social capital characteristic.

The data on economic indicators for both intervention
and comparison communities are available from the condi-
tioning of Sumy region villages for years 2005 and 2010,
i.e. before and after the first phase of the CBA project was
implemented [17]. The choice of the social and economic
indicators to be analyzed was driven by the aim to study
different sides of social and economic life of the rural com-
munities and by the possibility to get reliable data for all
analyzed communities.

The dependent variable

The data on social capital characteristics were obtained
as a result of the survey process implementation at the end
of 2011. To measure the level of social capital we used a
questionnaire designed based on the Integrated Question-
naire for the Measurement of Social Capital worked out by
the World Bank [10], The World Values Survey [12], The
European Social Survey [15], and The Social Capital Ques-
tion Bank [14]. The questionnaire was field tested and
adapted to Ukrainian realities before implementation4. The
survey was performed at a household level. The values of
social capital characteristics do vary across respondents of
different age, gender, and across districts.

However, many scientists agree that social capital
characteristics are inert. And there were no significant so-
cial shocks in 2011 (The first phase of the CBA project
started in 2007. In most communities the first phase has
already finished by 2011. During this period no special
state programs for social development were implemented).
So the difference in time for social capital characteristics
can be considered negligible.

We examined the causal effect of social capital charac-
teristics (Traditions of the community; Information and
communication; Empowerment and political action; (Anti-
Jpaternalism; Level of trust; Solidarity and inclusion; Gen-
eral norms; Collective action and cooperation; General
characteristics of the community) on selected economic
indicators of community development (Number of house-
holds, Number of people who left the village per capita,
Number of people occupied at all sectors per capita, Num-
ber of people occupied out of the village per capita, Num-
ber of officially unemployed people per capita, Number of
seats at schools and kindergartens per capita, Bus connec-
tion (the number of trips per day) per capita, Budget ex-
penses per capita) in three different groups:

1. Treated communities (Table 1).

2. Communities that applied for the first phase of the
CBA project but were not selected to participate (Table 2).

3. Communities that did not apply for participation in the
program (Table 3).

Estimation results. The results presented in the tables 1,
2 and 3 indicate that such social capital characteristics as
Collective action and cooperation, Solidarity and inclusion,
and (Anti-)paternalism have the biggest effect on employ-
ment indicators.

* There were 59 questions is the questionnaire. Five-point scale of
answers was proposed for each question. We grouped these ques-
tions into 9 characteristics of social capital: Traditions of the commu-
nity; Information and communication; Empowerment and political
action; (Anti-) paternalism; Level of trust; Solidarity and inclusion;
General norms; Collective action and cooperation; and General
characteristics of the community, which include information on
groups and networks and the quality of life in the community (par-
ticularly, propensity to migrate, employment conditions, safety and
others). The value of each characteristic was measured as the sum
of the points selected by the respondents for respective questions.
The survey was conducted with the help of Tetyana Holets, CERGE-
El, a joint workplace of Charles University and the Economics Insti-
tute of the Academy of Sciences of the Czech Repubilic.
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Table 1. Impact of social capital characteristics on economic indicators for the communities which participated
in the first phase of the CBA project
Economic indicators
Number ofl Number off Number of Number of| Bus con-
Number of] - :
) . o Number of people peop!e peop]e officially | seats at | nection Budget
Social capital characteristic occupied | occupied | unem- | schools [(the num-
house- | who left . .| expenses
. at all out of the | ployed | and kin- |ber of trips .
holds |[the village . per capita
= Isectors per|village per|people per|dergartens| per day)
per capita ) . . . g
capita capita capita | per capita | per capita
The traditions of the community 13.903+ 0.005 0.056+ -0.033 -0.026 -0.111 -0.001 58.566
Information and communication 210.873 | -0.018 0.718 -0.119 0.206 0.074 0.002 | -600.760
Empowerment and political action -294.534*| -0.000 0.324 -0.242 -0.049 0.248 0.005 536.340
(Anti-)paternalism 126.180 0.004 0.420* -0.243 -0.009* 0.043 -0.003 -36.660
Level of trust 123.853 | -0.014 0.279 -0.158 -0.138 0.003 -0.008 6.805
Solidarity and inclusion 437.367+| -0.012 1177 | -0.439+ 0.228 0.470+ 0.002 | -986.779
General norms -113.592 | 0.010 0.365 0.046 0.040 0.182+ -0.008 | 711.465
Collective action and cooperation 225.553 | -0.042* 1.004+ -0.159 -0.150+ 0.045 -0.002 208.002
General characteristics of the community 138.820 0.003 0.184 0.062 -0.287* -0.016 0.006 -10.389
The number of observations for the regression analysis = 66
+ p<0.10, * p<0.05, ** p<0.01, *** p<0.001
Table 2 Impact of social capital characteristics on economic indicators for the communities which applied
for participation in the first phase of the CBA project but were not selected
Economic indicators
. . Number of Number of | Number of Number of Number of seats |Bus connection
Social capital people people officially Budget
e e Number of | people who ; - at schools and |(the number of
characteristic . occupied at |occupied out| unemployed | . . expenses per
households |left the village . kindergartens per| trips per day) )
. all sectors per of the village| people per . . capita
per capita . . : capita per capita
capita per capita capita
The traditions of | 166 539 | 0,004 0.108 -0.016 -0.045 -0.083+ 0000 | -444.894*
the community
Information and 358.110 -0.019 0.147 0.039 0.039 0.088 0.004 125.103
communication
Empowermentand | g5 435 -0.037+ 0.457 0.079 -0.070 0.058 0.013 258.607
political action
(Anti-)paternalism 75.999 0.002 0.071+ -0.105 0.002 -0.073 -0.003 -48.673
Level of trust 112.508 0.031 0.153 -0.117 0.071 -0.225 0.008 105.202
Soldarity and 155.938 0.006 0.158+ -0.048 0.014 0.144 0.008 304.269
General norms -172.565 -0.024 0.560* 0.074 -0.058 -0.038 -0.009 -84.222
Collective action |~ 454 763 | 0,005 0.106+ 0.236 -0.007 0.295 -0.015 -137.561
and cooperation
General character-
istics of the com- 353.082 -0.020 0.152 0.083 -0.073 -0.016 0.002 712.802
munity
The number of observations for the regression analysis = 88
+ p<0.10, * p<0.05, ** p<0.01, *** p<0.001
Table 3. Impact of social capital characteristics on economic indicators for the communities which did not apply
for participation in the first phase of the CBA project
Economic indicators
Number of Number of Number of Number of Number of | Bus connec-
Social capital Number of cople who people occu- | people occu- officially seats at tion (the Budget
characteristic people pied at all [pied out of the| unemployed | schools and jnumber of trips| expenses per
households |left the village . ; :
. sectors per village per people per |kindergartens| per day) per capita
per capita ) : - h d
capita capita capita per capita capita
The traditions of 55.838+ -0.003 0.144 0.017 -0.029+ 0.055 0.010 32.004
the community
Information and 236.828+ 0.013 -0.489 -0.045 0.016 -0.126 0.007 -324.634
communication
Empowermentand | 455 304 -0.000 -0.161 0.046 -0.003 -0.162 -0.051 331.095
political action
(Anti-)paternalism -74.801 -0.003 0.142+ -0.000 -0.017 -0.067 0.014 121.366
Level of trust -129.607 -0.008 -0.557 0.175 0.070 -0.198 -0.037 323.502
ﬁ‘;:f;g;y and 300.765 -0.014 -0.294 -0.032 -0.030 -0.074 -0.110 324.833
General norms 58.750 0.002 0.373 -0.036 0.021 0.189+ 0.068 54.788
Collective action 58.555 -0.001 0.920 -0.004 -0.029 0.177 0.134 253.719
and cooperation
General character-
istics of the com- 430.160 0.010 0.584 -0.051 -0.063 0.387 0.038 818.757
munity

The number of observations for the regression analysis = 138

+ p<0.10, * p<0.05, ** p<0.01, *** p<0.001
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(Anti-)paternalism has a positive effect on employment
for all the three groups of communities. Particularly, the
increase of such social capital characteristic as (Anti-
)paternalism by 1 point causes an increase in such eco-
nomic indicator as Number of people occupied at all sec-
tors per capita by 0.42 in the communities of the first
group. The increase in (Anti-)paternalism by 1 point in the
communities of the second and the third groups mentioned
above causes an increase in Number of people occupied at
all sectors per capita by 0.071" and 0.142" respectively.

The impact of Collective action and cooperation and
Solidarity and inclusion on the employment indicators is sig-
nificant both for the first and second groups of communities
indicated above. Thereby, increase of such social capital
characteristic as Collective action and cooperation by 1 point
may cause increase in such economic indicator as Number
of people occupied at all sectors per capita by 1.004" in
treated communities and by 0.106" in communities that ap-
plied for the first phase of the CBA project but were not se-
lected. Increase in Solidarity and inclusion by 1 point causes
increase in Number of people occupied at all sectors per
capita by 1.177  in treated communities and by 0.158" in
communities that applied for the first phase of the CBA pro-
ject but were not selected. There is also an interesting result
showing that the increase in Solidarity and inclusion by
1 point causes a decrease in Number of people occupied out
of the village per capita by 0.439". This may result in higher
number of people occupied in the communities which par-
ticipated in the first phase of the CBA project.

Negative significant causal effect is seen between un-
employment indicator and Collective actions and coopera-
tion for communities that participated in the first phase of
the CBA project and also between unemployment indicator
and (Anti)paternalism for the same group of communities.
The increase in such social capital characteristic as Collec-
tive action and cooperation by 1 point causes a decrease
in such an economic indicator as Number of officially un-
employed people per capita by 0.15" in treated communi-
ties. The increase in (Anti-) paternalism by 1 point causes a
decrease in Number of officially unemployed people per
capita by 0.009 in treated communities.

Conclusions. The existence of the causal effect be-
tween social capital characteristics and economic indica-
tors gives us the chance to hypothesize that social capital
was revitalized in communities, which participated in the
project, and it had its subsequent impact on the economic
indicators of the rural communities' development.

Employment indicators were sensitive to the program
participation. The analysis of the impact of social capital
characteristics on economic indicators of community devel-
opment showed that the effect is more significant in the
communities which participated in the CBA project. We
found out there was a significant impact of some social capi-
tal characteristics (such as (Anti)paternalism, Solidarity and
cooperation) on employment indicators. Lesser people were
leaving the villages in which the CBA project was imple-
mented. Negative and significant changes in the number of
people who have left the village give evidence that due to
the CBA project implementation the living conditions and
social atmosphere (captured by the level of the social capi-
tal) has improved that created additional incentives for peo-
ple to stay in the villages and contributed to their develop-
ment. More working places can be created that is confirmed
with the fact that the number of employed people increased
in communities that took part in the CBA project. Thus, the

" The effect is significant at 5% significance level.
" The effect is significant at 10% significance level.
The effect is significant at 1% significance level.

Number of people occupied at all sectors per capita in-
creased in treatment communities. And lower number of peo-
ple started to work out of the village as compared to those
communities that did not participate in the CBA project.

Models used in the research demonstrated there was an
impact of social capital characteristics on economic indica-
tors of community development. At the same time, the re-
sults are to be checked by the other models (like stationary
processes models and principal component analysis).

The fact that the members of those communities which
applied for the CBA project reacted on the possibility to
participate in the program suggests that the resources of
social activity are very important, because those villages
which applied but were not selected for the program dem-
onstrate better indicators of development than those vil-
lages which did not apply for the program. This suggests
that institutional factors — and the level of the accumulated
social capital, first of all — do affect the rates of economic
development of the rural communities.This results in the
conclusion that social capital is a resource for economic
development in the presence of an effective institutional
mechanism for joint collective actions. The community or-
ganization can be considered as such institutional mecha-
nism in the communities involved into the program. To par-
ticipate in the CBA project, the community members had to
set up the community organization. Community organiza-
tion acted as an institution that transformed the potential of
social capital of community members into economic results
of its development. The success of the CBA project in a
particular community depends on the capacity of a com-
munity organization. The weak points of community organi-
zation (the incompetence of its members or dominant lead-
ership, etc.) led to serious complications in the work of
communities on local development projects. And vice
versa, those communities, in which organizations were
focused on making joint decisions with local authorities,
mobilizing resources, implementing not only short-term
local priorities, but also focused on the long-term support of
the results, succeeded.

Therefore, one can conclude that community organizations,
based on which legitimate collective decision-making is imple-
mented, are the key tools of community-based approach.

The conducted analysis of the impact of the CBA pro-
ject on social and economic indicators of the communities
in Ukraine confirmed the conclusion made by Ostrom E.
[13] — governing the common community resources and its
development can be effective in the presence of an effec-
tive mechanism of collective decision-making and monitor-
ing of its implementation. The community organization can
be considered as such organizational mechanism for deci-
sion-making and its implementation in the rural communi-
ties in Ukraine. Therefore, facilitating the setting up of the
community organizations and growth of their capacity
should become a priority of the state policy in the field of
rural development in Ukraine. And the methodology of the
CBA project should actively be incorporated into the short-
term and long-term programs of social and economic de-
velopment of regions and districts of Ukraine.

An important direction of further analysis of economic
policy in this area is to ensure the long term sustainability
of the community based approach to local development,
and to find effective ways to spread its experience to the
new communities.

References

1. A review of community-driven development and its application to the
Asian development bank [Electronic resource]/ Tanaka S., Singh J.,
Songco D., Maclean J. — 2006. — [Electronic resource]. http://www.adb.org/
Documents/Participation/Review-CDD-Application-ADB.pdf.

2. Can development aid contribute to social cohesion after civil war?
Evidence from a field experiment in post-conflict Liberia. / Fearon J. D.,



ISSN 1728-2667

EKOHOMIKA. 11(152)/2013

~ 39 ~

Humphreys M., Weinstein J. M. // American Economic Review: Papers &
Proceedings, 2009. — 99:2, 287-291.

3. Chase R. Community Driven Development and Social Capital: Im-
pact Designing a Baseline Survey in the Philippines [Electronic resource] /
Chase R., Holmemo C. — Social Development Department, 2005. — Report
No: 32405-PH, 1-108. — [Electronic resource]. http://web.worldbank.org/
WBSITE/EXTERNAL/COUNTRIES/EASTASIAPACIFICEXT/EXTEAPREGTOP
SOCDEV/0,,contentMDK:20589113~pagePK:34004173~piPK:34003707~the
SitePK:502940,00.html.

4. Community-driven development / Dongier P., Domelen J. V., Ostrom E.,
Ryan A., Wakeman W., Bebbington A., Polski M. — In World Bank, Poverty
Reduction Strategy Paper Sourcebook, 2001. — 1. Washington, D.C., 1-32.

5. Ex-Post Evaluation of the Honduran Social Investment Fund (FHIS 2) /
Walker I., Cid R., Ordonez F., Rodriguez F. — Produced by ESA Consult-
ants, Honduras, for the World Bank, Latin American and Caribbean Region
(LCSHD), 1999.

6. Hardin G. The Tragedy of the Commons / G. Hardin // Science. New
Series, 1968. — 162(3859), 1243-1248.

7. Harrison L. E. Culture matters: How values shape human progress / Har-
rison L. E., Huntington S. P. — New York, NY: Published by Basic books, 2000.

8. Mansuri G. Community based and driven development: a critical re-
view / Mansuri G., Rao V. // The World Bank Research Observer, 2004. —
19(1), 1-39.

9. Marcus A. Institutionalizing cooperation: Public goods experiments in
the aftermath of civil war / Marcus A., Fotini C. — Published by the Weather-
head Center for International Affairs, Harvard University, 2009. — Paper
No. 2009-0005, 1-43.

10. Measuring social capital: An integrated questionnaire / Grootaert C.,
Narayan D., Jones V. N., Woolcock M. — World Bank working paper; 2004. —
no. 18, 1-53.

H. FpaxeBcbkKa, A-p €KOH. HayK, npod.

KHY imeHi Tapaca LLeB4eHka, KuiB,

0. MeTpyLeHKO, KaHA.€KOH.HayK, AOL., JOKTOPaHT,
H. KocTioueHko, kaHA.eKOH.HayK, AoL.

CyMcbKui aepxaBHUN yHiBepcuTeT, Cymu

11. Olson M. The logic of collective action: public goods and the theory
of groups / Olson M. — Cambridge, Mass.: Harvard University Press, 1965.

12. Online Data Analysis in the World Values Survey. [Electronic resource].
— exum goctyny http://www.wvsevsdb.com/wvs/WVSAnalizeStudy.jsp.

13. Ostrom E. Governing the Commons: The Evolution of Institutions
for Collective Action / Ostrom E. — Cambridge, UK: Cambridge University
Press, 1990.

14. Ruston D. Social Capital Question Bank. [Electronic resource] /
Ruston D., Akinrodoye L. — Social Analysis and Reporting Division, 2002.
[Electronic resource]. http://www.google.cz/url?sa=t&rct=j&q=&esrc=s&source=
web&cd=28&ved=0CEkQFjAB&url=http%3A%2F %2Fwww.ons.gov.uk%2Fons%2
Fguide-method%2Fuser-guidance%2F social-capital-guide%2Fthe-question-bank%2
Fsocial-capital-question-bank--pdf-document.pdf&ei=VE3wT9uvKu3P4Qsa
7LD8DQ&usg=AFQjCNHbvHSJDrxMkrghbduicgOmAYgZRQ&sig2=ZXDqgZzjt

wabyrAsyAuKUXFg.
15. The European Social Survey. SOURCE QUESTIONNAIRE (Round
1, 2002/3). [Electronic resource]. — http://www.europeansocialsurvey.org

/index.php?option=com_content&view=article&id=63&ltemid=98.

16. The official site of the United Nations Development Program "Com-
munity-based Approach to Local Development" [Electronic resource]. —
http://cba.org.ua/en/about/about-cba.

17. Pasportyzacia silskyh naselenyh punktiv. [Electronic resource]. —
http://www.sau.sumy.ua/index.php?option=com_content&view=article&id=1
664 &catid=194&Itemid=239&lang=uk.

18. Chyselnist silskogo naselennja skorotylas na 2,5 min. osib. [Elec-
tronic resource]. — http://health.unian.net/ukr/detail/224241.

Hapinwna go pepakuii 01.10.13

BMJIINB XAPAKTEPUCTUK COLIANBHOIO KAMITANY HA E®EKTUBHICTb NiAxoay A0 MICLIEBOIO PO3BUTKY,
OPIEHTOBAHOI'O HA YYACTb rPOMALL

Y cmammi docnidxyembcsi ennue xapakmepucmuk coyiasibHo20 Kanimaiy micyeeux cniilbHom Ha egpekmueHicmb nNidxody Ao eKOHOMIYHO20
po38uUmKy, opieHmoeaHo20 Ha y4acmb 2pomMadu. Ha ocHoei aHanisy pesynbmamie npoekmy [pozpamu pozeumky OOH ma €eponelicbkoz2o Coro3y
"Micyeeuii po3sumok, opieHmoeaHuli Ha 2pomady” 3pobs1IeHO 8UCHOBOK NPOo Halibinbwy eaxueicmb 0511 eEKOHOMIYHO20 PO38UMKY MaKuX Xapak-
mepucmuk coyianbHO20 Kanimany sik (aHmu)namepHaniam, conidapHicms ma koonepauisi. BucyHymo 2inome3sy npo me, w0 cmeopeHHsl opaaHi-
3ayili gpomadu Moxe cmamu dieeuM MexaHi3MoM, sikuli do3eonums peaslizyeamu HasieHull coyianbHuUll Kanimas cinbcbKux 2pomad e YKpaiHi.

Knroyoei cnoea: coyianbHull kaniman; micyeei cninbHomu; coyianbHa Mobiniszayisi; ekoHoMiYyHUl PO38UMOK.

H. MpaxeBckas, A-p 3KOH. HayK, npod.

KHY nmenu Tapaca LLleBYeHko, Kues,

0. MeTpylueHKo, KaHA. 3KOH. HayK, AOL,., AOKTOPaHT,
H. KocTioueHKo, KaHA. 9KOH. Hayk, AoL,.

CymcKoW rocyaapcTBeHHbI yHuBepcuteT, Cymbl

BIMUAHUNE XAPAKTEPUCTUK COLIMANIBHOIO KAMUTAJIA HA 3®DEKTUBHOCTb NOAXOLOA
K MECTHOMY PA3BUTUIO, OPUEHTUPOBAHHOMY HA YYACTUE COOBLLECTB

B cmamsbe uccnedyemcs enusiHue xapakmepucmuk coyuasbHO20 Karnumasna MecmHbix coobujecme Ha aghghekmueHocmb Mo0xo0a K 3KOHO-
MuYyecKoMy pa3eumuro, OpUeHMuUpPo8aHHO20 Ha y4acmue obujuHbl. Ha ocHoee aHanusa pesynbmamoe npoekma lpozpammel pazeumusi OOH u
Eeponelickozo Coro3a "MecmHoe pazeumue, opueHmupogaHHoe Ha coobuiecmeo” cdenaH ebieod o Haubonbwel 8aXHOCMU Ot 3KOHOMUYECKO-
20 paseumusi makux xapakmepucmuk coyuasnibHo20 Karnumana Kak (aHmu)namepHanau3m, coiuéapHocmb U koornepayusi. BbideuHyma aunome3sa o
mom, Ymo co3daHue opzaHu3ayuli coobuiecme Moxxem cmame OelicmeeHHbIM MeXaHU3MOM, KOmopbIl M0380/1um peasuzoeamb uUMeroujulicsi
coyuanbHbIl Kanumarsn cesibCKux o6WuH e YkpauHe.

Knrouyeenie crnioea: coyuanbHbIli Kanumas; MecmHble coobujecmea; coyuanbHas Mobunu3ayusi; 3KOHOMUYecKoe passumue.
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INTERNATIONALIZATION OF INDUSTRIAL CLUSTERS: OBJECTIVES AND PERSPECTIVES

Nowadays the actual issue is to explore the ways of international competitiveness strengthening in order to be able to com-
pete effectively in the global market. Clusters are considered as one of the most effective ways for competitiveness enhance-
ment, production effectiveness and companies’ market performance improvement, due to synergy effects of interaction among
its agents, reducing costs, cooperative decision making and ability to implement innovations productively.

Keywords: cluster; international cluster; cluster internationalization; cluster initiatives; international cluster formation.

Introduction. The creation of cluster systems is one of
the most actual methods of increasing the competitive abil-
ity. Potentially all the market players are vitally interested in
it. But first of all — the representatives of the so called tran-

sitional (post-socialist) economies, which receive the real
possibility for fast integration into world economic system
by deepening scientific, industrial and commercial coopera-
tion with foreign partners. M. Porter's theory of the "national

© Kanishchenko O., Kuznetsova N., Ustimenko M., 2013
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diamond" creates the appropriate background for further
adaptation of cluster mechanisms to the unstable and dy-
namic economic environment of the states in transition.

Analysis of the previous researches and publica-
tions. Many works of national and foreign scholars were
dedicated to the cluster formation and cluster functioning
issues. Theoretical aspects of the cluster performance
were revealed in the studies of national authors, such as
V. Bazylevych, E. Bezvushko, |. Brizhan, S. Bushueva,
S. Varnaliy, M. Voynarenko, N. Kanishchenko, A. Kan-
ishchenko, D. Lukyanenko, C. Moskvina, S. Mochernogo,
V. Novitsky, Yuri Pavlenko, M. Petrushenko, B. Saw,
K. Poychenko, A. Plotnikov, C. Rosenfeld, Y. Saveliev,
V. Savchenko, V. Sizonenko, S. Sokolenko, M. Timchuk,
A. Filippenko, A. Shnyrkov. The main focus of these stud-
ies is devoted to the cluster nature, the effects of cluster
interactions and competitive advantages obtained by com-
panies as a result of such interactions.

The theoretical framework of the industrial clusters for-
mation and development was described by foreign scien-
tists: M. Keating, M. Porter, B. Price, P. Samuelson,
D. Jacobs and L. Young, E. Bergman, E. Feser, studies are
devoted to the identification and evaluation of clusters,
M. Enright, S. Rosenfeld — examine the theoretical founda-
tions of industrial integration and organization of the pro-
ductive forces, M. Steiner, M. Todaro, P. Fischer,
M. Feldman, Schumpeter and others outlined the main
principles of innovative structures formation based on prac-
tical experience. These studies mainly focus on a separate
range of issues devoted to the process of clusters forma-
tion and its international performance.

There are almost no complex studies on international
innovation clusters issued and its formation peculiarities,
especially for transition economies. That is why there is a
need for a systematic study of international innovation clus-
ters formation issues; opportunities for transitive countries
to integrate in international cluster systems identification
and uncovering the economic interests of the entities from
different countries in such activity. The problems of Ukrain-
ian companies' involvement in international cluster struc-
tures are still not identified.

Results of research. Actually the sufficient empiric ex-
perience in cluster systems' development has been already
accumulated. That compels scientists to analyze the es-
sential points of this organizational and economic phe-
nomenon. Now it is already possible to determine its basic

objectives influencing its evolution: interests, organizational
simplicity, interdependence, focus on innovations, intensifi-
cation of information flows, internal instability etc.

World experience demonstrates a lot of successful ex-
amples of international co-operation between enterprises,
which due to a geographical or a particular branch concen-
tration, firmness of intercommunications and receipted ad-
ditional synergetic effects of collaboration can carry out
more effective activity. Such cooperation provides a higher
competitiveness in comparison with the separated function-
ing of enterprises, and positively influences on the coun-
tries' economic development.

Forming and development of such cooperative structures
which can be described as international clusters depend on
both the specific of country-initiator business-environment,
its international relations and position in international division
of labor. Cluster concept comes out as alternative to tradi-
tional sector (industry) approach, which is based on horizon-
tal relations and competitive interdependence. Cluster ap-
proach focuses on the importance of developing the compli-
cated vertical links between businesses and of integration of
their economic interests that makes it possible to multiply the
efficiency of mutual actions.

Cluster internationalization process is different from en-
terprise internationalization and has its own peculiarities. It is
due to the fact that each group of cluster members perform
different activities in the market, has various strategies, ca-
pacities, sizes and financial resources. These factors con-
tribute to the case that not all cluster members are involved
in the process of internationalization in the same degree.

On the basis of conducted analysis, we can assume that
innovational cluster may include research centers or may not,
and there is almost anyone studies devoted to the measure-
ment of the innovativeness level. The innovation cluster is
regarded as cluster which enables to exploit new knowledge,
discoveries and inventions faster and more successively.

Thus, the innovative cluster may be determined as the
cluster which implements innovations de facto. Besides,
there could be various types of innovative clusters depend-
ing on relationships between the cluster members, cluster
structure, different consequences of its performance, re-
gardless of whether the main objective of such undertaking
is to innovate. International clusters may be defined as
foundation composed of members from different countries
which compete, cooperate and complement one another
simultaneously (Table 1).

Table 1. International clusters types by the structure of relationship among its members*

Ne Type

Definition

1 Transborder cluster . -
in transborder region.

Network of suppliers, producers and buyers that are residents of different countries geographically located

2 Transnational cluster

International networks of national clusters, which compete and cooperate, collaborate with transnational
foundations, local and national government institutions, and international organizations in order to improve
cluster performance and national competitiveness.

*Source: adapted by author on the basis [1, 2, 3].

The Table 1 shows, that transborder cluster is consid-
ered to be a network of suppliers, producers and buyers
that are residents of different countries geographically lo-
cated in transborder region. Transborder clusters are often
characterized as formations with stable relationship among
its members which have the opportunities to gain competi-
tive advantages from cluster interactions in border territo-
ries that once more emphasis the geographical aspect of
the cluster formation.

Transnational cluster is an international network of na-
tional clusters which at compete and cooperate, collaborate
with transnational foundations (educational and scientific

organizations, business infrastructure), local and national
government institutions, and international organizations in
order to improve cluster performance and national competi-
tiveness. Actually, transnational cluster is the association of
national clusters connected with international relationship.
These foundations widely exploit the advantages of joint
R&D, the economy of scale and network effects to promote
products to new markets.

It is possible to assume that entities from countries with
different economic level of development may have various
interests stimulating them to integrate into international
cluster systems (Table 2).
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Table 2. Entities' economic interests for associating into international innovation clusters*
. Sphere
Countries R&D Production Marketing
- Joint R&D - Production cooperation for exploiting advantages from - Promoting products to
Developed A s o )
countries |~ Access to the latest techn_ology. division of _Iabor and sp_emallzatlon foreign markets
: - Technology transfer for joint - Production outsourcing for cheaper recourses
interests . : .
research and production - Establishment production closer to consumer
. - Access to unknown technology. |- Production cooperation for exploiting advantages from - Joint promoting foreign
Developing Joint R&D divisi f lab d ializati d ) ional
countries . |~ oint ivision of labor and specialization o _ products in national mar-
: - (with developed and other devel- |- Organization of production at national territories (ori- kets
interests . :
oping countries) ented on external markets)
- Access to unknown technology. |- Production cooperation for exploiting advantages from - Joint promoting foreign
Transition |- Joint R&D (mainly with entities division of labor and specialization products in national mar-
countries | from countries with similar level of |- Organization of production at national territories (ori- kets
interests | economy and innovational perform- | ented on internal market) - Promoting national
ance development) products internationally

*Source: developed by author on the basis [4, 5].

In this case, developed countries often play role of
knowledge and technology donors and developing countries
together with countries in transition are recipients. Exhaust-
ing of potential or even impossibility of independent effective
development aims national businesses to combine efforts for
multiplying the cumulative synergetic effect of their entrepre-
neurial activities by cooperation on the basis of: geographic
position (territorial, regional, trans-boundary, continental etc),
economic goals, mode of industry etc.

Cluster internationalization has its peculiarities. Investiga-
tion of cluster internationalization factors, as noted by schol-
ars, should be done with consideration of external and internal
factors of the entity's market environment. National researcher
O. Kanishchenko proposes to analyze company's international
business environment in the following way, which can be
adapted to cluster internationalization analysis [6]:

e international clusters global trends of functioning
identification, and ranging factors that influence their activ-
ity at the macro level, including political, legal, economic,
cultural, socio-cultural, demographic, natural, technological,
and outlining the factors on a micro level, providing con-
sumer, suppliers, intermediaries, competitors analysis and
the contact audiences effects determination on the cluster
association activities.

e internal factors determining the company's commit-
ment to integration into the international cluster systems
research. When studying internal factors that determine the
company's commitment to integration into international
cluster systems, it is important to identify the main reasons
for companies to launch international activities. The under-
lying reason for companies to enter foreign markets is to
increase profits, but one factor alone is rarely a spur to the
action, there is usually a combination of factors.

Recent trends demonstrate the significant impact of
globalization on the cluster initiation process. Such influ-
ence can be shown through international production coop-
eration development, which is an important factor affecting
economic relationship establishment and forming precondi-
tions for cluster initiation [7].

Multilateral development of international economical re-
lationship opens great opportunities for SMEs to occupy
their positions in the global supply chains. Usually, the
complexity of the SMEs from emerging markets penetration
in global supply chain is connected with the presence of
leading firms that coordinate and control the processes of
production and marketing of the final product (service) as
well as with the ability of enterprises, institutions and or-
ganizations to create or use sources of competitive advan-
tage and opportunities for modernization. Thereby, global-
ization open great opportunities to the local business enti-
ties for future growth and become a part of the competitive

units such as clusters. In this case the globalization can be
a trigger for cluster spring.

The globalization facilitates the attraction of foreign di-
rect investment to the country, which contributes in the
foundation of manufacturing companies, intermediaries and
other entities. For example, Japanese car producers, which
base clusters abroad, usually establish them by copying
their own clusters. Such trend promotes production expan-
sion, infrastructure development, knowledge and innova-
tion diffusion and promote market expansion for small and
medium-sized enterprises in the cluster. Such trend is
highly connected with TNC performance and can result in
cluster spring by production, distribution, R&D relationship
establishment with foreign entities and other TNC. That
proceeds to cluster formation and initiation of such struc-
tures in developing countries.

Clustering makes it necessary the introspection the terri-
torial aspects of the national economy development, and,
specifically, regional and interregional links. And that is the
important key element of monitoring the growth of the com-
petitive ability of the territory. The main problem is the domi-
nation of intuitive initiatives and absence of analytic back-
ground, which could allow using internal advantages and
possibilities of clusters competently. The clusters functioning
today in Ukraine in majority had the natural (evolutionary)
development; they are not based on reasonable organiza-
tional and economical methods of formation. And actually
they are not governed adequately. An important aspect of
the cluster internationalization research is to determine the
degree of internationalization and members' involvement in
the structure of international economic relationship. There
are several approaches to determine the international busi-
ness activities phases: export activity, multinational activity
and global activity. The stages of internationalization process
depend on the cluster members initiative interests, product
peculiarities, international experience etc.

On the basis of Upsala internationalization model and
the model of international expansion stages for Ukrainian
entities proposed by O. Kanischenko, in addition to recent
trends of international cluster formation analysis, we may
propose following approach to the research of cluster inter-
nationalization process (see scheme below).

The process of cluster creation should be conducted
under reasonable consideration — its existence and effec-
tive development becomes possible only with the obser-
vance of the following conditions and participants' eco-
nomic interests, specifically:

o territorial unity;

e innovative activity;

¢ high professional level in administrative decisions
making;
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o effective information, transportation and financial in-
frastructure;

effective utilization of internal
sources;

displacement of accents from centralized to regional
/ local economic system.

The creation of cluster systems in Ukraine and their in-
ternationalization require the detailed study of theoretical
bases and practical experience regarded to business co-
operative activities, as well as observance of all important
conditions of their functioning. Thanks to the adequate use
of cluster method the administrative and productive poten-
tial of separate national enterprises or industries could be
intensively activated and developed. Ukrainian enterprises
will get possibility to increase their competitiveness, pro-
moting the level of country position in the international
market environment. Moreover the contemporary develop-
ment of separate businesses and economic systems be-
comes impossible without two important trends: interna-
tionalization and close international cooperation [8]. Both

o and external

re-

determine the level of competitiveness, which is one of the
major international market imperatives.

As to the world experience the creation of industrial clus-
ters is one among the most common and effective ways of
business activities in national and international levels [9].
Due to intensive exchange with financial and intellectual
recourses this mode of entrepreneurship allows to multiply
the separate economic units' productive potential signifi-
cantly. The cluster's functioning is provided with develop-
ment of outsourcing. These takes place when one company
delegates some functions and operations to another one,
often to the countries with cheaper production recourses. It
can be an impetus for supportive industry to develop. For
example, Benetton and IKEA have created international pro-
duction networks between the manufacturers all over the
world; they use the capabilities of national producers and
this influences supportive industries development, which
supply materials and components to the new production.

I ]
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%8 Cluster origin and ! Foreign partners : ! Starting export activities Cluster expansion
S = functioning in the 1 involvement for ] abroad
£ national market ™ serving national —— >
= 1
= s i market ! '
1 |
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<8 Serving national —p>Cluster origin in national - -pf Cluster expansion
S>> market ) market for serving foreign abroad
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]
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Cluster origin and ' | Starting export activities Cluster expansion
functioning in the L sy L —» abroad
national market ' —]
|
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0 Cluster origin and Cluster origin in national market for serving national and - -=» Cluster expansion
Es functioning in the foreign market abroad
S8 :
SE national market

v

National cluster

Internal market orientation

National territorv

International cluster

External market orientation
Foreign territory

Fig. 1. Alternative scenarios of international cluster initiation

There are a lot of theoretical misunderstandings as to
cluster classification. Complication consists in their gener-
ous amount and variety. These associations could be
based on different bases: size of business (large and small
enterprises), territorial areas, level of diversification (within
one or few different industries) etc. Thus the clusters could
be divided into groups as to: territorial division; industry
focus; cluster structure; character of economic relations;

amount of cluster members; depth of co-operation between
the cluster participants.

That makes the clear classification rather problematic.
The main question: is cluster a method of making business
or institutional organization?

Forming of clusters is an ambiguous process, which
generates a number of internal contradictions ignoring of
which leads to disintegration and disappearance of clus-
ters, in particular:

Table 3. Contradictions of clusterization

Positive results

Negative consequences

ence between the enterprises of the industry

and financial base of different enterprises;

participants a cluster and become new participants, or by a separation)

- intensification of exchange with information and empirical experi- | -
- probability of new approach appearance due to unification of ideas | -

- appearance of new producers (more frequent all they appear among | -

defense of copyrights, patents, aspiration of non-
proliferation of commercial information;

it is strengthening of interdependence between participants,
limitation of forms of collaboration with external partners;

is appearance of new competitors and others like that
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As to Ukrainian experience the territorial clusters stimu-
late the development of not only the main key industry, but
also a number of supporting industries attracted to coopera-
tion. Cluster development is accelerated with growth of pro-
ductivity, activation of innovations, new enterprises founda-
tion, and moreover — with activating of competition. All of
these are very important for new transitional economies [10].

From the analysis of clusters functioning practice we
can assume that clusters have positive and negative as-
pects of functioning. There are benefits for the cluster or-
ganization derived from access to new international part-
ners for cooperation and exchange of personnel, bench-
marking etc. Regions and state benefit from the increase in
competitiveness and export intensification, access to po-
tential investors and external finance rising.

As noted in the OECD report on "Clusters, Innovation
and Entrepreneurship" at the aggregate level, where the
clusters positive aspects predominate, it is difficult to iden-
tify negative aspects [4]. The report also states that the
cluster activities can lead to region overloading, resources
inflation and the risk of the region over-specialization,
which makes the whole area more vulnerable to external
shocks. Ukrainian researchers also emit other negative
clustering effects, such as: overconfidence regarding local
contacts and knowledge, combined with the external con-
nections neglect and faulty predictions may result in "isola-
tion effect". Cooperation may involve the reduction of com-
petitive pressure that automatically means the innovation
driving forces reduction.

Thus, the next step — is the internationalization of the
Ukrainian clusters by looking for good international part-
nership [11]. Business entities from countries with different
levels of economic development have different motives for
integration into the international cluster structures. Devel-
oped countries are mainly "donors" of production, market-
ing, technology and the developing countries and transition
economies act as host countries. Due to this, EU scientists
conducted research of main aims for clusters formation by
different groups of countries with various levels of eco-
nomic development: developed countries, developing
countries and transition economies.

Based on the analysis of the international innovation
clusters formation experience, we can identify the following
reasons for the cluster internationalization: technology joint
development and implementation to strengthen its own
position in the global market, access to know-how and
technology, which has not its own network, company's pro-
duction capacity potential realization, marketing efforts
optimization, conducting joint production and marketing
activities, improving exchange of experience and informa-
tion at the international level.

An important issue of the cluster initiation process study
is to determine the cluster core interests pursued by busi-
ness entities while integrating into clusters. Presumably,
there are common peculiarities of international cluster for-
mation process for countries with similar levels of economic
development, so in order to analyze the international clus-
ters formation experience, we had outlined the main fea-
tures inherent to this process for each group of countries
depending on their level of economic development: devel-
oped countries, developing and transitive economies.

The greatest success in the cluster formation reached
developed countries [5], where clusters are successfully
established and flourishing, providing an important GDP
share. In most of developed countries this can be done due
to the effective national economic policy aimed at cluster
fostering and development.

Developing countries clusters differ from developed
countries' ones in at least three aspects: the dynamics of
growth (endogenous versus exogenous), organizational
structure and geographical distribution. In developing coun-
tries, the cluster dynamics is predominantly determined by
transnational corporations presence or international cus-
tomers access. Most developing countries clusters can be
represented in the form of so-called satellite clusters, clus-
ters of small and medium enterprises engaged in similar
industry and dominated by multinational corporations. Cor-
respondingly, the innovation also depends on the TNC.

Cluster development features in countries in transition
is similar to the clusterization in developing countries, how-
ever, have some fundamental differences. Transition
economies clusters develop under the influence of exoge-
nous and endogenous factors. There are developing own
national clusters on the territory of this group of countries.
While gradually increasing, these cluster systems initiate
international cooperation mainly with other countries in
transition, basically for industrial and commercial reasons,
and to a lesser matter for joint R&D, further development,
collaborating with developed countries and developing
countries. An important role on cluster development has
national policy, which is mainly focused on the former so-
viet regional production systems restructuring on the prin-
ciples of market economy and innovation promotion. Thus,
the government main efforts aimed at creating clusters to
serve the domestic market.

There are prerequisites for international cluster forma-
tion involving Ukrainian counterparts on the basis of inter-
national production, scientific, technology cooperation with
neighborhood regions (transborder cluster) or involving
foreign counterparts from countries which do not have joint
border with Ukraine (see Table 4).

Table 4. Prospects of international industrial cluster formation involving Ukrainian counterparts

Cluster name, territory Cluster initiative type, members

International activity Prospects for innovation

Swema", Joint initiative of national and

Yaroslavna euroregion
(Sumska oblast (Ukraine),
Kurska oblast (Russian
Federation))

foreign agents (Type 4).
Industrial park "Swema",
government

There are prerequisites for
cluster origin and functioning in
the national market (Stage 0)

International R&D cooperation,
prospects for innovative cluster
formation

Transport engeneering,
Donbas euroregion
(Donetska oblast (Ukraine),
Rostovska oblast (Russian
Federation))

National initiatives due to the high
production potential (Type 1).
Railway plants, educational

institutions

Foreign partners involvement for
serving national market, starting
export activities (Stage 1)

Traditional cluster

Slobodzanschina,
Slobodzanschina euroregion
(Harkivska oblast (Ukraine),
Belgorodska oblast (Russian

Federation))

Joint initiative of national and
foreign agents (Type 4) for R&D
commercialization.
Slobodzanschina
technology park

Cluster origin in national market
for serving national and foreign
market (Stage 1)

International scientific and technology

cooperation may lead to innovative
cluster formation
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Table 4 continued

Cluster name, territory Cluster initiative type, members

International activity

Prospects for innovation

Mostly national initiatives (Type 1).
Government, engineering for
agriculture production plants

(Hersonmash), educational
institutions, scientific institutions
(at later stages)

Engineering for agriculture
production, (Hersonska
oblast, German enterprises)

Foreign partners involvement for
serving national market, starting
export activities (Stage 1)

Cluster formation may be possible after
new production technologies and new
products implementation. It is possible
due to foreign technology exploit and
international scientific cooperation. It

may lead to innovative cluster formation

Shipbuilding Foreign initiatives (Type 3).

(Crimea (Ukraine), Russian

Federation enterprises) a result of a need for serving

foreign orders

Cluster origin and functioning in
Cluster organization assemble as | the national market and stating

o Traditional cluster
export activities

(Stage 2)

IT,
Lvivska oblast (Ukraine), Dolina
Lotnicza, Dolina
Ekologicznej zywnosci (Poland)

Foreign initiatives (Type 2). IT
outsourcing from Poland to Lviv

Cluster origin in national market
for serving foreign market

Innovative cluster
(Stage 1)

The table 4 shows there are prospects for international
industrial cluster formation involving Ukraine. The spring for
a cluster formation may be as a result of national or foreign
initiative, or may take the form of joint initiative of Ukrainian
and foreign enterprises, government, scientific institutions.
Nowadays most of such cluster groupings are being at
agglomeration and foreign counterparts' involvement stage.
Further cluster expansion, scientific organizations involving
may lead to innovative activity.

Summary. Globalization plays an important role in the
international innovative cluster formation by opening new
opportunities for collaboration with foreign partners and
encouraging entities to seek more effective methods of
cooperation and improving their competitiveness.

Along with the benefits of the cluster activity, which are
widely asserted nowadays, clusterization may leads to
some negative effects, such as: region overloading, cost
inflation, over-specialization, which makes the whole clus-
ter area more vulnerable to external shocks.

Cluster internationalization process is influenced by in-
ternal and external factors. There are different approaches
to the analysis of cluster formation, which basically de-
scribes this process in terms of stages, types and models
of cluster initiation. It is explored, that international cluster
formation can be initiated by national entities, foreign enti-
ties or can take the form of foreign and domestic enter-
prises joint initiative.

The international innovation cluster formation mecha-
nism for Ukrainian business entities may be proposed to be
done in a following way: preconditions for the cluster for-
mation and potential participants monitoring, research and
evaluation of mutual interests between aimed participants,
relationship establishment, further involvement of other
parties and the stable cluster links formation to gain bene-
fits from a cluster interaction.

The prerequisites for international clusters formation in-
volving Ukrainians entities are: economic cooperation
within Euro-region, foreign trade (based on free trade
0. KaHiweHKo, A-p eKOoH. HaykK, npod.,

H. Ky3HeuoBa, KaHA. €KOH. HayK, acUCT.,

M. YcTumeHko, acn.
KHY imeHi Tapaca LLleB4yeHka, KuiB

agreements), international scientific and industrial coopera-
tion and other links. The international innovative clusters
formation should be made on the basis of former interna-
tional economic relations between Ukraine and post-Soviet
countries recovery, and new areas of economic activity
development. The criteria for determination the priority
spheres for cluster development need to be selected, for
example, it may be: cluster activities should enhance the
competitiveness (current or potential) of goods and ser-
vices with high value added in the international market, the
level of international recognition and so on.
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IHTEPHALIIOHANI3ALUIA MPOMUCNOBUX KIACTEPIB: LiiJ1l TA MEPCMNEKTUBU

B cmammi po32nsiHymo YuHHUKU, iHCmpyMeHmu, pe3ysibmamu ma Hacnioku ¢gpopMyeaHHs1 MiXXHapoOHUX Kracmepie sik gpakmopy akmueisayii

iHHOB8aUiliHo20 po3eumMKy HayioHasbHUX nidnpuemcme.

Knroyoei cnoea: knacmep, mixxHapoOHuli knacmep, iHmepHayioHanizauis knacmepie, knacmepHi iHiyiamueu, gpopmyeaHHs1 knacmepy.

E. KaHuLwieHKo, A-p 3KOH. Hayk, npod.,

H. Ky3HeuoBa, KaHA. 3KOH. HayK, aCCUCT.,
M. YcTumeHko, acn.

KHY nmenu Tapaca LLleB4yeHko, KueB

UWHTEPHALUOHANU3ALUA NMPOMBILWNEHHbBLIX KNACTEPOB: LEJIU U NEPCNEKTUBDLI
B cmambe paccMompeHb! NPUYUHbI, UHCMPYMEeHMbI, pe3ynbmamsi U nociaedcmeusi (hopMupoeaHusi MexOyHapOOHbLIX KIlacmepoe, KakK hak-
mopa akmueu3ayuu UHHO8aYUOHHO20 Pa38UMUsT HaYUOHaIbLHbIX Npednpusmud.
Knroyeenie crioea: knacmep, MexOyHapoOHbIl Kacmep, UHMepHayuoHanu3ayusi kiacmepos, KiacmepHble UHUYuUamuesl, ¢hpopMuposaHue
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THE MECHANISM OF TRANSFORMATION OF THE LABOR MARKET OF UKRAINE
TO THE NEW ECONOMY UNDER POST-CRISIS PERIOD

Major components of a mechanism of transformation of the Ukrainian labor market under new economy or knowledge-based
economy are identified. Modern period of mechanism of transformation is considered. Level of implementation of the mechanism
of transformation of the Ukrainian labor market under new economy is shown.

Keywords: mechanism of transformation; Ukrainian labor market; new economy; knowledge-based economy; post-crisis pe-
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Introduction. Modern post-crisis world tests substantial
changes and general transformation of both society and an
economic basis of its construction. Even such unalterable
things as nature of production, trade, and employment will
differ in the nearest future from that we had at the begin-
ning of XXl st. In this context, an important value acquires
research of questions of influence of changes on develop-
ment of modern society and the world economy on the
whole. World Labor Market as an inalienable component of
the world economy tests transformation changes too.
These changes are weaker for the changes in the world
financial market. The changes in a labor market of a non-
developed country such as Ukraine, have taken second
character of influence of the global financial crisis. Ukrain-
ian labor market continues to feel the impact of the global
financial crisis. It is therefore very interesting for research-
ers who start writing about the impact of the global financial
crisis on labor market describing the current situation and
giving new and original ideas to the issue.

The research aim is to study the interaction between
global financial crisis and national labor market of Ukraine
by means of "new economy". The objectives are to offer a
mechanism of transformation of the labor market of
Ukraine. It requires assess to the post-crisis cooperation of
world labor market, financial environment in Ukraine, cur-
rent trends of government programs.

Research methodology and results.

The research methodology is based on the application
of international macro- and microeconomic approaches as
well as structural comparative analysis. A study is dedi-
cated to describing of components of the mechanism of the
transformation of the labor market of Ukraine and estima-
tion of its level of development.

A huge number of publications devoted to the global fi-
nancial crisis and particularly to its lessons have been pub-
lished. The most interesting among the foreign scientific
publications are the books of two Nobel Prize winners
J. Stiglitz and P. Krugman. Among Ukrainian scientists
thefolloving works have to be encouraged in the financial
sphere the works of: U.Bazal, V. Bazylevych, I. Lutiy,
V. Muntiyan, O. Rogach, V.Shevchenko and in the labor
sphere: O. Grishnova E. Libanova, A. Starostina.

The classical economic approach gives a vision that
"new economy" is not just a new phenomenon but quite
young, which practically has existed only for 0 — 15 years.
On different approach, it is accepted to consider the year of
the foundation of new economy is 1995, when global busi-
ness and mass — media began to use possibilities of world
free information network — the Internet. The theoretical
roots of comprehension of processes of origin of new eco-
nomic structure starts from the middle of the last century. It
is certainly known that all economies, starting from the
simplest, were based on knowledge about that, how to do

that or this: how to grow, how to collect, how to obtain, how
to build and all this knowledge has been accumulated with
development of the society. But till the middle of the last
century this knowledge carried more complementary char-
acter. The knowledge began to play first fiddle in the mid-
dle of the last century.

The process of training workers for the changes in the
labor market is slow and constant. Till the end past century
a characteristic of the new type of the worker began to ap-
pear more frequently in the western literature. The reason
for its appearance unconditionally became the environment
of inhabiting. Extrapolating for the labor market we see that
that objective reasons of changes in the character and in-
tensity of labor are in favor of scientific-technical and infor-
mational revolution. The mechanism of transformation and
the transformation of the labor market rather in terms of the
spread of the global information economy provides a range
of measures to enhance the effectiveness of the function-
ing of the labor market. Among them are:

e self-education and science, search for additional
sources of financing;

e providing of favorable terms for development of
education;

¢ leadthrough of active policy of employment of
population, including new forms — tele- and controlled form
of distance employment;

e the further development of cooperation between
research centers and enterprises of the final production;

o state of development and production of IT products;

¢ ensuring the protection of intellectual property rights
and support of international scientific-technical cooperation.

Braving the logic of the transformation process in live
nature [4], proposed by M. Magometom-Eminovim in the
labor market, which is experiencing changes in the global
economic information we will get the picture of general
transformation as follows: the object of transformation is a
labor market of Ukraine, "transformetr" — relations in the
market of labor of Ukraine, instrument of transformation,
are influence of IT, time is time of process of changes,
"psitemenos” is "new economy", transistor is the transi-
tional period between industrial and postindustrial periods,
a transformation link is the government programs at the
market of labor of Ukraine. For us the descriptive chart of
mechanism of influence of informative economy went out to
the world market of labor (pic. 1).

Stage 1. Object of Transformation — LABOR MARKET
OF UKRAINE.

Like other countries in the region of Europe and Central
Asia, the labor market in Ukraine is seriously affected by
the financial crisis. The unemployment rate has signifi-
cantly increased since the beginning of 2009 — up to
9.5 percent and now is 8.7 percent.

© Komendant O., 2013
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Fig. 1. The transformation process of labor market of Ukraine

* Source : created by the author.

Unemployment remains a problem for large parts of the
youth, and a large number of graduates are unable to find
work after graduation. The main problems that now faces
the Ukrainian labor market includes low internal mobility
within the country, the high level of unofficial unemploy-
ment and disparity of qualification or professional skills to
the needs of the labor market in new conditions.

Growing international experience indicates that internal
labor mobility has a positive impact on productivity and
growth of the country. In Ukraine, the level of internal mi-
gration is at extremely low conditions compared with other
countries. The population does not migrate even when
there is substantial and constant inappropriate level of av-
erage wages and unemployment rate in the labor market.
This indicates that people do not have economic opportuni-
ties outside the place of their current residence. It is signifi-
cant to consider the unofficial unemployment rate in
Ukraine. In 2010 to 4.6 million people in Ukraine were
working in the informal sector, which constitutes 22.9 per-
cent of total employment.

In 2013, according to the data of the State employment
service, there are 20.5 million people employed in Ukraine
or 60 percent of the able-bodied population in the age be-
tween 15 and 70 years old. The figures have slightly im-
proved comparing to 2012 (59.5 percent). At the same
time, the figures of employment data differ significantly
from the unemployment rate, which made 2 percent in
January. As of February 2013, the average enrolment
competition was ten applicants per one vacancy.

However, some experts say that last year the domestic
labor market grew. Employers were looking for workers
even during festivals and summer holidays, while job seek-
ers traditionally preferred vacations [2]. Candidates showed
higher activity in 2012 compared to 2011. One of the trends
in 2012 was the increase in demand for skilled workers.
Companies were investing in creation of their HR-brands,
they implemented new methods of non-material motivation,
contributed into the training and development of personnel,
as well as focused on retention of experts, which was con-
firmed by the significant number of counteroffers from em-
ployers to their employees who were going to change jobs.
In 2012, the companies invested in their staff, and we ex-
pect this trend to continue in 2013 [6].

Other experts indicate no significant dynamics in labor
market of Ukraine. Market volume of stuffing, including

search and selection of staff on temporary projects, did not
exceed 10-12 percent. Many domestic companies had fro-
zen their positions before the parliamentary elections. To
some extent, the updated Law on Employment also af-
fected the activity of companies, since they were expecting
amendments and explanatory notes. However, significant
fluctuations in the demand for staff were not observed. The
average salary increased in 2012 at about 5-10 percent, and
we expect that in 2013, salaries will grow up the same [6].

Stage 2. "Transformetr" — RELATIONS IN THE LABOR
MARKET OF UKRAINE

The labor market in Ukraine has changed gradually.
Having passed first from an agricultural state to an indus-
trial one during the time after the breakdown of the USSR.
Last 10 years Ukraine has started on the path of a service-
oriented economy as the national labor market increasingly
become oriented toward such industries as tourism, enter-
tainment, and leisure. Today, more than half the national
labor force is involved in the service sector.

However, the Ukrainian labor force is characterized as
highly qualified and skilled; the level of labor pay is much
lower than in developed countries. Ongoing political and
economic instability has led to rapidly increasing labor migra-
tion, in which both skilled and unskilled workers leave the
country in order to find more reliable sources of income. The
countries where most Ukrainians emigrate or go to work for
shorter or longer periods of time include Russia, Western
Europe, Canada and the United States. In addition, political
and economic realities present many challenges to man-
agement on a national level. Exploitation of workers and an
extensive underground economy in which workers are "paid
under the table," — colloquially described as "salary in an
envelope" -- are issues which need to be addressed.

The main problem of the Labor market of Ukraine is still
remaining its informal segment. Reduction of the informal
segment is important for Ukraine's development in terms of
social structure, protection of workers, the efficiency of the
labor market and the market of goods, increase of produc-
tivity, the rule of law and public administration.

Stage 3. Instrument of Transformation- INFLUENCE
OF IT ON LMU

Indicators of access to the Internet in Ukraine are also
growing over the fast pace in recent years. Today, the
number of Ukrainian Internet users continues to increase.
Rate of Internet users (per 100 people) increased from 0,7
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in 2000 to 22,4 in 2008. At the beginning of 2013 in
Ukraine the Internet was used by over 13 million people
per day (according to the latest data from bigmir.net — even
more, 15 million) when the total number of the population is
of nearly 46 million people. Ukraine came to the third place
among European countries in terms of growth in the num-
ber of Internet users in the period 2000-2013 years. This is
evidenced by recent data from the Internet World Stats. Since
2000, this indicator increased by 6 thousand percent [8].

Significant changes in the geographic distribution of the
Internet users have not been observed in recent years. The
largest audience growth dynamics observed in cities with a
population of 50-100 thousand. Also, in 2013, the Internet
is used much more actively — day coverage in the current
year amounted to 31 percent of residents in cities with a
population of 50 thousand (including over one million)
against 18 percent in 2008. Kiev is still an lead region. Its
share amounted to 58,96 percent of the total audience.
Next, in descending order, there are regions such as:
Odessa, Dnepropetrovsk, Donetsk, Kharkiv, Lviv, Crimea,
Zaporozhye. Their total share is 30,65 percent. The other
regions account for 9,79 percent. In Zhytomyr and Volyn
regions, the smallest activity — only 0,21 percent and
0,17 percent respectively, in Chernivtzi region — 0,22 percent.

The number of Ukrainian domains (ua) has risen to 247
400, with registered 36 thousand. Web sites. Among
search engines, of which was crossing the Ukrainian audi-
ence on Ukrainian sites, the leader was Google its share is
72,74 percent. Then there is Yandex (16,88 percent),
ukr.net (2,35 percent), bigmir.net (2,04 percent) and
Meta.ua (2,01 percent) [8].

Increase of the use of communication services in
Ukraine demonstrates considerable pace. Dominant values
thus acquired the rapid spread of mobile communication —
as of July 1, 2013, the number of mobile phone subscribers
reached 55 541 thousand subscribers. For comparison, on
1 January 2007 in Ukraine subscribers had for 10 percent
less — 50 952. Accelerated growth in the number of users of
communication services occurs including expanding infra-
structure market. Ukraine in terms of the number of Internet
users per 1,000 people is low (97). That is even not every
tenth has access to the network. Our closest neighbors Po-
land have the indicator level 262 persons, Slovakia —
272 persons, Romania — 208 persons, Russia 153 persons.
There are worse level of indicator than in Ukraine have
Georgia — 39 persons and Moldova — 96 persons [14].

Stage 4. Time TIME OF LMU CHANGES

Despite the agrarian-industrial international specializa-
tion of Ukraine, the first positive changes as the defining
social indicator of the newest trends are observed in the
labor market. The largest and most rapid changes ob-
served in urbanized cities, primarily in the capital. The main
symptom of the appearance of new trend in the Kyiv labor
market is a phenomenon of "head hunting", which is ap-
plied typical only for highly developed societies.

It is known that the basic idea of "head hunting" is to
"hunt" not only for an existing knowledge of hired workers
but for the implicit, so-called "essential knowledge" that an
organization can get only by attracting specialists only with
unique experience. This phenomenon has demonstrated
the symptoms of the new economy, i.e. work acquires the
characters of creativity, demand not only for the worker —
"human economic" ("homoeconomicus"), but also for
worker — "human creative" (homo creator). This phenome-
non has seen only in the capital of Ukraine Kiev and some
another big cities such as Donetsk, Dnepropetrovsk, Lviv.
For example, according to the "Ankor" agency at the be-
ginning of 2013 Russia experienced shortages of labor for
17 percent and 72 percent of companies plan to expand

the number of staff [5]. It has not observed such situation in
Ukraine yet, but to take into account this modern tendency of
the nearest neighbor is necessary. There is a need for bal-
ancing of professional orientation of an employee to achieve
an improvement on the effectiveness of the functioning of
the labor market. Labor market in Ukraine has observed a
decline in a demand for professional's for sector of services
and growth for professionals of worker's profession. Accord-
ing to Derzhkomstat, the greatest demand at the beginning
of 2013 has industry sector — 18.9 thous. people [9]. That is
opposite to the world tendency. According to the Ukrainian
Centre for Economic and Political Studies, more than fifty
graduating students are competing for one available work-
place in services sector and only one is searching job in
industry sector [15]. Priority trend on Labor market is in-
creasing of a share of graduate of the economists and the
lawyers (36.2 and 43.6 percent). Present situation of market
overloading of the economists and lawyers will inevitably
affect the employment of specialists of these specialties.
Instead, the present situation of the economy requests highly
skilled specialists of engineering, which will be able to im-
plement innovative principles of economic growth.

Under expert expectation for the next 3-5 years, the la-
bor market will need specialists in the following sectors:
engineering, IT and software development, nanotechnolo-
gies, specialties across electronic engineering and bioen-
gineering, marketing and sales, consumer services, logis-
tics, ecology, medical specialties on prolongation of life,
chemistry [2]. It means that the labor market of Ukraine will
develop not only quantitatively, but also qualitative in high-
tech trends of XXI century, which is an obligatory condition
for crisis consequences.

Stage 5. "Psithenemos" — "NEW ECONOMY"

Modern, post-industrial economy requires an active so-
cial policy, encouraging personal development and providing
motivation for development of one's knowledge, skills and
abilities. The highest level of involving the environment of the
information economy are in postindustrial countries — leaders
of the introduction of the "knowledge economy" in Western
Europe. It has been approved that this happened due to
special attention of the Government to the educational
sphere: the level of State support for education is higher
than in the countries of the "G7" (1.8-2.2 percent). They
have beaten other countries for indicators of quality also,
such as the introduction of a system of "lifelong learning" and
"normalized knowledge", the development of the "information
professions and employees of the Office of economy" [1]. By
the way, there are several synonymous to the term of
"knowledge economy" such as "postindustrial economy, "in-
formation economy," "cognitive economy", "the economy
based on knowledge," "virtual economy" and "new economy".

There are the conceptual bases of "knowledge-based
economy" as following:

¢ the information society is a modern model of the
market economy, in which the main factor of production is
information;

¢ "knowledge-based economy" is an economy of an
open type;

¢ "knowledge-based economy "with its technological
principle of the way of the organization of economic activity
is the highest level of development of industrial relations in
modern society.

Stage 6. Environment POST-CRISIS PERIOD

A huge number of publications devoted to the global fi-
nancial crisis and particularly to its lessons have been pub-
lished. Two main of them we have indicated at the begin-
ning of this article. Since the onset of the current crisis,
asset prices have tumbled in the United States and else-
where along the tracks lain down by historical precedent
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[13]. "We find that asset market collapses are deep and
prolonged. On a peak-to-trough basis, real housing price
declines average 35 percent stretched out over six years,
while equity price collapses average 55 percent over a
downturn of about three and a half years. Not surprisingly,
banking crises are associated with profound declines in
output and employment" [12].The analysis of the post-crisis
outcomes for unemployment, output and government debt
provide sobering benchmark numbers for how the crisis will
continue to unfold. The global nature of the crisis will make
it far more difficult for many countries to grow their way out
through higher exports, or to smooth the consumption ef-
fects through foreign borrowing. Economy of Ukraine also
suffer from the global financial crisis.

Economic activity in Ukraine in 2012 has decreased.
Real GDP growth has decreased of 5.2 percent in 2011. In
the third quarter of 2012, reducing of GDP was 1.3 percent.
In general, economic growth declined sharply to 0.2 per-
cent in 2012. Domestic demand has continued to grow as a
result of the expansion of consumption, while real exports
has declined On the one hand, in 2012, an increase in real
retail turnover should broadly two-digit number. On the
other hand, industrial production declined in 2012 by 1.8
percent due to the bad performance of export-oriented in-
dustries, especially metallurgy [9]. At the beginning of
2013, economic growth remained at low level. The econ-
omy still requires a balancing for its better adjustment to
changing external conditions. It seems that further uncer-
tainty expectations of stability of complex of measures of
economic policy, which now supports the Ukrainian authori-
ties and sustained external demand. This scenario implies
a slow but systematic overcoming of crisis in Europe. In-
crease in external demand in the second half of 2013 can
help to accelerate the growth of the Ukrainian economy.

Stage 7. "Transistor" TRANSFORMATION PERIOD

The transformation of the labor market starts with, on the
one hand, the simplest, and on the other hand, the most
complicated thing — the way of thinking most of the people.
"Knowledge-based economy" requires better flexibility,
speed, the nonlinearity of the actions and behavior of em-
ployees. There has been an internal restructuring, the so-
called transmutation level of the awareness of the identity,
together with desire to change their consciousness under the
new information environment. As an indirect indicator of the
transformation of consciousness can be applied exception-
ally uneconomical indicator, such as the level of trust in the
society in general and the enterprises in particular.

In Ukraine, the situation with reputation of domestic en-
terprises is a very contradictory. Depending on the choice of
scales, comparison results will vary a lot. If we compare the
situation of trust that has observed in the country, with the
developed countries of the West, then the level of trust to the
products as financial institutions and industrial enterprises in
Ukraine is extremely low. Moreover. If we consider the dy-
namics inside the country, compared with what it was
10 years ago, then the situation can be evaluated as an ac-
ceptable. The concept of the trust and the reputation is di-
rectly connected with the categories of brand and trademark.
In Ukraine, ratings of most expensive Ukrainian brands are
published each year. The latest ranking for 2012 showed
that only three of ten the most expensive brands belong to
the sphere of services, the other companies represent the
oil-processing industry, light and food industry [11].

Stage 8. Transformation Link — GOVERMMENT PRO-
GRAMS

Education and professional training are generally rec-
ognized as a leading factors of the economic development.
Professional skills play a central role in improving results,
increasing productivity and economic growth. However,

education and professional training are not always can
provide required professional skill in order to have success
on the labor market. For example, 20 percent of Ukrainian
companies believe that the lack of professional skills of
employees is the main barrier of growth of their companies.
Despite this fact, many graduates cannot find work or are
forced to take on a job that does not match their profes-
sional ability. One of the resolving of this problem could be
STEP — program. Initiative to support professional skills so
called STEP aims to improve awareness about the distribu-
tion of different professional skills between the workforce,
as well as the demand for these skills in different economic
sectors. In order to be able to support the development of
government policy and the development of skills and habits
in order to improve employment opportunities and produc-
tivity, the creation of an educational system capable of an
adequate response to the needs of the market.

The Government of Ukraine and the World Bank made
the strategy for the 2012 — 2016, based on consultations
with representatives of the private sector, civil society and
donors. In the framework of the strategy, there are several
projects in the current year: Export development project
(27.06.2006 — 31.12.2014). Program of higher of resources
effectiveness in Ukraine (01.10.1012-12.31.2014), Program
of a strengthening capacity in the field of statistics
(STATCAP) (31.12.2009-31.12.2013) Project development
of the system of State statistics for monitoring socio-
economic transformations (31.12.2009-31.12.2013) Project
to improve access to the agricultural (11.01.2010-
10.31.2014), "Astarte" (13.082012-31.12.2013), JV "East"
(18.12.2012-31.12.2013) [10]

Conclusion. Thus, this paper is dedicated to the
proposition of the new mechanism of transformation of the
labor market of Ukraine to the new economy under post-
crisis period of global financial crisis. Such mechanism has a
several components: object of transformation — the labor
market of Ukraine, "Transformetr" — Relations at the labor
market of Ukraine, Instrument of transformation- Influence of
information technology on labor market of Ukraine, time —
period of changes on the labor market of Ukraine,

"Psithenemos" — "new economy", environment — post-crisis
period, "transistor" transformation  period, and
transformation  link — government programs. The

effectiveness of involving of this mechanism is in the field of
two-way road of the government and society cooperation.
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Kazakhstan has always been considered to be one of a
largest cattle-breeding country due to its peculiar natural
conditions and work skills of local people. Up to the devel-
opment of virgin and long-fallow lands in the mid-fifties
country's livestock was the main branch of agriculture. De-
spite the rapid development of agriculture since developing
the virgin land, the value of livestock in the economy of
Kazakhstan is still very high.

Livestock production has been key economic activity in
Kazakhstan for centuries and remains still one of the major
sources of employment, food, and earnings of rural people.
This branch of the agricultural sector is traditional in Ka-
zakhstan due to national peculiarities of the population.
Locals living in a village cannot be imagined without their
own farms. From time immemorial, domestic animals
(horses, sheep, cows, camels) were the basis of the
"economy of a family" for Kazakhs.

From 1990 to 1998 the consumption of livestock prod-
ucts reduced by approximately 40%. Decreased consum-
ers' income, high prices for animal products due to liberali-
zation of prices, inflation, and the consumer's subsidies
abolition led to a sharp decline in the consumption of these
products. Fluctuation in the domestic market demand dete-
riorated sharply with reduced export markets.

Export of meat, the main export product until 1990, vir-
tually disappeared after the demand in the former Soviet
Union countries fell, and meat export to other countries

was difficult due to the inland location of Kazakhstan, poor
products quality, lack of in international sales experience
and increasing restrictions on trade in the region. Com-
pared to other Central Asian countries, the decline in the
industry in Kazakhstan was more serious, as Kazakhstan
had been the largest supplier of animal products to the
market of the Soviet Union throughout the region, including
supplying the Ministry of Defence, a large part of public
procurement (one of the largest meat processing plants in
Semipalatinsk provided the entire Soviet Union with its
production, as an example). Meat and wool processing
industry especially in the eastern and northern regions,
was highly developed. Many of related companies worked
only for export markets and livestock production in these
regions was oriented to the needs of the processing indus-
try. Since domestic demand was less the conservation of
livestock population after the reform seemed less possible
than in other Central Asian countries.

The period of the establishing independent Kazakhstan
influenced the livestock industry, so in 1993-1994 such
factors as increase in fuel prices, food concentrates, food
additives and veterinary drugs, together with import growth
and other macroeconomic indicators, have led to a reduc-
tion of livestock in the country.

The total number of cattle decreased sharply from 1992
to 1998. This tendency varied in the regions of the country.
For example, the northern regions have lost about 72% of

© Konurbaeva Z., Zakimova A., Rahkimberdinova M., 2013
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the number of sheep herds, compared to 30% in the west-
ern region. At the same time with the change in livestock at
the beginning of 1990s the livestock production also
started to decline. From 1990 to 2000, meat production
decreased by 58%, milk production decreased by 31% and
wool production decreased by 78%.

The number of cattle in the country has decreased
from 9 to 6 million animals for the past 20 years. Meat
exports scored 180 000 tons, and today there is hardly
anything left. Quality characteristics of livestock have
been deteriorating. If earlier an average carcass cattle
slaughter weight was 230 kilograms, it has fallen to 156.
The share of animal meat in the national herd has de-
creased to 9%, and it should be raised to 50%. For ex-
ample, in such exporters as the U.S. and Canada beef
cattle share is 75-85% of the total population.

Despite the decline in the livestock sector during the
years of independence, Kazakhstan's cattle industry has a
number of comparative advantages, which will enable the

sector to contribute significantly to revenue growth, em-
ployment and export potential of the country. These are
extensive, but little used pasture and hay land, flexible and
cheap industrial structure of small farms, as well as the
availability of cheap by-product of large-scale crops (feed
grain and oilseeds from food crops).

It seems that the further growth of the livestock will be
due to the industry's ability to realize the comparative ad-
vantages that have occurred during the years of independ-
ence. These are significant growth opportunities in the local
market in the medium term and export opportunities in the
long run. Growth of national income increases the demand
for livestock products in Kazakhstan.

At present the export of animal products is low, but
there are some opportunities in niche markets for high
quality products. The government is taking steps to im-
prove the quality of the meat and to make adjustment to
accepted international standards, the most important of
which are given in Table 1.

Table 1. Activities aimed at the development of livestock in Kazakhstan

Building modern centers of breeding cattle reproduction

North, South, East, West

Finance the first stage of the Project

Ne Name of event Showing
1 The program of development of small and medium farmers in the period from 2011 to 2015 28 billion tenge

2 Purchase of breeding animals for meat 72 thousand tenge

3 Building feeding platforms 60 pcs

4 Building reproducers 50 pcs

5

6

148 billion tenge

For the implementation of these activities it is neces-
sary to develop the following infrastructure: veterinary
stations, veterinary laboratories, equipment and trans-
port, chemical laboratories, organizing and equipping
slaughter areas, personnel training for livestock and
providing veterinarians.

Implementation of the tasks will export 60 tons of meat
in 2015, and 120 thousand tons in 2020. Calculations show
that the Kazakh livestock has at least five-fold potential
starting from today. The genetic potential will raise the av-
erage daily gain to the required 1600 grams, and the out-
put of meat will be 55-60%.

Meat producing industry in East Kazahstan region is
considered to be one of the largest branches with a share
of 11.4% in the total volume of marketable produce. The
region is referred to as a stock-raising in agricultural sense
and has productive capacity of 38 plants for meat
processing of all kinds of cattle.

The factors making the region one of the most
promising to formation and development of meat are as
follows:

— a positive trend of production growth of meat of all
kinds of cattle;

— availability and optimal placement of slaughterhouses
and meat producing businesses;

— the ability to recover large enterprises for processing
animal raw materials and the introduction of new
production capacities;

— potential foreign markets with large demand of meat
products.

Enterprises that are recommended to unite in meat pro-
duction, are part of (or are themselves the basis) of large,
vertically integrated organizations — from the cultivation of all
kinds of cattle breeding to the production of finished prod-
ucts. It is intended to introduce deep processing of meat in

11 regions and cities in the region, which, of course, will be
accompanied by the output of a large number of secondary
raw materials. Secondary raw materials can be further proc-
essed and used as a finished product or raw material for the
manufacturing products with complete production cycle. The
bill of goods, and recycled products and animal products and
their application are quite varied: from the textile and light
industry to cosmetics and engineering.

Since the most part of the secondary raw materials is lost
during slaughter, the main points of collection should be
placed at meat-processing plants and slaughter grounds.

The development of regional clusters of livestock can
solve not only the problems with meeting domestic needs,
but also to expand export opportunities in foreign markets
both through the expansion of the range of meat products
and through the production of exclusive products based
on recycling.

Quality criteria are of key importance in determining the
benefits of export of agricultural products. Therefore, the
priority should be given to issues of livestock breeding.
According to the studies conducted by the East-
Kazakhstan Scientific — Research Institute of Agriculture,
promising areas for pedigree sheep breeding were identi-
fied. Keeping livestock breeding will allow providing quality
conversion of sheep and then raising its productivity in
short terms. The success of pedigree stock-breeding de-
pends on the state of primary and zoo technical breeding
records on a sheep farm. The proposed plan of pedigree
breeding involves considerable financial investments and
experienced personnel supply.

In the process of studying the state and prospects of
animal husbandry development in the East Kazakhstan
region the areas were classified in order to identify priority
ones, which are then to be recommended as a priority in
the processing and delivery of recycled livestock sector.
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The total amount of meat produced in the priority areas of
the East Kazakhstan region

Determination of the coefficient of the output
of the integrated recycling

The definition of recycling in the priority areas of East
Kazakhstan region

Fig. 1. The algorithm for determining the yield of secondary raw materials in the slaughter of cattle

The algorithm involves the following steps: Step 1. The volume of meat produced in the priority areas is defined by the
data of official statistics. Particularly the information from statistical collection was used [1]. Summary information on the
amount of produced meat is given in Table 2.

Table 2. Amount of meat produced in the priority areas of the East Kazakhstan region in 2011

Groups of Areas Area Marketable meat (thousands of tons)

Areas of the first order Tarbagatay 19779,2
Urdjar 16758,9
Zharmin 13017,8
Priority areas of the second order Abay 11850,4
Ayagoz 16034,9
Total 77441,2

Note — compiled by the author according to the East Kazakhstan Department of Statistics

Step 2 The coefficient of the output of the integrated re- - . .
cycling is calculated by formula 1. Where: C — average integrated rate of recycled materials

- C. output in various types of livestock slaughter C; — the ulti-
C=—-"%x100% 1) mate production of recycled materials in S; _ total live
S, weight of cattle in tons

Table 3. Basic data and calculations to determine the average ratio of the integrated recycling

. Quantity produced meat in East Recycled Cattle live Recycled materials

_Kind | Kazakhstan in 2011(thousand of tons) | materials output | weight m output, tons

of livestock (i) m, 0, S.= W ,-001°p," S,
Cattle 58108,1 0.42 58353,18 24508,34
Small cattle 22607,2 0.29 22672,95 6575,156
horses 11040,5 0.26 11069,28 2878,013
swine 9923,7 0.5 9973,568 4986,784
Total 101679,5 102069 38948,29

- the exit rate of recycled materials of different cattle types are taken from reference and normative [2, 3, 4, 5].

C -38948,29/102069 *100 = 38,15 V=M*C )

The calculations showed that the integrated recycled | VWhere:V —recycled materials amount M — produced meat

output ratio is 38,15% ~ . -
Step 3 Determine the amount of recycled materials in amount C average integrated coefficient of recycled mate-

the East Kazakhstan priority areas by formula (2). rials output in slaughter of various types of livestock

Table 4. Output recycled in priority areas of the East Kazakhstan region in 2011 (in tons)

average yield differential Quantity recycled
Priorit East Kazakhstan | Meat produced, coefficient of recycled i
y areas "
areas tons, 2008 materials C materials (V=M*C ) tons
Tarbagatay area 19779,2 7547,504
Urdjar area 16758,9 6394,994
Areas of the first order Zharmin area 13017,8 0,3815 4967,435
Abay area 11850,4 4521,969
Areas of the second order Ajagoz area 16034,9 6118,724
Total 77441,2 29550,63
* — Data taken from East Kazakhstan official statistics
** — calculated by the author
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The calculations showed that the amount of recycled
materials in the priority areas in 2011 equals to 29550,63
tons. The expected effect can be differentiated by the
beneficiaries as follows:

— on a state scale — reducing the shadow economy of all
recycled materials, the development of manufacturing indus-
tries with innovative processing technologies, diversification
of export component in the agricultural sector; resourced
domestic processors of raw materials, ensuring the domestic
market with quality and eco-friendly products, expanding the
range of exports and profits on exports of goods with a high
level of local content, the intended using of investments in
agro-industrial complex (monitoring of expenditures), in-
volvement of financial resources of specialized and private
institutions in the turnover, establishing a specialized agricul-
tural bank, bank, developing related industries;

— across regions and districts — for rural areas — increase
the revenues of the district budget in the form of tax reve-
nues, create new businesses in rural areas, promote live-
stock development in the area as a profitable agricultural
sector, and stimulate the introduction of livestock species,
create new jobs, increase in income of country people, an
additional source of revenue for private holdings, reducing
the outflow of people from rural areas, improve market, in-
dustrial and transport infrastructure in rural areas, loyal ac-
cess to financial resources, develop small and medium-sized
enterprises in rural areas, form rural specific business — en-
vironment, attract experts and improve the professional
competency of the participants of recycling process [6].

We believe that this approach in locating industry,
processing secondary raw materials to obtain market prod-
ucts with high added value, will actualize the existing po-
tential of agriculture.

The Kazakhstan's export potential should comprise
animal secondary raw materials recycled. The use of recy-
cled materials in the finished production cycle would signifi-
cantly diversify the Kazakhstan's export component of the
agro-industrial complex in. In addition, the constraints on
the production of export oriented products in the livestock

XK. KoHyp6aeBa, kaHA. €KOH. HaykK, AoLl.,
A. 3aKkimoBa, KaHA. €KOH. HayK, AoL,.

sector can be divided into system or objective factors, not
influenced by anything, and subjective ones.

System factors include undeveloped markets for recy-
cled materials, and in some cases, complete lack of de-
mand, and lack of necessary facilities for transportation and
storage, as well as partial processing of raw materials in the
collection sites, low interest of agricultural structures in live-
stock breeding, a significant proportion of private livestock.

Subjective factors include the low level of skills in
processing industry, imperfect legal framework, the lack of
state support for processors of agricultural raw materials,
poor information and marketing support, poor transporta-
tion infrastructure. These factors together lead to ineffi-
cient use of recycled livestock. Export potential of the
country is closely connected to problems of transportation,
storage, gathering and processing. In general, providing a
comprehensive approach to recycling will be followed by
the export potential growth.
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CxipHo-Kasaxcbkui AepxaBHUIA TeXHiYHUIA yHiBepcuTeT im. [l. CepukbaeBa, Pecnybnika KasaxcraH,

M. PaxumbepanHoBa, AOKTOPaHT

Kazaxcbkuit ekoHOMiYHMIA yHiBepcuTeT iM. T. PuckynoBa, Pecny6nika KasaxcraH

PO3BUTOK PUHKY BTOPUHHOI CUPOBUHU TBAPUHHULIBA
AK ®AKTOP AUBEPCUDIKAL|II EKCITOPTHOIO MOTEHLIANY KA3AXCTAHY

Haiieaxnueiworo cknadoeoro YacmuHot eKcrnopmHo20 nomeHuyiany Kazaxcmany matombs cmamu npodykmu nepepo6ku e MOPUHHOI CUPOBUHU
meapuHHuUymea. BukopucmaHHsi éMOPUHHOI CUPOBUHU 8 3asepWeHOMY UYukii eupobHuymea do3eonums y 6azamo pasie dueepcugpikyeamu
eKcrnopmHy cknadosy KpaiHu e a2pornpomucsiogomy Komrekci Pecny6niku. BukopucmaHHs1 3arnpornoHo8aHo20 8 cmammi nidxody e po3MiujeHHi
2any3eli nepepo6Ku 8MOPUHHOI CUPOBUHU 3 MEIMOK OMPUMaHHSI PUHKO8020 NPodyKmy 3 eucokoro o0aHo eapmicmio, 0o3e0/1UMb peasizyea-
mu nomeHryian a2ponpoMucsI08020 KOMIEKCY OepiKasu.

Knroyoei cnoea: cupoeuHa, dueepcudgpikayisi, ekcriopm, nomeHyiasa, meapuHHUymeo.

XK. KoHyp6aeBa, kaHA. 3KOH. HayK, Ao,

A. 3akMmoBa, KaHA. 3KOH. HayK, AoLl.

BocTouyHo-KasaxcTaHckuin rocyaapcTBeHHbIM TeXHMYeckui yHusepcuteT um. [1. CepukbaeBa, Pecnyb6nuka KasaxcraH,
M. PaxumbepanHoBa, AOKTOPaHT

Kasaxckuin akoHommnyeckum yHuBepcutet um. T. PbickynoBa, Pecny6nuka KazaxcrtaH

PA3BUTUE PbIHKA BTOPUYHOI'O CbIPbA XKUBOTHOBOOYECTBA
KAK ®AKTOP AMBEPCU®UKALIUM SKCIMOPTHOIO NMNOTEHLUUAIJIA KASAXCTAHA

BaxHeliweli cocmagHol 4acmblo 3KCOPMHO20 nomeHyuana KaszaxcmaHna domkHbl cmamb npodykmbi nepepabomku eémopu4Ho20 CbiPbsi
JKueomHosodcmea. Mcronb3oeaHue MOPUYHO20 CbiPbsi 8 3a8E€PWEHHOM YUK/le npou3eodcmea 1o3eosium 60 MHO20 pa3 dusepcugpuyuposams
3KCMOPMHYI0 COCMABAOWYI0 CMPaHbl 8 a2pPOoNpPOMbIWIEHHOM Komekce Pecny6nuku. Ucnonb3oeaHue npednoxeHHo20 8 cmambe nodxoda e
pa3mMeuweHuu ompacnel, nepepabambigaroujux 8MOPUYHOE ChIPbE C YEJIbIO0 MOJTy4eHUs1 PbIHOYHO20 NMPodyKma ¢ 8bICOKol dobassieHHOU cmoumo-
CcMmbHo, M10380/1UM peasiuzoeams MoMmMeHyuan a2ponpoMbIWIeHHO20 KOMIJIeKca 20cydapcmea.

Knro4desnie cnosa: cbipbe, dusepcughukayusi, IKCnopm, NomeHyuasl, XusomHoeoocmeo.
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IMPLEMENTATION OF INFORMATION AND COMMUNICATION TECHNOLOGIES
AS A FACTOR OF COMPETITIVENESS GROWTH
BY THE SMALL ENTERPRISES IN CIS STATES

The article shows that the international network of electronic communication helps the various economic agents in finding
new partners, responding to the changing conditions quicker, facilitates the greater interaction of the economic partners and
establishment of the trusting and long-term relationships, reduces the transaction costs and the distance between the partners,
while simultaneously increasing the economic benefits of their relationship. It justifies the fact that the widespread implementa-
tion of information and communication technologies in the CIS countries might contribute to increasing the number of small
businesses and private business organizations, as well as strengthen their competitive positions in the domestic and foreign
markets. This article proves that the use of ICTs can enhance the effectiveness of the production and companies' management
system by increasing their access to the information, knowledge, financial services and other resources. As explained in this
work, due to the use of ICTs new opportunities are created for the small private enterprises to develop the existing and discover
the new types and directions of activity, which will contribute to the improvement of the population well-being. It also rationalizes
that the expansion of the ICTs' use by the government and other public bodies may support the increase of the business envi-
ronment transparency and simplify procedures for starting and running a business. It determines why the spread of information
technology, especially in the CIS countries, requires governmental support primarily in the development of information infra-
structure and adaptation of the legislation to the conditions of the information economy.

Keywords: information and communication technologies (ICTs); competitiveness; small enterprises; information infrastruc-
ture; ICTs goods’ exports and imports; ICTs services' exports and imports.

Introduction. It can be argued that there are almost no
areas left in the modern economic life, where information
and communication technologies (ICTs) are not used. Their
widespread use on an international scale has greatly ac-
celerated the spread of the economic relations' globaliza-
tion processes. International network of electronic commu-
nications helps different economic actors at both national
and international level in finding partners quicker and re-
sponding quickly to the changing conditions. All this con-
tributes to the greater interaction of economic partners,
establishment of the trusting and long-term relationships,
reduction of the distances and transaction costs and in-
creasing of the economic benefits of such relationships.

In a market economy, especially in the period of its
formation and development, as it occurs in the CIS coun-
tries, small businesses should be given a defining role in
ensuring the sustainable economic development of the
state, creation of jobs, replenishment of the state budget
and improvement of the population's welfare.

Questions of formation and development of the infor-
mation society and the economy as a stage of the modern
civilization's development that is based on the use of ICTs
and the creative work of human, cause the scientific debate
among both Ukrainian and foreign scholars. The econo-
mists and experts view information economy as a multidi-
mensional phenomenon from different positions. In particu-
lar, the works of Y.Bazhal, V.Heyets, S.Zhabin, A.Maslov,
V.Skalatsky, L.Fedulova and A.Chukhno are devoted to the
development of theory and the analysis of the information
society models; the researches of I. Vahovich, B. Grivnak,
S. Grinkevitch, A. Zharinova, L. Ischuk, G. Kucherov,
T.Lepeyko, O.Mazorenko and S.Pirig highlight the prob-
lems of the knowledge economy formation in Ukraine;
Ukraine's readiness to accept and integrate ICTs is seen in
the works of V.Furashev, D.Lande, O.Furashev,
0.Shevchuk, A.Golobutsky; the use of the ICTs in the
economy and its individual sectors is studied by such
Ukrainian and foreign scholars as G.Anilovska, A.Bakaev,
L.Bazhan, O.Volk, V.Guzhva, L.Dubchak, S.Dyatlov,
P.Eschenko, L.Kaydan, V.Koshkin, M.Kurkov,
A.Rumyantsev, V.Khoroshko, N.Shpak, M.Yatsenko.

However, despite the numerous studies the problems
of the information economy formation in the different coun-
tries of the world, practical aspects of this problem and the
impact of the information technology on the development of
certain economic sectors remain insufficiently researched.

The purpose of this article is to provide a rationale for
the wide use of ICTs by small businesses in the CIS coun-
tries for the improvement of their competitiveness, including
the competitiveness on the international markets. We would
like to show what possibilities and advantages the use of
information technology by the small enterprises creates for
their development and prove that the massive spread of the
small business can be a basis for the formation of the strong
and competitive economies in the CIS countries.

In our opinion, great prospects are opened for the small
businesses, especially for start-ups, in the knowledge
economy. In the modern conditions the newly created small
enterprises find it easier to work according to the new prin-
ciples, it is easier for them to take risks, they can be more
flexible and can adapt to the rapidly changing business
conditions quicker than the divisions of the powerful multi-
nationals. However, in order to act and react in such a way
it is required to have a broad and timely access to the in-
formation that modern ICTs can provide.

Under the conditions of the increased competition at
both national and international level, companies constantly
have to find the ways to make the system of production
and its management more efficient. The use of ICTs can
significantly help firms in this process due to the improved
access to information, knowledge, financial services and
other resources. In addition, ICTs can contribute to the
improvement of the business environment transparency,
which makes the competition conditions closer to perfect.

Thanks to the use of ICTs by the small private enter-
prises, new opportunities are created for the development of
the existing and discovery of the new types and directions of
activity, which, in turn, will contribute to the creation of the
additional jobs, increase of the tax revenues and improve-
ment of the population well-being. The dynamic functioning
of the private sector can facilitate attraction of the foreign
investors and expansion of trade relations with other coun-
tries that may also help to alleviate and reduce the cost of
implementing innovations. In this regard, in many countries it
is understood that the full implementation of ICTs in the pri-
vate sector will help boost its competitiveness.

In the current circumstances, the use of the mobile
communications and the Internet greatly increases the
prospects of the small enterprises' development in the CIS
countries. The modern technology of the broadband ac-
cess to the Internet (BBA) significantly improves the oppor-
tunities of the enterprises to develop forms of e-business

© Kuzioma 0., 2013
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and the sale of goods and services through e-commerce
and increases the impact of ICTs by creating additional
areas of the business development and contributing to the
economic growth of the state [1]. Thanks to e-business,
entrepreneurs gain additional opportunities to start their
own businesses with minor investments.

However, statistical data shows that despite significant
progress in the recent years the access of the small enter-
prises that belong to the CIS countries' private sector to the
broadband (high-speed) Internet is still insufficient. Accord-
ing to the International Bank for Reconstruction and Devel-
opment (IBRD) [2] that uses an indicator of the number of
the fixed broadband Internet subscribers per 100 inhabi-
tants, the best situation among the CIS countries in 2011
was in Belarus, Russia, Azerbaijan and Moldova, where

the figure varies from 10 to 22 (Table 1). Meanwhile, in
such countries as Uzbekistan, Kyrgyzstan, Tajikistan and
Turkmenistan it was less than 1. For comparison, in the
developed countries this indicator ranges from 22.8 in ltaly
to 39.2 in Switzerland.

As for the number of the Internet users per 100 inhabi-
tants, the leaders among the CIS countries in 2012 were
Azerbaijan, Russian Federation and Kazakhstan, where this
indicator amounted more than 50 people, being close to the
level of the developed countries, such as Greece and ltaly
(56-58 people). At the same time, in the Nordic countries this
figure is 94-96 inhabitants [2]. In most CIS countries, the num-
ber of Internet users per 100 inhabitants is in the range of 30
to 40 people, with the smallest number of them in 2012 being
in Turkmenistan, Tajikistan and Kyrgyzstan (Table 1).

Table 1. Indicators of the information infrastructure development in the CIS countries

Number of fixed broadband | Number of fixed broadband .
Indicators access to the Internet users | access to the Internet users Number of th.e Inte.rnet users Nun.1ber of mobile
L - . (per 100 inhabitants) subscribers (thousands)
I countries (per 100 inhabitants) (thousands)
2008 2012 2008 2012 2008 2012 2008 2012

Azerbaijan 0,67 13,80 58,7 1283,1 17,4 54,2 73 107
Armenia 0,36 6,64 11,1 197,1 6,2 39,2 47 107
Belarus 4,94 26,56 474,3 2513,6 23,2 46,9 84 112
Kazakhstan 4,22 9,72 661,4 1632,7 11,0 53,3 95 175
Kyrgyzstan 0,36 2,62 19,1 146,3 15,4 21,7 65 125
Moldavia 3,17 11,85 113,2 421,8 23,8 43,4 67 116
Russia 6,48 14,48 9198,4 20783,6 27,1 53,3 139 184
Tajikistan 0,05 0,08 3,3 6,4 8,8 14,5 55 92
Turkmenistan 0,00 0,03 - 1,6 1,8 7,2 23 76
Uzbekistan 0,25 0,72 68,3 2144 8,9 36,5 46 72
Ukraine 3,48 8,11 1609,8 3697,6 10,9 33,7 121 132

* Source: compiled and calculated from the data provided by the IBRD // http://data.worldbank.org/topic/infrastructure/

Indicator of the mobile communications' availability in
all CIS countries, except Uzbekistan, Tajikistan and Turk-
menistan, is high — more than one mobile phone per each
resident, with the figure for Russia being as high as 1.8 [2].
The widespread use of the mobile communications, espe-
cially with the possibilities of the Internet access, can be a
positive factor for the development of the small businesses
and individual entrepreneurs as mobile connection pro-
vides quick access to the information and allows respond-
ing quickly to the changes in the market environment. Mo-
bile communication also facilitates closer links with the
suppliers and customers and increases the effectiveness of
the business communications with them, reducing the need
for the frequent business trips, consequently reducing the
management costs. In addition, thanks to the extension of
the mobile applications range (from text messaging to fi-
nancial transactions) the possibility of providing a variety of
related services is increasing for small businesses.

The use of ICTs in the production of goods and ser-
vices opens up additional opportunities for the businesses
to develop and generate innovations that can promote
technology upgrade and improvement of the population
well-being on the state level.

The implementation of the mobile payment systems is
one of the most promising potential opportunities of ICTs use
for the development of the small businesses and private
entrepreneurship. The aforementioned process will allow
them to save money on financial services while these busi-
ness entities conduct transactions, receive small amounts of
money or process microcredits. The more employers will use
these systems, the stronger will be the effect of such an im-
plementation, and these employers, in turn, will be more
tailored to the needs of the small businesses [1].

The use of the ICTs by the different government agen-
cies will help to reduce the time and cost of business regis-

tration and licensing, which is especially important for the
small businesses and entrepreneurs. The simplification of
the company registration procedures will mean greater
transparency of the business environment that also contrib-
utes to the solution of a number of the pressing problems for
most CIS countries, such as the reduction of the shadow
economy, the growth in tax revenues and an increase in
legal employment. In addition, a list of e-Government ser-
vices for the businesses can include the declaration of in-
come and payment of taxes with the use of the Internet, utili-
ties' and other services' payments, an automated system of
customs duties and the functioning of the vacancies bank for
the potential employees. It should be noted that today e-
government in CIS operates only in Russia, Kazakhstan and
Belarus, with the works on its creation in Ukraine being per-
formed and scheduled for completion in 2014.

As the data in Table 2 shows, the CIS countries are
relative outsiders on the global market for goods and ser-
vices of the ICTs sector. Moreover, low values are typical
not only for the absolute, but also for the relative volumes
of both exports and imports.

For example, while the share of ICTs goods in the total
world goods' export in 2011 amounted to 10.9%, being
19.2% in the developing countries 19.2% and 6.2% in the
developed countries, in the CIS countries this figure was
the lowest — only 0.3%. More or less prominent exporters
of ICTs goods among the Commonwealth countries are
Russia, Ukraine, Belarus and Kazakhstan, but even the
export of the leading CIS country — Russia — in 2011 was
more than 400 times less than that of China, which holds a
leading position in the world export in the ICTs sector. The
share of Russia in the global export of such goods in 2011
was only 0.07%. For comparison, in the same period for
China it amounted to 28.2%. Accordingly, for the other
Commonwealth countries these figures are even worse.
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Table 2. Trade performance of individual countries in the ICTs sector in 2008-2011
Indicators / countries 2008 2009 2010 2011
Export of the ICTs sector goods (millions USD)
Belarus 111 85 126 156
Kazakhstan 19 27 - 125
The Russian Federation 784 838 926 1227
Ukraine 648 438 551 610
World 1637 683 1409 546 1726 578 1803017
China 396 424 356 301 459 522 508 012
Hong Kong (China) 151 599 141 881 176 964 193 528
Taiwan (China) 75 487 67 054 94 702 105 765
USA 138 001 113 157 134 549 140 568
Singapore 117 154 91442 120 806 118 391
Import of the ICTs sector goods (millions USD)
Belarus 794 530 853 781
Kazakhstan 738 829 - 2183
The Russian Federation 20 810 12435 19 526 21 906
Ukraine 1628 993 1940 2136
World 1757764 1 506 040 1876 486 947 221
China 239 961 220 214 284 783 313798
Hong Kong (China) 156 527 149 537 188 736 206 446
Taiwan (China) 256 235 230 627 280 074 290 565
USA 94 718 78 522 97 728 100 187
Singapore 73 841 62 726 83132 86 724
The share of ICTs goods in total exports (%)
World 10,54 11,63 11,78 10,94
Developing countries 17,43 19,42 19,54 19,24
CIS countries 0,23 0,33 0,29 0,30
Developed countries 6,91 7,08 6,91 6,15
Export of the ICTs sector services (millions USD)
Belarus 298 307 385 450
Moldavia 112 114 133 148
The Russian Federation 2950 2472 2538 2970
Ukraine 597 777 947 1275
World 297 496 287 211 310 117 351 662
USA 23 421 23 761 25090 28 301
Germany 20714 19 491 21714 24 040
United Kingdom 21 686 21185 21759 23991
China 7 822 7710 10 476 13 863
Note: "-" — denotes the absence of data.

* Source: compiled and calculated from the data provided by UNCTAD // http://unctadstat.unctad.org/ReportFolders/reportFolders.aspx/

It should be noted that the CIS countries import much
more ICTs goods than they export, which, incidentally, is
also characteristic of most developed countries, but the
volume of such import by the Commonwealth countries is
ten times (for Russia) and one hundred times (for the
other CIS countries) less than that of the leading coun-
tries of the world ICTs sector market. Again, the share of
Russian import, which ranks first among the CIS coun-
tries, amounted to only 1.1% of the world ICTs sector
production import in 2011, and the largest volume of ICTs
goods' import came to China, amounting to 16% of the
global import in this commodity group.

As for the export of ICTs services by the CIS countries,
the situation is somewhat better than the export of goods of
this group, but we still have to note a low level of competi-
tiveness of the Commonwealth countries in the world mar-
ket of ICTs services, as evidenced by both absolute and
relative performance. Leading positions among the CIS
countries in the export of ICTs services are held by almost
the same countries as in the export of this sector's goods —
Russia, Ukraine, Belarus and Moldavia. However, even the
largest volume of such exports, reached by Russia in 2011,
was 9.5 times less than the volume of the ICTs services
sold on the world market by the U.S. — the leading country
in this segment. The share of exports of Russia and
Ukraine in the world ICTs services export in 2011
amounted to only 0.8% and 0.36% respectively.

In this regard, it should be noted that Russia, Ukraine
and Belarus, at least, have the sufficient potential for in-
creasing the volume of the ICTs services export. In
Ukraine, for example, domestic providers of this kind of
services have traditionally been more oriented to the exter-
nal customers than to the domestic market. In 2010,
Ukrainian export of ICTs services reached 947 million USD
[3], while ICTs services' volume in the corporate sector of
the domestic market amounted to only 189 million USD [4].
Even with taking into account the provision of such ser-
vices to the private users, their export exceeds the amount
of consumption in the domestic market by 2-2.5 times, that,
on the one hand, demonstrates the competitiveness of the
domestic ICTs services in the world market, and, on the
other, a lack of demand for these services from the domes-
tic private entities. According to the international consulting
agency IDC, the market development of ICTs services in
Ukraine is constrained by the insufficient qualification of
both customers and services' providers, a high share of the
shadow economy and the dominance of corruption in both
public and private sectors [4]. Experts also point out the
imbalance in the consumption structure on the ICTs ser-
vices market: in Ukraine more than half of such services
are provided to the financial institutions and communication
services, while in Eastern Europe this indicator does not
exceed 40%, amounting to 34% in Russia. These facts
show a lack of proper attention to the information technol-
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ogy from the industrial private companies and the low level
of its use, which, in turn, open up opportunities for the do-
mestic companies supplying ICTs services to expand the
domestic demand for these services and realize the exist-
ing potential in this area. In addition, the increase of the
competitiveness of the companies providing ICTs services
in the internal market can also contribute to the expansion
of their export activities.

However, the conducted statistical analysis shows the
lack of competitiveness of the ICTs sector goods and ser-
vices, produced in the CIS countries, and the lack of atten-
tion to the development of this sector in the aforementioned
countries at the state level.

Conclusions. As a result of the conducted research,
we can identify the following:

— opportunities that are created for the small businesses
due to the use of ICTs, i.e. the decrease in investments re-
quired to start a business, reduction of the time and cost of
business registration thanks to the functioning of the e-
Government, the increase of the sales volumes through the
use of the e-commerce channels, the opening of the new
kinds and directions of activity not only on the domestic, but
also on the foreign markets, the increase of the production
and efficiency of the production management system
through the reduction of the operating and transaction costs,
cheapening of the financial and credit operations based on
the use of the mobile payment systems and an increase in
production and sales of goods and services in the ICTs sec-
tor itself through the stimulation of the domestic demand and
the realization of the export potential;

— benefits that the widespread introduction of ICTs cre-
ates for the small businesses: greater flexibility and mobil-
ity, opportunities to risk without the significant losses and
better adaptability to the rapidly changing conditions com-
pared to the large enterprises and corporations;

— benefits for the state, in which the small businesses are
actively developing with the use of ICTs: growth in employ-
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ment (including self-employment) and tax revenues, reduction
in payments to the unemployed, creation of the innovations on
the basis of growth in demand for products and services of the
ICTs sector, improvement of the investment climate in the
country through the strengthening of the ICTs infrastructure,
the development of the trade and investment relations with the
other countries, the reduction of the shadow economy sector
and the level of corruption facilitated by the simplification of the
procedures of starting and running a business and the use of
the e-Government facilities.

However, along with the highlighted advantages, cer-
tain problems significantly inhibit the large-scale use of
ICTs by the small businesses in the CIS countries, e.g. the
lack of the population's access to the Internet, underdevel-
opment of the information infrastructure, the absence of the
legal framework for the development of e-commerce in
most of the analyzed countries, the high cost of the mobile
applications, absence of the e-Government in most CIS
countries and a substantial lagging of the national export-
ers of goods and services in the ICTs sector compared to
the global market leaders in terms of sales and the market
share. The possibilities of overcoming these problems, as
well as the role of the state in the process of stimulating the
development and implementation of information and com-
munication technologies, can open perspectives for further
research in this area.
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BMPOBAIXEHHSA IH®GOPMALIMHO-KOMYHIKALIMHUX TEXHOMOTA MANUMU NIANPUEMCTBAMM KPATH CHA
AK ®AKTOP 3POCTAHHSA IXHbOI KOHKYPEHTOCINPOMOXHOCTI

Bu3Ha4eHO, W0 MixHapoOHa Mepexa esleKmpPOHHUX KOMYHikayili dornomazae pi3HUM eKOHOMiYHUM cy6'ekmam weudwe 3Haxodumu napmHe-
pie, onepamueHiwe peazyeamu Ha MiH/Iuei ymoeu, 3MeHwWye eidcmaHi i mpaHcakuyiliHi eumpamu Mix napmHepamu, nideuujye eKOHOMi4Hy eu200y
ix e3aeMoesioOHocuH. O6rpyHmMoeaHo, W0 WupoKe enpoeadxeHHs1 iHghopmauyiliHo-koMyHikayiliHux mexHonozili e kpaiHax CH/] moxe cnpusimu 36i-
NbWEHHI0 KinbKkocmi Manux nidnpuemMcme i npueamHux niONPUEMHUYbLKUX CMPYKMYP, a MakKoX MOCUIeHHIO IXHIX KOHKYPeHMHUX rno3uyill siKk Ha
8HYMPIiWHLOMY, mak i Ha 308HiWHIix puHkax. [JoeedeHo, wo eukopucmarHsi IKT moxe cnpussmu nideuweHHI0 egheKmueHocmi cucmemu eupobHuU-
ymea i ynpaeniHHs koMnaHill 3ae0sIKU PO3WUPEHHIO iXHbo20 docmyny 0o iHghopmauii, 3HaHb, ¢hiHaHCoBuUX nMocsly2 ma iHwux pecypcie. 3ae0siKu
sukopucmarHio IKT dns manux npueamHux niGnpuemMcme cmeoproroMbCs HO8i MOX/IUBOCMI PO38UMKY iCHylo4uUX i 8iOkpumms Hoeux eudie i
HanpsiMkie OisiibHOCcMi, W0, y Ceor Yyepay, cCpusimume cmeopeHH0 000amkKoeux poboyux MicUyb, 36inbweHH0 nodamkoeux Ha0Xo0xeHb i 3poc-
maHH 006pobymy HaceneHHs. [JuHamiyHe hyHKUiOHy8aHHs1 MpusamHO20 CeKmopa MoXe Crpusimu 3aly4eHHIo0 iHo3eMHuUX iHeecmopis, po3wu-
PeHHI0 mopaoeesibHUX 8iOHOCUH 3 IHWUMU KpaiHamu, W0 MaKoX MO)Xe Crpusimu rnoJsie2weHHIo i 30euwleesieHHI0 enpoesadeHHs iHHoeayil. O6rpy-
HMOo8aHo, W0 NowupeHHs1 iHghopmayitiHux mexHosoeiti, ocobnueo e kpaiHax CH/], nompebye OepxasHoi NnidmpumMKu, 8 nepuy 4epay, 3 po38umky
iHghopmauyitiHoi iHghppacmpykmypu ma adanmauyii 3akoHodaecmea Ao yMoe iHghopMayiliHoi eKOHOMIKU.

Knro4oei cnoea: iHgpopmayiliHo-komyHikauyitini mexuonoeii (IKT); koHKypeHmocnpomoxxHicmb; mani nidnpuemcmea; iHgpopmauiliHa iH¢gpa-
cmpykmypa; ekcriopm / imnopm IKT-moeapie i nocnye.
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BHEOQPEHUE UH®OPMALIMOHHO-KOMMYHUKALIMOHHBLIX TEXHONOIMUIA MAJbIMW NPEANPUATUAMU CTPAH CHI
KAK ®AKTOP POCTA UX KOHKYPEHTOCIMOCOBHOCTHU

OnpedeneHo, Ymo MexOyHapoOHasi cemb 3/IeKMPOHHbIX KOMMYHUKayuli momo2aem pa3iudHbIM 3KOHOMUYECKUM cybbekmam 6bicmpee Haxo-
dumb napmHepos, ornepamueHee peazupoeamb Ha U3MEHSIIOUWUECST yCII08Usl, YMeHbWaem pacCcmosiHUs U mpaH3aKyUOHHbIe U30epKu Mexdy
napmHepamu, noebiwaem 3KOHOMUYECKYI 6bl20dy UX e3aumMoomHouleHuli. O60CcHO8aHO, 4YMO WUupoKoe eHedpeHue UHEOPMayUOHHO-
KOMMYHUKayUOHHbIX mexHosio2uli 8 cmpaHax CHI" moxem crnoco6cmeogamb yeesiudeHUro Kou4yecmea masbiX npednpusmull u 4acmHbIX npeo-
NpuHUMamesnbCKUX CMPYKMyp, a makxe YKperleHUuro UX KOHKYPeHMHbIX no3uyull kKak Ha 6 HympeHHeM, MaK U Ha 8HeWHUX pbIHKax. [Joka3aHo,
4ymo ucnonb3oeaHue UKT moxem crnoco6cmeosams noebiwieHUro aghghekmusHocmu cucmembi npouszeodcmea U ynpaesieHuUsi kKomnaHul 6nazo-
OGaps pacwupeHuto ux docmyna K uHghopmMayuu, 3HaHUsIM, QpuHaHCcOo8bIM yciy2am u dpyaum pecypcam. bnazodaps ucnonb3oeanuto UKT dnsi ma-
NbIX YacMHbIX npeodnpussimull co3daromcsi Hoeble 803MOXXHOCMU pa3eumusi cyujecmeyrouux U omKpbimusi Hoebix eudoe u HanpaesneHul des-
mesnibHOCMUu, Ymo, 8 ceoro o4yepedb, 6ydem crocob6cmeogame co30aHuU0 AONOIHUMESIbHbIX pabo4yux Mecm, yeeslu4eHUI0 Hasl0208bIX nocmyinie-
Hull u noebiweHuUto 61a20cocMosIHUSA HaceneHus1. [JuHamu4yeckoe (hyHKYUOHUPOBaHUE YaCMHO20 ceKmopa Moxem crioco6cmeoeamsb npueseye-
HUI UHOCMPaHHbLIX UHEEeCMOopPOos, pacllupeHUI0 MopP206bIX OMHOWeEHUU ¢ Opy2uMu cmpaHaMu, Ymo makxe Moxem crioco6cmeogame obrezye-
HUro u ydeweesieHU0 eHedpeHus1 uHHoeayul. 060cHOBaHO, YMo pacrnpocmpaHeHue UHGHOPMayUOHHbIX mexHosio2uli, o.cob6eHHOo 8 cmpaHax CHI,
Hyxdaemcs 8 2ocydapcmeeHHOU noddepikke, 8 nepeyro oyepedb, Mo pa3zsuMuUI0 UHOPMayUOHHOU UHpacmpykmypbl u adanmayuu 3aKoHooda-
menbcmea K ycr108usiM UHGhopMayUOHHOU 3KOHOMUKU.

Knroyeenie cnoea: uHghopmayuoHHO-KOMMyHUKayuoHHble mexHosnoauu (UKT); koHKypeHmocnocobHocmb,; Manble npednpusimusi; UuHgopma-
YuoHHasi uHghpacmpykmypa,; akcnopm/umnopm UKT-moeapoe u ycnye.
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IMBALANCES IN THE FINANCIAL SYSTEM OF UKRAINE AND THEIR TRANSMISSION
TO THE SYSTEMATIC RISKS IN THE MONETARY STABILITY

The article examines the current state and major imbalances in the financial market of Ukraine, which are the source of risk to
the national economy and can significantly affect the monetary stability during the post-crisis period and the period of recession.
Threats that are associated with peculiarities of the institutional structure of the financial market of Ukraine are analyzed, namely,
on the one hand, the importance of banking institutions, and on the other — functional inadequacy of the banking systems in en-
suring monetary and financial stability. The analysis shows that the weaknesses of the banking system have led to the accumula-
tion of risks and structural misbalances in the Ukrainian economy which pose a danger to stability in the financial sector. Con-
clusions and measures are substantiated for the use of tools of monetary policy in order to strengthen monetary and financial
stability. Among them are: the necessity of changes in the methodological tools of assessment of the financial stability and ac-
cumulation of systemic risk in the economy, measures to manage the inflation risk as the main internal risk for Ukraine, ways of
enhancement of interaction between the banking system and the national economy through the interest rate benchmark.

Keywords: financial market, monetary stability, banking system, credit boom, financial institutions, systematic risk.

In recent decades the expansion of financial interme-
diation and, consequently, increase of the impact of finan-
cial institutions on the economy has been taking place.
This influence can be either stimulating and guiding nor
suppressing and devastating. Therefore theoretical basis
as the rationale of the financial system features becomes
especially significant which serve to economic interests of
the society in the financial sector.

Institutionally financial system is represented by a set of
agents that perform a number of wide functions (transfor-
mation, money creation and control of money supply, in-
termediary in payments, etc.) and specific functions (e.g.
act as backbone institutions whose activities affect the sta-
bility of the financial system and determine the financial
safety). In practice, these functions are difficult to clearly
delineate. Effective performance of the financial system is
provided by the existence of certain qualities and neces-
sary structural organization. At the same time, these char-
acteristics are not internally inherent for the financial institu-
tions, they are provided through the development of the
legal framework in which a certain power, authority and
mission of different financial institutions is specified. In this
form the state creates the conditions for financial institu-
tions for effective financial intermediation and risk man-
agement. However, the creation of such conditions should
be done on mutually beneficial basis and have predictable
consequences. It is expected that financial intermediaries
with sufficient potential in the detection and removal of
threats to financial stability will act on the financial market
in the interests of society and the state. The nature and
form of the financial system participation to ensure the
financial stability have begun to be perceived by the soci-
ety in Ukrainejust recently. It is important to find the right
incentives for financial institutions to maintain financial
stability, even if sometimes it is contrary to commercial
interests. At the same time, it is necessary to develop the
society trust in the ability of financial institutions to influ-
ence financial stability in the country, to develop the qual-
ity requirements to the financial system in the context of
financial stability. These measures will help to establish
an efficient system to protect the economy of Ukraine
from the domestic and external shocks.

Studies of parameters that determine the ability of the
financial system to perform assigned functions were de-
ployed in the study of the phenomenon of financial stability.
The most significant contribution to the study of these prob-

lems did Bernanke B., H. Shinazi, J. Stiglitz and F. Mishkin.
Research on the impact of financial institutions on the fi-
nancial stability is carried out on a regular basis by the
specialists of domestic institutions that act as regulators in
different countries, including the ECB, Bank of England, the
Bank of the Netherlands, the Bundesbank, the U.S. Fed-
eral Reserve System, the leading international organiza-
tions, including the IMF, the Bank for International Settle-
ments, institutions of WB.

The relevance of this problem becomes more compli-
cated in the case of indefinite relations between elements
of the financial system, which is typical case for countries
with developing economies.

Thus, the aim of this article is to identify and summa-
rize the problems and risks in financial markets that form
negative trends in the economy of Ukraine, particularly in
the monetary area.

Features of the economy of Ukraine after the crisis
2008.

The escalation of the crisis 2008 in Ukraine showed
that the financial system can be a conductor of global fi-
nancial risks into the economy, even if it does not experi-
ence the problems that triggered the global financial crisis
in developed countries.

Economy of Ukraine can be characterized as a small and
open by international standards. Such kind of economy is
vulnerable to some of the internal and external factors that
have global or national influence and are challenges for the
financial system to preserve financial stability.

The openness of the economy is used to be evaluated
in two vectors: trade openness and financial openness.
The first one shows level of participation of the country in
world trade (measured as the ratio of imports and exports
to GDP), the second one estimates the degree of the in-
volvement of national financial markets to global financial
flows (measured as the ratio of foreign assets and liabilities
to GDP). Figures 1 and 2 show the dynamics of financial
and trade openness for a group of countries during 2000-
2008. As shown in the figure Ukraine had shown strong
growth of financial openness since 2005 in comparison to
other countries with emerging market. However, trade
openness of Ukraine for a long period had remained
roughly unchanged. This indicates the increase of the vul-
nerability of the Ukrainian economy from fluctuations in the
financial markets mainly(Ministry of Economic Develop-
ment and Trade of Ukraine, 2012); (Liubkina O., 2012).

© Liubkina O., Borovikova M., 2013
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Fig. 1. Financial openness of the selected countries with emerging market (International Monetary Fund, 2012)
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Fig. 2. Trade openness of the selected countries with emerging market (International Monetary Fund, 2012)
* Source: [4].

The World Bank has developed criteria for the division
of national economies into groups according to the level of
gross national income per capita: low income (less than
US$ 995), with income below average (US$ 996 — 3945),
with income above the average (US$ 3,946 — 12,195) and
high income (over US$ 12,196) (World Bank Group, 2012).
Following this classification the economy of Ukraine refers
to a class of economies with income below average: gross
national income per capita as of 2009 was $ 2800.

These parameters specify the level of economic damage
from the global financial crisis. Firstly, the impact was signifi-
cant due to the changes in world trade. Because of the de-
cline in real GDP, and hence drop in demand in most coun-
tries and primarily in developed ones, exports and imports
decreased both in separate countries and in the world as a
whole (and not only in money terms due to the fall in prices,
but also in volume). This affected the volume of foreign trade
of Ukraine, there were changes in the structure of bilateral
trade, the role of import-export operations with energy sup-
pliers including Russia increased. This was due to depend-
ence of Ukraine on energy imports, as well as the relatively
low competitiveness of Ukrainian products on foreign mar-
kets. Reduced demand for Ukrainian export, while the rising
cost of energy supply contracts were powerful drivers of
growth of corporate debt, mainly export-oriented corpora-
tions, which by nature of its products are key consumers of
energy (National Bank of Ukraine, 2012).

This was a challenge for the banking system to meet the
needs of strategically important clients in lending in the gen-
eral trend of accumulation of corporate debt private sector.

Another powerful channel of influence on the economy
of Ukraine was the decline in external financing. Restricting
access of banks to external sources of financial capital,
reduced volumes of foreign financing because of the global
crisis together with the fading of economic activity within
the country and the mass withdrawal of savings from the
banking system worsened significantly the ability of banks
to properly serve their liabilities.

Accordingly some of banks went bankrupt and for most of
them the risk of bankruptcy became very probable. At this
time, rose the number of requests of commercial banks for
urgent refinancing to the National Bank of Ukraine (NBU).

High vulnerability of domestic financial system has also
been linked to a lack of experience in the successful im-
plementation of anti-crisis programs in the financial mar-
kets, the lack of a single, comprehensive government pol-
icy for maintaining financial stability.

Thus, the external risks influenced Ukraine through
trade and financial channels that connected the economy
with the rest of the world, and all of them directly or indi-
rectly were related to the financial institutions and to the
banking sector the most.

Banking as the determinant part of financial system
of Ukraine

Banking sector is the largest component of the financial
system of Ukraine and covers more than 70% of the total
assets of the financial market, that is why its contribution to
the formation of financial stability is the most important.

Key characteristics of the banking system of Ukraine
are in general consistent with the characteristics of the
banking systems of other countries with emerging markets.
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In particular, the industrial structure of loan portfolio is
characterized by a focus on industries with high demand on
credits and solvency of companies. The largest concentra-
tion of loans is in trade, manufacturing and real estate —
9%, 6% and 4%, respectively. Most loans in foreign cur-
rency are obtained by manufacturing, transport and com-
munication and construction industries (55%, 42% and
38% of the volume of loans in the sector respectively). The
largest share of income banks receive through interest

margin, which is a typical practice for countries with emerg-
ing markets (Batkovskyi V., 2009).

There are also significant regional imbalances of banks'
activity (Figure 3). Most banking institutions are concen-
trated in developed industrial regions — in the metropolitan
area is concentrated 63% of the total number of banking
institutions, in four industrial regions — almost 24%, ten
regions do not have any existing bank (no bank is regis-
tered in region, only branches).
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Fig. 3. Concentration of banks by regions of Ukraine, as of March 2012 (National Bank of Ukraine, 2011)

Source: [13].

The reason for such disproportion is the comparatively
greater demand from administrative centers and industrial-
ized regions of banking services and a high concentration
of businesses. At the same time banks deliberately avoid
additional risk in regions with agricultural specialization.
This this is the main reason why agricultural regions are
inferior to industrially developed regions in the use of bank-
ing services — high financial risks, particularly from bad
harvests, fluctuations in agricultural prices, profits depend-
ing on the price of fuel and gas, planting materials, gov-
ernment subsidies, etc. However, given the recent global
and regional trends in the economy, the agricultural sector
in Ukraine is increasingly highlighted as a promising sector.
The competitive advantages of agriculture in Ukraine are:
climate and large areas of farmland, vertical integration and
weak competition, entrepreneurial approach based on
management, low level of debt, accumulated liquidity, high
demand in the domestic market and export potential, gov-
ernment support and more. Given the significant growth
potential of the agricultural sector, in the nearest time it is
likely to expect changes in the sector orientation of the
banking system of Ukraine.

The credit boom as the driving force to the finan-
cial crisis.

The growing interest of banks in profit by expanding
lending activity together with a high demand for financing
creates additional risks for banks which can turn into a sys-
temic risk. Thus, the dynamic development of the banking
sector and expansion of credit activity in transition econo-

mies are often accompanied by a credit boom phenome-
non — the rapid growth in lending.

The credit boom was also observed in Ukraine before
the 2008 crisis. Since 2000, the real growth rate was on
average 45.9p.p. per year, reaching a peak of 60% in
November 2003, and decelerating to 55.2% in the end of
2004 (National Bank of Ukraine, 2010). This revival of
lending had ambivalent nature considering the conse-
quences for the economy of Ukraine. On the one hand
credit boom created the conditions for the expansion of
reproductive processes, on the other — was the main
source of risks to financial stability.

Research of western economists shows that the periods of
abnormal credit growth (from 20% to 60% of GDP and more)
come before the banking crisis with 20% probability (IMF,
2005). In Ukraine this trend was confirmed since 4 years be-
fore the 2008 crisis, the ratio of loans to GDP in the banking
system of Ukraine amounted to almost 24%. A similar value
was observed three years before the 1994 crisis in Mexico
and four years before the 1997 crisis in the Philippines.

In Ukraine, the formation of the threats from the credit
boom was caused by the following factors:

» reduced quality of credit risk assessment because of
the large number of loans;

+ underestimation of credit risk because the estimation
was based on the current state of the economy and sus-
tainable growth of the collateral value in the future;

« facts of refinancing of existing obligations with the new
loans;
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« deterioration of the quality of loan portfolios of banks.

During the credit boom there were facts of negative fig-
ures of real interest rates on loans. For example, in 2007
and 2008 the average interest rate of commercial banks in
relation to inflation was -3.1% and -6.3% respectively. This
is compelling evidence that the banks actually provided
loans at a loss, probably because of greater interest in ex-
panding the number of borrowers that subsequently prom-
ised greater profits from their service.

Credit growth without adequate supervision policy on
credit risks actually increased the destructive potential of
the crisis, as provoked accumulation of huge volumes of
debt in the banking system, which subsequently stopped to
be properly maintained. Boundary figures of the growth of
credit volumes can be determined from the historical data
and information about their impact on economic dynamics
across countries. The figure shows the maximum rate of
bank retail lending which was in the years 2002-2009 in
selected countries (Figure 4). The year when there were
such maximum rate of loans are specified in parentheses

next to the country. In all these countries after the credit
boom there was observed the sharp drop in lending, which
was associated with either the following factors:

1) reduction or external financing (Ukraine, Belarus,
Georgia, Azerbaijan) in 2008;

2) slowdown of economic growth because of the de-
crease in exports (Turkey, Kazakhstan).

Thus, after 2005 Turkey lost its competitive position in
the market of the textile industry in East Asia, which af-
fected the rate of lending and the trade deficit of the coun-
try increased dramatically. In Kazakhstan the impact of the
global crisis became noticeable earlier than in other coun-
tries of Eastern Europe — in 2007 the economy of the coun-
try went into recession due to slump in prices on oil, which
occupied 90% in the share of exports on the country. Fur-
ther reduction in the rate of lending in Turkey and Kazakh-
stan has been associated with the crisis in 2008, the ef-
fects of which have been increased by the accumulated
foreign debts of banks and the risks that have been accu-
mulated in the banking system during the credit boom.
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Fig. 4. Dynamics of lending during the credit boom in 2002-2009

* Source: [5].

Thus, the rates of lending in the range from 50% to 80%
are critical considering the financial safety of the country. After
such cases of credit boom a sharp slowdown in lending and a
crisis is likely to take place in the economy over the next two
to three years. Such wide gap in lending rates range is asso-
ciated with features of the economy, the structure of lending
and ability of national regulators to take the necessary meas-
ures for risk management during credit boom.

Impact of financial institutions on the monetary sys-
tem of Ukraine. Influence of financial institutions and, in par-
ticular, banks on the financial stability is caused through the
both direct and indirect channels. Thus, from our point of view
it is not so important the channels of influence themselves but
the potential possibility of different indicators of financial insti-
tutions affect the achievement of the crucial parameters that
determine the standing of financial system.

Influence of financial institutions on the stability of
money market is determined with the measures in re-
sponse to the economic challenges, the main of which is
inflation. The consumer price index (CPI) form components
such as core and headline inflation, while core inflation
(which share in the structure of the CPI is 54.6%) deter-
mines the change in prices of food products with a high
degree of processing, consumer goods and services that
are not regulated by administration. Headline inflation
(whose share in the structure of the CPI is 45.4%) is com-
posed with raw foods (their share in headline inflation —
28.1%), administrative goods and services (15.7%), fuel
(1.6%). Along with this, situation in the money market af-
fects directly the narrow core inflation which is defined as
the change in prices of non-food products except fuel (as

an indicator of imported inflation) and its share in core infla-
tion is 17%. In September 2010, the narrow core inflation
increase by 0.5p.p. (0.2p.p. is its contribution to the change
in the core CPIl) was associated with a weakening of the
nominal effective exchange rate and strengthening the
euro on world markets.

Under such conditions, there exists indirect impact of
banks on the structure of the CPI: by establishing the level
of consumers' solvency (interest rate policy on loans and
deposits for households), changes in production costs (the
cost of loans to producers), or a change in purchasing
power of the national currency (the influence of exchange
rate changes on prices of imported goods) and inflation
expectations (including trust in the banking system and the
national currency) (Batkovskyi V., 2009).

In addition, it should be noted that the critical level of in-
flation is also a controversial issue. One of the recommen-
dations of the IMF to Ukraine is to reduce inflation to level
less than 10%. In particular, European Central Bank has
set a benchmark for inflation at 2% for the Eurozone coun-
tries. In the methods of calculating the level of economic
safety there is defined 7% limit for this indicator.

Meanwhile, inflation is the target figure and is deter-
mined annually in the budget law, the responsibility for
compliance with the target is on the government, and the
competence of the central bank is to promote price stabil-
ity. Therefore, to streamline the ability of banks to influence
the price dynamics the permissible boundaries of inflation
rate deviation from benchmark, that is customary, for ex-
ample, in the UK (Prasad E., 2003).
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The most obvious demonstration of the role of banking
system in the stability of money market is the ability to in-
fluence the sizes of the monetary aggregates (Figure 5).

As seen in the figure, reducing the level of monetization
made it possible to influence on inflation, which was received

in inheritance after the 2008 crisis. Along with this is the in-
fluence on the inflation is rather strategic than operational
measure because the reduction of monetization in practice is
a long process, which negatively affects economic activity.
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Fig. 5. Dynamics of monetary aggregates and inflation

Source: [13].

Over the past five years in circulation has been accu-
mulated a huge amount of cash, an indicator of cash 4
times higher than the recommended amount during all five
years. Overall, the growing demand for cash is evidence of
mistrust of economic players to the financial system and
expanding shadow sector of economy (World Bank and
International Financial Corporation, 2012). It is also a evi-
dence of the undeveloped banking sector, which is not able
to absorb cash by offering adequate and convenient non-
cash forms of payment and savings accounts.

Specifically, in 2009 the Ministry of Economy estimated
that the share of the shadow economy had increased by up to
35p.p. of official GDP. In absolute value this is almost US$40
billion of GDP, which was created in the shadow sector. Dur-

ing the crisis, the level of shadowing in general has risen by
10p.p. to a maximum of 39%. According to the independent
research the overall size of the shadow economy in 2009 in-
cluding criminal element is estimated at 45-47%, most of
which is presented by the domestic business (Ministry of Eco-
nomic Development and Trade of Ukraine, 2010).

Current trend in the development of the monetary sys-
tem of Ukraine is the spread of quasi-money. The trend in
the growth of monetization observed in all emerging market
economies; monetization rate exceeds 50% and above,
particularly in the Czech Republic it reached the level of
75% in 2009 (Table 1). Thus, in 2009, in Ukraine the ratio
of monetary aggregate M3 to GDP was similar to the level
of monetization in Poland and Turkey.

Table 1. Level of monetization of the selected countries

Country 2005 2006 2007 2008 2009
Eurozone 88% 91% 96% 102% 105%
Czech Republic 61% 64% 67% 73% 75%
Brazil 54% 58% 61% 64% 70%
Poland 43% 47% 48% 52% 54%
Turkey 40% 42% 44% 48% 54%
Ukraine 44% 48% 55% 54% 53%
Kazakhstan 27% 36% 37% 38% 48%
Belarus 19% 22% 24% 24% 29%
Georgia 16% 20% 24% 23% 26%
Azerbaijan 15% 16% 21% 21% 24%

Evaluation of this trend is unambiguous: in the case of an
innovative investment model of growth monetization helps to
increase production, and in case of the excess of the rate of
monetary growth — contributes price stability. In general, it
should be noted that the growth of the velocity of money
circulation and the amount of "broad" money by expanding
the range of financial instruments reflects the objective
trends of money circulation — the introduction of new tech-
nologies in the field of payments, issuance of new payment
instruments, expansion of electronic payments and more.

Interest rate channel is traditionally considered the
main channel of Central Bank influence. Changes in inter-
est rates effects the total cost and demand on capital,
stimulates or restrains capital flow between different seg-

ments of the financial market which results in affecting the
dynamics of macroeconomic indicators. One feature of
monetary market of Ukraine is the lack of interest rate
benchmarks, which complicates the process of assessing
ongoing operations, minimizes the volume of operations,
significantly increasing insurance premiums on risks which
accordingly slow down the markets growth. Establishment
of interest rate benchmarks prevents the imbalances of
money market. Thus, 80% of the total money turnover oc-
curs with overnight tools. About 90% of the turnover in the
money market relates to transactions that are initiated by
customers of banks and relatively small volume of transac-
tions carried out by the decisions of the banks. The stan-
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dard practice is to use tools of Central banks refinancing at
rates significantly higher than rates in the money markets.

The absence of interest rate benchmark affects nega-
tively the measures of influence on price stability because
interest rates fluctuations become more uncertain. So cur-
rently an unofficial compromise is found — exchange rate
flexibility is limited and interest rates are changed consider-
ing the price dynamics and the needs of the economy in
cheap financing which is necessary to stimulate economic
activity (National Institute of Strategic Research, 2011).

During the crisis, the National Bank of Ukraine has
been keeping the discount rate at an acceptable level. In
April, 2008 discount rate was increased by 2p.p. to 12%.
Last time the discount rate has been reduced by 1p.p. to
11% in June 2009. This policy has had some positive ef-
fects: allowed to restrain the capital outflow from the coun-
try and curbed inflationary expectations.

Conclusions and recommendations

Quantitative and qualitative parameters of the economy
of Ukraine determine special role and importance of financial
institutions to ensure financial stability. The analysis of quan-
titative and qualitative figures of financial system of Ukraine
shows that the structural and organizational weaknesses of
the banking system led to the accumulation of risks and
structural inconsistencies in the economy of Ukraine. Identi-
fied imbalances in Ukraine's banking system pose a real
danger to the maintenance of stability in the financial sector
and increase threat due to external and internal factors.

The analysis of credit activity of banks in Ukraine
gives reason to argue that not only regional but also sec-
tor imbalances influence the economy of the country.
Over 60% of deposit institutions are concentrated in Kiev
and Kiev region, objectively resulting in greater demand
for banking services and a high concentration of busi-
nesses, and attempting to avoid additional risk in regions
with agricultural specialization.

Given the results of the analysis of the channels of in-
fluence of lending activities on the accumulation of sys-
temic risk in the economy, the following changes in the
methodological tools of assessment of the financial stability
are appropriate:

1) setting the limit for the volume of lending of real sec-
tor at 40% (% of GDP), which corresponds to a positive
economic dynamics of the country, observed since 2010;

2) new indicator introduction — the share of overdue
loans to volumes of lending to real economy (%) with a limit
no more than 17%. Selection of such limit is based on em-
pirical studies of growth of rate of lending activity during the
crisis that occurred in the world during the 1977-2003.

One of the key internal risks for Ukraine is the inflation
risk. Thus, national feature is distrust of the national popu-
lation and business to inflation figures that are presented
by official statistics and work as quantitative "beacon" for
politics. Inflation expectations which determine essentially
the level of current inflation and its projected level are
mainly influenced by the dynamics of the exchange rate.
Practically it is the exchange rate is an anchor in inflation
expectations for the population.

Analysis of the structure and dynamics of the compo-
nents of inflation in Ukraine indicates a slight weight of
monetary factors in the growth of the CPI.

Research of interaction between the banking system
and the national economy through the interest rate channel
reveals the lack of interest rate benchmarks in Ukraine
through money market imbalances.

Contradictory influence of different factors leads to dis-
tortions in the instrument of financial policy. To solve this
complex problem, integrated financial regulation needs to
be introduced, such as:

1) the introduction of the format of two separate regula-
tory and supervisory authorities (model "twin peaks") —

financial supervisory service in the organizational structure of
the NBU and the separate regulator of the financial market;

2) the expansion of the mandate of the central bank
through a combination of monetary and financial stability
objectives, which is enshrined directly in national legislation;

3) the implementation of financial stability policy not
only in times of crisis, but continuously; expanding the
range of preventive tools to promote financial stability;

4) ensuring full independence of the central bank when
developing monetary policy;

5) the introduction of inflation targeting, which based
on modern approaches — the inflation target should be
higher, so there was room for a maneuver to reduce the
interest rate during the crisis;

6) "flexible targeting" of inflation (inflation rate is
enlarged the target level not immediately, but gradually,
assuming fluctuations in consumer prices, if inflation ex-
pectations are remained unchanged);

7) enhancement of analytical and predictive abilities of
the NBU to identify objectively the influence of monetary
policy on the economy;

8) development of communications system for the mu-
tual exchange of information with other public authorities,
businesses, population to contribute a better understanding
of the measures of the central bank to achieve the inflation
target, improve the quality of forecasts of inflation expecta-
tions, strengthen confidence in the financial system.
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DISCOURAGING SHOCKWAVES UNDER SIMULATED GREEN SHOOTS
AMONG DEVELOPED COUNTRIES

Current paper performs a range of economic recovery signs during a permanent stagnation of the business cycle phase pre-
view. However, most of those green shoots are simulated on the back of almost total macroeconomic policy disability. Mean-
while, an economic immobility escalates along with a new developing countries’ domination trend. Mentioned forces finally pre-

determine current macroeconomic policy architectonics.
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INTRODUCTION

Presenting the problem in its general outline and
relation to important scientific and practical chal-
lenges. Regarding macroeconomic agenda of the latest
few quarters the global business environment and policies
have faced another period for delusive expectations in
2013. Instability and uncertainty are the most referenced
features of the world economy since the crises 2008. Re-
minding the latest data, it should be stated that the United
States (the U.S.) had finished 2012 with 2.2% annual
Gross Domestic Product (GDP) growth while Western
Europe contracted by -0.5% recession.

Such results, nevertheless, were maintained with nu-
merous green shoots so accurately fixed by policymakers.
What are they? First and foremost is the housing industry,
which represents directly or indirectly one in seven jobs in
the U.S. and steadily demonstrates increasing trend since
August 2012. Thus, experts concluded further improvement
of the latter in about 8% till the end of 2013. Still housing's
recovery in the U.S. is too overestimated as far as the ma-
jor part of such deals refers to speculative stock trade with
an unemployment level is above 7.5%. Other unemploy-
ment statistic data for developed countries is even worthier.
Europe, where at least 12-25% of citizens are unsuccess-
fully looking for a job, can be taken as an example. Per-
haps, further indifferent strategy around this issue will fi-
nally release in a new market bubble.

Review of the recent studies and publications on
the issue in questions. The problem of current world
economy instability, uncertainty and global market force
potential disproportion is widely discussed in academic
surround and on the policymakers' sidelines. Among the

first are O.Blanchard, B.Bernanke, J.Cochrane, G.Cohen,
M.Draghi, P.Krugman, Ch.Lagarde, N.Roubini, A.Sparrow,
J.Stiglits, D.Wessel, J.Yellen and other great scientists and
public figures. Lots of them got a sight of the latest trend,
briefly shown as developing countries domination, espe-
cially concerning GDP growth prospects. Looking through
the latest works of B.Bernanke, H.Walsh and M.Dakers
including Financial Times and Vedomosti analytics we are
able to conclude that the Asia Pacific region is set to be the
fastest growing region in 2013 with real growth of 5.9%
forecast. Developed countries, instead, expect the growth
of 1.4% in real terms in 2013 while the main engines of
growth, the developed countries, are forecast to expand by
5.5%. Finally, we are aware of the Europe Union (EU) eco-
nomic results in 2012 that are contracted by -0.5% before
returning to growth of 0.2% in the first quarter of 2013 [1].

Statement of the paper goals. Current paper is aiming
to improve understanding of the modern allocation of
forces among greatest economic potentials. Another aim is
to single out the most probable shockwaves basing on the
green shoots simulated nature assumption.

DEVELOPING COUNTRIES DOMINATION AND
SHOCKS

Main material of the study with evaluation of the re-
search results. As International Monetary Fund (IMF) pre-
dicts, the share of developing countries in 2013 among the
world GDP will outweigh the share of developed as 50.9%
per 49.1%. Previous year results showed that developed
economies managed to maintain a very slight advantage
assessed as 50.1%. The contribution of emerging econo-
mies will continue to grow and going to reach 55% by 2018
(*forecast) (Fig.1).

© Osetskyi V., Kalinkova I., 2013
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Fig. 1. World GDP Shares of Developed and Developing Countries (purchasing-power parity)*

*Source: Vedomosti, 06.06.2013, 98 (3360), Printed in partnership with Financial Times, The Wall Street Journal and Independent Media [2].

Developing countries growth rate advances developed
one since early 80s' while the living standards estimation is
keeping with five times gap still. Thus, it has been several
phases in the global economy transformation in the last
thirty years. In the mid-80s' leaders of developed countries
dominated and supported global GDP: the U.S. contribu-
tion was about a third and EU countries nearly 20%. The
six countries of the G7 (with the exception of France) were
in the top ten countries with the largest contribution to
global economic growth. In the 90s' Germany and lItaly
were excluded from this list, the impact of Japan dropped
by more than half, and the top 10 got in Mexico and Indo-
nesia. In 2002/2007, the list of leaders included only three
developed countries that used to be the U.S., Britain and
Japan. By 2017, just the United States, Japan and South
Korea will stay while the EU contribution to global GDP
growth will total just 5.7%.

Russia was in the top 10 in 2000-2007 contributing to
the global growth rate about 4.7%, yet till the end of 2017

102,
102 -
101.5 -

101 - .‘Q —

its weight will drop to 2.5%. According to the forecast of
Economic Development, Russia's growth will slow down
from 3.4 to 2.4% in 2013 and increase to 4.2% by 2016.
Since crisis was fixed large-scaled innovations based rein-
dustrialization became one the greatest aims for local gov-
ernments through the vast majority of developed countries
(the U.S., Britain, France). In addition, the boom in shale
resources in the United States made business more attrac-
tive in the U.S. and production will return to the country.

3. SIMULATED GREEN SHOOTS DIVERSITY

Building on such a background we nevertheless fix
further positive signs in the world economy especially due
to the Composite Leading Indicators (CLI) [3]. This index
predicts further economic trend on the month basis con-
sidering labor market trend, logistic, real sector demands
dynamic, real estate, stock market behavior, M2 and in-
terest rate targeting, consumer sentiments shifts. Fur-
thermore, recently this indicator is generally interpreted
as a green shoot (Fig.2).
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Fig. 1. Composite Leading Indicator: the U.S., EU, Major Five Asia, the Russian Federation, China*

*Source: OECD Data base at OECD Statistic Extracts.

As it can be seen on the chart, a control data (2012, IV
quarter) is characterized with the up-going trend for the
U.S. economy and EU as well as for Major Five Asia and
China (green shoots). Meanwhile, the Russian Federation
trend is still expected to deviate out of the world economy
dynamic. This index is not built for Ukraine.

A range of internal macroeconomic disturbances and
imbalances are going to affect local market in the long-run
period and create new business challenges.

However, mentioned above green shoots are locally
identified and do not create sufficient foundation for the
long term recovery.

MONETARY SHOCKS DIFFUSION

As it was highlighted by the representatives of the
countries of the G20 at the International summit in Mexico
City, for today all developed economies are facing the risks
of the next global crisis maturing. Thus, G20 members
noted that the rate of growth of the world economy is far
behind the expectations. In addition, there is a risk of the
delay of the implementation of the decision about the
Europe crisis and the sharp decline in government expen-
diture on the part of the United States [4]. Finally, those
current anxieties are deeply corresponded with major

monetary policy role and targets as well as urgent financial
policy measures in the context of fiscal cliff threat.

In the IMF Staff Position Note, named "Rethinking Mac-
roeconomic Policy"[5] as of February 12/2010, was made a
critical review of the major macro-regulation problems
through the years before the crisis of 2007. Thus, inflation
targeting (such as referent 2% level, an inflation expectation
stabilization, a permanent interest rate correction, balance
effects managing (crucial export/import values changes and
capital in/outflows), arbitrage) was marked as desirable. The
most efficient target, while financial agency was minimized
and lost its consideration object status among macroeco-
nomic stability maintenance and counter-cyclical macroeco-
nomic policy implementation. In general, the current FRS
macroeconomic policy innovations resulted in long-run inter-
est rate manipulation (lowering efforts) and discretionary
policy. The last one is a referent indexes non-oriented policy
made by the previously announced plan.5

®Academically this problem was examined back by David and
Christina Romer: co-director of the Program in Monetary Econom-
ics at the National Bureau of Economic Research, a member of
the NBER Business Cycle Dating Committee and his wife — Coun-
cil of Economic Advisers former Chairwoman: [6], [7].
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So, during almost two decades a short-run interest rate
was considered as the dominant macroeconomic policy
instrument that is directly managed by the Central bank
using open-market transactions. Thereby, a government
expenditures reduction was supposed to be totally in con-
gruence with Keynesian macroeconomic policy concept.
This concept said that money supply immediately affect a
real economy considering current price stickiness. How-
ever, since 1970s the budget policy has been redirected,
by contrast to monetary, as a minor in the macroeconomic
stability support, being toughly limited by the range politic
factors. Nevertheless, since late 2012 some analytical ma-
terials, concerning the accommodation macroeconomic
policy, disclosed the program of the fiscal policy renova-
tion. Meanwhile the EU (ten countries-members) had
agreed on the procedure of collection of the Financial
Transaction Tax (or better known as FTT) (0.1% on shares
and bonds and 0.01% on their derivatives, from each fi-
nancial transaction), waiting for EUR 40-50 billion of reve-
nue in the budget. The idea of such tax introduction be-
longs to Keynes, who suggested limiting speculative activ-
ity on the financial market in favor of "entrepreneurs" that,
finally, should minimize the risks of the relevant imbalances
occurrence.[8] Since the last world crisis exploded there
were debates regarding the necessity of such tax burden,
while another campaign in favor of the "responsibility tax"
or "Robin Good Tax" received great support amid Euro
zone countries. More than four out of five of the British and
about a thousand of the leading economists of the world
officially admitted the financial sector to be responsible for
the outcomes of the global crisis.

However, it is worth to highlight that in contrast to the
Keynesian program of "casino" occurrence prevention at the
market, today an FTT is implementing amid full macroeco-
nomic imbalance. Thus, the IMF's report on October 9th/2012
provides the following dynamic of macroeconomic risks and
the assessment of the current economic environment. Thus,
considering the risk appetite reduction, zero point economic
growth forecast and economic shocks spread among the
countries of the European periphery, the growth of the general
level of macroeconomic risks is defined. In addition, being
closely linked with the global cycle, developing economies are
also under the high macroeconomic risks pressure [9].

As illustrated, the increase of macroeconomic risks, vola-
tility and vulnerability to the spillover effect among the eco-
nomic shocks diffusion in developing countries is observed
considering their flexibility level. Meanwhile, additional policy
space and resilience reduction of the economic system will
initiate the new challenges. The credit and market risks and
liquidity risks remained on the same level (compared to April
2012), while generally macroeconomic risks have increased.
Moreover, the chart shows that the market is rather flatting,
showing new risk appetite lowering (compared to April 2012)
on the background of constant financial and, especially,
monetary policy performance.

Indeed, in the post-crisis period, the Fed's Governors have
implemented quasi-theoretical approach to the accommoda-
tive monetary policy which is considerably adopted points of
M.Friedman's and Chicago school academic experience. It is
Friedman who believed that for the economic stabilization
widely used policy of the Federal Reserve should exist, rather
than direct government expenditures, which, however, may
also affect the level of employment in the country. Thus,
P.Krugman in his article in New York Times "How did Econo-
mists get it so wrong?" said: "In fact, rereading Friedman's
1970 summary of his ideas, "A Theoretical Framework for
Monetary Analysis," what's striking is how Keynesian it
seems" [10]. Also, the classic of Chicago Monetarism School
never agreed with the postulates of the "voluntary unemploy-

ment", but his idea of the "necessity" of economic recessions
is still strongly controversial. Even eliminating their favourable
economic role he still paid tribute to their "efficiency" in further
qualitative and quantitative promotion of economic systems,
including awkward cases of immature capitalist market. Even-
tually, together with the discrediting of the Washington Con-
sensus consistency in 2011 the IMF refused to simulate econ-
omy "shocking", as a means of further growth.

Moreover, in accordance with "Rethinking macroeco-
nomic policy" O.Blanchard declared his negative attitude to
the "monopoly" of the interest rate as a basic tool of mac-
roeconomic policy regarding financial shocks of the last five
years: "The policy rate is a poor tool to deal with excess
leverage, excessive risk taking, or apparent deviations of
asset prices from fundamentals. Even if a higher policy rate
reduces some excessively high asset price, it is likely to do
so at the cost of a larger output gap" [5].

Thus, a trivial interest rate channel understanding for
an economic shock transmission is:

"Mt — i - ADT — Y1" or "i] — I, Ct — Y1",while an
Aggregate Demand includes Investment and Consumption
expenses. A function of investment demand related in in-
verse ratio to the interest rate and AD improvement will
cause Domestic Product driving up (directly or mediating a
labor market). However, presenter's logic path does not
clarify an interest rate transmission definitely. Firstly, an
interest rate is affected by the market (commercial banks)
and a government (central bank). Secondly, a total invest-
ment value shows a slight interest rate shifts response
while there is no developed financial market.

If such a logic path is implemented into the local market
environment (financial shock), then Investments (l) dy-
namic and output dynamic will be identified not so much by
interest rate shifts as by such a non-monetary factor as a
dividends risk and paid-in capital risk: "i|, riskt — 1|, C| —
Y|" and "it, riskt — 1], C| — Y|".

Thus, an interest rate is indifferent to investment values
and, therefore, an output that was determined by the capi-
tal inputs increase.

Consequently, henceforth the key interest rate will be re-
sponsible for the general level of economic activity, and ad-
ditional "special" regulation tools will be in charge of the is-
sue structure, financing or asset prices. Thus, we are sug-
gested to exclude the interest rate from the list of counter-
cyclical tools, and focus on "particular cases": capital ade-
quacy ratio (CAR), liquidity and security requirements, etc.
Ideologically, following summary indicates a necessity to
consolidate both of general and local managing functions at
call of the Central banks. This process has particularly been
carried out in the EU since the autumn of 2012.

At the same time, current resumes of the macroeco-
nomic policy are accurately put in the earlier mentioned
"Communiqué of the Ministers of Finance and Central Bank
Governors of the G20, Mexico City". [4]There were voiced a
few fiscal anxieties regarding budget deficit that exceeds a
trillion dollars fourth year already as well as "fiscal cliff"®.
Thus, a Budget Control Act 2011 is aiming at the U.S.
budget deficit cutback while its ratio to GDP will be halved.
According to the Congressional Budget Office data, if the
U.S. does not implement a Budget Control Act 2011 now,
than economy will suffer a temporary growth but not a full
value expansion [11]. Concerning previous assessments, a
budget deficit cut down will total about $560 bn. while GDP
value is likely to shrink for four percentage points. In con-

®"Fiscal cliff" — financial gap that could take a place since January
1 /2013 in the U.S. according to the Budget Control Act 2011
means tax burden strengthening and spending cuts which are
leading to the sluggish economic development or even recession.
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junction with IMF forecast (October 2012) it will release in
the new recession phase of the business cycle [12].

One of the questions discussed in Mexico was focusing
more on the so-called structural deficits of countries with
budget problems excluding recession outcomes, such as
high unemployment and great costs of social security, as
well as lower tax revenues. Thus, Managing Director of the
IMF, Christine Lagarde, noted that the budget reduction
"should be determined structurally but not fixed at the
nominal targets". Simultaneously with fiscal discipline the
world economy is still being under "advanced" risks, includ-
ing European debt crisis and politic disturbances in Japan.
Therefore, "global growth remains modest and downside
risks are still elevated, including possible delays in the
complex implementation of recent policy announcements in
Europe, a potential sharp fiscal tightening in the United
States, securing funding for this year's budget in Japan,
weaker growth in some emerging markets and additional
supply shocks in some commodity markets. The reduction
of global imbalances has not been sufficient, and in many
countries the process of necessary deleveraging by the
private and public sectors is ongoing, and unemployment
remains high" [4]. Finally, an abundant anxiety regarding
new EU banking union creation assisted in new tough
banking rules introduction regarding capital ratios.

These rules, known as "Basel IlI" [13], are a response to
the financial crisis and should have come into force in Janu-
ary. As it was earlier proclaimed, "full, timely and consistent
implementation of the Basel Il framework is essential for
promoting confidence in the regulatory framework for banks
and for helping secure a stable global banking system. The
Basel Committee is monitoring its member jurisdictions' im-
plementation through a recently launched a comprehensive
review programme. A key element of the process is trans-
parency, including periodic reports to the G20" [14].

So, referring the monetary policy "successful" imple-
mentation, it's hard to omit convincing issue during the
"Great moderation"[5] period, when significant diminishing
in the output fluctuations and inflation were experienced.
Otherwise, such a "success" might turn out to be just a
result of temporary reduction of the economic shocks quan-
tity and several structural changes. However, is it possible
to consider an economic policy as "improved" when it re-
sults in a global financial crisis?

With an appropriate answer to the last question we
should refer to J. H. Cochrane's, [15] a Professor of Fi-
nance at the University of Chicago Booth School of Busi-
ness, reply to mentioned above P. Krugman's The New
York Times article. First of all, he declared that the market
stability isn't conditioned by its efficiency. Therefore, each
economic risk is approved if its value is acceptable for
other economic agents during some determined time. This
point occasionally misses strategic or even tactical think-
ing. As professor Cochrane confirmed, only market was
"successful" whereas indifferent or negative state effects
followed. Aiming any academic confirmation of the point
above, Cochrane recollected F. Hayek's words: "no aca-
demic, bureaucrat or regulator will ever be able to explain
market price movements fully. Nobody knows what "fun-
damental” or "hold to maturity value" is. If anyone could tell
what the price of tomatoes should be, let alone the price of
Microsoft stock, communism would have worked" [15].
Thus, D.Wessel's work "In Fed We Trust: Ben Bernanke's
War on the Great Panic" (2009) [16], which was mentioned
in everlasting discussion, proclaimed inefficiency of the cur-
rent mainstream macroeconomic managing, while valid
monetary policy was noted as an equal to financial guidance.

Consequently, it should be noted that the inflation rate
and output gap stability could be experienced correspond-
ingly with an unacceptable assets price and credit aggre-
gates dynamic, as well as structure of production (for ex-
ample, overinvested real estate, hyper-consumption val-
ues, high current-account deficit). In addition, the low infla-
tion and its interest rate tool dependence strongly reduce
monetary flexibility. It is worth to recall that J.Yellen's report
presented an in-depth look at a problem of Taylor rule "fail-
ure" in correspondence with the question of zero nominal
interest rate and policy tolerance (Zero interest rate policy,
ZIRP). In such cases, the "textbook" macroeconomic policy
points to fiscal policy reimplementation necessity, when the
fiscal public spending multiplier is highly important in new
employment providing. In Keynesian Economics multiplier
greater than one, which means that public expenditure effec-
tively increase the GDP. M.Woodford considers that in the
case of zero interest rates an optimal government policy is to
increase spending to close GDP gap. However, the events
of September 2012 showed that the Fed and B.Bernanke in
particular are not ready to affect the poor unemployment
data by the fiscal instruments and implemented QE3 that
indirectly brings into force S.Gesell's ideas. Furthermore, in
J.Yellen's report (Vice Chair of the Board of Governors of the
Federal Reserve System) were highlighted, that the basic
challenges towards a global economy recover are: housing
sector, fiscal policy and sluggish pace of growth abroad as
well as global financial market strains [17].

At the official website of the Federal Reserve Bank of
New York on August 29, 2012 an article from Liberty Street
Economics editors K. Garbade and J. McAndrews titled "If
Interest Rates Go Negative... Or, Be Careful What You
Wish For" has been posted and removed later. In particu-
lar, it has revealed a few assumptions about how an
agent's opportunistic behavior would have taken a place if
negative interest rates were implemented. In addition, the
authors demonstrate interest rates in the 13-year-week
Treasury bonds dynamic since 1960 until 2012.

Nevertheless, an assessment made under the Taylor
rule, have shown, that in the U.S. an interest rate could be
reduced by another 3-5%, being nominally below zero (and
even more "negative" in real terms). However, the problem
of Taylor model is non-traditional Federal Reserve's tools
ignoring, such as Quantitative easing policy. Thus, further
interest rate reduction problem (and a liquidity trap) since
early 2009 is tightly related to the state assets redemption
program. Those values are: USD 1.7 tn, USD 600 bn and
USD 40 bn per month (according to preliminary estimates
of up to 2015 in correspondence with "Twist" program).
Meanwhile the dollar currency, as well as debt value, de-
valuate under the threat of inflation jumps.

Thus, the government is experiencing Taylor's rule lack
of relevance in the new monetary context of almost unlim-
ited money supply expansion in the U.S. Nevertheless, due
to political conditions a budget deficit reduction (8-10% of
GDP according to the Fed) is failed, and a zero nominal
interest rate is reluctant to be declared.

DISCOURAGING SHOCKWAVES UNDER THE REAL
GDP STAGNATION TREND

Looking at the latest macroeconomic dynamic an un-
promising stagnation trend (Fig.3) had become apparent.
Considering the latest global economy growth trends publi-
cations there are the following issues that are likely to im-
pact negatively in 2013:

e macroeconomic policy austerities in developed
economies are set to continue in 2013, despite fiscal con-
solidation negative impact on the real GDP growth in 2012;
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e macroeconomic policy austerities in developed
economies are set to continue in 2013, despite fiscal con-
solidation negative impact on the real GDP growth in 2012;

e considering pursued macroeconomic policy in 2012 a
crisis among Europe will sounds a lot through the whole 2013;

e new commodity security concerns will persist in 2013
because of quite strict protectionist measures that will affect
an international trade flows (especially foreign money flowing
out stop and competitive devaluation implementation);

10.0%
8.0%
6.0%
4.0%
2.0%

¢ an unemployment rate will be one of the key indica-
tors, across the Europe countries in particular. With the
lowest interest rates and vast quantitative easing policy
implementation are aimed at stimulation of employment
and creating new vacancies.
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Fig. 2. Real GDP Growth in 2007-2013*

*Source: Euromonitor International from national statistics/Eurostat/OECD/UN/International Monetary Fund (IMF), World Economic

Outlook (WEO).

Despite a slowly raising aggregated trend the Eurozone
and U.S. economies are still at risk of further output restric-
tion and certain markets crash. Moreover, many of issue
that has been experienced in 2012 will become the same
challenges in 2013 while another green shoots emerge.

SUMMARY

Findings of the study and prospects for further re-
search into the field. To top all previous results of the

current paper, we'd like to combine three main trends that
have been singled out before and present the following
macroeconomic map. On the back of controversial green
shoots (two bottom curves at the Fig.4) among developed
countries there is a new trend of developing countries po-
tential domination (another crossed curves at the Fig.4)
while the real GDP dynamic is almost stagnating (two
lighted dashed curves).
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Fig. 4. Aggregated macroeconomic map*

*Source: self-presented basing on Fig.1-3.

Thus, it should be concluded that developing countries
are trying to enlarge their economic weight. This new eco-
nomic forces allocation can contradict a typical shock-
waves diffusion map.

Earlier we noted that, developed countries introduced
non-conventional macroeconomic policy. Today in the
U.S., an additional costs burden due to the money "over-
valuation" is undertaken by the banking system. While fur-
ther detailing in economic agent's interactions is absent, it
is important to note that some kind of cash saving "tax" is
definitely new kind of monetary policy and market risk.
Thus, as a mainstream trend should be mentioned the U.S.
protectionism policy (long term strategy), interest rate and
inflation targeting (short term strategy) as well as the un-
employment rate targeting (referent value is 6.5% that is

pre-crisis level). Meanwhile an aggregated value of devel-
oping economies contribution disclosed this business envi-
ronment as one of the greatest drivers till 2018 at least.

However, new macroeconomic policy tools, new eco-
nomic and social risks, as well as inaccurate simulated
green shoots are likely speak for the overall output values
contraction. These two macro trends weight in favor of new
global capitalist or market system transformation, and it is a
fundamental point singled out of our paper.

Which new or transformed system will be set as an effi-
cient and challenging? We are referring to the new economic
map with a few divided but interactive force centers that are
mostly self-sustained, and developing countries will take on
enormous importance in this new economic world.
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BMNJIMB LWWOKIB HA EKOHOMIYHWWA CMA B YMOBAX MOWMPEHHA PUHKOBUX CUTHATNIB
BIOHOBJNEHHSA Y PO3BUHEHUX KPATHAX

B 0aHili cmammi npedcmaeneHi desiki i3 cuzHasie eKOHOMi4YHO20 8iOHOBJIEHHS] 8 yMoeax cmazHauiliHoi ¢ha3u 6i3Hec yuksy. OOHak, 6inbwicms
OdaHux cuzHainie 3modenibosaHi npu eidcymHocmi diro40i MaKpOeKOHOMIYHOI nosimuku. Takox, NPu3yrnuHeHHs1 EKOHOMi4YHO20 PO38UMKY aHani3y-
embcs1 3a ymoe ¢hopmyeaHHsi mpeHAy GOMiHY04020 pocmy 3i cmopoHuU KpaiH siki po3euearomscsi. CyKynHicmb 0aHux ¢pakmopie o6ymoerntoe ap-

XimeKmoHiKy MaKpOeKOHOMI4YHOI nonimuku.

Knroyoei crnoea: cucHanu eKOHOMiYHO20 8iOHOBJIEHHSI; WOKU; MOHeMmapHi WoKu; mpeHO GOMiHy04020 meMy 3pOCMaHHS KpaiH siki po3euea-

rombCsi; cmazHayitiHuli mpeHd; peyecis.

B. Oceukuit, A-p 3KOH. HayK, npod.,
W. KanuHkoBa, acn.
KHY nmenu Tapaca LLleB4yeHko, KueB

BNMUAHUE LLOKOB HA 9KOHOMWYECKWUI CMA[ B YCNOBUAX PACNPOCTPAHEHUA
PbIHOYHbIX CUTHAINNIOB BOCCTAHOBJEHUA B PA3BUTbIX CTPAHAX

B 0aHHoOU cmambe npedcmaesieHbl HeKOMOopble U3 CU2Ha/l08 IKOHOMUYECKO20 80CCMAaHOBSIeHUsI 8 YC/I08USIX CMa2HayUuoHHOU ¢hasbl 6usHec
yukna. O0Hako, 60/1bWUHCMBO OaHHbIX CU2Hanoe cModesiuposaHbl 8 omcymcmeuu delicmeayrowjeli MaKkpoOdIKOHOMUYecKol nonumuku. Takxe,
npuocmaHoesieHUe 3KOHOMUYECKO20 pa3eumusi aHanu3upyemcsi npu ¢hopmupoeaHuu mpeHda GOMUHUPYIOW,e20 pocma co CMOPOHbI pa3eusaro-
wyuxcsi cmpaH. CogokynHocms 0aHHbIX ¢hakmopoe npedonpedesisiem apxXumeKmoHUKy MaKpO3KOHOMUYECKOU Mosumuku.

Knrouyeenie cnoea: cuzHanbl 3KOHOMUYECKO20 80CCMAaHOBJIEHUs], WOKU, MOHemapHble WokKu, mpeHda OOMUHUpPYlOuje2o memna pocma pa3eu-

sarowyuxcsi cmpaH, cma2HayUoHHbIU MpeHO, peyeccusl.
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SUPPLY LOGISTICS FOR IMPROVEMENT OF IRON AND STEEL ENTERPRISES

This article describes the techniques that help to improve the material and technical supply management of allied industries.
Resource endowment of Kazakhmys Corporation had been analyzed. To control physical resources effectively logistics center

establishment for allied mining enterprises was offered.

Keywords: logistics; logistics management; material and technical supply; supply logistics; logistics center.

Problem statement. In the current context of increas-
ingly competitive environment, where the strategy of busi-
ness entities development are formed considering the
changing market conditions, an important factor for improv-
ing the competitiveness of any company is the effective
material and technical supply management. Analysis of
existing management practice in enterprises of industrial-
ized countries shows that a lot of attention is paid to the
management of logistics, leading to faster turnover of own
and borrowed funds, competitiveness, strengthening and
expanding its role in the goods, works and services market.

Managing logistics is always a significant part of eco-
nomic activity, but only recently this feature has become a
critical issue for the competitiveness of a business entity.
The main reason is the transition from a seller's market to a
buyer's market, which makes it necessary to fit the capacity
of producers to rapidly changing conditions of production
and trading systems.

Analysis of latest discoveries and publications.
Theoretical and practical aspects of effective supply logis-
tics assessment, especially the necessity to improve the
management system of logistics major enterprises and the
development of logistics systems were considered in the

© Shakeev S., 2013
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publications of Russian scientists as A.M. Gadzhinskiy [1],
Y.M. Nerush [2], Kazakh scientists:0.S. Sabden, Raimbe-
kov Z.S. Raimbekov Z.S. [3], A.N.Tulembaeva [4],
R.K. Moldahmetov [5], but in spite of the existing material,
some aspects of effective supply logistics assessment of
metallurgical enterprises are not developed enough.

Extraction of the unsolved aspects of the problem.
In the current context the management issues of supply
logistics industry become highly relevant. The urgency is
due to the need to improve the management of supply lo-
gistics for industrial competitiveness through the develop-
ment of a flexible policy for proper ways of finding vendors
and consumers of physical resources choice of logistics
channels of choice of suppliers and consumers of material
resources, and enhance innovative technology support of
the material resources use.

The purpose of the study is that the evaluation of
supply logistics effectiveness means to develop a science-
based approach to organizing the logistics of product met-
allurgical enterprises distribution to identify ways of optimiz-
ing the organization and management of logistics flows.

The main results of the study. In a market economy,
managing the logistics of production is determined by the
ability to combine the activities of the various departments
and services related to the distribution, material support of
production. Material supply is one of the logistics elements.

In modern conditions, Western experts identify several
types of logistics:

— Logistics related to material support of production
(supply logistics);

— Production logistics;

— Sales (marketing, or distribution) logistics;

— Transport Logistics (which, in essence, is an integral
part of each of the three types of logistics);

— Information logistics.

At the end of XX century instead of the known and the
familiar concept "material and technical support" in the
scientific revolution the term "supply logistics" derived. Ac-
cording to the Russian scholar V. Filonenko "there was not

a simple replacement of terms, but the change in the proc-
ess of material and technical supply". The fact that the
enterprise performance started to depend on reliability of
material and technical supply was significant.

A characteristic feature of the supply chain in steel
companies is the availability of stable economic relations
between vendors of basic technological raw materials,
equipment and the enterprise.

The largest independent vendors of Kazakhmys Corpo-
ration are "Boliden Contek" (Sweden) and "Venmek Sys-
tems" (Finland). The company "Boliden Contek" deals with
the reconstruction of ore-treatment furnaces (OTF), and the
company "Venmek Systems" deals with the replacement of
bridge cranes, reconstruction of casting wheels (CW) with
the installation of weight measuring devices.

Among the suppliers such countries can also be
distinguished: Turkey, Russia, Ukraine, which are involved in
the supply of refractory bricks, and Kyrgyzstan, which supplies
electricity to the amount of 48.09 min. Tenge. In addition, a
number of small nonproduction materials and equipment are
supplied by private companies in Zhezkazgan.

The need of corporation in the materials essential for
the production is fully covered by outside vendors.

The largest part of raw materials is supplied by the
management of material and technical supply logistics
(MTSL) of "Kazakhmys Corporation”.

"Kazakhmys Corporation" LLP provides its own 50
structural units of material resources. Therefrom, 42 are
provided centrally with help of the management of material
and technical supply logistics (MTSL) corporation. The rest
of them have own UMTS. These include the following
divisions of "Kazakhmys" corporation: Balkhash mining-
and-metallurgical integrated enterprise, "Borly" coal
department, Department of Electric Power plant,
Karaganda foundry and machine factors, "VostokKazmed",
Karaganda foundry factory, Copper-Chemical Plant,
Zhezkent Mining plant [8].

However, some purchases are made by corporate contracts
and purchases are conducted centrally, such as fuel.

Table 1. Logistical status during 2009-2011 years

2009 2010 2011
Material type Planped Came in Use*. Planped Came in Use*. Planr_1ed Came in Use*.
require- from o require- from o require- from o
ments vendors, t pract, % ments vendors, t pract, % ments vendors, t pract,%
1 2 3 4 5 6 7 8 9 10

Magnafloc
Reimpositioned concrete 9032,00 7443,0 82,407 8599,15 6549,61 76,1658 8633,84 3982,00 46,12
Limestone 111480,2 77158 69,212 | 106138,08 | 75254,00 70,902 | 106566,19 | 71763,00 67,34
Anode paste 1032,23 874,42 84,7116 982,76 975,72 99,2837 986,72 858,32 86,99
Steel sheet 108,64 119,55 66,1825 171,98 100,33 58,3389 172,68 100,78 58,36
Gas pipes 167,74 48,20 28,7355 159,70 80,82 50,6079 160,34 127,46 79,49
Periclase chromite bricks | 3019,27 3010,0 99,6931 2874,57 2800,00 97,4058 2886,17 2886,17 100
Refractory felt 12,90 11,20 86,8025 12,28 10,72 87,2644 12,33 7,38 59,83
Barium sulphate 503,98 11,20 86,8025 461,68 10,72 87,2644 463,98 216,50 46,66
Diesel fuel 2116,72 2000,0 94,4859 1939,04 1948,70 100,498 1948,70 1948,70 100,00
Sulphuric acid technical 2539,92 3441,0 135,477 3268,65 3039,00 92,9742 3278,08 3060,60 93,37
Retarded salty acid 81,28 79,01 97,2102 77,48 67,89 92,9742 77,70 37,47 48,22
Sulfourea 20,32 20,55 101,11 21,79 23,19 106,42 21,85 21,27 97,34
Gelatin 20,32 17,89 88,0589 19,37 19,11 98,6331 19,43 20,21 97,34
Polypropylene core 9,65 6,89 71,3605 10,17 6,94 68,1966 10,20 6,96 68,20
Contact mass 101,81 42,00 41,2522 107,31 55,60 51,8102 103,41 84,50 81,72
Air-slaked lime 127266 132115,5 | 103,811 134143,5 | 132115,5 | 98,4882 129260 129260 100,00
Fire-proofed argil 309,67 325,00 103,811 294,83 234,00 79,3683 296,02 275,35 93,02
Disc steel 64,51 62,17 96,3663 61,42 55,81 90,8641 61,67 42,22 68,20
Salamander wool 28,56 34,00 119,052 28,56 34,00 119,052 26,29 23,40 89,00
Stripe fagot 888,97 558,60 62,837 847,43 511,91 60,4076 849,87 503,68 59,27
Abstergent 6,38 6,42 100,75 6,08 3,06 50,3516 6,09 2,95 48,43
Note: [7]

*Source: Use estimates the ratio of suply package to supply.
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Provision of material resources in LLP "Kazakhmys
Corporation" can be seen in Table 1. Table 1 shows that
during the period under review the supply of diesel fuel was
timely and comprehensively. Moreover, in 2011 the
planned delivery of gelatin has exceeded the demand on
4%, comparing with 2010 it is higher on 5%. Also it can be
noticed the short-delivery of certain kinds of materials. For
example, in 2011, lignosulfonate (CE) supply was only
46%, compared with 2010 when the delivery fell on 6%.
However, the quality of the products is not affected be-
cause the purchased materials were of higher quality.

Erratic supply of material resources leads to idle time of
equipment, loss of working time, the need for overtime.
Payment delays are not the fault of the workers and over-
time leads to an increase in the cost of production. To
eliminate the above stated situation on the companies it is
provided the necessary reserve materials.

To create a stock of materials and equipment on the
corporation, there are three central warehouse for major
technological equipment and materials:

1. warehouse refractory products

2. metal warehouse and equipment,

3. storage aids.

Capacity of these stores allows to ensure not declining
three month supply of related materials. In addition, all the
shops have intermediate warehouses, the purpose of which
— providing three daily supply of necessary materials.

From the conducted analysis it can be concluded that, it
is impractical to store reserves in an amount that would
correspond to the optimal solution for each of the positions
mentioned in the schedule items. Order department can be
overloaded, storage tanks can be used to the limit, and the
capital invested in stocks may exceed the amount which
the enterprise has. These limitations make it necessary to
modify the reserves policy.

The results of the material inventory management proc-
esses analysis do not let us confirm that using strategies of
controlling inventory does not correspond to the market prin-
ciples. There is no targeted approach to the formation and
storage of inventory. Inventory management of material re-
sources and financial management activities of the enter-
prise is carried out independently. Rationalization of stocks
does not concern as a major reserve of economic upturn.
Enterprises do not use this factor of increasing competitive-
ness, restricted only by the shortage or surplus stocks. No
information is available to quantify the influence of inventory
level to the final result of the enterprise performance.

Many managers recognize that their enterprise supply
system is far from perfect, but at the same time they believe
that it corresponds with current market conditions and can

only be improved through evolution. Such underestimation of
self-empowerment is costly to companies and they are los-
ing money on almost all stages of the procurement process:
planning requirements for materials and equipment for the
procurement, inventory management and distribution of ma-
terials, their use in the production and the secondary circula-
tion. Our experience in working with companies confirms that
the losses caused by poor management in supply, separate
categories may reach 30-40% of the total cost of the supply,
and it goes on from year to year.

The economy of planning did not stimulate the rational
use in the manufacture of materials and resources, so in
Soviet enterprises supply system did not attach much im-
portance. Unfortunately, this situation has survived to the
present day. Executives of companies are looking at the
existing supply system as something inaccessible, and
believe that it is impossible to understand and change any-
thing about itand ordinary workers in the absence of atten-
tion and monitoring by administration representatives often
use existing situation in their own interests. As a result,
uncontrollable costs appear in many companies and at-
tempts to partial improvements are unlikely to change any-
thing significantly. To achieve good results is possible only
through an integrated supply chain.

Modernization of the supply system must pass at least
three stages [9] (see Table 2).

Stage 1: Diagnostics. To determine the amount of neces-
sary reforms,the nomenclature structure of the procurement
and the internal processes of the supply chain are diagnosed
carefully at the first stage. Predictability of consumption, im-
portance of planning, procurement volume may serve the
criteria for the classification of procurement processes. The
classification process allows to set clear objectives to optimize
each of them, set up an organizational structure in full compli-
ance with the requirements of the process. The diagnostics
helps to find main ways to reduce the cost of procurement of
the major categories of resources.

Stage 2: Achieving the initial effects. In the next stage,
the changes which give effect in the short term and create
a foundation for the formation of long-term benefits, occur.
Thus, in the above mentioned company procurement proc-
esses for the main categories of goods as a priority have
been radically altered to reduce the unacceptably high pur-
chase prices and improve the quality of purchased re-
sources. Standardizing criteria for supplier selection, con-
ducting a detailed comparative assessment of the quality of
purchased resources and their indirect impact on the total
cost of the company, the introduction of transparent proce-
dures of tenders contributed to achieving this goal.

Table 2. Modernization of the supply of "Kazakhmys Corporation™*

1 stage

2 stage

3 stage

diagnostics

The achievement of the initial effects.

Ensuring the long-term effect.

- 1.1 Estimate the savings on ma-
jor purchases:

- Raw material

- Equipment

- Spare parts

- 2.1. Applying a "Total Cost of Own-
ership" (TCO) in respect of the pro-
curement of important articles:

- The standardization requirement to
MTP

- The estimate of total costs over the
service period

- Quarterly procurement by tender

- 3.1. The widespread introduction of TCO approach to
the most important categories of purchases:

- Create cross-functional teams to implement the ap-
proach TCO

- Expanding horizons of procurement

- Standardization and tenders for the most part of pro-
curement

-Preparation of regulatory documentation to support the
process

1.2. Assessment of the potential of
the efficiency of the supply chain
improvement:

- Planning of demand

- Making orders

- Procurement

- Warehouse management

- Organization

2.2. Elimination of the main "bottleneck":
- High discipline of orders

- Reducing of the excessive orders

- Increasing of secondary resources
use through increased control

- Education of key executives

3.2. Creating a more efficient supply chain management:
- Cross-functional planning and analysis of needs

- The transparency of execution of orders

- Mechanism of suppliers control

- Individual management of procurement

- New IT — systems, organizational structures and sys-
tem of result management

* Source: Compiled by the author.
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Stage 3: Ensuring the long-term effect. Finally, the third
phase of the work is focused on achieving long-term effect.
One of the most important steps in the optimization of pro-
curement in the final stage is usually the creation of cross-
functional teams of employees from different departments,
such as assistant managers of procurement, manufactur-
ing, technology and financial structures of the company.
Regularly interacting, teams exchange critical information
and make the best decisions regarding purchases for the
entire organization. In order to strengthen the staff of the
supply chains in this phase it is necessary to introduce new
mechanisms of selection, motivation, performance evalua-
tion and career development of purchasing managers and
owing to it improved supply system has gained new energy
and its development fell into a self-supporting basis.

Analysis of the status of use of material resources of
"Kazakhmys Corporation" shows that if the creation of an
integrated information system of logistics flow for many
businesses an urgent need to create a single logistics cen-
ter has appeared. Moreover, measures for saving and ra-
tional use of material resources should not only be part of
an integrated program to improve the supply chain, but
also to make it a basis, to determine the value, priority and
hence the sequence of the main events realization.

Solving the problem of improving the efficiency of inven-
tory management in the current economics requires a shift
from traditional management to logistics, where the inventory
management allows including the main areas to actively im-
plement the strategy of the enterprise market conduct.

In other words it may be said that for many companies
urgent need to create a single logistics center escalated.
Measures for saving and rational use of material resources
should be not only the part of an integrated program to
improve the supply chain, but also to make the basis, to
determine the value and the priority, and hence, the rank-
ing of the main events implementation.

It is linked mainly to such factors: the most important
factor regarding the specifics of mining, it is the close prox-
imity of some of the mines. Furthermore, one of the impor-
tant factors — it is practically identical copper technology of
copper production technology; it makes use of similar ma-
terial resources from explosives to costly parts of the
equipment. Stated differently, it indicates the possibility of a
unified logistics center to have an only vendor of material
resources that serve multiple customers. The analysis
showed that the concentration of multi-billion mass inven-
tory in the form of handicapped floating funds in operation
negatively affects not only the performance of the enter-
prises-consumers (cost, revenue and profitability), but it is
becoming increasingly a factor that affecting negatively the
growth of production, reinforcing scarce situation in the
supply, etc. Therefore, it is necessary to enhance the inter-
est of enterprises in reducing inventories and offer forma-
tion of a unified logistics center in the management of ma-
terial and technical supply.

At the heart of suggested unified logistics center one
may notice the access to the logistics services not only
from the material resources' vendors, but from the logistics
center too. However, a large range of logistics services and
supply a significant amount of material resources for large
enterprises, or allied industries provides economic effi-
ciency of the logistics center and, consequently, increasing
the competitiveness of the enterprises themselves, through
the reduction of material production.

According to experts in the logistical field, if to consider
the costs as 100%, the relative density of the individual
components is as follows [10]:

— transportation 28-48%;

— terminal, transshipment operations and storage of
goods 25-40%;

— the cost of packaging and wrapping 5-18%

— management costs 4-15%, etc.

The mentioned input structure indicates the significance
of transport, cargo handling and storage costs. To reduce
these costs it is proposed to introduce the concept of "just-in-
time" (JIT). The concept of JIT is the concept determined to
organize the sales of material flows and that all materials,
components and semi-manufactured goods will be received
in the required quantity, at the right place and exactly the
appointed time for the production of finished products with
the purpose to reduce the costs associated with inventory.

Conclusions of this research and prospects for fu-
ture developments in this area. In our opinion, the exist-
ing systems of material management on domestic enter-
prises are controlling logistics operations from procurement
of raw materials to the final service of product consumers:
delivery of raw materials to the plant, sales forecasting,
production planning, production or purchasing of raw mate-
rials, inventory management of raw materials and unfin-
ished production. l.e. underdeveloped market mechanism
which is primarily expressed in unfair and insufficient com-
petition, adversely affects the system of logistics.

And formation of a single logistics center using the con-
cept of "just in time" for the enterprises of related industries
who use the same material resources has many important
advantages that allow improving of the system of material
resources management, such as:

— A number of technological operations of the supply
chain are excluded;

— The reserves are declining in a way, because it re-
duces the delivery time due to the use of suppliers located
near or storage of these suppliers.

— The quality of the goods is improving, because they
are certified by reliable vendors.

— The delivery reliability is becoming better, as there is
a joint interest in "just in time" functioning.

— Labor productivity is improving by reducing the cost of
doing warehousing. This allows reducing the cost per unit
of stored or shipped cargo.

— A centralized purchasing system is introduced that
would standardize the procurement process, eliminate du-
plication of functions (such as discussion of all delivery
conditions, every time when you want to order), carry out
effective monitoring of compliance with the logistics center
obligations that will provide workflow improvement.

References:

1. Gadzhinskyi A.M., Logistics: textbook for higher educational institutions in
the field of study "Economy". — Moscow: Dashkov and C°, 2011. — 481 p.

2. Logisrics: study guide / [Anikin B.A. and others]. — Moscow: Pros-
pect, 2011. — 405 p.

3. Sabden O., Raimbekov Z.S. Logistics (economics and manage-
ment). — Almaty: Institute of economics MES of RK, 2009. — 911 p.

4. Tulembayeva A.N. Logistics: textbook. — 3rd edition, revised and
enlarged. — Almaty: Triumph "T", 2008. — 360 p.

5. Moldakhmetov R.K. Perfection of increasing effectiveness of physical
resources use. // Strategy of a region sustainable development: References
of international scientific and practical conference. — Karaganda: Kazporeb-
soyuz KEU Press, 2005. — 351 p. — P.266 — 268.

6. Philonenko V.G. Logistics supply system. Marketing. Logistics: Study
guide. University textbook. — M.: UNITY-DANA, unity, 2003. — 62 p.

7. Explanatory note about TEP performance in Kazakhmys Corporation
in 2009-2011.

8. Yun R. B., Nezametdinov M.K., Shaltykova R.M. Development Strat-
egy of "Kazakhmys" Corporation for 2004-2025. //Mining magazine. — 2005.
— Ne5. - P.6-11.

9. Integrated logistics delivery system resources (theory, methodology,
organization) / Yelova |.A., Lebedev lLA. — Minsk: Law and Economics,
2011. - 460 p.

10. Nikolaichuk, V.E. Logistical management: a textbook. — Moscow:
Dashkov and K °, 2012. — 978 p.

Hapinwna pno pepakuii 14.09.13



~T72 ~

B 1 C H U K KuiBcbkoro HauioHanbHoro yHisepcurerty imeHi Tapaca llleBueHka ISSN 1728-3817

C. LLlakeeB, KaHA. €KOH. HayK, AoL,.

Kasaxcbkun N'ymaHitapHo-lOpuanynui YHiBepcutet, Pecnybnika Kasaxctan

WNAX BAOCKOHAJEHHA NOCTAYAINbHULIBKOI NONNCTUKU METANYPIIMHOIO NIANPUEMCTBA
Y cmammi po3ansHymo wnsixu e 30CcKOHasleHHs1 ynpaeniHHA MamepiasbHO-mexXHIYHUM nocmay4yaHHsIM POOUHHUX nidnpueMcmei npomMucsioeo-
cmi. [poaHanizoeaHo 3abe3neyeHicmb MapeianbHUMI pecypcamu kopriopayii Kazaxmuc. 3anponoHogaHo 0711 onmMuMasibHO20 yrnpasJsliHHs Mame-
pianbHUMU pecypcamu cMeOopPeHHs1 J102icmuYHo20 yeHmpy 051 POOUHHUX 2ipHUYOPYOHUX nidnpueMcmei.
Knro4voei cnoea: nocicmuka, MamepianbHO-mexHiYHe nocmayvaHHsi, mocmayasibHa siozicmuka, noicmiveckil yeHmp.

C. LLakeeB, KaHA. 3KOH. HayK, Aow.

Kazaxckui N'ymanutapHo-lOpuaunyeckui YHuBepcureT, Pecny6nuka KazaxcrtaH

NnYTU COBEPLWIEHCTBOBAHUA CHABXXEHYECKOU NOT’MCTUKU METAITNYPIMYECKOIO NPEONPUATUA

B cmambe paccMompeHb! Mymu cogepuieHcmeosaHue yrnpaeseHue MamepuanbHO-MeXHU4YeCKUM CHabxeHueM podcmeeHHbIX npednpusmuu
npombiwneHHocmu. lpoaHanu3upoeaHb! 06ecne4eHHOCMb MapeuanbHbIMU pecypcamu Kopropauuu Kasaxmbic. [pednoxeHbl 05151 onmumasnbHo-
20 ynpaeJsieHuUsi MamepuasbHbIMU pecypcamu co30aHuUe J102ucmu4ecKo2o yeHmpa 0151 poOCmMeeHHbIX 20PHOPYOHbIX Npednpusimuu.

Knro4deenbie cniosa: noaucmuka, MamepuasbHO-mMeXHU4YecKoe CHabeHue, CHabXeHYecKasi Jlo2ucmuka, Jloucmu4eckuli yeHmp.

UDC 303.722: [364.2+365.2]
JEL 1310

E. Sojka, PhD in Economics, Professor
University of Economics in Katowice, Republic of Poland

MULTIDIMENSIONAL COMPARATIVE ANALYSIS OF LEVELS OF LIVING
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The major purpose of the article is the comparative analysis of levels of living of populations in EU member states, determi-
nation of features that differ studied populations and indication of groups of countries of similar levels of living of their inhabi-

tants in the light of diagnostic features assumed for the study.
Keywords: European Union; taxonomy; synthetic variable.

Introduction. Level of living is a complex category, ap-
plied both in economic as well as in social sciences, that is
defined in the literature of the subject in various ways. In
order to understand the scope of this notion, we ought to
pay attention to the definition formulated by UN Committee
of Experts in 1954, according to which the level of living
includes "totality of actual living conditions of people, and
degree of material and cultural satisfaction of their needs
through the stream of goods and services against payment
and also those coming from social funds" [5, p.73]. This
concept of level of living became the foundation for a lot of
other definitions of this notion.

A. Luszniewicz defined the level of living as the "degree
of satisfaction of material and cultural needs of population by
a stream of goods and services against payment and by the
fund of collective consumption in a particular unit of time and
space” (2 p.12). According to the author, numerical ratings of
the degree of satisfaction of seven fundamental types of
needs, including food, housing, health, educational needs,
recreation, social insurance and material management, are
the measures of the level of living of populations.

The major purpose of the article is the comparative
analysis of the level of living of populations of European
Union member states, determination of features that differ
studied populations most and indication of groups of coun-
tries of similar levels of living of their inhabitants in the light
of diagnostic features assumed for the study. Thus, an
where:

maxz;,, if Zj is
I

yA—
“Iming, if Z, is

2. Similarity of objects to the "abstract" best object was
analysed through calculation of the distance (most often

Euclidean) of every object to the model of development:

d, = /Z“Wj(zij-zoj)2 i=1,2,..,n (3)
=1

attempt was made to answer the question of what the dis-
tance between Poland and new Community member states
that entered the EU (in 2004, Cyprus, Czech Republic,
Estonia, Lithuania, Latvia, Malta, Slovakia, Slovenia; in
2007 — Bulgaria and Romania) and the countries of old EU-
15 is, and if a significant relationship between the level of
life of inhabitants and economic development of the state
finds confirmation in the results of the studies.

The analysed phenomenon of the level of living is not a
phenomenon that is directly observed. Conclusions about its
level can be made on the grounds of the analysis of the set
of diagnostic variables that present its various aspects. And
that is why the study was performed with the use of the
method of multidimensional comparative analysis (Z Hell-
wig's taxonomic gauge of development and Ward's method),
and the studied period of time was the year of 2010.

Research method. For the purpose of formation of the
ranking of EU countries and ordering them from "the best"
to "the worst" with respect to the level of living of their
populations, a synthetic variable was constructed while
basing it on the method suggested by Z. Hellwig [1, p. 307-
327; 6, p. 129-130]. The stages of proceedings included:

1. On the basis of matrix of standardised m initial vari-
ables, a model object ("development model") of the "best"
values for each variable was determined:

Z :[201!2021--'120/‘""’20"7] (1)

stimulant

i=12..,n j=12,..m (2)

de stimulant

where dip represents Euclidean distance i-of this object
from the model of development, and w; is the weight for
this j-variable determined on the basis of statistical

method, thatis w, = V] /ZVJ , where V; is variability factor
J

of this j variable.
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ISSN 1728-2667

EKOHOMIKA. 11(152)/2013

~T73 ~

The more the object is similar to the model, the higher
the level of the phenomenon placed for this object.

3. Synthetic measure called the measure of develop-
ment was determined for every object.

5 =1-% )
where:
d, =d+2S8(d,) (5)
= n ; n 2
d:F Ay S(dy) = FZ(dio'd ) (6)
=

i=1

The measure of development assumes the values from
the range [0, 1] while the value of measure calculated for
development model equals 1 and for the anti-model it is
zero. The higher the development of a complex phenome-
non, the higher the measure of development (a particular
object is less distant from the model).

The methods of grouping (classification) allow for divi-
sion of the collection of n objects into disjoint and non-
empty sub-sets called classes in such a way that the ob-
jects included in the composition of the same categories
would be more similar, and the objects belonging to differ-
ent categories, would be the least similar with respect to
the studied complex phenomenon. While grouping the ob-
jects organised in a linear way, we can perform a division
of these objects with respect to the level of studied phe-
nomenon into four typology groups. The limits of ranges of
synthetic variable are determined on the basis of calculated

values of arithmetic mean (s ) and standard deviation S (s)
of synthetic measure. Such an approach is supported
mainly by the fact that this way of division is very often ap-
plied in research practice. Compare: [3, p. 93], [9, p. 96].
Thus the collection of studied objects organised in a linear
way according to the criterion of descending value of de-
velopment measure, can be divided into four homogeneous
groups (i.e. of similar level of living of populations) that
include objects of the values of synthetic variable that be-

long to the following ranges [7]: Group | :s, 2§+S(s);

Group I §+S(s)>s,2§; Group Il §>s,2§-8(s);

Group IV: s, < E-S(s).
Ward's method, in turn, is one of the agglomeration
ways for grouping, which is distinguished from others by

application of the approach of variance analysis to assess
the distance between agglomerations. While forming a

tree diagram (the so-called dendrogram) two agglomera-
tions are combined in one agglomeration to minimise the
sum of squares of deviations of all objects from those two
agglomerations from the centre of gravity of the new ag-
glomeration that will occur as a result of connection of
these two agglomerations. In this method, on every stage,
a pair is selected out of all pairs of agglomerations that
are possible to match, that as a result of matching gives
an agglomeration of the minimum diversity with respect to
variables that describe them.

Numerical data and results of research. There is no
standard concept about what partial measures should
cover the area of observation while defining the level of
living of population. It is important that the set of measures
should describe the analysed phenomenon in the most
accurate way. A barrier of the access to source data often
constitutes the criterion for selection.

In the study of the level of living of population, appro-
priate selection of diagnostic features that characterise the
described phenomenon often has a significant impact on
final results. Diagnostic variables that make foundations for
construction of synthetic measure should have: a high sub-
stantive value, high capability of differentiating the ana-
lysed territorial units (threshold value of variability coeffi-
cient is most often established on the level of 10 %), un-
equivocal character of preferences (stimulant, de-stimulant
and nominant) and ought to present the lack of mutual cor-
relation for the purpose of eliminating the phenomenon of
information repetition.

Research into the level of living of populations in Euro-
pean Union countries was characterised by the measures
that describe various areas of social and economic life of
member states. All statistical data come from 2010 and
were taken from Internet database of Statistical Office of
the European Union, EUROSTAT [10].

Table 1 shows a collection of 17 potential variables that
describe the level of living of population that were divided
into 8 groups. In order to obtain clarity of presented data,
particular variables were given the Xj, symbol, in which:

i — is the number of group in which the variable is lo-
cated (i=1...8) and j- the number of variable in a particular
group (j=1,2,3). Additionally, the collection of adopted di-
agnostic variables was divided into two subsets: stimulants
(S) and de-stimulants (D).

Table 1. Diagnostic variables describing the level of living of populations in European Union member states*

. . Coefficient
Symbol of variable Group name Variable name Mean of variability in %

X1 Unemployment rate reported in % (D) 10.10 43
X12 1. Labour market Number of unemployed people registered per 1000 people (D) 48.60 44
Xi3 Employment rate in % (S) 68.48 8

X1 . Life expectancy (in years) (S 78.24 4

X2z 2. Health protection e mortalityyr;te);er 12)5)0)Iive births (D) 4.20 43
Xa1 3. Population incomes | Average monthly salary (Euro) (S) 1957.67 57
Xa2 and poverty Rate of people at risk of poverty (D) 23.92 32
Xa1 . . Average number of rooms per 1 person (S) 1.53 26
Xaz 4. Housing conditions House overcrowding rate in % (D) 21.84 85
X Rate of population at 30 to 34 years of age with university edu-| 34.57 29

51 5. Education cation (S)

Xsp Number of students per 1000 people (S) 42.44 25
Xe1 6. Transport Number of cars in use per 1000 people (S) 458.63 24
Xe2 ) Number of passengers transported by air per 1000 people (S) 2537.01 79
X71 7. Public safety Road accident fatalities per 1000 people (D) 1277.48 113
X7o ) Number of crimes reported by the police per 1000 people (D) 49.5 62
Xa1 8. Natural environ- | Gas pollution emission in t/km2 (D) 13370.3 116
Xa2 ment Waste produced per year in t/km2 (D) 867.53 124

*Source: own case study on the basis of Eurostat database.
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Finally, on the basis of substantive and formal criteria,
the following variables were considered in the study: Xi1,
X2z, Xa1, Xs1, Xs2, Xe1, Xe2, X71, Xg2. An attempt was made
to select the variables that would represent various areas
of the level of living i.e. that would be representatives of
particular groups of variables. Due to high values of cor-
relation coefficient none of variables from the third group
was qualified to final set of explanatory variables: Popula-
tion income and poverty.

On the grounds of calculated descriptive characteristics
of diagnostic variables (tab. 1) we can observe that there is
significant spatial differentiation with respect to analysed
features that in the further part will be the foundation for
construction of synthetic measure.

Among all European Union member states the highest
registered unemployment rate (X11) was reported in Spain
(21 %). Equally high level of the rate characterised Lithua-
nia and Estonia. The lowest level of unemployment charac-
terised Austria (4.4 %); Holland and Luxembourg reported
similar results. The range of variability of this characteristic
was in the studied year 15.7 %.

The states that reached the values above the EU mean,
which was 10.1 %, were mostly the countries of the "new"
Union. Bulgaria, Latvia, Slovakia and Hungary are for exam-
ple among them. Also several countries of the "old" Euro-
pean Union were characterised by the level of unemploy-
ment that was higher than Union mean. They were Greece,
Spain, Ireland and Portugal. Mostly, the countries of the for-
mer UE-15, including Belgium, Denmark, Holland and Lux-
embourg can pride themselves on unemployment rate below
the mean value. However, also among the countries that
joined the Union in 2004, the values below 10.1 % were re-
ported. This was observed in Cyprus, Czech Republic, Slo-
venia and Romania, among others.

Infant mortality rate (X22) is a measure that provides in-
formation about the level of social and economic develop-
ment of the state and about the quality of mother and child
health care. In social sciences, it is treated as a general
measure of civilizational development. It results from the
analysis of data that the highest value of infant mortality
rate per 1000 live births was reported in the countries that
are in the European Union for the shortest period of time,
i.e. in Romania and Bulgaria (9.8 and 9.4 respectively).
These are the results that are significantly higher than
European Union mean. The lowest coefficient of infant
mortality rate was reported in Finland (2.3). A similar level
of this rate was also observed in Czech Republic, Portugal,
Slovenia and Sweden. The difference between the maxi-
mum and the minimum value of the variable is 7.5 per mill.

The mean value of infant mortality coefficient for the whole
Union was 4.2 per mill. The values above the mean were re-
ported in nine countries, while eight of them are the countries
that joined the Union in 2004. Apart from Bulgaria and Roma-
nia, they are Latvia, Malta and Slovakia. Beside Great Britain,
each of the countries of the "old" Union was characterised by
the rate below the Union mean. In Poland in 2010, 5 deaths at
birth were reported per 1000 live births and it is the result that
is worse than Union mean by 0.8 per mill.

The average number of rooms per 1 person (X41) in the
whole Community was 1.53. Only the states of the "old"
Union were characterised by the values above the Union
mean. The highest value of the rate was reported in Bel-
gium and Ireland (2.1) and also in Holland and Malta (2.0),
whereas the lowest rate was reported in Romania (0.9).
The values in Latvia, Poland and in Hungary were on a
similarly low level, where 1 room fell for 1 person.

The highest rate of population at the age from 30 to
34 years of age with university education (Xs1) was re-

ported in Ireland (almost 50 % in this age group). Among
all the countries, Romania compared the least favourably,
with the population rate that was slightly over 18 %. The
results above the mean value for the EU-27, which is
34.57 %, were reported mostly in the countries of the
"old" EU, in Belgium, Finland and in Sweden, among oth-
ers. Majority of new Union member states had, in turn,
the result below the mean. Here we can mention coun-
tries such as Czech Republic, Malta or Slovakia. Poland,
as one of few states of the "new" Union can pride itself on
the rate value that was higher than Union mean. In 2010,
over 35 % of Polish people at the age between 30 to 34
years of age had university education. During the period
of joining the Union structures by Poland, this rate was at
the level of only 14.4 %.

With respect to the number of university students per
1000 people (Xs2) Poland was located among the states
with the highest value of this rate. In 2010 there were 56.3
people studying at university per 1000 people which lo-
cated this country on the 4th position among all Union
states. Majority of European Union states are placed close
to the mean that was slightly over 42 people. In 12 coun-
tries, the results slightly over the mean value were re-
ported, and among them as many as seven were the coun-
tries of the "new" Union, including Lithuania, Estonia, Ro-
mania and Slovenia. In the group of countries of the "old"
Union, Finland and Greece proved to be the best, where
the number of people studying for BA or MA degree or at
uniform Master's studies (dependently on the educational
system of the state) per 1000 people was higher than 56.

The mean number of passenger cars in use per 1000
people (Xg1) in the whole Union was 459. In majority of
countries the results close to Union mean were reported.
Only in six of the countries the value of this rate was
slightly lower than the mean for the union and except for
Greece, they were the countries of the former eastern
bloc, including Latvia, Slovakia and Hungary among
others. It ought to be reported that in Romania the ana-
lysed variable Xg1 assumed the value that was three
times lower than the respective rate for Luxembourg
(Romania — 201; Luxembourg — 660).

The number of passengers transported by air per
1000 people (Xe2) is the next variable that shows signifi-
cant differentiation. There are two countries that are re-
markably distinguished against the others. They are Cy-
prus and Malta. The value of the rate for these two coun-
tries was respectively 8481 and 7948 people. These are
the values that significantly exceed the Union mean that
is 25637 people. The results above the average can also
be observed in 10 states of the "old" Union. They are
Denmark, Spain and Ireland. On the other hand, the low-
est values were reported in Slovakia (347) and also in
Romania, Poland, Lithuania, Bulgaria, Slovenia and in
Hungary. For these countries, the number of passengers
was not higher than 1000 people, which proves that air
transport is poorly developed there.

X71 variable that defines the number of road accident
fatalities per 1000 people is the representative of group 8 —
public safety. In Poland in 2010, 4572 road accident fatali-
ties were reported and it was the worst result in the Euro-
pean Union. For the last eight years, the situation has im-
proved, because as it results from EUROSTAT data, in
2002, the value of the rate was 5827, which means that it
was over 1200 more fatalities than in 2010. Apart from Po-
land the highest values of this rate (almost four times
higher than the Union mean) were reported in France,
Germany and in ltaly. On the other hand, in countries like
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Malta, Luxembourg, Cyprus and Estonia, the number of
fatalities was not higher than 100 per 1000 people.

In the next step of the analysis, the variables were
brought to uniformity — all were transformed into stimulants
through application of differential transformation method.
Next, normalisation of features was performed, and thus all
variables were standardised for the purpose of deprivation

of variable name and standardisation of the order of their
magnitude. Having the standardised values of variables,
Hellwig's synthetic measure of development was calculated
(fig. 1). The smaller the difference between the values of
measure from one, the more a particular object (the coun-
try) is developed with respect to the level of multi-quality
phenomenon, and so the closer it is to the model object.

0,8 4
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04+
0,2 4

0,0 1

N
s

Graph 1. Arrangement of EU-27 states according to Hellwig's taxonomic development measure in 2010*

* Source: own case study.

Cyprus proved to be the country of the highest value
of Hellwig's development measure, where the level of
living of the population showed the lowest deviation from
development model. High locations in the ranking were
also occupied by Denmark, Ireland, Finland and Sweden.
Romania was located at the end of the list with the lowest
values of the measure.

Distribution of the values of Hellwig measure is charac-
terised by very small left-sided asymmetry which proves
that in the studied period the values of s; measure that
were higher than the mean were predominant (i.e. prevail-
ing number of countries was characterised by the level of
living that is higher than the mean).

While applying fundamental descriptive characteristics
of synthetic measure, which is an arithmetic mean
(s=0,4666) and standard deviation (S(s)=0,2333), classifi-
cation of countries was performed and they were divided
into four typology groups that reflected the level of living of
the population in the light of adopted feature:

Class | — of the highest level of living of the population,
includes: Cyprus, Denmark, Ireland, Finland, and Sweden.

Class Il — the class of moderate level of living of popu-
lation includes eight states: Great Britain, Austria, Holland,
Belgium, Malta, Portugal, Greece and Spain.

Class Ill — includes as many as ten countries of low
level of analysed phenomenon. Four of them are the coun-
tries of "old" Union (France, Germany, ltaly, Luxembourg)
and the next six are "new" EU member states that joined
the Community in 2004 (Slovenia, Lithuania, Latvia, Hun-
gary, Estonia, Czech Republic).

The last class IV with the lowest level of living of popu-
lation includes the countries of the former Eastern bloc:
Poland, Slovakia, Bulgaria and Romania. The latter two
countries joined the Community in 2007.

It is generally known that condition of the state economy
is an important determinant of the level of living of the popu-

lation. In comparative studies GDP per capita is the rate that
is most frequently applied for the assessment of the level of
economic development. The level of development of
economies of particular Community countries (when consid-
ering GDP per capita as the basis) is clearly differentiated.
This differentiation concerns both the relationships between
the countries of the "old Union" (EU-15) and the new mem-
ber states. This differentiation itself is nothing surprising;
however its scale is important. It ought to be mentioned that
in the whole Europe, as much as 88 % of GDP is created by
economies that belong to EU while the area of the Commu-
nity is inhabited by 67 % of the continent population [8.
p. 166]. Diversity of the states with respect to GDP per cap-
ita calculated according to the purchasing-power parity (in
international dollars) in 2010 shows that in 13 of them, GDP
rate was lower than the mean level for the whole Union that
amounted to around $ 31496 per 1 inhabitant.

New Union member states are significantly different
from this mean and the largest distance can be reported
for: Romania (of 55 %), Bulgaria (of 56 %) or Hungary (of
68 %). If we consider other European countries, this strati-
fication of GDP per capita would be even larger. For exam-
ple in Ukraine, GDP per one inhabitant is 4.5 times smaller
than Union mean and almost 13 times smaller than in Lux-
embourg. In Turkey, Macedonia or Montenegro the ana-
lysed rate was in 2010 from 2 to 2.8 times lower than the
mean for the Community. The Union mean was definitely
influenced by accession of new members to EU which ag-
gravated inequalities and sharpened the problems associ-
ated with coherence in European Union.

As the research shows, there exists a clear relationship
between the level of economic development of the country
and the level of living of its inhabitants. Fig. 2 shows rela-
tionship between the value of synthetic measure of the
level of living and GDP per capita according to the pur-
chasing-power parity (in $).
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Graph. 2. The value of Hellwig's synthetic development measure in relation to GDP per capita
(according to the purchasing-power parity in $) in 2010*

*Source: own case study.

Analysing the aforementioned dispersion graph, we
can state that there is a clear positive relationship be-
tween these values. The countries that were distin-
guished by high value of Hellwig's measure, including
Denmark, Sweden, Ireland, Finland or Belgium and Hol-
land (group | and Il), are also characterised by high level
of GDP per capita. On the other hand, low value of GDP
per one inhabitant, in countries such as: Romania, Bul-
garia is reflected in low value of synthetic measure that
defines the level of living of inhabitants of the countries in
this group (group V). The occurrence of a clear relation-
ship between analysed values is confirmed by calculated
value of Pearson's linear correlation coefficient that is
0.7106. What is more, this coefficient proved to be statis-
tically important, with the level of significance 0.05.

In the final stage of the analysis a classification of coun-
tries into homogenous groups was performed with the use
of Ward's method of agglomeration. Euclidean distance
was adopted as the measure of distance. As a result of
hierarchical grouping a dendrogram was obtained. It is
shown in Graph. 3. Division into two agglomerations is
clearly outlined. However, it seems reasonable to also di-
vide the right agglomeration into two smaller sub-groups

which thus would give three agglomerations. Suggested
divisions are marked in graph 3 with dotted lines.

The first agglomeration that is most numerous includes
mostly the countries of former EU-15, that is Luxembourg,
Ireland, Sweden, Finland, Denmark, Holland, Great Britain
and Belgium, and among the group of new Union member
states, it includes Cyprus and Malta. Variables that repre-
sent four groups of features, that are housing conditions —
X41, education- Xs1, transport -Xe2 and natural environment
— Xgz2. are predominant in this group.

The second agglomeration includes mostly the coun-
tries of the former Eastern bloc (Hungary, Slovakia, Latvia,
Estonia, Romania, Bulgaria), but also Greece and Spain,
the countries that recently have been struggling with eco-
nomic crisis. High unemployment rate (X11) and high level
of infant mortality (X22) are features that are characteristic
of this group of states.

Poland and Czech Republic were found in the third ag-
glomeration together with such states as: Italy, Germany,
France, Slovenia, Portugal and Austria. X7¢ variable — the
number of road accident fatalities per 1000 people, with
relatively high values, proved to be the most important fea-
ture in this group.
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Graph 3. Dendrogram of classification of EU member states with the use of Ward's method*

*Source: own case study.
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For the purpose of comparison, classification of EU-27
states within 3 groups was also performed with the method
of k-means. Obtained composition of groups of states that
occurred, was almost identical with results of classification
with Ward's method. Hungary and Italy were the only ex-
ceptions here as they changed their positions. What is
more, the variance analysis conducted during classification
showed that all considered variables discriminate concen-
trations, because for each of the variables, F statistics was
significant on the level of relevance of 0.05.

Conclusions. On the grounds of performed analyses
we can make some fundamental observations:

¢ analysing the results of performed linear arrange-
ment, we ought to remember that they are based on nine
selected variables. And they, in turn, are resultants of
somehow subjective choice of the author (starting with the
choice of the type of measure, its model, through selection
of diagnostic variables, their standardisation) and the ac-
cess to data. Supposedly, while adding or removing some
variable, we might obtain slightly different results. However,
it certainly does not diminish the value of this study as the
assessment of the level of living of populations in European
Union member states;

¢ the leading group of countries that are the closest to
development model and thus the countries that are charac-
terised by the highest level of living of population in the
light of adopted qualities include: Cyprus, Denmark, Ire-
land,Finland and Sweden;

¢ on the opposite side, we can find the countries of the
former Eastern bloc, which are characterised by the lowest
level of living of their populations and at the same time, they
are distinguished by a low rate of GDP per capita. They in-
clude Hungary, Poland, Slovakia, Bulgaria and Romania.

¢ despite the fact that Poland has been the EU member
state since 2004, the level of living of its inhabitants is still
significantly different from the level of living of the popula-
tions of the so-called "old" Community member states.

E. Coiika, A-p €KOH. HaykK, npod.
ExkoHomiuHui yHiBepcuteT M. KaToBiue, Pecny6nika Monblua

¢ there occurs a clear, positive relationship between the
level of economic development of the state (measured in
GDP per capita) and the level of living of its inhabitants.
The countries that were distinguished by high value of
Hellwig's measure, including Denmark, Sweden, Ireland,
Finland or Belgium and Holland are also characterised by
high level of GDP per capita. On the other hand, low value
of GDP per one inhabitant in countries including: Romania,
Bulgaria is reflected in low value of synthetic value that
describes the level of living of inhabitants of these states.
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STATE INCENTIVE OF COMMERCIALIZATION OF INTELLECTUAL PROPERTY

The article shows understanding of the essence of commercialization process and finds its characteristic features. It also de-
fines the main directions of the state stimulation of commercialization of intellectual property. The mechanisms of the state regu-
lation which can be expediently applied in the Ukrainian practice are presented in this article.

Keywords: commercialization, innovative activity, intellectual property, scientific and technical developments.

Problem statement. In a modern world innovative de-
velopment of economy as the main macroeconomic task is
possible only under the condition of successful realization
of a huge number of specific innovative projects. Scientific
and technical activity has become a day-to-day activity for

millions of experts involved in it; its results versatility influ-
ences the activity of billions of people on the planet, the
processes of its development are the subject to the state
regulation in the developed countries and those countries
which try to intensify their social and economic develop-

© Vikulova A., 2013
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ment, no matter when they had their first traditions in this
human activity found [1, page 5].

Commercialization of intellectual property is a key fac-
tor of economic growth and development in a mid-term and
a long-term prospect. Well balanced, available and reliable
system of the state incentive of commercialization of intel-
lectual property plays an important role in this process. In
the times of modern economic competition those countries
win, which provide favorable conditions for the develop-
ment of intellectual property, that is help in every possible
way the scientists and inventors to commercialize the ideas
and projects. Getting new knowledge and mastering new
technologies as well as their effective use in social and
economic development by a decisive measure defines the
role and the place of a country in the world commonwealth,
the level of national security and people's standards of
living. In the industrially developed countries 80-90% of
GDP gain comes to that new knowledge, realized in
equipment and technologies. Despite the availability of
considerable scientific developments and high education
level of the research institutes staff, the scientific and tech-
nical sphere in Ukraine is not in its best situation. The
sphere of scientific and technical activity in our country is
one of the most complicated, in terms of providing legal
regulation. Unfortunately, the state still has not taken any
necessary steps to transform the scientific and technical
activity into a fully-fledged branch of national economy.

In European countries such mechanisms that stimulate
the transfer of technologies operate. There are different
examples of programs which direct considerable financial
resources at incentive of commercialization of intellectual
property. These are the programs that work both nation-
wide and all over Europe (structural funds). For instance,
the programs for joint financing of contract scientific re-
searches, subsidizings of services in commercialization of
technologies, granting the start capital for so-called "start-
up" companies etc. Foundation of the "start-up" companies
focused on commercializing of knowledge and skills of re-
search, is one of the main instruments of commercialization
in Europe, therefore, this economic sector is focused on
application of different incentives (tax, financial, economic).

National industry is in a great need of production updat-
ing (first of all, updating of technologies), the scientific and
technical sphere possesses considerable capital funds and
intellectual resources for resolving this problem, but there
is no system of commercialization of scientific development
and technologies in Ukraine. Still no accurate mechanisms
for attraction and use of the results of scientific and techni-
cal activity, that is intellectual property, are developed to
apply them into economic turnover. After all, it is the state
who has to pay special attention to scientific and technical
activity and create the regulatory and legal framework, that
will be capable to provide commercialization of the objects
of intellectual property.

Analysis of the last researches and publications.
Providing the innovative processes to a great extent de-
pends on creation of the mechanism of management of
practical implementation of difficult innovative projects. It
should be mentioned that national and foreign economists
and researchers of innovative processes pay considerable
attention to the research of forming factors of scientific and
technical potential. Thus, the essential contribution to the
development of theoretical and practical aspects of econ-
omy and management of scientific and technical potential
was made by scientists-economists D. M. Chervaniov,
V. D. Bazylevych, O. I.Zhylinska, V. M.Geyets,
L. K.Bezchasny, Y. M. Bazhal, G. |. Kalytych, A. Malytsky,
V. P. Solovyov, S.Y. Glazyev, N. P. Goncharova, D. I. Ko-
kurin. Among foreign researchers such names should be

noted as J. Schumpeter, B. Santo, B. Twiss, R. Hoffmayer,
B. Lundwall, S.Friman, G.Mensha, J.Kazmietsky,
Y. N. Grik, I. A. Monastyrny. Scientists are unanimous in
their conclusions that transformation of scientific and techni-
cal potential into the main driving force of economic growth
of the state is possible only on the basis of formation of the
effective organizational economic mechanism of scientific
and technical development commercialization. Theoretical
and methodological principles of resolution of this issue in
Ukraine are one of the priority tasks of economy as well as
scientific and technical potential management.

Aim of research. To reveal the essence of commer-
cialization of intellectual property process and its character-
istics. To define the main directions of the state incentive of
commercialization of intellectual property.

Main results of research. Commercialization of the
objects of intellectual property is a long and complicated
process which is possible only on condition of close inter-
action of the state, science, industry and market, with in-
formational support of all the stages of innovative cycle,
taking into account the economic and social factors of
emergence and use of intellectual property, as well as
modern trends in business and economy, conducting effec-
tive market researches.

Commercialization of technologies is the most impor-
tant element of innovative process as it is the process of
transformation of the results of scientific and technical ac-
tivity into goods and their further effective commercial reali-
zation [2]. As J. Kazmietsky says, "commercialization is the
process by means of which the research and development
results (RAD) are in due time transformed into the products
and services in the market" [3]. According to Y.N. Grik and
I.A.Monastyrny, commercialization of innovative idea is
getting the profit from its sale and use in one's own produc-
tion [4]. For instance, "Encyclopedian economic and law
dictionary" gives several definitions of commercialization.
1. As a concept of the first steps of transition of CIS coun-
tries to the market relations. "Commercialization is the first
step on the way to privatization when the enterprises are
responsible for the results of their financial activity, and the
state doesn't date their expenses any more".

2. "This is wide use of commercial beginnings in econ-
omy, expansion of number of commercial organizations."
Without having explained specifically what commercializa-
tion is, this definition, explains it once again with commer-
cialization itself. 3. "Activity subordination to the aim for
gaining the profit" [5]. But activity subordination to the aim
for gaining the profit is the whole business activity, which is
far broader than just commercialization. The economic
encyclopedia gives the following definition of commerciali-
zation: it is "1. Wide use of commercial principles in econ-
omy, expansion of number of commercial structures.
2. Activity subordination to the aim for getting the profit in the
system of market relations [6]. According to Kendrick White,
Director of Marchmont Capital Partners, commercialization is
adaptation of fundamental science to business [7].

In our opinion, these definitions are insufficient. In par-
ticular, the definition by J. Kazmietsky points at possibility
of division of innovative process into own innovations de-
velopment and their transformation into market products,
while the process of commercialization has to connect
these stages indissolubly. Besides, it isn't specified, what
terms of commercialization should be considered as "due"
terms. In the definition of Y.N. Grik and E.A.Monastyrny
some ambiguity is brought by the concept "innovative
idea", since any stage of innovative process, in my opinion,
represents a certain innovative idea, not necessarily the
one that gives the chance for commercialization. At the
same time, in the given definition one important detail is
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emphasized: commercialization of innovations provides
getting the profit from introduction or sale. Due to existence
of specified inaccuracies | will give my own definition of the
concept "commercialization". Thus, commercialization is a
system of actions aimed at transformation of RAD results,
which save their market relevance and demand, into prod-
ucts and services in the market which are aimed at reforming
of economic activity of enterprises and their achievement of
strategic development objectives by means of implementa-
tion the necessary structural transformations adapted for
changes of environment functioning factors in order to get
the maximum profit from their sale, licensing or independent
use. Thus, the process of commercialization allows search-
ing, evaluation (expertise) and selection of innovations for
financing, legal claiming for rights on future intellectual prop-
erty, introduction of innovation in production, as well as its
further modification and support of intellectual product.

At the present stage of development, realization of inno-
vations is a key task not only for the scientific and technical
sphere of the country, but for the increase of domestic eco-
nomic competitiveness within the national innovative system
in overall. Final result of innovative activity is creation of in-
novation, but the process of commercialization not only has

to be continuous, like innovative search itself, but it has to
begin even before the end of research and development.

There is a great variety of mechanisms by means of
which in the developed countries of the world the state
takes part in creation of favorable innovative climate and
promotes commercialization of the research activity results.
In general, the applied tools can be divided into three big
groups. Firstly, it is a direct financial involvement of the
state in the form of financing of certain projects (for exam-
ple, participation in venture financing) or organizations (for
example, small innovative firms). Secondly, it is support of
connections between the public and private sector in the
scientific innovative sphere (joint state-private partnership).
Thirdly, it is financing of creation of elements of production
and technological infrastructure (science and technology
parks, incubators, offices to promote the technologies etc.).
Let's have a look at those mechanisms of state regulation
which can be expediently applicable to Ukrainian practice
and take a foreign experience as an example.

New tendencies are observed in the world that clearly
appeared in the 1990-s in the market of intellectual prop-
erty objects, where among its main players (multinational
corporations) biger and biger role is being played by the
research universities [8, page 176].

Table 1. Stakes held by institutional sector R & D scope of the U.S. A. in activity consumption quantity,% *

Sector and 1999 2004 2009
the nature of | Fundamental | Applied Fundamentall Applied Fundamental| Applied
Development Development Development
work research research research research research research
University & 54,0 11,1 0,9 57,0 13,0 12 53,4 16,7 0,8
Colleges
Federal 8,6 10,6 6,0 8,4 10,8 7,2 7.2 11,2 6,9
Government
Federally
Funded
Research & 9,6 3,2 21 8,9 45 2,6 7,7 6,5 1,9
Development
Centers
Industry 17,1 70,4 89,9 14,0 65,7 87,5 19,5 57,6 89,5
Non-Profit 10,8 47 1,0 11,8 6,1 15 12,2 8,0 1,0
Organizations

*Compiled by the author based on [9].

Thus, as can be seen from table 1, in 2009 Universities
and colleges completed (by value) 53.4% of all work in the
segment of fundamental research (basic research), but only
16 7% in the segment of applied research (applied research)
and very small fraction — 0.8% — in the segment D (devel-
opment). It should be borne in mind that the overall structure
of American research and development, general expressed
in value terms which in 2009 amounted to approximately
$ 400.5 billion, fundamental research covering 19.0% ap-
plied — 17.8%, and the development — 63.2%. The structure
of the corporate sector is almost the opposite: American
industry was performed 89.5% of all works in the segment D,
57.6% of works in the segment of applied research, and only
19.5% of jobs in the segment of basic science. Federal R &
D sector is characterized, at first glance, more or less con-
tiguous values of three key parameters (basic science —
14.9% Applied research —17.7% development — 8.8%).
However, it should be borne in mind that the sector per-
formed much especially sensitive and labor-intensive applied
research and development that require significant resource
investments, which makes them not always attractive activity
for corporate industry and universities.

According to the expert evaluation, cumulative effect
from the use of inventions made in university sector of sci-
ence of American economy, makes 21 billion USD, which
covers the cost of works on pre-commercial stage — carry-

ing out the research and development work (4 billion USD)
and output of new production on the licenses of universities
(17 billion USD). In the mid 90-s in the USA the practice of
evaluation of a certain university's contribution to a scien-
tific, technical and economic development of the country
became widespread: for example, the companies found by
the alumni and professors of the Massachusetts Techno-
logical Institute (MTI) form the twenty-fourth "economy" in
the world, taking into account their sizes. Tendency of the
last years — changes in the board of founders of the com-
panies: if 50 years ago over 60% of companies' founders
were experts with engineering education, in the recent
years their number decreased to 40%, and the number of
experts in management and business has grown up to
43%, in this case high-tech companies are found not only
in the territory of the USA [9, page 48]. About 200 Ameri-
can universities belong to Association of technological
management which tracks the main tenedencies of patent
and licensing activity; according to its data, ten leading
research universities of the USA (California University,
Stanford, Colombian, Michigan, Wisconsin Madison Uni-
versity, Chicago University, Florida University, MTI, Wash-
ington University and University of Washington D.C.), total
income of universities from the sale of licenses for the year
an average of 230 million dollars. while expenses — 34 463
million. So, during one year these universities got net profit
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of 195,177 million dollars and more than a half of this
money belonged to the first three universities, namely, Cali-
fornian University got 45,232 million dollars of profit from
license operations, Stanford got 41,446 million dollars, Co-
lombian University got 37,724 million dollars, which respec-
tively makes no less than % of all the profits gained by
these universities [9, page 49]. In 1998 additional profit
from license activity of all the American universities made
725 million dollars, American economy gained 33,5 billion
dollars profit and created 280 thousand workplaces from
implementation of 7 469 new university licenses [10, p. 49].

Among the programs for innovative business support,
which have more than a 20-year old history in the USA,
there is one called SBIR (Small Business Innovation Re-
search Program) launched after the acceptance of the Act
of development of small innovative business (Small Busi-
ness Innovation Research Act) in 1982. In 1992 the pro-
gram was amended and prolonged till the year 2000. It is
being realized now too. Within the framework of this Act
another program called "Small Business Technologies
Transfers" (STTR) was established. The SBIR program is
urged to provide small business with the start capital and
maintain participation in RAD, financed by the government.
Besides that, within the recent years a great value is given
to development of commercial addings of working results,
that have been created due to SBIR financial support. In
this program the state acts as kind of venture capitalist,
investing in high-risk projects. Those state agencies whose
budget expenditures on RAD exceed 100 million dollars
per year have to bring financial contribution to the program.
At the moment 11 federal agencies take part in the pro-
gram. In 1992 agencies had to transfer 1.25% of their
budget on RAD in support of small business within the
framework of SBIR, in 1993-94-s this number made 1.5%,
later in 1995-1996 — 2%; and in 2012 the percent of com-
pulsory assignments reached 3.5%. Thus, each agency
has its own scientific priorities and in accordance with them
money is allocated within SBIR program. The program
consists of three stages. On the first stage that lasts no
more than half a year, small firms-applicants have to show
the capability of the innovation offered to meet previously
declared requirements of federal agency. Financing at this
stage doesn't exceed 100 thousand US dollars. At the sec-
ond stage that lasts 2-3 years a small enterprise has to
create a product prototype. Financing allocated for these
purposes equals 750 thousand US dollars. Third stage is a
product commercialization. At this stage the state doesn't
provide financing any more. As the program developed, its
monitoring became stricter as well. Since 1996 all small
firms that got support within SBIR framework have to report
about their achievements (received both by means of this
program, and at the expense of other sources), — such as
the amount of sums for commercialization of scientific re-
sults, the profit from new production sales. Since 1997 one
more criterion that allows evaluation of previous results
even at the stage of project implementation has been intro-
duced: firms which received financing at the second stage
of the program, had to make the annual report on the other,
except for SBIR, sources of financing and their profit from
new product sales [11, p. 103].

Practice showed that the companies need 5-9 years on
average to develop the project from the concept till it be-
comes a commercial product. In four years after the financ-
ing stops, at the second stage of the program about 12% of
the supported firms are able to commercialize the results of
RAD work. The SBIR program efficiency evaluation is quite
inconsistent. Thus, it should be noted that no systematic
evaluation of the results was carried out and all the conclu-
sions are based on the analysis of data on rather casual

circle of the companies-recipients of financial support.
Therefore, the results of comparative research of 513 com-
panies which got the SBIR grants were published and
those of 185 companies, whose applications were declined
and those of 79 companies, which meet the requirements
of the program, but didn't submit their applications. Calcu-
lations showed that the more grants the company gets
within the framework of this program, the less it spends by
its own on RAD. So, the classical effect of replacement of
private expenses by the state ones takes its place [11,
p. 121]. The aim of the program was absolutely opposite —
to support the small companies, so that they increased
their own expenses on RAD.

At the same time data on 50 most commercially success-
ful companies, supported within the program, testify that the
state investments are completely paid off. Thus, total sales
volume of these companies made 9.1 billion US dollars that
is 30 times more than the amount of financing, allocated at
that time within SBIR program. Private investments attracted
by these companies at the third stage made 963 million US
dollars that exceeded the program cost by three times. The
amount of workplaces grew due to the activity development
of these companies from 1254 up to 10287.

At present time the discussion around the program has
risen on whether it is possible to evaluate the program re-
sults by the number of "brought-up" leading companies and
volume of the initial expenses compensated by them later.
The point of view that such evaluation is disoriented gets
more and more popularity, since the assignment of such
programs is to support not those projects and firms that
would get financing from private sources as a result of
commercial attractiveness of their projects, but those firms
which couldn't present any interest for the private sector at
the stage of their program appeal, due to a high risk put
into their offered projects. Then the indicators of "success"
will be much lower, but it will testify in favour of the fact that
the most risky projects has been chosen for financing. Oth-
erwise the financial burden is transferred from private into
the state sector that, in fact, means inefficient use of public
resources. The same argument is set upon the ANVAR
program, one of the most known initiatives of the small
business support realized in France.

ANVAR (ANVAR - Agence Nationale de Valorisation
de la Recherche) — is a National agency on increasing the
innovative attractiveness of scientific researches. It is a
governmental agency with industrially commercial status
which was found in 1979 for providing assistance for inno-
vative activity in the industry of France, mainly in the sector
of small and medium business. This status means that
ANVAR acts as independent concern, but its mission is
defined by the government and the government provides
the main assets to the program funds. ANVAR acts under
the auspices of several ministries which are responsible for
industrial issues, scientific researches and those concern-
ing the sector of small and medium-sized enterprises. The
ANVAR's annual budget makes about 215 million euros.
Within ANVAR framework several initiatives are developed.
Thus, ANVAR gives financial support to the innovative en-
terprises and research laboratories, in two main ways. One
way of support is the interest-free loan for the period of up
to 5-6 years which is the subject to return in case of suc-
cessful project implementation and which covers up to 50%
of general expenses, connected with the innovative project
implementation or the project on technology transfer. The
second way is giving the grants for the sum of up to 38 000
euros. Financing can be used for preparation and finishing
of innovative programs, founding the innovative compa-
nies, increasing the technological level of small and me-
dium-sized enterprises (by involving the researchers, re-
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ceiving and using the scientific and technical information
etc.), as well as incentive for wider participation of small
and medium-sized enterprises in the European projects of
technological cooperation within the EUREKA organization
or within other regional or international initiatives. ANVAR
has 24 regional offices and the project selection for financ-
ing is made by their employees, taking into account eco-
nomic, technical and financial indicators of the applications.
According to the ANVAR agency data, within 10 years it
gives support to, on average, 20 000 companies and labo-
ratories, and also gives financing to 34 000 technology-
based innovative projects of total cost of 3 130 000 000
euros. Thus, in accordance with the conducted in 2012
evaluation of ANVAR activity by foreign experts, from 40%
to 50% of loans granted come back on average. It causes
disturbance and compels to discuss the vectors of im-
provement of agency's activity now. In particular, the ques-
tion about the effectiveness of requirement to return the
money for only those organizations, whose projects were
commercially successful is disputable, as well as whether it
stimulates the dependant mood among the small enter-
prises, which can be engaged in "decumulation" of fi-
nances under such circumstances.

In Canada the program of assistance to industrial re-
searches (Industrial Research Assistance Program — IRAP)
was initiated by the government [13] within which the strat-
egy concerning incentive of the Canadian small innovative
enterprises is realized. The program provides 150 million
US dollars a year and each project lasts 5 years on aver-
age. The program also provides strategic access of small
enterprises to information, resources and financing, so that
they could commercialize the results of their developments.
In 2011-2012 the support was given to more than 5500
projects, connected with industrial development, and in
overall the program helps 12,000 Canadian small firms to
increase their innovative potential. Innovative risks for
small enterprises decrease because the program network
has more than 260 industrial and technology advisers, 140
partner organizations at a regional level, known as "mem-
bers of the network" and more than 1,000 of participants
inside the Canadian Technology Network. Small compa-
nies which took part in IRAP, have by 20% higher level of
survival in comparison with those small enterprises which
weren't given any support from the government.

In Sweden support of small technology-based compa-
nies is carried out through the Swedish Industrial Devel-
opment Fund (IDF) [14]. The fund carries out crediting and
directs investments in the small firms whose production
belongs to priority branches of technologic development
(information and communication technologies, natural sci-
ences, industrial technologies), and has the number of em-
ployees up to 250 people and turnover up to 400 million
SEK. (59 million US dollars). For getting the loan, the small
firm needs to show that the project has good commercial
prospect and high level of management. The overall cost of
the project must be no less than 4 million SEK (590 thou-
sand dollars). The IDF credit can cover up to 50% of over-
all cost of the project. The interest rate of the credit is
evaluated on a market basis. IDF offers different schemes,
including converting of the credit into the share of the com-
pany on condition of successful development of business.
IDF can carry out the investment at different stages of pro-
ject development (seed stage, initial, and at the stage of
expansion of the company). For getting the seed capital, the
company has to prove that the project contains unique idea
which has obvious potential of commercialization. Very im-
portant aspect is demonstration of potential of a new busi-
ness in terms of market expansion. Intellectual property
rights on basic technologies have to belong to the company.

By doing this, IDF doesn't provide grants (free financing).
First of all IDF is interested in technology-based companies
that came out of universities. The sum of initial investment
request has to range from 250 thousand SEK (37 thousand
dollars) up to 2 million SEK (293 thousand dollars). By today
IDF has made investments into more than 300 companies;
the Fund posseses shares for the sum of about €390 million
and investments for the sum of €210 million.

In People's Republic of China till 1998 the service of
technology transfer existed only in two universities
(Tsinghua University and Beijing University). Today each
big research university has its service of technology trans-
fer. These structural divisions are financed by the govern-
ment of China at the expense of general expenditures
share, allocated to university. However, nowadays this
organizational model is being changed. The majority of
services on technology transfers act as associable private
companies which belong to universities [15].

Besides, during the last years the tendency for creation
of interstate networks of innovative activity is being ob-
served. The most successful is activity of the European as-
sociation of business-angels, whose structure includes over
200 organizations, including 150 business and innovative
centers located in 27 countries. The innovative infrastructure
functions in Russia too, where 70 technology parks already
function and about 50 thousand small technology-based
firms function in the sphere of science and technology; the
system of venture investment is being created. In the Rus-
sian Federation the bill "On Commercialization of Technolo-
gies" is developed. Its main objective is stimulation of com-
mercial use of technologies created in the state scientific
organizations. Law scope is the results of scientific re-
searches received at the expenses of (or due to using)
budgetary funds, start-ups and mechanisms of joint state-
private partnership in the scientific and technical sphere.

Assignment of the bill:

—to introduce the rules of law that are defined by commer-
cialization tasks as one of the elements of the state scientific
organizations activity and higher education institutions;

— to develop rules and participation ways of research
and development organizations (RDO) in founding of small
innovative enterprises;

— to allow to use the profit from commercialization of tech-
nologies for development of scientific researches in RDO;

— to develop the commercialization infrastructure in
RDO and in higher education institutions, as well as in the
ministries and agencies [16, p. 21].

In Ukraine the current system of innovative business
operating is organizationally imperfect, complicated, con-
fused, opaque and has all the characteristics of being un-
der development. In the scientific sphere an integral re-
search process is still artificially divided into 3 categories
(sectors): fundamental, departmental and high school sci-
ence. It generated overlapping and weakening of scientific
researches. Shortage of financing both state and private is
the main problem of commercialization of inventions which
are potentially competitive. Unique results of national de-
velopments and researches go abroad, since the policy of
our state is far from the desirable one in terms of giving
support to the inventors and implementation of their
achievements nowadays. In 2013 the budget allocated only
321452,2 thousand UAH on research, scientific and techni-
cal development, conducting of work on the state target
programs and state order, implementation of international
scientific and technical programs and projects by higher
education institutions and scientific institutions, financial
support of scientific infrastructure and scientific objects,
that make national heritage as well as medical care of Cri-
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mean astrophysical observatory employees, that is by
242927 thousand UAH less than in the previous year [17].

The issue state regulation by means of commercializa-
tion of intellectual property in Ukraine at the moment relates
to the following: whether Ukraine exists as the country with
its own full-fledged immaterial assets of the objects of intel-
lectual property, which make a high value added and its
share in the national gross product (as it successfully per-
formed in the developed countries), which considerably in-
crease its capitalization or its separate parts become the
object of external management of those countries where the
market economy is already functioning (as it happens in the
poorest countries of Africa and Latin America). To avoid the
last option, it is necessary to create from scratch the immate-
rial economy with the developed legal system and intellec-
tual property, which would be connected with manufacturing
the products of scientific and technical progress.

Therefore, the main ways of incentive of commerciali-
zation of intellectual property are:

— providing the priority of the state support of science
and development of high technologies, making the expenses
on scientific research and development reach the level of
1,8% of GDP (in 2013 in Ukraine they allocated 0,43% of
GDP for scientific research and development, while in the
countries of European union this figure made 3%) [18].

— improvement of founding and use of branch innova-
tive funds in terms of carrying out and commercialization of
innovations;

— formation of regulatory base of functioning of the sys-
tem of innovative venture project financing;

— development of small innovative business by creating
the favorable conditions for its establishment and functioning;

— providing financial support for patent and inventive
activity, assistance in protection of intellectual property and
support of the rights on it both in Ukraine and abroad;

— improvement of the system of incentive of the proc-
esses of creation and use of innovative products;

— involvement of the objects of intellectual property into
economic turn, carrying out their inventory and providing
their reliable protection from unauthorized use;

— acceleration of infrastructure development that pro-
vides commercialization of the results of innovative activity;

— development of information infrastructure, providing
assistance to the research organizations in their access to
information networks and databases.

For innovative business incentive it is necessary to in-
troduce the new principles of organization the scientific
activity. Such principles are:

— legal support of two forms of ownership on the scien-
tific results: state and private. Results of the research have
to be protected by patents or licenses with which would
allow to enter the market of scientific production;

— functional union of scientific organizations and higher
education institutions that will promote consolidation of
scientific efforts as well as material and information base in
the research structures;

— transformation of scientific schools headed by leading
scientists into the main organizational form of science de-
velopment. The principle of scientist's professionalism
should prevalil, as he is the generator of scientific ideas and
deeply knows the theory and methods of research and also
has a rich experience of management. It is the research
supervisor only, but not the official-administrator, who
should make the distribution of available resources, which
will significantly reduce the official structure in the scientific
sphere. New management organization of scientific activity
has to provide: overlapping elimination in the state man-
agement of science by establishing a common all-
Ukrainian body which has to direct scientific researches,
developments and introduction of innovations, and innova-

tive business in overall; formation of directions of scientific
researches as the state programs, proceeding from re-
quirements of national economy and considering the op-
portunities of national education and scientific institutions;
formation of orders for preparation of scientific staff through
postgraduate study and doctoral studies; formation of sci-
entific coordination councils in the regions on the basis of
leading scientific establishments of higher education institu-
tions; formation of the relevant volume of financial re-
sources necessary to perform the state programs of inno-
vative development; carrying out the inventory of scientific
and innovative potential of the country; formation of the
new administrative organization unit — scientific and educa-
tional unions; establishing the centers for collective use of
the scarce equipment and material base for experimental
works; monitoring legislation implementation concerning
the innovative business and preparation of necessary
amendments to the current legislation. It is necessary to
introduce the establishment of profile research structures,
flexible systems of interaction of educational and research
structures of several higher education institutions etc.

The abovementioned actions have to serve for the im-
provement of Ukrainian science, increase its productivity,
and make the practical introduction of the received results
more widespread.

Conclusions and prospects of further research on
the problem. In the last decades while there was an estab-
lishing process of Ukraine as a country, some new tenden-
cies appeared in the world; new relations between scien-
tists and society were made. Earlier science was giving the
answers to the question of how it is possible to resolve this
or that problem, today society demands that science pre-
dict the problems to arise soon and find the solutions. To-
day in Ukraine there are no necessary conditions for com-
mercialization of intellectual property, the mechanism of the
state support of promotion national objects of intellectual
property to foreign markets is almost absent, protection of
the rights on these objects abroad is not legally regulated.
Those inventions made within RAD framework are gener-
ally used only by one organization, as a rule, by the one to
develop them. Technical universities lack the structures to
provide commercialization of inventions. The reason is
poor organization of scientific and technical sphere, its
unability to function in market conditions, limitation of fi-
nancing, low level of economic knowledge of the innova-
tors. Commercialization of intellectual property is an impor-
tant stage in the process of innovative activity. Due to
commercialization, the results of research turn into goods
and find their realization in the sphere of industry. This arti-
cle covers the concept of process of commercialization of
intellectual property, emphasizes the stages of commer-
cialization and its characteristic features. It gives the defini-
tions of this term by different authors; the author's own
definition is offered as well. Both foreign and Ukraine mar-
ket realization peculiarities of the results of scientific devel-
opment are defined. Certain legislations in the sphere of
industrial property and innovative activity are considered
and some shortcomings that cause ambiguity and inconsis-
tency of its separate provisions are found. On this basis
certain conditions of establishing organizational economic
mechanism of commercialization of scientific and technical
development in Ukraine are detected.

Our government needs a systemical approach to re-
solving this problem and concentrate its attention on or-
ganization and financial issues of activity of scientific and
technology complex of Ukraine, that are driving factor in
the innovative development of the state economy. Thus, it
is reasonable to direct further researches on resolution of
the problem of improvement of organization of use and
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commercialization of scientific achievements, increasing
the efficiency of scientific and technical activity because
they remain those of the most essential for economic and
social development of the country.
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OEPXABHE CTUMYNIOBAHHA KOMEPUIANI3AUI IHTENEKTYANbHOI BIACHOCTI
Y cmammi euknadeHo po3yMiHHs cymi npoyecy KoMepuyianizayii ma eusienieHo it xapakmepHi pucu. BusHayeHO OCHOBHIi HanpsiMKu dep)XxagHo-
20 cmumynoeaHHs1 Komepuianisayii iHmenekmyanbHoi enacHocmi. HasedeHo mexaHi3Mu Oep)xagHO20 pe2ysito8aHHS, 3acCIMOCy8aHHs SKUX MOXe

6ymu douinbHUM 8 yKpaiHChKili npakmuuyi.

Knro4oei cnoea: komepuianisayisi, iHHoeayiliHa disnbHicmb, iHmenekmyanbHa enacHicmb, HayKo80o-mexHi4Hi po3pPo6Ku.

A. Bukynosa, acn.
KHY nmenu Tapaca LLleB4yeHko, KueB

rOCYOAPCTBEHHOE CTUMYJIMPOBAHUE KOMMEPLUMANMN3ALUN UHTEJNNEKTYAIIbHOU COBCTBEHHOCTU
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STATISTICAL ESTIMATION OF THE GREEN GROWTH IN UKRAINE

A set of indicators proposed by the OECD that assesses economic opportunities arising from the green growth as well as
helps policy-making concerning environmental issues, in particular indicators on technology and innovation, production and
consumption of environmental goods and services, environmentally related prices and transfers as well as associated to green
growth financial flows, have been studied in detail in this article. The results of the comparison analysis of the application of the
abovementioned indicators by the Czech Republic, Denmark, Germany, the Netherlands and Korea are presented in the article.
Based on the performed analysis possible application of the proposed by OECD set of indicators to the Ukraine's national con-
text has been explored. Proposed set of green growth indicators can be applied in Ukraine, however further development is re-
quired to enhance the statistical data accounting and availability. Among the main challenges to the implementation of such sys-
tem in Ukraine is the lack of data as well as medium compliance of the Ukraine's Environmental Accounts with the European

regulation, which complicates the development of national policy towards green economy and the international comparison.
Keywords: green growth; green economy; indicator; economic opportunity; policy response.

Introduction. An extensive use of the environmental
resources over the last few decades, the intention of the
governments to reach the target of economic growth by no
means has led to partial loss of biodiversity, climate
change and deterioration of life conditions in certain areas.
Years of academic research and political discussions re-
sulted in the international agreement for an alternative path
of development that is sustainable development. Establish-
ing a clear system of environmental accounting has be-
come a key for a transparent policy-making system. Ac-
cording to the final report of United Nations Economic

Commission for Europe Ukraine's Environmental Accounts
are partially compliant with the European regulations [1].
Therefore there is a need to reform the environmental ac-
counts in order to provide a proper evaluation of the natural
asset base and changes in it.

It is established that sustainable development cannot
be achieved under the current pattern of consumption;
therefore an alternative way of organising the economic
activity, in particular green economy, has been proposed.
Green economy aims for improved human well-being and
social equity, while significantly reducing environmental

© Yeliseyeva G., 2013
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risks and ecological scarcities. The concept of green econ-
omy rests on the economy, the environment and the social
pillars of sustainable development. In this framework,
green production includes technologies, goods and ser-
vices, which aim to enhance resource and energy effi-
ciency, protect the environment and climate and reduce the
use of non-renewable energy sources.

Green growth seeks to fuse sustainable development's
economic and environmental pillars into a single intellectual
and policy planning process, thereby recasting the very es-
sence of the development model so that it is capable of pro-
ducing strong, stable and sustainable growth simultaneously.
It aims to foster economic growth and development, while
ensuring that natural assets are used sustainably, and con-
tinue to provide the resources and environmental services
on which the growth and well-being rely [2]. It promotes a
cost-efficient and resource efficient way of guiding sustainable
production and consumption choices and explicitly accounts
for the environment and the value of natural assets [3].

Analysis of the latest scientific research and publi-
cations. Setting conditions that promote green growth re-
quires a good understanding of its determinants as well as
appropriate information to assess the environmental state,
monitor its progress and support policy-making. Recently a
lot of the scientific research has been focused on evaluat-
ing the impact of the economic activity on environment and
its driving forces.

Among the Ukrainian scientists who have been study-
ing this subject are S. Gerasymenko and O. Chupryna,
who have performed a multivariate statistical analysis of
economic development trend and standard of living [4],
N.Kovtun, who analysed investment process in Ukraine
from a statistical point of view [5], E. Libanova, who re-
searched human development in Ukraine [6], |. Mantsu-
rov, who focused on focused his research in the area of
statistics of economic growth and competitiveness [7], as
well as N. Parfentseva with the analysis of the develop-
ment and implementation of International statistical classi-
fications in Ukraine [8].

Current research in Ukraine covers different aspects of
the statistical estimation of the impact of the economy on
the environment, as well as its role in the human develop-
ment and quality of life, however further research is needed
in order to implement a multidimensional statistical frame-
work for evaluation of the impact of green economy, as well
as its state and development.

Organisation for Economic Co-operation and Develop-
ment (OECD) has performed a research on the statistical
data development required to assess the impact of green
economy development on countries' social, economic and
ecological state. OECD research has provided a set of
green growth indicators as a starting point for measuring
green economy, which could be adapted according to
country's specific context [9].

OECD framework for Green Growth indicators includes
four main groups of indicators that monitor environmental
and resource productivity and environmental quality of life,
describe the natural asset base as well as policy responses
and economic opportunities.

The aim of this article is to focus on the fourth
group of green growth indicators proposed by the OECD
that assesses economic opportunities and aims to help
policy-making.

With this aim the following objectives have been formu-
lated and accomplished:

— to study the relevance the green growth indicators
proposed by OECD to the Ukrainian national context;

— to evaluate the application of relevant green growth
indicators in the Czech Republic, Denmark, Germany, the
Netherlands and Korea;

— to estimate the relevant green growth indicators for
Ukraine subject to data availability.

Main results of the research. The set of indicators on
economic opportunities and policy response proposed by
the OECD includes indicators that evaluate opportunities
arising from greening growth, estimate the role of R&D and
innovation, training and skills development, international
trade and international financial flows in shaping the green
economy, as well as help the policy-makers to address
market failures through economic instruments and regula-
tions. We will compare the application of the proposed indi-
cators to the national context of Czech Republic, Denmark,
Germany, the Netherlands and Korea and present our es-
timation of the relevant indicators for Ukraine.

Eurostat has developed guidelines on how to examine
the Environmental Goods and Services Sector in 2010. Un-
der these guidelines green entrepreneurship is both a
source of innovation and a source of opportunities for eco-
nomic growth. Green growth relies on innovation, which
drives multifactor productivity change and helps decoupling
process. Thus, it's important to construct proper indicators,
which highlight its role in green economy, focusing in particu-
lar on green innovation. The latter relates to environmentally-
related research and development and technologies.

Governments have an important role in fostering green
growth by setting framework conditions that stimulate
greener production and consumption through economic
and other instruments; by encouraging cooperation and
sharing of good practices among enterprises; by develop-
ing and promoting the use of new technologies and innova-
tions; and by increasing coherence among policies. The
main challenge is to harness environmental protection as a
source of growth and as a source of international competi-
tiveness, trade and employment.

Clear and stable market signals are key to affecting the
behaviour of producers and consumers. In presence of
negative externalities of the economic activities it's very im-
portant to set proper incentives to eliminate them while en-
suring a fair price is paid for conducted economic activity.
Possible political response to such negative externalities is
an introduction of a tax on harmful economic activity and
abolishing of existing subsidies to it, or introduction of a sub-
sidy to an environmental-friendly technology. Regulatory
instruments or environmental quality certificates also play an
important role in minimising the negative externalities.

OECD system of indicators has been built holding a
balance between being exhaustive and understandable.
The report notes that not all issues of importance to green
growth can be measured in quantitative terms.

Businesses have an important role in adopting "greener”
management approaches; developing and using new tech-
nologies; carrying out R&D and spur innovation. Business,
governments and civil society also play an important role in
providing consumers with the information needed to make
purchasing choices that reduce the environmental impact of
consumption. Education, training and skills development are
closely linked to the capacity to innovate.

Public policy plays a role by institutionalising environ-
mentally-related lines of education in particular in higher
education. Vocational Education and Training is equally
important in raising awareness about environmental issues,
in fostering innovation on the workplace and in facilitating
the transition and development of firms and the workforce
into a low-carbon economy [10]. These areas have often
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been under-represented in scoreboards of indicators, one
reason being the difficulty of compiling the relevant data in
particular for international comparisons.

The main issues of importance to green growth ad-
dressed by OECD while assessing the economic opportu-
nities and policy response are:

e Technology development and innovation that are
important for growth and productivity in general and for
green growth in particular. They are important for
managing natural resources and to minimise the pollution
burden. Innovation also contributes to the establishment of
new markets and leads to the creation of new jobs;

¢ Production of environmental goods and services that
reflect an important, albeit partial aspect of the economic
opportunities that arise in a greener economy;

e International financial flows that are key to the uptake
and dissemination of technology and knowledge, foster the
cross-country exchange of knowledge and are one
important aspect in combining development and
environmental objectives;

e Prices and financial transfers that provide important
signals to producers and consumers and, along with
regulations, are tools to internalise externalities and to
influence behaviour of market participants towards more
environmentally-friendly patterns.

Ideally, indicators on economic instruments should be
complemented by indicators on regulations. However, data
availability and comparability of regulations across coun-
tries hamper the construction of such indicators.

These indicators can also be complemented with indi-
cators on international trade as a source of economic op-
portunities, including green growth opportunities. Since

trade in "green" products provides a very partial picture of
this role, no specific trade-related indicator has been put
forward in this section. General indicators on international
trade and competitiveness can be found in the section on
the socio-economic context.

Indicators on technology and innovation. The first sub-
set of indicators proposed in this group by OECD describes
technology developments and innovation, which are important
drivers for growth and productivity in an economy. While as-
sessing the impact of innovation one has to take into account
that new technologies can also generate additional environ-
mental pressures or strain material availability.

Table 1 provides an overview of the indicators that
have been chosen by Czech Republic, Denmark, Ger-
many, the Netherlands and Korea from the proposed by
OECD indicators.

Each country has made its selection of indicators pro-
posed by OECD taking into account it's characteristics and
data availability as well as complemented the selection with
other indicators specific to its national situation. Currently
Denmark has one of the most developed systems of statistical
indicators, which describe the development of green econ-
omy. 9,2 % of Danish turnover and 10,4% of Danish export
derive from green technologies, goods and services. There-
fore Denmark complements the OECD set of indicators with
more detailed ones, which reflect the main characteristics of
the innovative enterprises, in order to further understand the
driving force of green innovation and green growth.

Table 1. Comparison of the proposed by OECD and applied by selected countries indicators
on technology and innovation*

OECD

Czech Republic

Denmark Germany |Netherlands| Korea

Public spending in energy- and environment-related
R&D, as a % of GDP

+ +

Structure of patents, as % of total applications for +
patents under the Patent Cooperation Treaty (PCT)

Number of patent applications under PCT, index 1990
=100

Number of applications for patents of importance to
green growth under PCT (electric and hybrid vehicles,
energy efficiency in buildings and lightning, pollution
abatement and waste management, renewable energy)

Government R&D budget related to the environment,
as a % of total government R&D budget

Business R&D investment (environment and all-
purpose), as a % of total (incl. business, government
and other)

Number of employees in
R&D per 1000 employees in
all and green enterprises

Share of enterprises inter-
acting regarding R&D and
innovation

Number  of  innovative
enterprises by type, in %

*Source: 11-14.

In this article we would like to analyse the dynamics of
the proposed indicators for Ukraine subject to the data
availability. Based on the data provided by OECD we have

analysed the dynamics of Ukraine's patent applications for
the period 1999-2011 (graph 1).
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Graph 1. Dynamics of Ukraine's patent applications in environment-related technologies under PCT for 1999-2011*

*Source: 15.

During these years a positive trend has been observed
in Ukraine's total patent activity, it has reached its peak in
2010 with 157 patent applications. From 1999 to 2011
Ukraine's total patent activity has almost doubled, from 53
applications in 1999 to 94,4 applications in 2011. The
share of environment-related technologies' patent applica-
tions in the total patent applications has varied from 3,77%
in 1999 to 15,9% in 2011. Among the applications for envi-
ronment-related patents a major part belongs to patents in
the area of material recycling, incineration, energy recov-
ery, storage and generation from renewable sources.

Currently there is no statistical data available for Ukraine
that allows estimating share of energy- and environmentally-
related R&D expenditures done by government, private and
public sector in the total R&D expenditures.

Indicators environmental goods and services sec-
tor. The second subset of indicators proposed by OECD in
this group assesses production of environmental goods
and services. The most important indicator here is the
share of the environmental goods and services sector in
the economy in terms of employment and value-added,
along with the framework conditions in place for doing
business and accessing financing. Progress towards the
green growth can also be assessed against transforma-
tions in the economic sector from traditional business ac-
tivities to greener activities. Table 2 provides an overview
of the indicators proposed by the OECD and applied by
selected countries for evaluating production of environ-
mental goods and services (EGS).

Table 2. Comparison of the proposed by OECD and applied by selected countries
indicators on EGS sector production*

OECD Czech Republic Denmark Germany Netherlands Korea
Gross value added in the EGS + +
sector (in % of GDP)
Employment in the EGS sector + + + + +

(in % of total employment)

Share of "green" enterprises in
the economy (as a % of the
total number of enterprises)

+

Export of green products and its share in
total export, by industry

*Source: 11-14.

The main problem that arises while constructing these
indicators is to identify the technologies, goods and ser-
vices, which are part of the EGS sector. Statistisches
Bundesamt Deutschland (SBD) following the Eurostat's
guidelines has developed a list of detailed green product
codes based on a German classification system, which
includes 252 green product codes. Danish socioeconomic
and policy consultancy DAMVAD has coordinated the re-
search, which based on the list established by SBD has
identified 4063 green product codes. In addition, Danish
experts have identified green products which were not part
of SBD list, thus a total of 528 green product codes has
been identified for assessing the green economy develop-
ment in Denmark.

It's important to note that while assessing the EGS sector,
one has to take into account the adapted green products,
which are defined by Eurostat as goods, technologies and
services, which offer a green alternative to products which do

not have environmental and climate protection as their primary
purpose, but which have been adapted to this end.

In order to assess green growth potential in Ukraine the
environmental goods and services sector has to be identi-
fied following the Eurostat guidelines, example of Germany
and Denmark, based on its classification of types of eco-
nomic activities.

Indicators on the international financial flows. An-
other subset of indicators proposed by the OECD to assess
the economic opportunities and policy responses is fo-
cused on the international financial flows that drive tech-
nology dissemination, contribute to cross-country exchange
of knowledge and stimulate entrepreneurship, fostering
resource-efficient progress.

The OECD proposes to estimate international public fi-
nancing of importance to green growth with the amount of
the official development aid (ODA) targeting the issues of
biodiversity, climate change, desertification, renewable
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energy, etc. Carbon market's indicators are proposed to
evaluate international private financing.

Table 3 provides a comparison of the indicators pro-
posed by OECD and those applied by the selected coun-
tries with an aim to estimate the role of the international
financial flows in the green growth.

Limited use of these indicators can be explained by the
lack of data, by absence of internationally agreed method-
ology for tracking the exact share of aid activity expenditure
related to each objective and by lack of standard method-
ologies, which provide a comprehensive measurable indi-
cator to assess annual investment flows into the CDM.

In case of Ukraine relevant indicators would be indica-
tors concerning carbon market financing as well as foreign
direct investment. Currently Ukraine has 184 registered JI
projects and a total of 130 million issued Emissions Reduc-
tion Units (ERUs). Ukraine is also the third largest As-
signed Amount Unit (AAU) seller, with 47 million AAUs
contracted to date. The Ukrainian Green Investment
Scheme became operational in 2010, with the first batch of
projects approved in November 2010. Introduction of an
emissions trading scheme (ETS) is a next step in facilitat-
ing low carbon investment in the country [16].

Table 3. Comparison of the proposed by OECD and applied by selected countries
indicators on the international financial flows

OECD Czech Republic Denmark Germany Netherlands Korea
ODA and it share relevant for environ- +
ment and renewable energy
Carbon market financing: the structure Emission trading | Emission  allow-

of supply and demand of certified emis-
sions reductions (CER) credits issued
by Kyoto protocol's Clean Development
Mechanism (CDM)

budget and actual |ances and actual
CO2 emissions of | CO2 emissions
plants liable to emis-
sion trading

Foreign Direct Investment

market

Export to global emerging

Number of foreign-owned
enterprises

*Source: 11-14.

Indicators on environmentally related prices and
transfers. The last subset of the indicators proposed by
the OECD to estimate the economic opportunities and pol-
icy response consists of indicators describing environmen-
tally related taxation and transfers, energy and water prices
and cost recovery. A table providing a summary of the indi-
cators proposed by OECD and those applied by the se-
lected countries is presented below.

Environmentally-related taxes are an important instru-
ment for governments to shape relative prices for environ-
mental externalities of economic activity. Providing clear,
stable and transparent market signals requires appropriate

policies to incentivise innovation and new technology adop-
tion by firms and to facilitate environmentally efficient con-
sumption patterns, while demonstrating a clear policy com-
mitment of governments to move towards greener growth.

The OECD report notes that in order to judge the "envi-
ronmental friendliness" of the tax system one should con-
sider general economic and taxation structure of the country
alongside with the figures on environmental taxation. The
indicators reflecting economic policy instruments should be
complemented with indicators reflecting regulatory measures
by government. The construction of such indicators is how-
ever constrained by data gaps and conceptual issues.

Table 4. Comparison of the proposed by OECD and applied by selected countries indicators
on environmentally related prices and transfers*

OECD Czech Republic | Denmark Germany Netherlands Korea
Level of environmentally related tax revenues (in %
of total tax revenues, in relation to labour related
taxes)
Structure of environmentally related taxes (by type + + + +
of tax base)
Energy pricing Energy price_s _(heat Petrol pri(_:e and taxa- E;;(er%yaﬁgc; )(<er);(§;
and electricity) tion p .
or business
Drinking water
Water pricing and cost recovery (to be developed) charges and costs for
private households
Environmentally related subsidies
Environmental expenditure: level and structure + + +
Regulations and management approaches Indica-
tors (to be developed)
Training and skill development Indicators (to be Structure of educa-
developed) tional attainment

*Source: 11-14.

In 2011 Ukraine has introduced a tax on CO2 emis-
sions from stationary sources. The tax was initially set at
UAH 0.22 per tonne of CO2, and increased to UAH 0.24
per tonne of CO, in 2012 [16]. However, the current tax
rate does not provide an incentive for GHG emissions re-
ductions and Ukraine is planning to raise the current tax

rate and introduce more stringent monitoring, reporting and
verification requirements in connection with it.
Conclusions. Green growth indicators have to com-
bine both economic and environmental information, which
is often difficult due to differences in classifications, termi-
nology or timeliness. Therefore, it's crucial to develop a
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consistent environment-economy accounting framework in
order to fill in the existing information gaps.

The proposed by OECD framework for developing the
system of green growth indicators to evaluate the eco-
nomic opportunities of the green growth and possible policy
responses by the government can be applied to Ukrainian
National context. The main challenges to establishing such
system in Ukraine are the lack of data as well as medium
compliance of the Ukraine's Environmental Accounts with
the European regulation, which complicates the interna-
tional comparison.

Implementation of such system of indicators in Ukraine
would help to properly evaluate the green growth perspec-
tives, create the framework conditions through economic
policy measures as well as regulatory measures, which help
to foster innovation and the use of new technologies in pro-
duction, and to encourage the creation of markets and the
uptake of these technologies by consumers. This requires
using an appropriate mix of policy tools and instruments,
such as procurement, financing incentives, economic in-
struments and voluntary initiatives. Support from government
R&D budgets is needed for reducing the costs of new tech-
nologies, helping to bring them to market competitiveness.
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Hapinwna go pepakuii 16.09.13

[HinponeTpoBCbKWI HauioHanbHUM yHiBepcuTeT imeHi Onecsa MoH4Yapa, [IHinponeTpoBCbK

CTATUCTUYHA OLIHKA 3ENNEHOINO 3POCTAHHA B YKPAIHI
B cmammi 6yno docnidxeHo Habip noka3Hukie, 3anponoHoeaHux OECP, wjo npu3sHa4eHull Onsi oyiHKU eKOHOMIYHUX Mo)Jiueocmel, W0 8UHUKa-
oMb i3 PO38UMKOM 3eJIeHOi eKOHOMIKU, a MakKoX Ons NiGmpuMKu NPuliHAMMS NoNiMuYHUX piweHb w000 eKos102iYHUX NumaHb. HasedeHo nopieHsiH-
Hs1 NoKa3Hukie, wyo 6ynu obpaHi ma 3acmocoeani 07151 OYjiHKU 3e/1eH020 3POCcmaHHsI cmamucmuyHumu ciyx6amu Yecokoi Pecny6niku, QaHii, Himeuyu-
Hi, HidepnaHdie ma Kopei. Takox npoaHanizoeaHa MoxXsugicmb 3acmocyeaHHs 3anpornoHoeaHo2o OECP Habopy noka3Hukie 0ns YKpaiHi.
Knroyoei cnoea: 3esieHe ekoHOMi4YHe 3pocmaHHsl, 3eJlIeHa eKOHOMiKa; iHOUKamop; eKOHOMIYHi Mo)xsiugocmi; NPUUHAMMS NOAIMUYHUX PilWleHb.

A. EnuceeBa, acn.

[HenponeTpoBCKMIA HaLMOHanbHbIA YHMBepcutTeT uMeHn Onecs MoHvapa, IHenponeTpoBCK

CTATUCTUYECKASA OLIEHKA 3ENNEHOIO POCTA B YKPAUHE

B cmambe 6b11 uccnedoeaH Habop nokazameel, npednoxeHHbili O3CP, komopbll npedHa3Ha4yeH Onsi OUeHKU 3KOHOMUYECKUX 803MOXXHO-
cmeli, 03HUKaOWUX C pazsumuem 3es1eHol 3KOHOMUKU, a makxe 011 NoA0epiKKU MPUHSIMUSI MOUMUYeCKUX peweHul Mo 3Ko/102U4eCKUM 80I1po-
cam. lpusedeHo cpasHeHuUe nokazamesiel, Komopbie 6bi1U 8bI6PaHbl U UCMOJIb308aHbl 07151 OUEHKU 3eJ1IeH020 pocima cmamucmuYyeckuMu CI1yX-
6amu Yewckolii Pecny6nuku, QaHuu, Nepmanuu, Hudepnandoe u Kopeu. Takxe npoaHanu3upogaHa 803MOXHOCMb MPUMEHEHUsI MpedsioXeHHOo20
O3CP Habopa nokaszameneli O5s1 YKpauHbl.

Knroyeenie cnoea: 3enéHblli 3KOHOMUYECKUl pocm, 3e/1éHasi 3KOHOMUKa; UHOUKamop; 3KOHOMUYECKUe 803MOXHOCMU, MPUHsmMue noaumu4e-
CKux peweHuul.
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The increase in investing activity is one of the current
restoration processes that determines the pace and quality
of economic growth, as well as country's competitiveness
in the global market. Investing processes are more and
more influencing the technological modernization of enter-
prises, priority industries development, and the national
economy as a whole. J. Stiglitz's, who is the Nobel prize
winner, correctly argues that "if a country stimulates its
economy through investments, the production volume will
increase in future... investments not only raise the current
standard and quality of life, but also contribute to raising
the living standards for the next generation" [1].

It is commonly known that fiscal policy can stimulate
both domestic and foreign investments. The purpose of the
paper is to describe how to provide qualitative changes in
the investment management in Ukraine through the crea-
tion of fiscal space for investments in certain industries.

Economic changes make the ideas in the paper even
more important because of the need to reconsider the ap-
proaches to the fiscal policy tools selecting and defining the
relationship between investment and government regulatory
mechanism. The government investment policy is aimed to
enhance and intensify investing process. So, fiscal policy is
a strong instrument that influences investment policy.

In certain periods of economic growth fiscal and mone-
tary macroeconomic tools played different roles. The most
important tools of economy regulation were the tax system,
government spending, and budget deficit. The usage of
various tools was determined either by the economic doc-
trine which was followed by the leaders in political power,
or by the economic trends and schools which prevailed in
each period of history [2].

John Keynes' theory highlights core principles and pe-
culiarities of investment fiscal regulation. These issues are
also described in the research works of his followers
(N. Kaldor, R. Harrod, E. Domar, E. Hansen) and represen-
tatives of the neo-liberal doctrine (L. Erhard, M. Friedman,
FA Hayek).

Modern approaches to fiscal policy are described in
works of such researches and experts as A. Danilenko,
T. Yefymenko, A. Sokolovskaya, S. Gray, P. Heller and
others.

Fiscal policy determines the main trends in government
spending, expenditure funding and accumulating budget
revenues. Fiscal policy differs from tax and budgetary pol-
icy as in fiscal policy tax and budget tools are considered in
their relationships. In other words, two main instruments of
fiscal policy are changes in the level and composition of
taxation, and government spending in various sectors.

The main features of fiscal policy depend greatly on the
methods applied by the government to regulate the econ-
omy. Fiscal policy also depends on government functions
and their scope, scale and the structure of the public sector.
So, the expansionary fiscal policy involves government
spending exceeding tax revenue, and is usually undertaken
during recessions. The contractionary fiscal policy occurs

when government spending is lower than tax revenue, and is
usually undertaken to pay down the government debt.

To summarise, it should be noted that the creation of
fiscal policy is influenced by tax policy tools, revenue ac-
cumulation at all budget levels, public spending, the struc-
ture of public debt, and budget deficit. The formation of
fiscal policy aimed to achieve economic development in-
volves the optimisation of public spending through tax and
budgetary policy measures.

The relationship between tax and budgetary policy re-
flected in the concept of fiscal policy led to the formulation
of the tax expenditures concept that is based on the inte-
gration of such fiscal tools as tax preferences and govern-
ment spending, and is considered as the logical extension
of the fiscal policy concept. The tax expenditures concept
focuses on the necessity of accounting tax preferences
along with direct expenditures. Accounting will allow to
estimate the total amount of government spending (gov-
ernment subsidies) provided directly and indirectly, as well
as the total amount of government support for certain ac-
tivities and groups of taxpayers.

According to D. Goldberg [3], the theoretical basis of the
tax expenditures concept is that tax preferences of any type
have one thing in common — they are implemented to stimu-
late the capital or labor flows in certain areas. Tax prefer-
ences are effective only if they cause reduction in the tax-
payer's expenses. Therefore, certain provisions of the tax
legislation can be considered as a part of government
spending program implemented through the provisions of tax
legislation. So, revenue decrease as a result of tax prefer-
ences should be considered as subsidy for certain activities
supported by tax policy. S. Surrey determines this type of
"lost" government revenue as "tax expenditures” [4].

Another logical development of the fiscal policy concept
is the concept of fiscal space.

The World Bank and the International Monetary Fund
researched the creation of fiscal space in order to increase
the efficiency of budget expenditures. In 2005 P. Heller
formulated the definition of fiscal space. According to
P. Heller, fiscal space is "a room in a government's budget
that allows to provide resources for a desired purpose
without jeopardising the sustainability of its financial posi-
tion or the stability of the economy". [5]." Fiscal space can
be created in several ways, such as raising certain taxes,
involving foreign grants, reducing the expenditures of sec-
ondary importance, borrowing money (from citizens or for-
eign creditors), or borrowing from the bank system (which
at the same time can increase the money supply) [6].

Another follower of the fiscal space concept is
Sh. Gray. He considers the creation of fiscal space through
government expenditures. So, according to Sh. Gray, fiscal
space can be created through spending shift form pro-
grams of secondary importance to programs that perform a
significant impact on economic growth. Another way of
creating fiscal space is through public spending efficiency
increase which also would help to achieve higher socio-
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economic returns on certain programs [7]. This concept
involves fundamentally new approaches to fiscal impact on
economic activity based exactly on budget expenditures.

Research into the creation of fiscal space in Ukraine
has become significantly important because fiscal space
ensures the economic development and successful imple-
mentation of economic reforms and innovation capacity [8].

Fiscal space is usually discussed within the context of
financial resources reserves as a financial foundation for
economic growth. They refer to budget revenue, as well as
to budget expenditure and the increase in efficiency. Ac-
cording to T. Yefymenko, depending on the purpose of the
overall economic and fiscal policy, the government can
create the necessary fiscal space in the following ways:

a) increasing the revenue (legitimizing revenues, im-
proving tax and fees administration, raising tax rates, elimi-
nating tax preferences);

b) new targeting internal and external loans with better
service;

c) involving external grants;

d) restructuring public spending and increasing their ef-
ficiency [9].

At the same time the fiscal space concept includes
searching for budgetary resources to stimulate investments.
The fiscal regulation of investment and the investment mar-
ket of Ukraine are characterised by low investing activity, the
wide range of tax preferences and the implementation of
public investment programs (projects). It evidences for the
absence of the effective fiscal regulation that could attract
investors. In order to ensure the synergetic effect from the
tax and budget tools of fiscal policy, it is proposed to focus
policy decisions on the creation of fiscal space.

Investment fiscal space must be considered as an inte-
gral concept that reflects the relations between tax and
budget tools of investment resources accumulation. These
tools include income tax rates, investment-related income
tax privileges, investment-related VAT privileges on trans-
actions connected with machinery and equipment import,
investment tax credit, special tax regimes, public invest-
ment, government loan and guarantee, public procurement.
Some of these tools (so-called tax expenditures) stimulate
private investments, while others refer to investment-
related expenditure. Defining investment fiscal space can
help to improve the governance of investing process.

The conducted study proves that public expenditure is
an effective tool for enhancing the private sector activities.
Public expenditures stimulate the economy because the
indicators of economic activity are directly connected with
budget expenses.

Public investment stimulates private investment through
the development of infrastructure and transport connections,
and technology funding. Moreover, the government can boost
private investment through tax preferences. However, the
effectiveness of the latter depends on the transparency of the
tax preferences' allowance and monitoring mechanism.

Theoretically, the tax preferences system creates fa-
vourable prerequisites to accelerate business growth. The
types, forms and value of tax preferences are determined
by the key characteristics of the subject and object of taxa-
tion, and their economic importance.

Tax preferences, in theoretical terms, are important for
the socio-economic stabilization. They are commonly used
to save jobs, especially in single-industry regions. How-
ever, in practice, tax preferences lead to the economic dis-
tortion because some people take an advantage of tax
benefits for which they want others to pay.

Tax preferences have a direct, as well as an indirect ef-
fect on the economic grows. The direct effect results in the
revenue reduction, while the indirect one often leads to
welfare losses. Tax preferences considerably complicate

tax administration and compliance. The existence of tax
preferences creates incentives for the abuse of benefits.
So, tax preferences may cause tax evasion in case an en-
terprise carries on fake innovation activity. Sometimes tax
preferences are directed only to the limited range of enter-
prises reserves, the investment activities of which are not
of great importance for economic growth.

The taxpayers who want to benefit from the prefer-
ences have to submit to the appropriate government entity
the documentary evidence of eligibility for a certain type of
preference. As a result, the complicated verification proc-
ess leads to higher administration costs.

It is important to say about the cross-industry distribu-
tion of tax preferences. For example, it is preferable that
metal manufacture, mining industry and machinery are
developed through public-private partnership (concession
agreements). Tax preferences in this case may lead to
budget losses and low capital returns. At the same time,
tax preferences are considered as a key factor of agricul-
ture development. Today the preferences in this area in-
clude fixed agricultural tax, VAT, corporate income tax for
agriculture. According to the Ministry of Finance of Ukraine,
16,000 agricultural companies got tax preferences in 2012;
the total agricultural tax preferences amounted to 14.7 bil-
lion USD in 2012. Thus, agricultural tax preferences play a
crucial role in creating investment fiscal space.

As mentioned earlier, the main purpose of creating in-
vestment fiscal space is the accumulation of investment
resources in selected priority areas. The priorities are iden-
tified by the Law of Ukraine "On stimulation of investing
activity in priority sectors of the economy to create new
jobs" that came into force on 1 January 2013 [10], and
"The budgetary policy guidelines for 2013" [11].

According to the Law of Ukraine "On stimulation of in-
vesting activity in priority sectors of the economy to create
new jobs", the priority economy areas are those which
meet such important society's needs as the competitive
high-tech environmentally friendly products, quality ser-
vices that implement the state policy on the development of
industrial and export potential, creating new jobs. The prior-
ity areas list of economic activities is to be determined by
the Cabinet of Ministers of Ukraine.

It is important to discuss in more details the components
of investment fiscal space and how to apply them to specific
priority area of the economy. Today, the Tax Code of
Ukraine provides the following tax tools to stimulate invest-
ment: lower income tax rates, investment income tax breaks,
special VAT rates for equipment and machinery import. At
the same time, the experience of developed countries evi-
dences that fiscal stimulus can strengthen research and
development potential. So, the Tax Code of Ukraine pro-
vides tax incentives for the following R & D areas:

¢ when determining the income tax object, taking into ac-
count such types of R & D expenses as research and techni-
cal support, the invention and rationalization of business proc-
esses, experimental and development activities etc;

e tax exempt status for non-profit research and devel-
opment organisations;

e encouraging charity towards a taxpayer who carries
out research and development;

¢ VAT exempt status for the following transactions:

a) payment for basic research and development activities;

b) donating instruments, equipment and materials;

¢ landing tax exempt status for research farms, agricul-
tural research and educational institutions;

e water tax exempt status for research institutions that
take water for research in the field of rice cultivation and
production of the elite seeds of rice.
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Also, the Tax Code of Ukraine provides considerable
incentives for the implementation of energy saving tech-
nologies, ensuring energy security through environmentally
friendly energy sources, energy development etc. In par-
ticular, the Tax Code introduces 5-year income tax prefer-
ences for the implementation of energy saving technolo-
gies. The Tax Code of Ukraine specifies tax preferences
for technoparks that develop technological innovations:

¢ the implementation of energy saving technologies;

¢ using energy — efficient equipment;

e alternative energy production.

In order to expand fiscal space for investment in
Ukraine it is proposed to increase public investment effi-
ciency through the following tax incentives:

e investment tax credit for research and development
activities in the field of technological innovation;

e investment tax credits for companies which imple-
ment technological innovations and have innovation cen-
tres to conduct fundamental research.

Taking into account the different impact of taxes on in-
vestment and innovation, it is important to take the follow-
ing facts into consideration:

e income tax preferences should be applied to compa-
nies that implement innovations;

e shifting tax burden from income to consumption will
enhance innovation and the rational use of labour, capital
and natural resources;

e changing tax rates and structure, it is necessary to
determine the impact of the current tax burden on industry
development (constraining, neutral and stimulating),
sources of added value, the perspective of innovation de-
velopment and competitiveness on the domestic and for-
eign markets.

Increasing the efficiency and development of invest-
ment fiscal space through institutional mechanism requires
constant monitoring of current legislation. Investment legis-
lation has an active role to play in the development of the
public policy that stimulates investment and regulates pub-
lic investment projects. In this context, main issues to solve
have been identified:

e improving the methodology of development, evalua-
tion and selection of investment projects;

e defining the principles and mechanisms of public invest-
ment for projects that require government financial support;

e developing selection criteria for the investment pro-
jects that require public investment or government financial
support, taking into account sectoral distinctive features;

 ensuring the development of direct public investment,
particularly in terms of co-financing;

e ensuring the transparency of public financial support
for the investment projects that address the priority of the
social and economic policy;

e implementing the public
mechanism;

e improving the efficiency and increasing the transpar-
ency of public-private partnerships.

In order to improve the public investment management,
the Decree of the Cabinet of Ministers of Ukraine of
18.07.2012 Ne650 was adopted. The Decree "On Approval
of the State Register of Investment Projects and Project
(Investment) Proposals" enables the government to accu-
mulate pending investment proposals and determine the
optimal sources of funding. The register is an integrated
public information system for investment projects and pro-
ject (investment) proposals.

Considering the above-mentioned issues, it is neces-
sary to create investment fiscal space by combining public
investment and private sector investment resources in the

investment evaluation

framework of public-private partnerships. In order to effec-
tively implement public-private partnership the following
conditions should be met:

» develop appropriate policies;

e set up the list of public-private partnerships that
should be included to the state register;

« simplify and clarify public procurement process;

¢ provide government guarantee on the investment risk
of the private partner;

e ensure the coordination between government agen-
cies for investment attraction;

e implement modern evaluation and monitoring meth-
ods for public-private partnerships;

¢ develop new forms of public-private partnerships and
promote interindustrial cooperation.

The main objectives to be realised when creating fiscal
space are:

e favourable investment climate through the implemen-
tation of effective measures of tax and fiscal policies;

e equal conditions for all domestic investors through
gradual elimination of tax preferences and the implementa-
tion of investment tax credit. These measures will reduce
the budget loss and ensure the targeted use of tax prefer-
ences limited to the priority sectors;

e special tax regimes for the implementation of the stra-
tegic investment projects that meet certain government
priorities;

e clear procedure for defining the eligibility of the project
to receive government assistance (government loans, share
of budget investment in a PPP, government guarantee).

Suggested proposals for the creation of investment fis-
cal space are aimed to restore the innovation investment
model of national economy, and increase the efficiency of
public expenditures. In the long-term perspective, it is nec-
essary to conduct financial forecasting and planning of
investment fiscal space. The above-mentioned measures
should be based on the public revenue analysis and cer-
tain priorities of social and economic development.
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T. 3aToHaubkKa, KaHa. di3.-maT. HayK, Aou.
KHY imeHi Tapaca LLleB4eHka, KuiB

POJb ®ICKANbHOI NnoniTUKKU B CUCTEMI [IEP)KABHOI'O PEIYNIOBAHHS
IHBECTUUIWHOI OIANBbHOCTI B YKPAIHI

Y cmammi euceimneHo esosnoyiro nioxodie do po3pobku ¢hickanbHOT MOMIMUKU, @ MaKoX 3arnpornoHoeaHo 8idnoeioHi 3axodu wyodo 3abesne-
4YeHHs1 AIKICHUX 3MiH y cucmemi ynpaesniHHs iHeecmuyiliHoto OdisibHicmio 8 YkpaiHi. Aemopom 3anpornoHoeaHo fnpakmuyHi pekomeHdauyii wjodo
cmeopeHHs1 hickasibHO20 npocmopy iHeecmuuitiHoi dns disnbHocmi e YkpaiHi. [lodaHo npono3uyii wodo ghopMyeaHHsI hickanbHO20 npocmopy
iHeecmuuyitiHoi dissmbHOCMI, crnpsiMog8aHO20 Ha 8iOHOBJIEHHSI iHHOBauyiliHO-iHeecmuyiliHoi Modesni po3eumKy HayiOHa/llbHOi €KOHOMIKU, @ MmaKoXx
nidsuwieHHs1 egpekmueHocmi 6100XxemHuUx eumpam.

Knroyoei cnoea: ¢pickanbHi nonimuka, depxxaeHe 2epynroeaHHs iHeecmuyiliHoi dissnbHocmi, ¢hickanbHUll npocmip iHeecmuuyitiHoi dissnibHOCM.

T. 3aToHauKas, KaHA. u3.-MaT. HaykK, AoL,.
KHY nmenu Tapaca LLleB4eHko, KueB

POJlb ®UCKANIBHOW NONUTUKN B CUCTEME rOCYOAPCTBEHHOIO PEIYJINPOBAHUSA
MWHBECTULUMOHHOW OEATENbHOCTU B YKPAUHE

B cmambe packpbima 3eosntoyusi nodxodoe k paspabomke puckanbHOU MONUMUKU, a makxe npedsioxeHsl coomeemcmeyrowue Mepsl 1o obec-
reYyeHUro Ka4YecmeeHHbIX U3MEHeHUl e cucmeme yrnpaesieHusi UH8eCMUYUOHHOU desimeslbHOCMbIO 8 YkpauHe. AémopoMm rpedrioxeHbl npakmuyeckue
pexomeHdayuu o co30aHuto bUCKaNbLHO20 MPOCMPaHCMea UH8eCMUUUOHHOU Or1si desimenbHOCMU 8 YKpauHe. BHeceHbI npednoxeHus: KacamesibHO
chopmupoeaHusi  huckanbHO20 MPOCMpPaHCmMea UHEECMUUUOHHOU OesimenibHOCMU, HarpaesnieHHo20 Ha 0CCMaHoesieHUe UHHOBaUUOHHO-
UHEEeCMUYUOHHOU MOJesu pa3eumusi HaYUOHAaIbLHOU 3KOHOMUKU, a MaKXe NoeblweHus1 3¢hghekmueHocmu 6r00KemHbIX pacxodoe.

Knroyeenle criosa: ¢puckanbHasi monumuka, 20cy0apcmeeHHoe pe2yniupoeaHusi UHEECMUUUOHHOU dessmenbHOCMU, (hucKkanbHoe npocmpan-

€cmeo uHeecCmMuyUoHHOU dessmesibHOCMU.
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FINANCING OF THE INNOVATIVE PROJECTS IN THE AGRO-INDUSTRIAL COMPLEX
OF KAZAKHSTAN

In the article are considered theoretical and practical issues of financial support of innovative development of agriculture in
Kazakhstan. Defined system-wide problems that impede the full development of innovative agro-industrial complex of Kazakh-
stan. It is established that a promising start innovative development of agriculture of Kazakhstan are the reproduction of agricul-
tural innovation and development in the mass practice of improved methods of agricultural production.

Keywords: innovation project in agriculture, agricultural science funding in Kazakhstan, financing innovation in agriculture.

Statement of the problem. On the modern stage, in
the agro-industrial complex (AIC) of the Republic of Ka-
zakhstan, there are system-wide problems, among which
we can mention:

¢ the backwardness of agricultural technologies, physi-
cal and moral depreciation of the means of production;

e excessive loss of irrigation water, undeveloped com-
mercial fish farming, as well as inefficient use of other natu-
ral resources;

¢ small commercial farming;

e low levels of genetic potential of the seed used, and cattle;

e lack of quality raw materials for industrial processing
and the low share of domestic value-added products in the
domestic food market;

e the availability of essential food products, which have
not met the domestic needs;

¢ low level of attracting investments in the agricultural
sector;

e insufficient development of rural cooperation [1, 2].

In addition, financial, and then the food crisis revealed
additional problems that affected the investment activities
of the industry, and now, when the financial sector prob-
lems are at the stage of remission, agriculture in Kazakh-
stan is one of the most promising sectors of the economy.

Analysis of recent research and publications. Theo-
retical and practical issues of innovative development of
agriculture as a whole, and in particular the agricultural sec-
tor, as well as the problems of the financial and investment
support were the subject of separate publication of L.Abalkin
[3], E. Yasin [4], B. Bautin [5], M. Konkov [6], M. Bunin [7],
0.Sabden [1] A. Taubayev [8]. But despite the presence of a
significant amount of research and publications in the given
direction, some issues of the development of financial and

investment maintenance of the national system of agriculture
through the use of a specially created state development
institutions not adequately addressed in the modern eco-
nomic science. Especially the unique experience of Kazakh-
stan in the establishment and operation of similar organiza-
tions are just beginning to yield its first results.

The purpose of the study of the system of financing of
innovative projects in the agro-industrial complex of Ka-
zakhstan is to identify the existing problems in the financial
and investment support for promising innovative projects in
the field of agriculture and to offer recommendations for
improving the of an existing financial mechanism for the
implementation of innovation projects through the devel-
opment of specialized of state development institutions.

Selection of the unsolved aspects of the problem.
In addition to system-wide problems, noted the existence of
problems hindering the pace of innovation development of
agro-industrial complex:

e insecurity of modern scientific research organizations
material and technical infrastructure. For today most of the
buildings and facilities (71.1%) has been in operation for
over 30 years and 22.1% — more than 20 years, to be writ-
ten off 71.4% of all available agricultural machinery [9, 10];

e limited financial resources to carry out research and
development work (grant size does not exceed 0.2% of the
gross output of agriculture (2009), while in countries with
developed agriculture, the figure is between 1% and 4%);

¢ low level of entrepreneurial culture based on the use
of new technology and innovation, low innovation activity of
subjects of agriculture;

e low competitiveness of scientific products and tech-
nologies on the international scientific market. Due to the

© Zhumanova B., 2013
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lack of financial resources been poorly implemented train-
ing of young professionals in leading international research
centers are not held a joint international research, are not
implemented measures to attract leading foreign scientists;

e lack of an effective mechanism for securing, motiva-
tion, and social support for young scientists in national ag-
ricultural science has led to a deterioration of the social
status (decrease credibility of scientists in society) scientist
and break the continuity of generations of scientists;

¢ low level of wages in agriculture;

e skills shortages due to lack of effective tools for fore-
casting staffing, inadequate allocation of government con-
tracts to train agricultural training and employment of low-
level agricultural and veterinary professions (16-30% of the
number of the graduates of higher education). There is also
a shortage of personnel in areas where there are no
schools for technical and vocational education;

e lack of social support for young professionals to pro-
mote their consolidation in rural areas;

e lack of development of social and physical infrastruc-
ture of the village as a whole, including the organization of
cultural activities;

e weak interaction of agricultural enterprises and uni-
versities and colleges, as well as lack of awareness of the
graduates of universities and colleges on the availability of
vacancies in the enterprises.

The main results of the study. Innovative develop-
ment of agriculture is its qualitative transformation,
achieved through the growth of the productive forces while
improving organizational and economic mechanism of Ag-
riculture, interacting with them and agribusiness sectors in
general. It is provided by the ever-increasing use of more
advanced technologies of production and processing of
agricultural products, improved crop varieties and animal
breeds, new machines, progressive organizational and
economic models of modern information technologies and
other innovations.

The amount of applied research funding in the field of
agro-industrial complex is more than 3.3 billion per year. In
industrial Holding JSC "KazAgrolnnovation" (KAI) work more
than 1.3 thousand people, including researchers with ad-
vanced degrees 60%, which average age, is 46.7 years.
There is considerable material and technical base — more
than 280 thousand hectares of land, buildings u facilities
over an area of 900 thousand square meters, nearly 3 thou-
sands units of agricultural machinery and other assets [11].

However, the existing scientific and innovative potential
of agricultural science of Kazakhstan does not meet interna-
tional requirements, and does not have enough influence on
the sustainable development of the national agricultural pro-
duction. Current state of the industry of agricultural science
of Kazakhstan is characterized by inadequate funding, lack
of motivation to improvement the effectiveness of scientists
work, difficulties in implementing the scientific development,
insufficient development of the dissemination of knowledge
system, outdated scientific and technical infrastructure, the
aging of scientific personnel, undeveloped level of transfer of
advanced foreign technologies, lack of available financing in
the early stages of implementation innovation, undeveloped
demand of innovation development, etc. In this regard, it is
necessary to reform the agrarian science in order for in-
creasing the availability of educational and consulting ser-
vices for agricultural producers.

In the agro-industrial complex of Kazakhstan includes
about 65 sectors and sub-sectors for a concrete definition
measures to the most promising areas and strengthen in

regional specialization the basis of a detailed analysis of
these sectors and sub-sectors of agro-industrial complex
were selected15 promising, competitive sectors (manufac-
turing, exporting grain and its deep processing, production
and export of meat and meat products, poultry farming,
production and processing of oilseeds, production and
processing of fruits and vegetables, milk and dairy prod-
ucts, white sugar production from sugar beet production
and export of wool and its products deep processing,
aquaculture and fish processing, production and process-
ing of pork, the development of horse breeding beef and
dairy with the continued production of finished products,
the development of camel and refined products, the de-
velopment of deer breeding to meet the needs of phar-
macy, to meet the development of beekeeping domestic
needs of the population and pharmacy, production and
processing of cotton).

A key element for the realization of projects of the In-
dustrialization Map, as well as the development agro-
industrial complex in the future will be determined JSC
"National Holding" KazAgro" which created by 100 percent
state ownership, which includes a number of subsidiaries -
"National Company "Food Contract Corporation"; "Agrarian
credit corporation","KazAgroFinance", "Fund for Financial
Support of Agriculture", "Corporation of raising animals",
"KazAgroGarant", "KazAgroMarketing", "KazAgrolnnova-
tion", each of which had its own functions and identified
development priorities.

Detailing the investment activities of the holding com-
pany "Kazagro" in case of investment holding guided by
the following terms and conditions:

¢ in the sphere of investment intentions of the Holding
should be absent or poorly represented in competitive envi-
ronment;

e as a result of the implementation of investment projects
should be incorporate modern technologies that have a sig-
nificant multiplier effect on the economy of Kazakhstan;

¢ investment projects must be implemented within the
framework set for the subsidiaries of the Holding "KazAgro"
statutory goals and objectives on a public-private partnership;

¢ the organization of new jobs and economic recovery
and economic life in the countryside.

Holding work is carried out in two major directions: the
first- is to ensure import substitution for certain types of
agricultural products, under-represented in the food market
of the country, the second — the development of export
potential of agriculture.

From these direction 8 high-priority sectors of agro-
industrial complex of Kazakhstan developed detailed mas-
ter plans that set clear benchmarks and indicators for en-
terprises, financial institutions, government agencies and
socio-entrepreneurial corporations for investment projects.

Annually growing volume of budget funds allocated for
the development of agriculture, only in 2009 from the na-
tional budget allocated more than 96 billion tenge, includ-
ing 41.3 billion subsidizing production (2008 subsidies
amounted to-40.2 billiontenge,in2007-21.5billion).In2010,
the financing of investment projects of JSC "National Hold-
ing KazAgro" the National Fund allocated 120 billion tenge.

Thanks to the investment policy of the state projects
are implemented food provision and increase export capac-
ity, particularly at the expense of the institutions of "Na-
tional Holding "KazAgro".

Thus on the basis of 2008-2010, commissioned 124
projects worth $35.2 billion, including 62 projects in 2008 to
5.9 bnin2009t029.3 billion tenge.
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Among them are the following large-scale projects
which are break through innovative sphere.

Building the factory Tomato processing is the first pro-
ject worth 2.3 billion tenge for the construction of a proc-
essing plant Tomato and development of production of fruit
and vegetables with the use of drip irrigation technology in
South Kazakhstan, including the first phase in 2008. On
141 hectares of production of 8.4 million tons of fruits and
vegetables, in the second step in 2009, the production of
32.5 thousand tons of fruits and vegetables on 650 acres.
It is expected to produce about 4.4 tons of tomato paste
"Cold Break", and "Hot Break" with a solids content of 28-
30% and 36-38%, respectively.

Development of Kazakhstan's grain export infrastruc-
ture-operate in grain term in a lat the port of Amirabad (Re-
public of Iran) with transfer of up to 700thousandtonsof
grain per year, one-time deposit- 53 thousand tons of grain,
the stabilization of export of grain to Iran.

Construction of the plant of processing sunflower plant
is oilseed process in capacity of 7,400 tons of oil in a year,
the project cost 2.4billion tenge100% coverage of the do-
mestic shortage of the West Kazakhstan region. The
equipment supplier is SINEKO International, as (Brno,
Czech Republic). During the implementation it will cre-
ate148 permanent jobs. Sunflower oil production will re-
duce import dependence of West region of the country.

Construction large-commercial dairy farms are com-
missioned by 7dairy commodity farms using advanced
technology. The total financing cost 7 — milk commodity
farms was 6.0 billion. In most of the projects has been car-
ried out the selection and purchase of breeding heifers
Holstein-Friesian breed, with an annual productivity of 7.5
tone of milk. The implementation of projects aimed the
saturation of the domestic market of food and food price
stabilization, food security, development, and enhance of
the competitiveness of agricultural processing industry.

Construction and modernization of poultry farms of an
egg direction — total commissioned five projects for a total
amount — 460.6 min. The implementation of projects aimed
at the creation of modern industries with the latest techno-
logical equipment. In the projects of acquisition and deliv-
ery of cages for rearing and laying hens, chickens and live-
stock, other than good immunity and the ability to provide a
stable output of egg seven in the periodic change in the
living conditions and diet.

According to the data to 01.09.10.byJSC National Hold-
ing "KazAgro" were funded the implementation of 79 major
projects with a total cost of 87.4 billion tenge, including
amount of funding from the Kazagro of 70.0 billion tenge:

Create livestock feeding systems are implemented 12 in-
vestment projects worth 24.5 billion tenge for the construc-
tion of high-tech feeding platformson42090head of cattle and
70thousandheads of small cattle. It Is expected to produce
up to 9,230 tons of beef per year, and, 500 tons of pork per
year. It is planning of creation of 933 permanent jobs.

Developing a network of dairy farms are 8 projects
amounting 8.0 billion. It will be upgraded and built large dairy
farms in the 4660 head of dairy cattle mainly Holstein-Friesian
breed, using advanced technologies of cattle breeding.

Construction of meat plants are 3 projects worth 3.4 bil-
lion tenge for the production of meat products meeting in-
ternational standards, with the organization of 229 new
jobs. Capacity of these enterprises amounted to 10.7 thou-
sand tons of meat and meat products per year.

Develop a network of greenhouses are 6 projects worth
8.8 billion tenge in the square of 21.66 hectares of produc-

tion capacity to11,500 tons of fruits and vegetables a year,
which will allow a 10% reduction in the demand of the re-
public in the areas covered ground(202hectares).

Development of infrastructure for the export of grain
and its deep processing — in this direction is implemented
17 projects with a total cost 0f19.1 billion tenge, including:

— The construction of the elevator with a mill plant and
feed mill in the countryside Beineu (Mangistau region).The
planned capacity of grain storages 100 tons, which will pro-
vide handling up to1.5 million tons of grain for export to the
direction of the Caspian, Central Asia and the Middle East,

— The organization of the production of deep process
in grain, in Karaganda. The planned capacity of process-
ing 37,500 tons of flour per year, producing up to 4,400
tons of gluten, syrups — 23,800 tons, feed additives -
18,000 tons per year,

— Expansion of pasta factory in Kostanai city. It is
planned to increase production to 36,600 tons of pasta a
year (the project capacity to 24000 tons).

Creating a network of poultry farms — 7 projects for the
production of eggs and poultry meat worth 14.2 billion. Cre-
ate 6 poultry farms meat production will enable the produc-
tion of poultry meat about 42 700 tons, poultry of an egg
direction project will produce up to 50 million eggs per year.

Develop a network of vegetable stores — 10 projects in
order to create a warehouse for storage of vegetables, fruit,
meat and other food products, the value of 2.0 billion. Stor-
age capacity of 32.9 million tons and creation of 168 per-
manent work places.

Manufacture of bakery products — 1 project worth 1.1
billion tenge comprising the purchase of manufacturing
equipment kit — line baking muffins and bread (supplier
company "System Trade GmbH", Salzburg, Austria). Line
baking muffins and bread rolls capacity of 7884 thousand a
year, and 31.0 million loaves of bread a year. It is organ-
ized of 160 jobs during the commissioning.

Implementation of the project will ensure the people of
Ekibastuz city bakery products of own production.

Creation of a production assembly of agricultural ma-
chinery is 1project worth 1.4 billion tenge with the creation of
52 new jobs in the period of operation. Expected to release
(a thousand tractors named "Belarusian" in the year) na-
tional assembly at affordable agricultural products by manu-
facturer prices. At present, the production of the Republic of
Belarus tractors are the most popular subjects in agriculture
(good quality feature sat a lower price compared to other
foreign manufacturers), and make up about 91% of all agri-
cultural machinery. Production of tractors directly in the Re-
public of Kazakhstan up to1000 units per year initially, with a
further increase to 3,000 units., reduce import dependence
of the Kazakhstan market of agricultural machinery.

Production of high-quality seed cotton plants building on
manufacture of seed cotton with part-time job to 5,000tons of
seeds per year, $ 1.7 billion. Current products luxury cotton
seeds, the seeds first and second reproduction.

Implementation of these projects will create 5,103 per-
manent and 3,503 temporary construction period jobs.

Along with this, a group of subsidiaries national holding
"KazAgro" implemented 67 investment projects amounting
35.9 billion.

Since 2009 JSC "KazAgro Innovation" as the main co-
ordinator of the innovation in the agricultural sector of Ka-
zakhstan began implementing the budget program "Applied
Research in the field of agriculture" in 2009-2011.

In 2009, the following results were achieved: in the re-
gion of the gene pool of agricultural crops, inventoried
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7029s examples, it was studies 71166 examples, 10326
documented examples, transferred to the state variety test-
ing 35 new varieties, characterized by increased yield,
quality and resistance to environmental factors, in agricul-
ture developed 12 recommendations for resource-saving
technologies and cultivation of staple crops that are
adapted to the different climatic conditions of the country.

In these sectors of animal husbandry, fish industry sci-
entists continue work on the creation of new high-lines
(types) breeds of farm animals, fish, and others started a
project in the field of large-scale breeding cattle (beef and
dairy), which aims to increase the breeding of cattle in lives
tock farms of the republic.

By scientific research has covered development priori-
ties and sectors of the food processing industry, the
mechanization of agriculture, economics, agriculture and
rural development.

Intensified work on implementation of scientific develop-
ment in agricultural production. In Akmola region the share
of Kazakhstan's wheat breeding for the last 4 years has in-
creased to 70%. Baraeva cultivated in 2009 on an area of
about 3 million hectares. Cotton varieties selection of the
Kazakh Institute of Cotton took 75% of the cultivated area.

Particularly in demand in the production of new varie-
ties and hybrids: for winter wheat and barley — up to 90%
and soybean varieties — 100% (selection achievements of
scientists of the Kazakh Research Institute of Agriculture
and Plant), spring wheat — 40% (Karaganda and the Insti-
tute of Plant Breeding), safflower — 100% (Krasnovodop-
adsk agricultural Experiment Station), cotton — 75% (of the
Kazakh Research Institute of cotton); rice — more than 50%
(the Kazakh Institute of rice), potatoes — up to 40% (the
Kazakh Institute of potato and vegetable), etc.

Varieties of spring wheat and barley on Karabalyk agricul-
tural experimental station cultivated on an area of 1.5 million
hectares in Kostanai, North Kazakhstan, Akmola regions.

In general, the area under the domestic varieties of
crops in 2009 totaled about 7.1million hectares, and the
use of minimum and zero-saving technologies of cultivation
of grain crops increased to 10.3 million hectares. These
results were made possible by the system of states up port
for agricultural research and introduction into production.

Currently, are created and transferred to the state variety
testing 16 new varieties and hybrids of agricultural and other
crops, increase acreage under crop varieties of domestic
breed in 2%. It created 7 technologies in the agriculture,
fisheries and livestock. Six recommendations and proposals
for the development of agriculture forecast for 2010-2012,
the development of food industry, the system of state sup-
port, structure and trends of agricultural labor in Kazakhstan
and other countries. Also, 3 of the recommendations devel-
oped in the fishing industry. In 2009, the domestic breeding
cotton varieties have occupied 75% of the planted area.
Similar results are available for other types of crops.

On the whole, we have positive lye valuating public
policies on innovation and the development of agribusiness
sales promotion of agricultural products, in the industry
there are a number of problems which solution requires
further efforts JSC "National Holding" KazAgro "and sub-
jects of agriculture.

It should be noted, a very small percentage of innova-
tion in the mass production process. For example, in the
agricultural sector only for the years 2006-2008 were cre-
ated and passed the state varietal testing more than 200
new high vyielding varieties and hybrids of agricultural
crops, has developed more than 70 vaccines, drugs, and
more. But many other developments are still represented
only in scientific reports.

In addition, the low level of effective demand for scien-
tific and technical production from the agricultural sector is
a major barrier to innovation. Calculations show remains
unclaimed each year in agricultural production and 80% of
completed scientific research. Another problem is the lack
of development of innovative conductive network of sci-
ence to production. Only about 40% of all enterprises and
about 35% (peasant) farms of solvency, credit worth inces-
sant are financially stable formation, the formation of other
livestock are simple reproduction, and most of the mare
bankrupt (26% of agricultural enterprises and about 60% of
the country (farms)).

Modern agriculture is in a difficult financial and eco-
nomic situation: in the industry acting unprofitable agricul-
tural enterprises, the cost of production remains high not
reduced accounts payable. In addition, it is extremely worn
out basic production assets, an acute shortage of working
capital, lack the necessary methods of technological mod-
ernization of production capacities are not sufficiently effec-
tive mechanisms of economic activity of agricultural enter-
prises with the use of modern production technologies,
management and organization [12].

For agribusiness ensuring by modern effective devel-
opments and technologies should be conducted scientific
research and implemented international scientific programs
(including with the participation of foreign scientists) and
training of scientific personnel in the world's leading re-
search centers.

Significant assistance in this regard will be given by the
UN Food and Agriculture Organization (FAO), which as-
sists member countries of FAO in providing of advisory
services in the development of agricultural policy, technical
assistance, information and consultancy services in agricul-
tural production.

In present time FAO has policy for decentralization of or-
ganization structure in order to FAO experts work directly in
the member countries themselves, that allow quickly re-
spond to occurring changes in agricultural policy together
with countries governments develop recommendations and
identify priority directions of agricultural development, taking
into account region specificity. It is therefore necessary to
ensure the opening of the FAO representation office in Ka-
zakhstan, which will provide an opportunity promptly receive
counseling from highly qualified professionals in the agricul-
tural policy development, technical and consulting assis-
tance in the priority areas of agro-industrial complex.

From the state side in order to improve the efficiency,
effectiveness and competitiveness of scientific research
results necessary modernization and development of sci-
entific research infrastructure, as well as the current provi-
sion of scientific infrastructure and property, remuneration
of labor of the administrative and support staff, as well as
information support of scientific and technical activity of
research organizations under the Ministry of Agriculture.

Along with this, it is necessary to improve the transfer
and commercialization system of agricultural technologies
for activation of innovation activity in agro-industrial com-
plex through by increasing investment opportunities of
agro-industrial complex subjects of agriculture, expand the
coverage of agro-industrial complex subjects by system of
knowledge transfer.

In order to develop public-private partnerships should
be increased share of private investment in scientific re-
search through contract research realization.

For the formation of a new research and innovation
system on the generation and transfer implementation of
knowledge in the field of agro-industrial complex with the
results, corresponding with the best world standards,
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should be continued work for creation inter-disciplinary
research and education complexes of international level.

In order to maintain an effective feedback between the
subjects of agro-industrial complex and state agencies,
agricultural science and vocational education system will
continue providing free advice to farmers through govern-
ment support.

System-start innovative agricultural development in the
Republic of Kazakhstan there is production of agricultural
innovation and development in them as practice of improved
methods of agricultural production, in determining the aggre-
gate innovative development of agriculture. Providing inno-
vative development of agro-industrial complex consists of
two units-the resource and institutional. The resource block
includes financial, personnel, logistics, and information tech-
nology. An institution unit includes organizational, economic,
infrastructural, regulatory support; the same group adjoins
mastering innovation-driven forms of management.

Increase importance of innovation development and the
associated expectations at the appropriate time to get the
desired results do not only rely on the existing system of
agricultural innovation, not only capable in its present form,
expanding the scale and pace sufficient to apply innova-
tions to mass practice of agricultural production. The basis
of the mechanism of the crisis in the agricultural sector of
the economy was in a period of reform and defines the
currently destructive policies provide measures of innova-
tion development of agribusiness.

In order to corresponded to innovative development of
the agro-industrial complex to its purpose and met in the
foreseeable future, its expectations, requires the full and
comprehensive support of this process, which allows over-
coming the inertia of their features, and often stagnant or
even regressing character. This applies to all areas of in-
novation development of agro-industrial complex.

Immediate task of improving the innovation system of
agriculture is to increase agricultural innovation capacity. It
is based on research and development for the agricultural
industry as a constantly replenished and renewable source
of continuously increasing capabilities of innovative re-
newal of agriculture. Scientific and technological advances
often determine the possibility of transition to sustainable
agriculture development, while ensuring the implementa-
tion of the measures of the innovation system depends on
how fast this transition happens.

B. XKymaHoBa, kaHA. €KOH. HayK, AoL,.
Kazaxcbkuit yHiBepcuTeT TexHonorii Ta 6i3Hecy, Pecnybnika KasaxctaH

Actually we always have a lag the actual results of agri-
cultural production on the capabilities of their receipt with
the full and proper use of scientific and technological
achievements. This is true for the present. For example,
the productive potential of plants and animals is realized at
a level not exceeding 35-40% genetically determined. At
the same level used opportunities to improve soil fertility.
These requires, along with the development of scientific
research to increase the innovative potential in all other
areas, to increase the possibility of more extensive and
effective use of existing and anticipated future scientific
and technological developments.

There are conclusions of this study and the prospects
for future developments in this area. Consequently, one of
the main tasks of providing innovative system blocks agri-
cultural is to create favorable conditions for the formation of
the fund innovation and development in the production of
while smooth in differences between the results obtained in
the production and the potential of research and develop-
ment, keeping in mind both available and afford able to
consumers quantitative set of innovations and opportunities
to improve their production, the economic and other indica-
tors of agro-industrial activities.
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®IHAHCYBAHHSA IHHOBALIMHUX NPOEKTIB
B ArPOMPOMUCITIOBOMY KOMIMINEKCI KASAXCTAHY

Po3ansiHymo meopemuyHi ma npakmuyHi numaHHs iHaHco8020 3abe3neyeHHs1 iHHO8aUillHO20 PO38UMKY a2pOrpPOMUCI/IO8020 KOMIIIEKCY
KasaxcmaHy. BusHayeHo 3azanbHocucmeMHi npobnemu, siki nepewkodarome Mo8HOYiHHOMY iHHO8ayiliIHOMy po38UMKY a2porpoMUC/I08020 KOM-
nnekcy KazaxcmaHy. BcmaHoenieHo, Wo nepcrnekmueHUM Mo4amKoM iHHO8ayiliHo20 po3eumky azpornpomucsiogeo2o komniekcy e Pecnybniyi Ka-
3axcmaH € eiOmeopeHHs CiNlbcbko20cnodapcbKux iHHO8ayili ma oceo€eHHs y Macoeili npakmuuyi 6inbw AockoHanux memodie 8eGeHHSsI CillbCbKo-
2ocnodapcbKko208upobHUYmMea.

Knroyoei cnoea: iHHoeauiliHuli npoekm y cinbcbkoMy 2ocrnodapcmei, ¢hiHaHcyeaHHs cinbcbko2ocrnodapcbkoi Hayku e Kasaxcmati, ¢piHaHcy-
8aHHs1 iHHoBauii 8 a2ponpPoMuc/1080My KOMI/IEKCI.

B. XKymaHoBa, kaHA. 3KOH. HayK, AoL,.
Kasaxckui yHuBepcuteT TexHonormm um 6usHeca, Pecny6nuka Kazaxcran

P®PUHAHCNPOBAHUE MHHOBALIMOHHBbIX NMPOEKTOB
B ArPOMPOMbILLNEHHOM KOMMNEKCE KA3BAXCTAHA

PaccmMompeHbl meopemuydeckue u npakmu4eckue e0rnpochkl ¢huHaHCco8020 obecrneyeHusi UHHOBaUUOHHO20 pa3eumusi a2porpPoOMbIWIIEHHO20
komnnekca KasaxcmaHa. OnpedesnieHbl obujecucmemMHbie nMpobrieMbl, Komopbie npensimcmaeyom MosHOUeHHOMY UHHO8aUUOHHOMY pa3eumuro
azponpombiuwiieHHo20 KoMriekca KazaxcmaHa. YcmaHoesieHo, 4mo rnepcrnekmueHbiM Ha4asioM UHHO8aUUOHHO20 pa3eumusi azporpoMbIusIeHHO-
20 Kkomnnekcae Pecrniybnuke Kaszaxcman siensiromcsi 80cnpou3eo0cmeo cesibcKoxo3slicmeeHHbIX UHHO8ayuli U 0CBOEHUE 8 Maccoeoll rpakmuke
6osee cosepuweHHbIX MEMOJ08 8edeHUs CelbCKOX03s1icmeeHHO20 npou3eodcmea.

Knroyeenie crnosa: uHHOB8ayUOHHbIU MPOEKM 8 cesibCKOM xo3silicmee, ¢huHaHCcuposaHue ceslbCKoxo3silicmeeHHoU Hayku e Kasaxcmane, ¢pu-
HaHcupoeaHue UHHO8ayUuuU € a2porpoMbIWIIEeHHOM KOMIIIIeKce.
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Appendix 1

ANNOTATION AND REFERENCES (IN LATIN):
TRANSLATION /| TRANSLITERATION / TRANSCRIPTION

V. Bazylevych, Doctor of Sciences (Economics), Professor,
G. Kupalova, Doctor of Economics, Professor
Taras Shevchenko National University of Kyiv, Kyiv

CLIMATE CHANGE IN KYIV: WAYS TO COUNTERACT AND MINIMIZE NEGATIVE EFFECTS

Current issues of climate change in Kyiv were investigated, as a result of combination of factors, mainly anthropogenic types
and emissions of air pollutants from mobile and stationary sources, accumulation of unprocessed waste products on landfills
and unauthorized dumps. To prevent the climate change and adaptation to it, it is proposed to develop strategy, taking into ac-
count experience of foreign countries and cities, and in the future — the program of preventing and adaptation to climate changes
in Kyiv. Proposals were formulated to prevent and eliminate negative effects of climate change in terms of: modernization of
buildings and constructions, improving planning of construction taking into account environmental factors, organization of effec-
tive transport and logistics systems, landscaping of areas and buildings, implementation of effective environmentally friendly
resources and energy-efficient technologies, using of renewable energy resources, improving processing of industrial and do-
mestic waste products, ensuring effective system of its management, improving environmental education, culture and con-
sciousness of citizens.

1. Review of Nikolas Stern's report: "Ekonomika izmenenija klimata" lzdanie 2-oe, dopolnennoe i pererabotannoe
/Kokorin A. O., Kuraev S. N., Julkin M. A. WWF, Strategic Programme Fund (SPF). — M.: WWF Rossii, 2009. — 60 s.

2. Scho take zmini klimatu?: //http://wwf.panda.org/uk/campaigns/ climate_change_camp_ukr/what_is_climate_changes_ukr/
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5. Potapenko V.G. Strategichni prioriteti bezpechnogo rozvitku na zasadah "zelenoi ekonomiki". — K.: NISD, 2012. — 360 s.
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8. Osnovni pokazniki ohoroni navkolishn'ogo prirodnogo seredovishha m. Kieva. Statistichnij zbirnik. — K.: Derzhavna
sluzhba statistiki Ukraini, 2012. — 123 s.

9. Izmenenie klimata v Vostochnoj Evrope, Belarus', Moldova, Ukraina. — Bresson: GRAPHI 4, 2011. — 59 s.

10. Klimat Kieva: http://www.meteoprog.ua/ru/climate/Kyiv/.

11. My zhivem na pike ocherednogo pod#ema letnih temperatur. Jekskljuzivnoe interv'ju s chlenom-korrespondentom
NAN Ukrainy Vladimirom Osadchim: http://www.from-ua.com/technology/f64307de6c611.html).

12. Shhodo vikidiv zabrudnjujuchih rechovin na TEC-5: //http://kyivenergo.ua/ua/news/company/4-news-company/8363-
2009-09-18.

13. Kiivenergo zaproshue meshkanciv stolici vidvidati z ekskursijami energetichni ob'ektil: //http://kyivenergo.ua/
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14. Strategija derzhavnoi ekologichnoi politiki Ukraini na period do 2020 roku.: http://www.menr.gov.ua/
content/article/8328.

15. Nartova O. Markirovka tovarov po uglerodnoj sostavljajushhej v mirovoj torgovle: jeticheskie, jekonomicheskie i ju-
ridicheskie aspekty //Mosty mezhdu torgovlej i ustojchivym razvitiem. — S.12-14.
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DEVELOPMENT OF THE CUSTOMS STATISTICS IN UKRAINE: HISTORICAL ASPECTS

Statistics has a long history going back to ancient times. With the formation of the first powerful states the need for statistical
practice appeared, i.e. in the accumulation of information on the availability of land, the amount of projected and actual harvest,
population, its property situation — the system of public and administrative records has developed. At the first stage of customs'’
statistics existing the main task was fiscal control for customs revenue. Then, through ages, Ukrainian lands were under control of
invaders. That's why customs policy of Ukraine evolved and absorbed features of customs policies of these states. In the early nine-
teenth century international trade was regulated through customs taxation, which in turn required to classify customs statements.
Thus the preparation and publication of annual statistical compilations of international trade of the Russian Empire had begun. The
article also conducted studies of the bodies responsible for the implementation and realization of customs statistics and determined
the role and place of customs statistics in the state regulation of the Ukrainian economy and making of managerial decisions.

1. Abstracts of lectures and assignments for the professional development of employees, accepted to the Customs Ser-
vice for the first time, prepared by the Khmelnytsky center for the professional development and retraining of the SCSU em-
ployees: Compiled by Voytseschuk A.D. (supervisor), Korniichuk O.T., Ovcharuk I.G., Babenko B.l., Shershun A.A. — [Elec-
tronic resource]. — Access mode: http://www.center.km.ua/old_version/library/tezy lekciy/tezy np/rozd4/1.7.1.html.

2. Markov L. Essays on the history of the customs service. — Irkutsk: I1zd. Irkutsk University. — 1987. — p. 27.

3. Pavlov A. Ukrainian customs on the way to recovery and development: legal and historical aspects. — K.: Accent,
2002. — 417 p. 24-26.

4. P.A. Kravchenko — Legal survey of the formation and development of customs statistics — Customs no. 4 (70) — 2010
—p. 16.

5. Akt unii Polski z Litwa, 1385-1791. — Krakow. — 1932. — L. 86-87.
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6. Central State Historical Archives of Ukraine in Kiev. — Fund 28, description, case 2, ff. 201 BC. — 202.

7. Rysich. J. Trade and customs relations in the history of the Dnieper / / Bulletin of the Academy of Customs Service of
Ukraine. — 2001. — Ne 2. — p. 89.

8. Yavornytsky D. History of Zaporizhzhya Cossacks. Volume Il — Kyiv: "Scientific Thought." — 1990. — p. 428-429.

9. Lodyzhenskyy K. History of the Russian customs tariff. — Moscow: Sotsyum, 2005. — p. 68-69.

10. Morozov O.V. Customs component in the structure of public revenues of the Russian Empire in the first half of the
XVII century. / O. Morozov // Grani. — 2008. — Ne 1, p.16-18.

11. Morozov O V. Customs statistics as an important element in the study of customs policy XIX-early XX century. /
Morozov AV / / Customs. — 1999. — Ne 6. — p. 20-23. — p. 23.

12. Central State Historical Archive in Kyiv. — F. 1153, Op. 1 cpr. 198, ff. 31 (cited in: A. Morozov Customs statistics of
XIX-early XX century.. as a source of study of the Customs Policy / Morozov A.V. // Grani. — 2009. — Ne 5 (67.) — p. 30 — 33.

13. The higher and central state institutions of Russia. 1801-1917, Vol.2: The central state institutions. Ministry of Inter-
nal Affairs. Ministry of Justice. Ministry of Finance. Ministry of Trade and Industry. State control. St. Petersburg. : Nauka,
2001. — p. 122.

14. The Customs Code of Ukraine of 13.03.2012 Ne 4495-VI. 15. Customs. In 3 volumes. Volume 1: Teach. handbook.
— Lectures / Ed. Voytseschuk A.D. — K.: |zd of "ID" Manufacture "2006. — 412 p. (303-304).

M. Balcerowicz-Szkutnik, Doctor of Sciences (Economics), Professor
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THE COMPARATIVE ANALYSIS OF THE LABOR MARKET INDICATORS
IN A SELECTED GROUP OF EU COUNTRIES

The paper presents, in a synthetic way, the problems of dynamics of labour market of "ten new member states"” that joined
EU in 2004, focusing mainly on the level of employment and taking into account the lines of business and age employees. The
time range from 2000 to 2011, selected for the purpose of the analysis, includes the years that directly preceded and directly fol-
lowed the accession to the EU and aims at determining possible changes in parameters that characterise the labour market in
selected states. Specific analysis were preceded by presentation of population age structure in EU states which joined the Union
in 2004; it is due to high influence of this factor on labor market model. Attention was paid to growing problem of sectoral
changes in labor market structure, so systematic extension of so called ‘'third sphere’ - services, and to changing proportions of
employment in industry, services and vanishing sphere of agriculture. Other analysis were made for structure of employment
with division to three groups- highschool and college graduates, employees in mobile age, and employees in pre-retirement age.
Each part of analysis has appropriate conclusion.

1. Population on 1 January by age and sex [Dostemp] // Eurostat [plakat]. — E-mail. dane. — Dostemp:
http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=demo_pjan&lang=en.

2. Europe 2020 strategy [Elyektronichny zasub] // European Commission [plakat]. — E-mail. dane. — Dostemp:
http://ec.europa.eu/europe2020/europe-2020-in-your-country/index_pl.htm.

3. Diahnoza spolechna 2009: varunki i yakoshchch zhycha polyakuv" [Elyektronichny zasub] / Varshava: Rada moni-
torynhu Spolechnoho, Vyshcha Shkola Finansuv i Zazhondzhanya v Varshavye [plakat]. — E-mail.. dane. — Dostemp:
www.diagnoza.com/pliki/raporty/diagnoza_raport_2009.pdf.

4. Rynki pratsy novykh pan'stv shlonkovskikh UE [Elyektronichny zasub] // rynekpracy.pl [plakat]. — E-mail. dane. —
Dostemp: http://www.rynekpracy.pl/raporty_1.php/wpis.38.

5. Eurostat. Statistics. Browse / Search [Dostemp] // European Commission: [teren]. — Dostemp:
http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/search_database.
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SYNERGIC EFFECTS OF THE PARTNERSHIP NETWORKS FORMATION AT THE INDUSTRIAL MARKET

The recent trends of the global and local economies demonstrated the need to define the new opportunities of strengthening
the competitive positions and gaining competitive advantages. In this connection the role of partnership networks is rapidly
growing. Partnership relations are playing a crucially important role at the variety of the markets especially at the industrial or
business-to-business markets. Effective partnerships of the customers, distributors and suppliers ensure the formation of syn-
ergic effects improving the operational results of each member of the network. In current paper theoretical and methodic bases
of the formation of synergic effects of partners’ network development to improve the positions of the enterprises at the industrial
market were studied and summarized. The specific features of the industrial markets, which influence the processes of the part-
nership networks' forming, where defined and described. Based on the results achieved the major statements of the concept of
partnership relations at industrial market were formulated. Authors defined the process of synergic effects development within
the partnership networks and suggested the criteria of the partnership networks' evaluation.

1. Bulah I.V. Strategija promislovogo marketingu — pidhid do viznachennja / I.V. Bulah // Suchasni problemi upravlinnja
virobnictvom: tezi dopovidei V Mizhnar. n.-pr. konf. — Donec'k: DVNZ "DonNTU", 2010. — 227 s. (posilannja st. 14-15).

2. Dem'janenko P. Rinkova transformacija ekonomiki: stan, problemi, perspektivi / P.V. Dem'janenko // Aktual'ni prob-
lemi ekonomiki. — 2008. — Ne7 (85). — S. 241 — 249.

3. Krivoruchko Ja. Metodichnij pidhid do ocinjuvannja ta rozvitku vidnosin mizh pidpriemstvami / Ja.Ju. Krivoruchko //
Visnik Hmel'nic'kogo nacional'nogo universitetu. — 2007. — Ne6: Ekonomichni nauki, Tom 3. — S. 249-254.

4. Krivoruchko Ja.Ju. Formuvannja i rozvitok vzaemovidnosin mashinobudivnogo pidpriemstva z biznes-partnerami : av-
toreferat disertacii na zdobuttja naukovogo stupenja kandidata ekonomichnih nauk / Ja.Ju. Krivoruchko. — L'viv, 2009.
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5. Bivainis J. A six-phase model of business partners selection // EKOHOMiYHWMIA BiCHMK HauioHanbHOro TEeXHiYHOro
yHiBepcuTeTy "KniBCbkMin noniTexHiYHMM iHCTUTYT". — 2006. — Ne3. — C. 351 — 357.

6. Johnston J. International Industrial Marketing Interactions: Dyadic and Network Perspectives / J. Johnston,
J.E. Lewin, R.E. Spekman // Journal of Business Research. — 1999. — Ne 46. — P. 259-271.

7. Haldane, G. (2009) Professional Diploma in Marketing. Study Text. Project Management in Marketing. /— London :
BPP Learning Media, Aldine Place.
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SYSTEM REFLEXIVE STRATEGIC MARKETING MANAGEMENT

This article reviews the System Reflexive paradigm of strategic marketing management, being based on the alignment of stra-
tegic economic interests of stakeholders, specifically, enterprise owners and hired managers, and consumers. The essence of
marketing concept of management comes under review, along with the strategic management approaches to business, buildup
and alignment of economic interests of business stakeholders.

Summarizing the problem of aligning the business interests of a specific group of persons, we could contend that a business
can be revealed, at the same time, as an object or as an instrument in a single or multiple management systems, which may draw
on different management paradigms. Depending on the nature of subjects, whom we consider stakeholders, different models of
management can be segregated, defining the form of object management.

A roadmap for resolving the problems of modern marketing is proposed in the article through the adoption of System Reflex-
ive marketing theory. System Reflexive Marketing (SRM) is defined as a theory and practice of management, carried out through
the system-level distribution of economic agents' interests, and the alignment of their interests from the perspective of reflexive
marketing manager.

System Reflexive Marketing introduces the new marketing and strategic management paradigm, and consolidates its evolu-
tion stages of development. Adopting the System Reflexive Marketing enables the enterprise to resolve internal and external con-
flicts, elaborate strategic vision-together with corporate strategy, facilitates realization of interests by the subjects of manage-
ment towards the management object, as well as improves the overall efficiency of business operation.

. Ansoff, I.H. Strategic Management: Classic Edition. Hampshire, UK: Palgrave Macmillan, 2007. — 272 p.
. Dligach, A.A. Strategic Marketing Management. — Kyiv, 2012.
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7. Lefebvre, V. A. Elements of logic in reflective games. Problems of engineering psychology. 1966 (4): 273—299.

8. Mintzberg H. — Ahlstrand, B. — Lampel, J. B. Strategy Safari: The Complete Guide Through the Wilds of Strategic
Management. — London, UK: FT Prentice Hall, 2008. — 464 p.
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10. Thomas, L. T. Russia's Reflexive Control: Theory and the Military. Journal of Slavic Military Studies. 2004, 17 (2):
237-256.

11. Vesnin, V.R. Strategic Management. — Moscow: Velbi, Prospekt, 2006. — 328 p.
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IMPACT OF SOCIAL CAPITAL CHARACTERISTICS ON THE EFFECTIVENESS
OF COMMUNITY-BASED APPROACH TO LOCAL DEVELOPMENT

The article examines the impact of social capital characteristics of local communities on the effectiveness of the community-
based approach to economic development.

Over the years of independence of Ukraine, the state economic and social policy in agricultural sphere has not established
the prerequisites for enabling rural communities to solve the local level development problems on their own. The level of pater-
nalism of rural communities is extremely high. The rural residents who live within a single area do not constitute the community
in fact as they have no common goals and values. In such conditions non-government development programs which presume
economic cooperation and social mobilization of the community members are the mechanisms to solve the problem.

The conclusion that such social capital characteristics as (anti)paternalism, solidarity and cooperation have the greatest im-
portance for the economic development is made based on the analysis of UNDP and the European Union project "Community-
based approach to local development”. The level of the accumulated social capital affects the rates of economic development of
the rural communities. Employment indicators are the most sensitive to the program participation.

Estimation of social capital characteristics is made on the data obtained as a result of the survey process. The questionnaire
was designed based on the Integrated Questionnaire for the Measurement of Social Capital worked out by the World Bank, The
World Values Survey, The European Social Survey, and The Social Capital Question Bank.

The conclusion is made that social capital is a resource for economic development in the presence of an effective institu-
tional mechanism for joint collective actions. The hypothesis is justified that the creation of community organization can be an
effective mechanism to actualize the existing social capital of rural communities in Ukraine.

1. A review of community-driven development and its application to the Asian development bank [EnekTpoHHui
pecypc]/ Tanaka S., Singh J., Songco D., Maclean J. — 2006. — Pexum poctyny: http://www.adb.org/Documents/
Participation/Review-CDD-Application-ADB.pdf.
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Fearon J.D., Humphreys M., Weinstein J.M. // American Economic Review: Papers & Proceedings, 2009. — 99:2, 287-291.
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4. Community-driven development / Dongier P., Domelen J. V., Ostrom E., Ryan A., Wakeman W., Bebbington A., Pol-
ski M. — In World Bank, Poverty Reduction Strategy Paper Sourcebook, 2001. — 1. Washington, D.C., 1-32.
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6. Hardin G. The Tragedy of the Commons / G. Hardin // Science. New Series, 1968. — 162(3859), 1243-1248.

7. Harrison L. E. Culture matters: How values shape human progress / Harrison L. E., Huntington S. P. — New York, NY:
Published by Basic books, 2000.

8. Mansuri G. Community based and driven development: a critical review / Mansuri G., Rao V. // The World Bank Re-
search Observer, 2004. — 19(1), 1-39.

9. Marcus A. Institutionalizing cooperation: Public goods experiments in the aftermath of civil war / Marcus A., Fotini C. —
Published by the Weatherhead Center for International Affairs, Harvard University, 2009. — Paper No. 2009-0005, 1-43.
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vard University Press, 1965.
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INTERNATIONALIZATION OF INDUSTRIAL CLUSTERS: OBJECTIVES AND PERSPECTIVES

Nowadays the actual issue is to explore the ways of international competitiveness strengthening in order to be able to com-
pete effectively in the global market. Clusters are considered as one of the most effective ways for competitiveness enhance-
ment, production effectiveness and companies' market performance improvement, due to synergy effects of interaction among
its agents, reducing costs, cooperative decision making and ability to implement innovations productively.

Authors explore peculiarities of international clusters distinguishing such formations on the basis of relationship structure
among the cluster members, their economic motives for association. The impact of the globalization, multilateral development of
economic international relationship development, attraction of FDI and outsourcing on the cluster initiation and functioning was
investigated. The model of cluster internationalization in accordance to the cluster members initiatives from countries with dif-
ferent level of economic development were proposed.

Investigation of positive and negative cluster effects, transition economies cluster initiation peculiarities exploration enabled
authors to come to conclusion outlined perspective way of Ukrainians international competitiveness improvement on the basis of
cluster approach. The Ukrainian cluster formation mechanism was proposed and prerequisites for international cluster initiation
involving Ukrainian members were identified.

1. Sokolenko S.I. Klastery u hlobalnii ekonomitsi. — K.: Logos, 2004. — 848 s.

2. Yasheva G.A. Formirovanie mezhdunarodnykh klasterov kak factor povysheniia konkurentospoobnosti economic
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3. Vnukova N. Transkordonni klastery: zakordonnyi ta vitchiznianyi dosvid [http://www.inno.kharkov.ua/wp-
content/uploads/2009/10/transkordonnd196-klasteri1.pdf.] / Vnukova N. Ketels, Christian, Goéran Lindqvist, and Orjan
Solvell. 2006. Cluster initiatives in developing countries and transition economies. Stockholm: Center for Strategy and
Competitiveness.

4. OECD (2009), Clusters, Innovation and Entrepreneurship, Local Economic and Employment Development (LEED),
OECD Publishing.

5. Klastery v razvitykh stranakh / / Ofitsiinyi web-portal Stanislava Sokolenko ta organizatsii Mizhdnarodna fundatsiia
spryiannia Rynku (MFCR): [http://ucluster.org.] / Sokolenko S.
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tory, Stockholm, 2012.
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THE MECHANISM OF TRANSFORMATION OF THE LABOR MARKET OF UKRAINE
TO THE NEW ECONOMY UNDER POST-CRISIS PERIOD

Major components of a mechanism of transformation of the Ukrainian labor market under new economy or knowledge-based
economy are identified. The interaction between global financial crisis and national labor market of Ukraine by means of "new
economy” is studied. Using the logic of the transformation process in live nature the author proposed specific mechanism of
transformation of the Ukrainian labor market, which consists of eight interrelated phases such as: "object of transformation”,
"transformetr”, "instrument of transformation”, "time", "psithenemos”, "environment”, "transistor” and "transformation link".
Modern period of the offered mechanism of transformation is considered together with current post-crisis level of implementa-

tion of the mechanism of transformation of the Ukrainian labor market under new economy.
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Turar Ryskulov Kazakh Economic University, Republic of Kazakhstan

DEVELOPMENT OF ANIMAL SECONDARY RAW MATERIAL MARKET AS A FACTOR
OF DIVERSIFICATION OF KAZAKHSTAN'S EXPORT POTENTIAL

Products of the recycling of livestock should become the most important part of the Kazakhstani export potential. Using
recycled materials in the finished production cycle would significantly diversify the export component of national agro-
industrial sector of the Republic.The article proposes an approach to the placement of industries, processing secondary raw
materials in order to obtain market product with high added value, which will result in implementing the existing potential of
the agricultural sector of the state.
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2. M.S. Kulazhanov. Development of import substitution and export focus on light industry production in Kazakhstan:
Abstract of a thesis for the degree of Candidate of Economic sciences : 08.00.05-Almaty, 2005. — 25 pp.
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4. A.B.Temirova. Building and Development of Region Export Potential (Kyzylorda region), 2006. — 29 pp.

5. G.N.Dobrohotov. Zootechnician reference book/4th Edition — Moscow: Kolos. — 767 pp.

6. A.M.Zakimova. —Export Potential Priorities in Agricultural Sector in Kazakhstan(East Kazakhstan Region) Abstract of
a thesis for the degree of Candidate of Economic Sciences. Printed by SpekeTt — Print, Almaty.

0. Kuzioma, PhD Economics, Associate Professor
Taras Shevchenko National University of Kyiv, Kyiv

IMPLEMENTATION OF INFORMATION AND COMMUNICATION TECHNOLOGIES AS A FACTOR
OF COMPETITIVENESS' GROWTH BY THE SMALL ENTERPRISES IN CIS STATES

The article shows that the international network of electronic communication helps the various economic agents in finding
new partners, responding to the changing conditions quicker, facilitates the greater interaction of the economic partners and
establishment of the trusting and long-term relationships, reduces the transaction costs and the distance between the partners,
while simultaneously increasing the economic benefits of their relationship. It justifies the fact that the widespread implementa-
tion of information and communication technologies in the CIS countries might contribute to increasing the number of small
businesses and private business organizations, as well as strengthen their competitive positions in the domestic and foreign
markets. This article proves that the use of ICTs can enhance the effectiveness of the production and companies' management
system by increasing their access to the information, knowledge, financial services and other resources. As explained in this
work, due to the use of ICTs new opportunities are created for the small private enterprises to develop the existing and discover
the new types and directions of activity, which will contribute to the improvement of the population well-being. It also rationalizes
that the expansion of the ICTs' use by the government and other public bodies may support the increase of the business envi-
ronment transparency and simplify procedures for starting and running a business. It determines why the spread of information
technology, especially in the CIS countries, requires governmental support primarily in the development of information infra-
structure and adaptation of the legislation to the conditions of the information economy.
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IMBALANCES IN THE FINANCIAL SYSTEM OF UKRAINE AND THEIR TRANSMISSION
TO THE SYSTEMATIC RISKS IN THE MONETARY STABILITY

The article examines the current state and major imbalances in the financial market of Ukraine, which are the source of risk to
the national economy and can significantly affect the monetary stability during the post-crisis period and the period of recession.
Threats that are associated with peculiarities of the institutional structure of the financial market of Ukraine are analyzed, namely,
on the one hand, the importance of banking institutions, and on the other — functional inadequacy of the banking systems in en-
suring monetary and financial stability. The analysis shows that the weaknesses of the banking system have led to the accumula-
tion of risks and structural misbalances in the Ukrainian economy which pose a danger to stability in the financial sector. Con-
clusions and measures are substantiated for the use of tools of monetary policy in order to strengthen monetary and financial
stability. Among them are: the necessity of changes in the methodological tools of assessment of the financial stability and ac-
cumulation of systemic risk in the economy, measures to manage the inflation risk as the main internal risk for Ukraine, ways of
enhancement of interaction between the banking system and the national economy through the interest rate benchmark.
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DISCOURAGING SHOCKWAVES UNDER SIMULATED GREEN SHOOTS AMONG DEVELOPED COUNTRIES

Presented research focuses on the macroeconomic policy analysis regarding simulated nature of numerous recovery im-
pulses among stagnation global trend, namely green shoots. Their overall impact is much overestimated especially considering
imbalances aggravation through developed countries. However, an author remarked a new recovering trend among developing
countries that finally reached highest Gross Domestic Product (GDP) growing results as of developed community. A GDP share
of Developing countries will reach about 55 percent till the end of 2018 that might crucially displaces global forces. What is more,
monetary shocks diffusion has subtly placed emphasis upon global economic system immobility especially in consequence of
public-sector debt assessment ("This Time is Different. Eight Centuries of Financial Folly", Reinhart C.M. and Rogoff K.S. work
trouble), interest rate targeting and money supply policy (Quantity Easing Policy). Considering further shockwaves diffusion the
Euro zone was under the threat of contraction in 2013 above all other regions, with -0.1% real GDP growth forecast. Moreover,
many issues of 2012 will become the same challenges in 2013 while another green shoots emerge. A new multi-factor diagram,
where developing countries domination correlate with other macroeconomic trends is presented by the author of the current
paper. Thus, an aggregated value of developing economies contribution disclosed this business environment as one of the
greatest drivers till 2018 at least. Meanwhile, as a world mainstream trends should be mentioned the U.S. protectionism policy
(long term strategy), interest rate and inflation targeting (short term strategy) as well as the unemployment rate targeting (referent
value is 6.5% that is pre-crisis level.
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SUPPLY LOGISTICS FOR IMPROVEMENT OF IRON AND STEEL ENTERPRISES

In the article the techniques that help to improve the material and technical supply management of allied industries are de-
fined. Prime vendors of physical resources are examined. Material resource endowment of Kazakhmys Corporation was ana-
lyzed. The forecast requirements of physical resources and purchase returns are displayed. The main difficulties of supply logis-
tics were found, and solutions were given. To solve these problems it was proposed to establish logistics center for allied mining
enterprises. The basic input patterns in case of logistics center use are shown. To reduce these costs it is presented by the au-
thor to introduce the concept "just in time". Moreover, key benefits of the united logistics center establishment using the concept
"just in time" for the enterprises of related industries and implementing the same physical resources.

1. Gadzhinskyi A.M., Logistics: textbook for higher educational institutions in the field of study "Economy". — Moscow:
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MULTIDIMENSIONAL COMPARATIVE ANALYSIS OF LEVELS OF LIVING
OF POPULATIONS IN EU MEMBER STATES

The major purpose of the article is the comparative analysis of levels of living of populations in EU member states, determination of
features that differ studied populations and indication of groups of countries of similar levels of living of their inhabitants in the light of
diagnostic features assumed for the study.

The level of living of populations in European Union member states was characterised by the rates that describe eight various areas
of social and economic life of member states, including labour market, health protection, population incomes and poverty, housing con-
ditions, education, transport, public safety and natural environment. Calculated values of Hellwig's taxonomic measure allowed for lin-
ear ordering of the states. The highest positions in the ranking were held by Cyprus, Finland, Denmark, Sweden and Ireland. The coun-
tries of the former Eastern bloc, Hungary, Latvia, Slovakia, Bulgaria and Romania, that were distinguished by the lowest level of living of
the populations and at the same time they were characterised by low GDP rate per capita were found at the end of the list with the lowest
values of the rate.

In the final stage of the analysis a classification of countries into three homogenous groups was performed with the use of Ward's
method of agglomeration.
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STATE INCENTIVE OF COMMERCIALIZATION OF INTELLECTUAL PROPERTY

In the article has shown the role of new technologies in modern world society. It has analyzed mechanisms, which stimulating
circulation of technologies in the Europeans countries. Opened the meaning of commercializing process of intellectual property and
its characteristic traits. Brought out the necessity of creating normative-legal area, which could able supply commercialization intel-
lectual property. Identified the basic directions of government encouragement of commercialization of intellection property in
Ukraine, among of which are: supplying priority of government supporting science and development science intensive technologies;
— improvement forming and utilization trade innovation assets in supplying of carrying out of realizing innovations; — forming regu-
latory base of functionality the venture system of financing innovation projects; — development small innovation enterprise by form-
ing favorable conditions for its creating and function; — assignment financial supporting of patent and inventing activity, supporting
in protection rights on intellectual property in Ukraine and out of border; — improvement encouragement system of creation and
utilization innovation productions; — involving in economics the objects of intellectual properties; development information infra-
structure, assistance scientific research organizations in access to information networks and data bases.
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STATISTICAL ESTIMATION OF THE GREEN GROWTH IN UKRAINE

A set of indicators proposed by the OECD that assesses economic opportunities arising from the green growth as well as
helps policy-making concerning environmental issues, in particular indicators on technology and innovation, production and
consumption of environmental goods and services, environmentally related prices and transfers as well as associated to green
growth financial flows, have been studied in detail in this article.

The results of the comparison analysis of the application of the abovementioned indicators by the Czech Republic, Denmark,
Germany, the Netherlands and Korea are presented in the article. Based on the performed analysis possible application of the
proposed by OECD set of indicators to the Ukraine's national context has been explored. Proposed set of green growth indica-
tors can be applied in Ukraine, however further development is required to enhance the statistical data accounting and availabil-
ity. Among the main challenges to the implementation of such system in Ukraine is the lack of data as well as medium compli-
ance of the Ukraine's Environmental Accounts with the European regulation, which complicates the development of national pol-
icy towards green economy and the international comparison.
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This paper highlights the evolution of approaches to fiscal policy formulation that determines the main trends in government
spending, expenditure funding and accumulating budget revenues. Fiscal policy is different from tax and budgetary policy as in
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sources reserves as the financial foundation for economic growth. These reserves refer to budget revenue, as well as to budget
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efficiency of budget expenditures.
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of the financial mechanism, which should be aimed at attracting investment funds from various sources, i.e. do not rely solely on
the state budget, which is now observed in Kazakhstan.
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