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AN EMPIRICAL STUDY ON RELATIONS BETWEEN GOVERNANCE AND SUSTAINABILITY
IN BULGARIAN AGRICULTURE

This paper applies the interdisciplinary New Institutional Economics framework, identifies diverse market, private, collective,
public and hybrid modes of governance and assesses their impact on agrarian sustainability in Bulgaria. First, the
methodological framework of the study is outlined. After that dominating governing modes in Bulgarian farms of different
juridical type, size, specialization, ecological and geographical location are identified, and their impacts on agrarian sustainability
and its economic, social, and environmental pillars evaluated. In conclusion implications for further research, public policy
improvement, and private managerial strategy formation are presented. Agricultural producers of different type use quite unlike
mixture of effective market, private, collective and hybrid modes for governance of their activities and relations. Individual factors
and modes most contributing to improvement of agrarian sustainability at the current stage of development are: manager's
personal convictions and initiatives, farms resources and innovation potential, near future profit and benefits strategies, market
prices levels and dynamics, area-based EU subsidies, and informal agreements.

Key words: Agrarian Governance, Sustainability, Market, Private, Collective, Hybrid modes, Bulgaria.

Introduction. Achievement of diverse economic,
social, environment conservation, intergenerational, etc.
goals of sustainable development greatly depend on the
specific system of governance in different countries,
industries, regions, communities, etc. (Furuboth E. and
Richter R. [21], North D. [23], Williamson O. [29]). Having
in mind the importance of agrarian sector (in terms of
employed resources, contribution to individuals and social
welfare, positive and/or negative impacts on environment,
etc.), the improvement of the governance of agrarian
sustainability is among the most topical issues in Bulgaria
and around the globe: Bachev [5, 8], Bachev et al. [16], EC
[20], Raman S. [24], Sauvenier X. et al. [25], Terziev D.
and Radeva D. [26], UN [27, 28].

Nevertheless, research on forms and efficiency of the
governance of agrarian sustainability is at the beginning
stage due to the "newness" of the problem, and the
emerging new challenges at the current phase of
development (environmental pollution and degradation,
climate change, competition for natural resources with
other sectors, etc.), and the fundamental institutional
modernization during recent years, and the "lack" of long-
term experiences and relevant data, etc. Most studies in
the area are focused on the formal modes and
mechanisms while the important informal institutions and
organizations are not included into analysis. What is more,
research is commonly restricted to a certain form (contract,
cooperative, industry initiative, public program), or a
management level (farm, eco-system, region, international)
without taking into consideration the interdependency,
complementarities and/or competition of different governing
structures. Besides, widely used complex forms of
governance (multi-lateral, multi-level, reciprocial,
interlinked, hybrid) are usually ignored.

Likewise, one-dimensional and uni-sectoral analyses
are broadly used separating the management of
agricultural activity from the governance of environmental
and the overall households and rural activities.
Furthermore, most studies concentrate on technology
related ("production") costs ignoring significant transaction
costs associated with the identification, assignment,
protection, exchange and disputing of diverse property
rights and rules. Moreover, "normative" (to some "ideal" or
"model in other countries") rather than a "comparative
institutional approach" (between feasible alternatives in the
specific socio-economic and natural conditions of a
country, region, sector, ecosystem) is employed.
Furthermore, uni-disciplinary approach dominates ("pure

economic", "pure ecological", "pure juridical", "pure
political", etc.) preventing a proper understanding of the
driving factors ("logic") and the full consequences (multiple
effects, costs, risks) of a particular governance choice.
Consequently, a complete understanding and adequate
assessment of the system of agrarian governance and its
contribution to agrarian sustainability is impeded, and the
effective assistance to public policy and private (individual
and collective) strategy formation cannot be given by
researchers and experts.

In Bulgaria, with very few exceptions (Bachev H. [1, 2, 3,
4], Bachev H. and Tsuji M. [12], Bachev H. and Kagatsume M.
[13, 14], Bachev H. and Nanseki T. [15], Bachev H. and
Terziev D. [18], Georgiev M. [22]), there are no empirical
studies on dominating governing structures in agriculture,
and their impact(s) on agrarian sustainability. In this paper
interdisciplinary New Institutional Economics framework
(combining Economics, Organization, Sociology, Law,
Political and Behavioral Sciences) is incorporated, and the
impact of diverse private, collective, public and hybrid modes
of governance on agrarian sustainability at the current stage
of development in Bulgaria assessed. First, the
methodological framework of the study is outlined. After that
dominating governing modes in Bulgarian farms of different
juridical type, size, specialization, ecological and
geographical location are identified, and their impacts on
agrarian sustainability and its economic, social, and
environmental pillars evaluated. In conclusion implications
for further research, public policy improvement, and private
managerial strategy formation are presented.

Framework of Analysis. Maintaining and improving
the social, economic and ecological functions of
agriculture requires an effective social order (a "good
governance") — a system of "human created" mechanisms
and forms regulating, coordinating, stimulating, and
controlling behaviors, actions and relations of individual
agents at different levels [4]. The system of governance
of agrarian sustainability is a part of the specific system of
"agrarian" governance and includes: diverse agrarian and
non-agrarian agents, and a variety of mechanisms and
forms for governing of behavior, activity, relations, and
impacts of related agents.

The individual farms are the main organizational and
production units in agriculture, which manage resources,
technologies and activity, and maintain social, economic and
ecological functions of the sector. Thus, farms and farm
(production,  service, innovation, marketing, etc.)
organizations are the major elements of the system of

© Bachev H., 2018
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governance of agrarian sustainability (Figure 1). Other
agents also directly or ‘"indirectly" participate in the
governance of agrarian sustainability imposing appropriate
conditions, standards, norms, demands, etc. These are the
owners of agrarian (land, material, finance, intellectual, etc.)
resources, who are interested in their effective utilization,
conservation, and multiplication. Next, that is related
business including suppliers of inputs, finance, innovations,
buyers of farm produces, etc. They all impose socio-
economic and ecological standards, specific support and
demand for sustainable agrarian performance. Next, these
are final consumers of farm and related produce, residents,
visitors of rural areas, and diverse interests groups, which
"impose" conditions (pressure, demand) for environmentally
friendly, socially responsible, and economically viable

agriculture and rural regions. Finally, those are the state and
local authorities, international organizations, etc., which
assist initiatives for agrarian sustainability of different agents,
and/or impose mandatory (social, economic, environmental,
animal welfare, etc.) standards for sustainable production,
distribution, and consumption.

The system of governance of agrarian sustainability
includes a number of distinct ("generic") mechanisms and
modes, which manage behavior and actions of individual
agents, and eventually (pre)determine the level of
agrarian sustainability (Figure 1): First, institutional
environment ("rules of the game") — that is the distribution
of rights and obligations between individuals, groups, and
generations, and the system(s) of enforcement of these
rights and rules [21, 23].

NATURAL ENVIRONMENT

Transnational level

National level

Collectiv

Individual level

INSTITUTIONAL ENVIRONMENT

Socio-economic
development

Interest Business

groups

Consumers

Farmers

Owners ago- Residents Authorities
resources

NnWwWhare

Fig. 1. System of governance of agrarian sustainability

Source: Author.

Second, market modes ("invisible hand of market") —
those are various decentralized initiatives governed by the
"free" market price movements and market competition —
e.g. spotlight exchange of resources, products and
services; "classical" purchase contract, lease or sell
contract; trade with high quality, organic, etc. products and
specific origins, agrarian and ecosystem services, etc.
Third, private modes ("private or collective order") — diverse
private initiatives, and special contractual and
organizational arrangements (long-term supply and
marketing contracts, voluntary eco- and social actions,
voluntary or obligatory codes of behavior, partnerships,
cooperatives and associations, brads and trademarks,
labels, etc.). Forth, public modes ("public order") — various
forms of public (community, government, international)
interventions in market and private sector such as public
guidance, regulation, assistance, taxation, funding,
provision, property right modernization, etc. Fifth, hybrid

forms — some combination of the above three modes like
public-private partnership, public licensing and inspection
of private organic farms, etc.

In a long run the specific system of governance of
agrarian sector and sustainability (pre)determines the type
and character of social and economic development.
Depending on the efficiency of the specific system of
governance of agrarian sustainability "put in place",
individual farms, subsectors, regions and societies achieve
quite dissimilar results in socio-economic development and
environmental protection, and there are diverse levels and
challenges in economic, social and ecological sustainability
of farms, subsectors, regions, etc. [5]. Efficiency of the
specific system of governance of agrarian sustainability
eventually finds expression in certain level and dynamics of
the social, economic, ecological and integral sustainability
of agriculture as whole or agricultural systems of different
type (farm, industry, agro-ecosystem, region, etc.).
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Accordingly, a high or increasing agrarian sustainability
means a high efficiency of the system of governance, and
vice versa. Agrarian sustainability is defined in a number of
ways and still there is no agreement about what agrarian
sustainability is and how to evaluate its level [24, 25]. In
this paper sustainability is understood as a "system
characteristic" and the ability of agriculture to maintain its
economic, ecological and social functions over a long
period of time. Agrarian sustainability and its individual
aspects have multiple dimensions. In order to assess the
efficiency of the governance a holistic system for assessing
the social, economic, ecological and integral sustainability
is applied, presented in other publications [8, 10, 11, 16].

For identification and assessment of diverse market,
private, collective, hybrid, etc. modes of governance and its
impact on agrarian sustainability in Bulgarian agriculture,
its major subsectors, in various geographical and
ecological regions, as well as sustainability contribution of
farms of different juridical type and size, in-depth interviews
have been carried out with the managers of
"representative" market-oriented farms of different kind and
location. The study was carried out in the summer of 2017
and comprised 40 agricultural holdings from four
administrative regions of the country — North-Central,
South-East, South-Central, and South-West. Identification
of the "typical" for the particular regions agricultural farms
have been made with the assistance of the major
producers associations in the country (National Union of
Agricultural Cooperatives, National Association of Grain
Producers, Association of Livestock Raring, etc.), state
agencies (National Agricultural Advisory Service, Executive
Agency on Vine and Wine), processors, bio-certifying, and
service providing organizations, and local authorities.

Agricultural producers of different type have been
interviewed as entire spectrum of the farms in respective
regions included: farms of major juridical types (Physical
Persons, Sole Traders, Cooperatives, Companies);
holdings with different sizes (Predominately for
subsistence, rather Small for the sector, with Middle size
for the sector, Large for the sector); farms of different
production specialization (Field crops, Vegetables,
Flowers, and Mushrooms, Permanent crops, Grazing
Livestock, Pigs, Poultry, and Rabbits, Mix crop-livestock,
Mix crops, Mix livestock); enterprises which are (vertically
and/or horizontally) integrated in more complex forms
such as Corporations, Holdings, etc.; farms in specific
geographical and ecological locations (Plain, Semi-
mountainous, and Mountain regions, less-favorable and
protected areas, etc.). From initially selected 45 holdings
for investigation the interviews with five managers
(11,11% of total) have not been carried out because of
the lack of availability, unwillingness to participate, or
other reasons. The structure and the specific features of
surveyed farms approximately correspond to the real
structure of all farms in the studied regions.

The survey comprises multiple questions associated
with the usage and the impact of diverse components of
governing system (personal preferences, resource
endowment, specific managerial strategies, applied
contractual and collective forms, participation in public
support schemes, community and counterparts initiatives
and pressure, etc.) on agrarian sustainability, and its social,
economic and environmental aspects. Initially the

managers assessed the impact of each particular
governing mode as "positive", "neutral”, or "negative". After
that, the relations between the "estimates" of the managers
for the efficiency of governing modes, and the sustainability
level of respective farms are specified. The integral
estimates are arithmetic averages of the assessments of
individual farms of a particular type.

The assessment is based on first-hand data collected
from the managers of "typical" farms of different type and
location. That approach is only feasible since there are no
available "objective" statistical, monitoring, survey, etc.
information about the employed (preferred, failed)
governing modes, and the impact of a particular element
of the governing system on agrarian sustainability.
Besides, the farm managers are the most aware with the
"efficiency" of dominating governance mechanisms and
modes, and its relation (timing, direction, and extent of
the effect) to agrarian sustainability in the specific
conditions of their own farm, region, subsector, etc.
Besides, when there is available aggregate data for
certain mode(s) of governance (e.g. particular type of
contract, public regulation or support schemes, etc.) there
is no way to know how they contribute to sustainability
since "rational" agents adapt modes maximizing their
efficiency (minimizing private costs, maximizing private
benefits) which may or often fail to maintain/improve the
overall efficiency and sustainability [4, 5]. Furthermore,
for certain data the farm managers are the sole or only
reliable source of information — e.g. personal ideology,
preferences, and satisfaction, interlinked and complex
forms, widespread informal modes, level of sensibility and

adaptation to outside pressure and demand, etc.
Nevertheless, in order to diminish subjectivity, the
assessments ("perceptions") of the managers s

complemented with the "objective" assessment of
sustainability level of their farms, and the correlation
determined between the managers' estimates on the
importance of a particular governing mode and the actual
sustainability level.

Results and Discussion. Our surveyed has found out
that, for all managers their "own personal conviction and
initiatives" are important positive factor for maintaining and
improving agrarian sustainability and its dimensions
(Figure 2). Understandings, skills, and targeted actions of
the agrarian entrepreneurs and managers of farms of all
juridical types, sizes, production specialization, ecological
and geographical locations, are a key factor for
accomplishing socio-economic and environmental aspects
of agrarian sustainability.

At the same time, merely a quarter of the managers
indicates, that the "personal conviction and initiatives of
workers" is a positive factor for agrarian sustainability
(Figure 2). The latter is important for innovating
enterprises of different type, which rely on and create
conditions for involvement of all workers in improvement
of farm activity and agrarian sustainability — selection of
qualified stuff, continuing training, freedom to apply and
experiment initiatives, delegation of management and
responsibilities, strong incentives, output based
compensation, etc. However, for the biggest part of
Bulgarian farms the hired labor does not have needed
quality, freedom, and/or motivation and contribute little to
amelioration of agrarian sustainability.
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Fig. 2. Impact of private, collective and hybrid factors, forms and strategies
on agrarian sustainability in Bulgaria (percent)

Source: Interviews with managers of farms, 2017.

Available and accessible resources and innovations are
essential factors for effective and sustainable development.
According to three quarters of the managers of surveyed
holdings existing "resource and innovation potential of the
farm" contribute positively to agrarian sustainability and its
individual aspects (Figure 2). The majority of farmers
appreciate highly the significance of that factor and believe
that their holding possesses necessary human, land,
material and intellectual resources for achieving socio-
economic and environmental goals of agrarian sustainability.
Commonly, the control on "critical" for the farm resources
are secured through internal governance (acquiring
ownership, permanent labor contract, etc.) or external
collective or leading organization (cooperative, association,
holding, etc.). More "mobile" resources are governed
through long-term lease contracts, while for the "universal”
assets and products it is relied on market modes.

Nevertheless, 15% of the surveyed farms assess as
negative the effect of their insufficient resource and
innovation potential for the needs of sustainable
development. Many farms with a smaller size, with lower
public support, and poor regions of the country do not
have sufficient own resources and innovations, neither
access to external sources for effective and sustainable
operations. On the other hand, every tenth manager does
not suggest that existing resource and innovation
potential of the farm is important for agrarian
sustainability and some of its aspects. For that portion of
the farmers, for the accomplishment of socio-economic
and environmental sustainability are more important
personal conviction, skills and strategies of the farmers,
public stimulation, regulation and support policies, etc.,
rather than currently available resources.
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The farms of different type and sizes, subsectors and
locations are with unequal potential of own and external
resources and innovations for successful implementation of
sustainable development strategies. The greatest share of
holdings with existing resources and innovation potential
for sustainable development are among Sole Traders
(87,5%) and Companies (81,82%), farms with Middle

(85,71%) and Big (100%) sizes, holdings specialized in
Grazing livestock (100%), Mix livestock (100%), and
Permanent crops (90%), and located in Plain regions
(81,25%) and Less-favored non-mountainous regions
(100%) as well as in South-East (85,71%) and North-
Central (80%) regions of the country (Figure 3).
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Fig. 3. Positive impact of farm's resource and innovation potential
on agrarian sustainability in Bulgaria (percent)

Source: Interviews with managers of farms, 2017.

The smallest number of farms with effective resource
and innovation potential for sustainable development are
among Cooperatives (50%), holdings Predominately for
subsistence (33,33%) and Small size (60%), and producers
specialized in Pigs, Poultries and Rabbits (50%), Field
crops and Mix crops (by 60%), as well as farms located in
Mountainous regions (66,67%), with Lands in protected
zones and territories (60%), and in South-Central region of
the country (70,59%).

Strategies with a different time horizon to a different
extent contribute for maintaining and achieving agrarian
sustainability. For instance, realization of some economic
objectives and most environmental and social goals of
sustainable development often requires continuous long-
term efforts and investments from participating agents.
According to the majority of surveyed managers (60%)
"current profit and benefits" are a substantial factor, which
affect positively the governance of agrarian sustainability
and its main aspects (Figure 2). Simultaneously, the rest
significant part of the managers (37,5%) evaluate the
importance of that type of strategy as neutral in relation to
agrarian sustainability and its individual dimensions. The
latter know that orientation of activity and efforts solely to
present profit and benefits little contribute to agrarian
sustainability and its aspects.

The best fraction of surveyed farms (87,5%) believes that
"profit and benefits in near future" are important factors
favorable for sustainable agriculture (Figure 2). The majority
of managers are convinced that realization of the diverse
socio-economic and environmental goals of agrarian
sustainability requires longer-term efforts, and therefore
undertake such managerial strategies. Only a tiny portion of
questioned (2,5%) evaluate that orientation toward near
future profit and benefits is negative in relation to agrarian
sustainability and its aspects. Besides, every tenth manager
thinks that undertaking a "short-term" strategy aimed merely
at profit and benefits in near future is a neutral factor not
contributing significantly to agrarian sustainability and its
socio-economic and environmental aspects.

A relatively smaller segment of the Bulgarian farms
applies strategies oriented to profit and benefits in a long-
term (which are actually the means for achieving and
maintaining agrarian sustainability). One considerable part
of all surveyed managers (45%) assess as positive for
agrarian sustainability and its main aspects directing the
farm activity toward "profit and benefits in a longer-term"
(Figure 2). Only a small portion of holdings (5%) suggests
that such strategy for profiting and benefiting in a longer-
term is negative for agrarian sustainability. At the same
time, every another farm evaluates as neutral in relation to
agrarian sustainability and its aspects the strategy for profit
and benefits in a longer-term.

All these demonstrates that the best part of the
Bulgarian farms does not direct their activities for achieving
the long-term goals of socio-economic development of the
sector, but are oriented toward specific goals in shorter
time horizons. Many holdings are forced to direct their
efforts toward immediate benefits in current period or in
near future because of the necessity for "economic
survival" in the conditions of intensive competition.
Numerous farms are less interested in or able for long-term
investments for improving its economic viability, social
responsibility, and environmental stewardship. According to
many interviewed presidents of Cooperatives "the young
generation does not care for the future" and future
development of the cooperative farms is associated with a
great uncertainty. It is well-known that similar type of
(short-term) private farming strategies does not correspond
to (long-term) governance needs of sustainable
development. That further necessitates the intervention of
a "third party "(the state, local authority, private, non-
governmental and international organizations, etc.) for
effective achievement of agrarian sustainability.

Effective contribution of the various types of farms
through long-term strategies for agrarian sustainability is
quite different. In the greatest extent strategies directed to
longer-term profit and benefits are applied by the firms of
different type — Companies (63,64%) and Sole Traders
(62,5%) as well as holdings with Big sizes (62,5%)
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(Figure 4). All these farms have greater financial and
overall capabilities for long-term investments for agrarian
sustainability, stronger incentives (goal) for development of
the firm, and evaluate as positive the orientation of efforts
toward long-term benefits. On the other hand, relatively
smaller parts of the Cooperative farms (16,67%), Physical
Persons (33,33%), holdings with Small size (26,67%) and
Predominately for subsistence (33,33%) employ strategies

for long-term profit and benefits. The latter is caused by the
lack of funding, strive to survival in the conditions of low
efficiency and high competition as well as the typical for
these kind of farms short investment horizon due to the
advance age of farmers, lack of successor ready to take up
the farm, impossibility to trade unregistered farms or
cooperative shares, low rent and lack of dividend for
cooperative shares, etc.
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Fig. 4. Positive impact of strategy, oriented to profit and benefits in longer-term,
on agrarian sustainability in Bulgaria (percent)

Source: Interviews with managers of farms, 2017.

Toward long-term profit and benefits orient their
strategies most of the farms specialized in Permanent
crops (80%), Mix livestock (100%), and Grazing livestock
(66,67%). Those are predominately productions, requiring
long-term investments and commonly "paying back" in
longer periods of time. On the other hand, in productions
with a rapid return on investments the long-term profit and
benefits are to a lesser extent a factor for the strategy
formation. Neither of producers in the Field crops and Pigs,
Poultries and Rabbits assess as positive such a strategy,
while in the Vegetables, Flowers and Mushrooms only a
quarter of them. Obviously, these types of strategies little
contribute to improvement of the social and environmental
aspects of agrarian sustainability.

Similarly, in the regions with natural handicaps a
relatively larger share of the managers assesses as
positive the strategy oriented towards long-term profit and
benefits — accordingly 75% in Less-favored non-
mountainous regions and 57,14% in Less-favored
mountainous regions. At the same time, in Plain-
mountainous regions solely a third of the agricultural
producers apply long-term strategies for agrarian
sustainability. In  different  geographical regions
approximately similar portions of the farms (around 40-
43%) implement long-term strategies for governing of
agrarian sustainability. Only holdings in South-west region
are exceptions where favorable effects of long-term
strategies for diverse aspects of agrarian sustainability are
appreciated to a greater extent (58,92%).

Received benefits from other persons and groups from
the farm activity are important (social and environmental)
aspects of agrarian sustainability. Our survey has found out
that, merely for 10% of interviewed managers the
"immediate benefits for other persons and groups" are a
positive factor for directing of activity (Figure 2). Such
objectives are predominately important for the agricultural
cooperatives, for which in addition to the members and
workers, benefits are particularly of significance (or at least
so declared) for farm households and rural communities as

well. However, for a remaining greater portion of the farms
the immediate benefits for other persons and groups, are
not parts of strategies and has no importance (neutrality) in
relation to agrarian sustainability.

Diversification of activity is an important strategy for
amelioration of socio-economic and environmental
sustainability in agriculture. That mode of management of
agrarian sustainability is widely practiced by the Bulgarian
farmers as well. According to 30% of questioned managers
they implement a strategy for "diversification of activity in
the farm" affecting positively the agrarian sustainability and
its aspects (Figure 2). Many farms produce several
products and services for better utilization of available land
and other resources, application of effective agro-technics
(crop rotation) and protection of natural environment,
reduction of risk from climate and market prices variation,
using free machinery (providing mechanization and other
services), etc. At the same time, none of the holdings
considers as negative for the agrarian sustainability the
diversification of activity within the farm boundaries.

Nevertheless, most of the surveyed farms employ
another more effective strategy — for specialization of
activity in one or more products. For 70% of the managers
the diversification of activity in the farm has no effect
(neutral) on agrarian sustainability and its different aspects.
A greater specialization allows exploration of economies of
sizes and scopes, increasing productivity, investing in
specialized skills and technologies, more efficient
marketing (selling a single product in large volumes,
negotiation of better prices, reputation building,
establishing supply chain networks, etc.).

Many examples have been found among surveyed
farmers of "experimenting" in production diversification in
search for higher benefits, and depending on the outcome
it is either given up or entered in the new productions. For
instance, a strawberry producer invested in a large-scale
potato production, while a livestock farmer experimented in
open vegetable operation, but after realized losses both
producers abandoned diversification strategy. Similarly, a
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cooperative and a farm tried with rapeseed or field
vegetables (the latter quit due to a lack of profitability),
another farmer is experimenting on the part of lands with
organic production to test the efficiency and take
advantage of provided public subsidies, etc. Many
cooperatives sell yields immediately after harvesting and
lose from not-waiting the best prices. Here diversification
into grain storage is unbeneficial both temporary storing at
farm (destructions by birds, rodents, bad weather, etc.) as
well as long-term renting of external warehouses (a high
price of 1 stotinka per kg).

Farms of different type, production specialization and
location, to a various extent take advantage of the
favorable effect of the diversification within the farm. To a
greatest extent the diversification in the farm is employed
and appreciated as positive for agrarian sustainability by
the Companies (36,33%) and every third of the
Cooperatives and Physical Persons (Figure 5). At the
same time, most of the Sole Traders widely practice
product specialization, and only 12,5% of them suggest
that diversification in the farm is a positive factor for
agrarian sustainability.

W
\
3 X § —_—
o o 3 x % ™ \%\ x § \ § § o -,
e e e e e e e
N %%%%%%&%& N
ﬁ dfg _@_.‘Qlcg &@cﬂ (\& éb'z. c;!lf"a ,:;3? QQ \'«'2. éﬂ cﬁ- é@ dﬂ_ .:JQ dﬂr ‘9'::' hod i#ﬁ.;\ﬁﬁté'iﬁo '\'5‘ '\CF '::},9{\
QE"@"‘@P e @ é"a .é?‘ E@ Q’@ o d} Eﬁ‘ @f} 'El \'3:\\ l{’l‘lq 19.{\ gﬁp_@ 4 N@Cb \'aq’\@'
Lo P S 5 \*ra@@ﬁ‘ T PR E
'E;?E:p .:FD@) ‘q;t" Q-..‘_!,(q@{\(\‘:fl @q’ “*‘Q\'b;&_o,{} ‘E.-}:zr Q@é‘@
£ O & ’b‘b Q-Qu i ¥ \qﬁ\ 0!21 éﬂcp 5:52- § \,\D w

Fig. 5. Positive impact of diversification of activity in the farm
on agrarian sustainability in Bulgaria (percent)

Source: Interviews with managers of farms, 2017.

Our survey has also found out that to a greatest extent
the diversification of activity within the farm is applied by
the holdings with a Big for the sector size (62,5%). That
type of farms possesses bigger capability for seeking
benefits in many directions, incentives for distribution of
risk, and agro-technological necessity for certain
diversification for effective utilization of resources (land,
labor, machinery) and environmentally friendly agriculture
(needs for crop rotation). On the other hand, smaller farms
to a lesser extent appreciate as positive the implementation
of strategies for intra-farm diversification — only a fifth of
holdings with Small sizes and 21,43% of those with Middle
sizes. Every third holding Predominately for subsistence
diversifies its activity in the farm for a greater satisfaction of
its divers needs of agricultural products and better
utilization of family resources.

To the greatest extent diversification within the borders
of the farm is implemented by holdings specialized in Mix
livestock (all of them), and Mix crop-livestock orientation
(60%). Simultaneously, none of the farms in highly
specialized production like Vegetables, Flowers and
Mushrooms, and in Pigs, Poultries and Rabbits applies
product specialization in the farm. Relatively to a lesser
extent that strategy is employed in the sectors Field crops
and Mix crops — merely 20% of holding. A greater share of
the farms, located in Mountainous regions (44,44%), in
Less-favored non-mountainous regions (every other one),
and with Lands in protected zones and territories (40%)
implement diversification within the farm for improving
agrarian sustainability. Most part of farms in Plain regions
(three quarters) and Plain-mountainous regions (73,33%)
as well as in Less-favored mountainous regions (71,43%)
do not believe that diversification of activity in the farm is
an effective strategy for enhancing agrarian sustainability.
All these farms aim at specialization in particular product/s
for increasing productivity of limited agrarian resources in
such regions. To the greatest extent are diversified farms in

South-East region of the country (57,14%), while none of
the holdings in the North-Central region assess as positive
that type of strategy in relation to agrarian sustainability.

Diversification of activity outside of the farm is another
feasible strategy for improving efficiency and elevating
agrarian sustainability. It gives possibility for specialization in
the farm for achieving maximum productivity (efficiency) of
agrarian resources, while simultaneously it is looked for new
opportunities in related to agriculture (such as processing,
marketing, supply of services, agro-tourism, restaurant, eco-
system services, etc.) and/or unrelated activities (other
industries, services) for assuring employment, additional
income, profit, risk sharing, etc. outside the farm gates. A
good portion of interviewed managers (37,5%) practice a
strategy for diversification of activity outside the farm and
evaluate its impact on agrarian sustainability as positive
(Figure 2). A good fraction of holdings diversifies into farm
produce processing (vine, dairy, etc.) or marketing (own
shops, labels, trademarks, etc.), while others point out a
great variety of other activities (inputs and technology supply
for green houses, hotel and hospitality, transportation,
mountain tourism, etc.).

Our study has also found out that many individuals and
households, having another major (non-agrarian) business
or temporary available resources (free  time,
unemployment, students, own farmland, etc.) "diversify"
into farming activity in order to increase family incomes or
utilize free resources. Those are mainly younger
entrepreneurs with a successful (or developing) family
business in other sectors of the economy (hotel, fitness
club, mountain tourism, etc.) who invested in agrarian
sphere (production of snails, strawberries, etc.). Some of
them get involved in the activity and/or management of
existing family farms (of parents, relatives) in order to take
advantage of different forms of public support such as
assistance to young farmers, etc. A manager of a modern
vegetable greenhouse has been also interviewed, who
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"unwillingly" entered agrarian business. He has another
main business in consulting, crediting, and import of
modern greenhouse technologies (hydroponics, precision
agriculture, etc.), crop varieties, and chemicals from
Netherlands. In recent years, many of his clients-farmers
have been experiencing serious economic difficulties, and
unable to return provided by him (interlinked with inputs
and innovation supply) credits, and failed down. In order to
"save" one already well developed greenhouse and apply
his good knowledge in that area, the entrepreneur
exchanged the previous owner's debt for taking-over the
greenhouse business.

The majority of surveyed farms (60%) are exclusively
specialized in agricultural activity, they do not practice
diversification outside the farms, and assess as neutral the
impact of that factor on agrarian sustainability or some of
its aspects. A small fraction of the managers (2,5%) even

think, that diversification of activity outside the farm is a
negative factor for agrarian sustainability or for its
economic, social or environmental aspect(s).

To a greatest extent the extra farm diversification is
implemented by the firms of different type — Sole Traders
(62,5%) and Companies (63,64%) (Figure 6). Those are
business oriented forms, which entrepreneurs have
resources and constantly searching for profit opportunities
in the agrarian sector and elsewhere. Contrary, a relatively
smaller segment of the Physical Persons (13,33%) and
Cooperatives (16,67%) practice diversification outside farm
gates and believe that such a strategy is favorable for
agrarian sustainability. Similarly, a half of the Big farms see
diversification outside the farm as a vehicle to increase
agrarian sustainability or some (mostly economic) aspects.
On the other hand, Middle size holdings implement to the
weakest extent extra farm diversification (21,43%).
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Fig. 6. Positive impact of diversification of activity outside the farm
on agrarian sustainability in Bulgaria (percent)

Source: Interviews with managers of farms, 2017.

Agricultural producers specialized in different subsectors
unequally apply diversification outside the farm-gates. No
holding, specialized in Field crops, Grazing livestock, and
Mix livestock practices such a strategy or evaluates it as
favorable for augmenting agrarian sustainability. At the same
time, all farms specialized in Pigs, Poultries and Rabbits, as
well as a good part of those in Vegetables, Flowers and
Mushrooms (75%) and Permanent crops (70%) applies
strategies for diversification of activity outside of the farm.
The later are usually subsectors with significant economic
problems (pig production, vegetable production, etc.) or
production closely integrated with the processing (grape and
milk production, etc.).

Holdings in Plain (43,75%) and Plain-mountainous
(40%) regions to a greater extent use diversification
outside the farm, comparing to the farms in Mountainous
regions (22,22%). Farms located in Less-favored
mountainous regions (42,86%) and with Lands in protected
zones and territories (40%) practice more broadly a
strategy for outside farm diversification, comparing to the
holdings in Less-favored non-mountainous regions (25%).
The biggest share of the managers assesses as positive
for agrarian sustainability the outside farm in diversification
of activity the South-Central region (47,06%), while to a
smallest degree such diversification is practiced by the
farms in the North-Central region (one fifth of them). All
above is a consequence of the existing practical
possibilities for diversification of the business (consumers
demand, available resources, entrepreneurial skills, free
time, etc.) as well as the real needs and perceptions of
agricultural producers in referred regions.

Market prices and competition are an important
mechanism for governing of activity of various agents
(resource owners, entrepreneurs, farmers, consumers,

etc.). According to a significant part of the interviewed
managers (42,5%) "the level and dynamics of market
prices" have a positive impact on (manages, coordinates,
stimulates) their activity and agrarian sustainability
(Figure 2). The favorable effect of market mechanisms is
appreciated to a various degree by different type of farms
and producers in diverse subsectors and regions taking
advantage of their comparative advantages and
competitiveness and profiting from price levels and
dynamics. At the same time, a good portion of holdings
(12,5%) think that the market prices level and dynamics do
not affect agrarian sustainability and some of its aspects.
Some small and situated in remote areas producers do not
"feel" real market prices and their dynamics (undeveloped
or missing markets). For another part of the managers the
achievement of agrarian sustainability requires a loner-term
strategy (management), rather than governance based on
the fluctuation of ("current") market prices. What is more,
certain "products" of the farm have a public good character
(conservation of tradition, natural environment, biodiversity,
etc.) for which there are no markets and prices at all.

For the biggest part of surveyed farms (45%) the level
and dynamics of market prices at the present stage of
development impact negatively agrarian sustainability and its
individual aspects. The majority of managers underline the
negative effect of the market as a dominant mechanism for
maintaining (and achieving) economic, social, and
environmental goals of agrarian sustainability. Most often it
is pointed out that market prices are too low for effective
(profitable) operations and sustainable agriculture. It is also
emphasized that price fluctuations are great and
unpredictable, and obstruct the governance of agrarian
sustainability requiring long-term (permanent) investments in
productive, socially responsible and environment
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preservation production. Moreover, the lack of any prices
and markets for some of the socially important (public, quasi-
public, collective, quasi-private, etc.) products and services
of the farms (like conservation, improvement and restoration
of natural resources and ecosystems) fail to induce sufficient
incentives for effective actions in such directions.

The negative impact of the market prices level and
dynamics on agrarian sustainability to a greatest extent
affects Sole Traders (62,5%) and Physical Persons
(46,67%), farms with Small and Middle sizes (60% and
42,86% accordingly), holdings specialized in Vegetables,
Flowers, and Mushrooms (75%), Grazing livestock
(66,67%), and Mix livestock (100%), farms located in
Mountainous regions (66,67%) and with Lands in protected
zones and territories (80%), as well as in North-Central
region of the country (60%) (Figure 7). To the smallest
extent the market prices level and dynamics negatively

1

impact the Cooperatives (one third) and Companies
(36,36%), Big farms (a quarter) and holdings
Predominately for subsistence (every third), producers
specialized in Field crops (every fifth) and Permanent crops
(30%), farms located in Plain regions (3,25%) and in Less-
favorite non-mountainous regions (25%), as well as in
South-Central region of the country (41,18%).

Effective realization (marketing) of farm products and
services is an essential factor for agrarian sustainability
and for economically viable, socially stable, and
environmentally friendly agriculture. In order to benefit from
market opportunities and safeguard against market risks
(low prices, price fluctuations, contractual asymmetry, likely
opportunism, delayed payment, etc.) agricultural producers
use and/or develop diverse effective forms of marketing of
farm produce.
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Fig. 7. Negative impact of level and dynamics of market prices
on agrarian sustainability in Bulgaria (percent)

Source: Interviews with managers of farms, 2017.

"Direct retail sale of products and services" is practiced
as an effective form of marketing by 32,5% of surveyed
farms (Figure 2). Those are holdings with different sizes,
specialization, and location, for which direct sales are
highly efficient due to superior "retail" prices, low costs for
direct marketing (on farm or local farm market), low risk for
opportunism, etc. Usually, those are producers with smaller
sizes, having small volume of production and sales, loyal
clients in the region and/or good location (proximity to
highway, resort, large consumer center), seasonable and
high quality products with a big demand (fresh fruits and
vegetables, lamb meat, eco-products). In some cases,
agricultural produce is sold "in package" with another
service and it is profited from the interlinked retail
marketing — e.g. self-pick up of farm produce by client,
serving of produced fresh or processed produces in own
restaurant, etc.). Many of the biggest vertically integrated
agricultural producers (vine growing and wine producing
complexes and vineries, dairy and meat processors with
own livestock, etc.) possess own brand shops for direct
retail sale of final products in the region and/or big cities.

None of the surveyed managers believes that such
mode of marketing affects negatively agrarian
sustainability. Simultaneously, for the majority of Bulgarian
farms (67,5%) direct retail sale output does not have
significant importance for the governance of agrarian
sustainability or some of its aspects. The greatest portion
of the Bulgarian farms uses other (more efficient) forms for
realization of farm produce. Most of the surveyed farms
(57,5%) widely practice "direct wholesale" of output and
evaluate its impact as positive on agrarian sustainability
(Figure 2). Those are bigger producers of different type

having sufficient volumes and product standardization. The
sale commonly is negotiated and implemented directly on
farm (field) as most frequent buyers are large processors,
retail chains, middlemen, exporters, etc. A considerable
fraction of all farms in the country (40%) does not apply
direct wholesale or do not believe that mode is having a
significant importance for agrarian sustainability and some
of its aspects. On the other hand, only a tiny fraction of the
agricultural producers think that the direct wholesale
marketing is not an effective form, mostly for the economic
sustainability of agriculture due to lower prices and profit.

The "sale on wholesale and commodity markets" is not
a popular form for realization of produced output in
Bulgarian farms. For the great majority of surveyed farms
(92,5%) that mode is not essential for agrarian
sustainability and its all aspects (Figure 2). Simultaneously,
for a small proportion of holdings (7,5%) possibility to trade
on wholesale and commaodity markets is a positive factor in
the governance of agrarian sustainability. The latter
considers predominately the economic aspect of
sustainability for which "discovery" of actual (competitive)
market prices through sale on official wholesale or
commodity market is a crucial factor for maximum
marketing efficiency.

The "sale contract for products and services" is another
major mode for governing of marketing of farm produce.
According to more than a half of the surveyed managers
(52,5%) they often use a sale contract and it affects
positively agrarian sustainability (Figure 2). Farms
commonly deal with several buyers for securing a
successful marketing and maximizing revenues. The
contract for purchase, sale, or marketing is an important
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means for planning of realization of output and sale prices.
That form is applied by commercial farms of different type,
product specialization and location as primary a one year
or a yield contact are used. A short-term contract form
usually is a policy and requirement of big buyers
(processors, food-chains, middlemen, exporters) or
preferred by farmers. Very often farmers wish to preserve
freedom in order to be able to change a buyer during the
next season in case of unsatisfactory (low) prices, delayed
payment for product, lack of complementary (crediting,
interlinked services, etc.) benefits, change in structure of
activity, emergence of a favorable new partner and/or
more-effective marketing channel, etc.

Only a tiny segment of holdings (2,5%) assess as
positive in regard to agrarian sustainability utilization of the
sale contract for product and services. That is mostly in the
cases, when farmers face a small number of gig buyers
(situation of quasi or full monopoly) imposing unfavorable
contract prices, conditions and/or not complying with
negotiated terms and compensating affected farms.
Frequently smaller producers are not able to comply with
requirements of the buyers for certain volumes, timing and
regularity of supply, produce quality, variety structure, etc.
In other cases, the contract does not include payment for
unsold by the retailer products which is returned to the
farmer (fresh vegetables and fruits) additionally diminishing
the profit for agricultural producers. A good part of the
Bulgarian holdings (45%) does not employ the contact form
for output realization and consider that mode as important
for agrarian sustainability or its individual dimensions.

The majority of surveyed farms (85%) does not practice
barter "exchange of products and services for other products
and services" and think that governance mode has a
significant importance in relation to agrarian sustainability
(Figure 2). Similarly, for none of the holdings, such natural
exchanges represent a negative factor for agrarian
sustainability and some of its aspects. A small portion of the
farms believe that product and service exchanges for other
products and services have a positive impact on agrarian
sustainability. Those are mainly farms with smaller sizes in
depopulated and remote from residential places areas. In the
condition of imperfect or missing markets for products and
services, low incomes (cash) of farmers and rural
households, lack of alternative employment or advance age
of occupied persons, domination of monopolies etc., some
farmers exchange (instead of trading) a portion of produce in
mutual benefit and subsequently improve the overall
economic, social and/or environmental sustainability of
agriculture in the region.

The majority of interviewed managers (85%) does not
use "free provision of resources, products, services and
activities" and think they are important in regard to agrarian
sustainability (Figure 2). Nevertheless, none of the holdings
assess as negative the free provision of resources, products,
services and activities from or to others. For a relatively
small portion of the farms (15%) the free provision of
resources, products, services and activities is a positive
factor for amelioration of agrarian sustainability. Some of the
smaller size producers receive free services from other
agents and organizations (farmers, cooperatives, non-
governmental and international organizations, state and local
agencies). Such assistance improves efficiency of the
"beneficiaries" and increase agrarian sustainability in the
region or subsector. However, often the "free" provision of
certain goods and/or services between agrarian (and other)
agents comes with an expectation of other or future
"recoprocial" free products and/or services.

Some farmers report for informal "free "leasing-out of
critical resources such as farmland, buildings etc. as a single

form for keeping the land and other assets in a good
condition of absent from the region (country) or old of age
owners. Also examples are given for "free lease" of
agricultural lands in exchange of giving up rights for area
based, etc. subsidies from using farmers. The latter is
illegitimate form for receiving mutual benefits from the
landlords and farmers, which nonetheless maintain agrarian
sustainability and do not adversely affect the taxpayers.

The effective governance of farms supplies with needed
resources, materials etc. is an important factor for agrarian
sustainability. According to the three-quarters of surveyed
managers their holdings do not use special "contracts for
supply of needed resources" and such a form have no
importance regarding agrarian sustainability (Figure 2).
Usually markets for supply with major inputs and resources
in agriculture "work" well (strong competition, multiple
suppliers, etc.) and it is not necessary to apply special
modes of governance (guarantee) of supplies. Moreover,
farmers are not big users of "external" resources and it is not
necessary to develop special (contractual) forms for
governing of standard supplies as commonly free markets
are used when procurement needs arise. What is more,
often long-term relations evolving (high frequency of deals
between the farmer and the supplier), and counterparts get
to know each other, and are interested in restriction of
opportunistic behavior (the bad reputation is punished easily
through changing the supplier).

Only a small fraction of the holdings (2,5%) estimates as
negative the existence of a contract for supply of required
inputs in mind of unfavorable prices or terms of contracts
(singe of a small number of supplier). A good portion of the
managers (22,5%) thinks that employment of a contractual
form for supply of needed resources is a positive factor for
agrarian sustainability. The contractual mode is preferred in
case of greater and frequent supplies of required by the farm
resources. The special contract gives possibility to tailor the
conditions of exchange and supplies for the needs of a
particular farm, as well as to guarantee stable relations
between counterparts, and possibility to protect (dispute) the
rights through the formal (court) system. Some big producers
point out examples for supply of special varieties (grape,
wheat, etc.) from abroad — France and other leading
countries. However, often the existence of quasi or full
monopoly (in forage, electricity, water, essential materials
etc. supply) leads to serious damages for farmers despite
the presence of a contract. In such cases is impossible to
effectively punish a supplier through switching to another
supplier and/or enforcement of contract (getting
compensation of damages) through a lawful way.

"Purchasing of needed resources and services from
free market" is a positive factor for agrarian sustainability
and is practiced by one fifth of the surveyed farms (Figure
2). Those are holdings of different type for which market
governance of procurement of necessary resources and
service is the most efficient. At the same time, for a fraction
of farms (5%) regular purchase of resources and serviced
from the "free" market is a negative factor for agrarian
sustainability. The latter is consequence of already
mentioned cases of occasional or small number of
suppliers for certain farms, subsectors and/or regions of
the country. The best part of the managers (75%) believes
that supplying of necessary resources and serviced though
a purchase from free market is a neutral mode of
governance in regards to agrarian sustainability. That
implies competitive (well working) markets for supply of
standardized products, which are not associated with any
special benefits or disadvantages for using farmers.

The lease is a widely used and efficient form for
governing of supply of land and other long-term assets in
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agriculture. That mode allows a rapid and cheap expansion
of farm size for better exploration of possibilities for
economies of scale and scope, implementation of ecological
and other projects, etc. According to a big portion of the
surveyed managers (45%) "renting (leasing) of needed
resources" is an effective form and it affects positively
agrarian sustainability and its main aspects (Figure 2). The
main part of the biggest holdings in the country is also large
tenants from numerous small land owners as lease is a
major form for expansion of farms sizes in last decades.
Usually, a long-term lease is practiced when highly specific
investments are made in permanent crops, long-term
improvements of land, construction of buildings and
equipment, etc. Most frequently the lease is an additional
form for governing of the land supply as an acquisition of
ownership is preferred by the big investors, particularly when
investments are highly specific to a land (vines, orchards,
buildings and facilities, etc.) or related productions (wine
production, dairy processing). In many cases however, a
short-term (a year or season) rent is applied, when there is a
desire to experiment in new productions, in greenhouse
operations, and monoculture with annual crops (both
requiring a periodical change of land plots) or due to
unwillingness of landlords for long-term contracts and/or
cooperative memberships (facile change of tenant if market
demand for farmland is high).

At the same time, more than a half of the holdings in
the country (52,5%) does not rent or lease-in lands or other
resources or believe that form is important for agrarian
sustainability and some of its dimensions. Only a small
fraction of farmers (2,5%) suggests that renting and leasing

100

of needed resources impact negatively agrarian
sustainability. Most often respondents have in mind
environmental and social aspects of sustainability.
Widespread utilization of large land plots for constant
monoculture (lack of crop rotation) in past years has
adverse effects on soil preservation (exhaustion, erosion),
landscape and biodiversity. What is more, concentration of
lands in a small number of large and highly mechanized
farms is associated with extermination of the smaller size
family holdings and diminution of employment affecting
negatively social sustainability of agrarian sector.

To a greatest extent the positive impact on agrarian
sustainability from renting and leasing of needed
resources is reported by the Cooperatives (83,33%), and
farms with Middle (57,14%) and Big (75%) sizes
(Figure 8). Namely the latter to the greatest extent
practice leasing and borrowing (mostly farmlands) and
apply that specific mode for increasing sustainability of
agricultural production. Employment of lease and rent of
resources is most favorably reported by farms specialized
in Field crops (60%), Grazing livestock (66,67%), and Mix
livestock (100%). Simultaneously, resource lease and
rent has greater importance for holdings in Plain (56,25%)
and Plain-mountainous (46,67%) regions, in farms with
Lands in protected zones and territories (60%), as well as
located in the South-East region of the country (71,43%).
For the best part of all other categories of farms and
regions that specific mode for extension of farm sizes and
governance of agrarian sustainability is less significant or
assessed as neutral.
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Fig. 8. Positive impact of renting (leasing) of needed resources

on agrarian sustainabili
Source: Interviews with managers of farms, 2017.

Sometimes in agriculture are also applied more-
complex forms for governing of relations between market
agents like interlinking the contracts for inputs supply
and/or marketing of farm produce with parallel reception
of additional services (e.g. crediting, lending,
consultations, information, assistance, purchase by a
supplier, supply by a buyer, etc.).

According to the majority of surveyed farms (80%) they
do not use "interlinked contract for marketing with reception
of services from the buyer" and such a special mode have
no importance for agrarian sustainability and its aspects
(Figure 2). At the same time, a considerable portion of
surveyed managers (17,5%) evaluates as positive the
impact of employed interlinked contracts for marketing with
services from a buyer. Those are mostly smaller producers
in different subsectors and regions, for which obtained
complementary services from the buyers "in package" with
the marketing (interest free loan, consultations, inputs
supply, laboratory tests, cooling containers, transportation,

ty in Bulgaria (percent)

etc.) are essential. These type of farms do not have own
internal capability for organization of such activities and/or
easy access, or necessary means for procurement of
needed services from the market or other suppliers. The
package of received "free" services with marketing of farm
produces most frequently includes advance financing,
preferential interest and credit, transportation from the
farm, agronomic and veterinary consultations, quality and
safety laboratory tests, training of personnel, market
information, storage and cooling facilities, assistance in
finding suppliers or supply of critical inputs (medicaments,
forage, etc.), and so forth. Only a tiny portion of the
managers asses as negative in regards to agrarian
sustainability the utilization of interlinked contract for
marketing with additional services from the buyer.

Similarly, to the interlinked marketing, a segment of
farms (15%) also applies "interlinked contracts for inputs
supply with reception of services from the supplier”, and
evaluate that mode as positive for agrarian sustainability
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(Figure 2). Usually those are producers of different type,
subsectors and regions, for which obtained additional
services "in package" with the supply are very important.
The package of services most often includes: crediting,
transportation, consultation, finding a buyer or purchasing
of farm produce, etc. The majority of surveyed holdings
(85%) does not practice such form of interlinked supply
not believing the latter is important for agrarian
sustainability. Also no manager thinks that such mode of
governance of supply negatively affects agrarian
sustainability or some of its aspects.

Setting up and/or participation in various collective
organizations outside the farms gates (cooperatives,
associations, professional initiatives, etc.) considerably
facilitates overcoming disadvantages of pure private or
market forms for governing of agrarian sustainability. Our
survey has found out that the great majority of surveyed
farms (85%) do not take "part in cooperatives" of any type
(joint supply, marketing, crediting, logistics, lobbying, etc.)
and assess such membership as essential for agrarian
sustainability and its individual aspects (Figure 2). Most
holdings do not consider as effective the cooperatives
membership since they see no significant private benefits
but only costs for membership fee, participation in activity,
etc. For instance, surveyed cooperative in the South-East
region of the country, which used to be a member of the
National Union of Agricultural Cooperatives, terminated
membership because "there is no benefits and a high cost
for membership" (10 stotinki per dka) as well as experienced
financial difficulties. Another big producer (and processor) of
grape in the same region is a member of a professional
association but has "no voice" for protection of its interests.

In the last years the number of traditional cooperatives
in Bulgaria substantially decreased and their activity
restricted due to the low efficiency, bad management, and
losing the comparative advantages in relations to other
forms such as own farm, contract, market, firm mode, etc.
Many of existing cooperatives started to function as market
oriented production cooperatives, and/or in "private"
interests of the managers and small groups around them.
At the same time, very few coops managed to orient its
activity toward better servicing the needs of members and
rural communities, as well as for realization of collective
projects for socio-economic development, ecology, risk
sharing, lobbying, etc. Subsequently, the number of
cooperatives, the number of cooperatives members, and
the size of cooperative farms considerable decreased in
recent years. Therefore, many farmers asses as neutral the
impact of cooperatives in achieving the socio-economic
and environmental sustainability in the sector. What is
more, a small proportion of the managers (2,5%) even
think that such membership in a cooperative is a negative
factor for governing of agrarian sustainability at the
contemporary stage. Merely an insignificant portion of
farms (12,5%) participates in some cooperative and
evaluate that membership as positive for agrarian
sustainability or some of its aspects. Those are mainly
smaller holdings belonging to farmers in advanced age. For
the latter participation in a cooperative give possibility for
(full or part-time) employment and/or cheap and secured
supply of essential services and products (e.g. cultivation
of farmland, provision of food for household, feed for
domestic livestock, mechanization and other services etc.).

In recent years there are also examples for formation of
successful "new generation" cooperatives for effective
servicing the real needs of members such as collective
marketing, processing, negotiating, contracting, lobbying
for public support, etc. Such instances are not many as
membership in that type of cooperatives is small, while

participants small producers. The latter further hinders
exploring the potential of cooperative form for improving
agrarian sustainability even in cases the collective mode
outside of the farm gates is strongly needed (collecting
negotiation and marketing of output). Many vegetable
producers pointed out that the lack of an effective
nationwide producers organization is a significant problem.
However, such an organization is difficult to establish at the
current stage due to the big numbers and conflicting
interests of producers, tendency for waiting and "free
riding" by nonmember farmers, etc. A big buffalo producer
also underlines that the existence of two associations in the
country in a situation of small overall number of holdings
and animals (total 9000) is a significant problem -
inefficiency of activity, division of producers, etc.

The "failure" of collective modes in Bulgarian
conditions is also a reason for the low participation of
farms in joint initiatives with other agrarian and non-
agrarian agents. According to the majority of interviewed
managers (72,5%) "participation in collective actions with
other farmers and non-farmers" do not have significant
importance for agrarian sustainability, and practicing by
them (Figure 2). For the remaining good portion of
holdings however (27,5%) participation in diverse
collective actions with other farmers and non-farmers is a
positive factors contributing for improvement of agrarian
sustainability or some of its aspects.

In recent years there have emerged and becoming
more and more popular various farmers and non-farmers
informal and formal initiatives ("collective actions") for
innovation and quality, revival of rural regions and
traditional productions, protection of natural environment,
"codes of behavior", protection of intellectual agrarian
property (traditional livestock breeds and crops varieties,
special products, specific origins and protected names) etc.
Such collective forms are initiated by entrepreneurial
farmers, professional organizations, related (processing,
trade) industries, non-governmental and civic
organizations, etc. These forms are increasingly supported
by younger farmers of different type, professional and non-
governmental organizations, state and local authorities,
and other interested parties. The great potential of and the
farmers needs from such "collective" actions however has
not been completely explored and the positive effect(s) on
agrarian sustainability realized. There are also a few
examples of successful collective initiatives for sustainable
exploration of natural resources (lands, waters, ecosystem
services, etc.) when a great common interests and benefits
are present. A good example are the joint actions of one of
the surveyed cooperative with other cooperatives and
farmers in the South-East region for consolidation of the
agricultural lands in managed by them areas.

A partial or complete integration of farms in the vertical
(food, supply, etc.) chain is a popular form for improving
governance efficiency and the activity of related agents for
sustainable development. When market prices and
standard ("classical") contracts do not work well the
agrarian agents design integrated modes for governing of
their relations. Our investigations have found out that only
a tiny proportion of surveyed farms (2,5%) are involved in
some "integration with a supplier of the farm" and evaluate
that form as positive in relation to agrarian sustainability
(Figure 2). For instance, one of the interviewed livestock
operator uses the veterinary and medical services of his
retired parents. Such services are critical for successful
development of his holding and therefore their supply is
internalized ("fully integrated") in the family farm. The
predominant part of the surveyed managers (97,5%) does
not believe that integration with a supplier to the farm is
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important for amelioration of socio-economic and
environmental aspects of agrarian sustainability at the
current stage of development.

"Integration with a buyer of product" is more widely
used form for governing the vertical links in the sector.
According to every forth of the interviewed managers they
apply some form of integration with a buyer of output and
that governance mode favors agrarian sustainability
(Figure 2). The partial or complete integration with a buyer
(processor, retailer, exporter, etc.) allows a better
coordination and control of transactions between partners,
guarantee the sale, avoid risk of market prices fluctuation
and opportunistic behavior, and induces strong incentives
for joint initiatives, cooperation, and rapid "internal"
resolution of emerging disputes in a mutual interest. Such
integration mostly is required by the existing strong bilateral
or multilateral assets dependency (processing capability,
geographical proximity, volumes and timing of delivery,
products quality specification, varieties, origin and
certification, etc.) of the individual agents in the supply
chain. That necessitates (strong incentives, needs, justify
additional costs for) elaboration of a special form with
designed mechanisms for coordination, stimulation and
dispute resolution for facilitation of relations of
symmetrically dependent agents.

In certain cases, the integration with a buyer of farm
produce is partial as farms preserve their autonomy, while
vertical relations are governed though long-term provision
contracts, interlinking purchase with crediting and service
supply by buyer, etc. (as it is the case in marketing of raw
milk, fresh fruits and vegetables, etc.). In other cases,
however, there is a complete integration and control based
on a joint (co)ownership or organizational form (firm,
holding) as it is the case for most part of the grape for
industrial wine production. In such cases, farms either
entirely lose their autonomy, or become an internal division
of a bigger organizational form, or are registered as
separate organizational entities. The latter minimize the
risk of joint failure (bankruptcy) of different divisions, tax
reduction, increasing public subsidies, and meeting formal
requirements for participation in public support programs
(restrictions for farm size, ceiling for amount of subsidies,
maximum number of project applications, etc.), profiting
from established reputation of trademarks and origins
and/or keeping "competition" between relatively separated
units of the integral form (co-ownership). Our study has
also found out a "new" tendency in the evolution of
governing structures in certain subsectors of agriculture.
The survey proved that a great part of vine-wine complexes
in the country are additionally integrated on the base of
common ownership in large financial and organizational

conglomerates (holdings, groups) in agrarian, and related
and unrelated with agriculture sectors.

According to the three quarters of Bulgarian farms
they are not vertically integrated with other agents nor
they believe that form is essential for agrarian
sustainability and any of its aspects. In most cases, there
is a situation of competitive markets (many suppliers and
many buyers), high standardization and "mass character"
of produce, as well as lack of dependencies of partners'
assets in the supply chain. In other cases, effective
integration of farming with processing, marketing etc.
requites certain minimum quantities of product which are
difficult to reach. Such example is a surveyed big buffalo
grazer whose calculations indicate that it is not profitable
to produce in-house (own) buffalo yogurt (selling row milk
to another processor without realizing value added). In
other instances, specific quality (variety structure,
standardization of product) is requited difficult to achieve
by smaller producers. In all these cases relationships
seller-buyer are more effectively governed through
("faceless") market forms and market price movements
(competition), standards contracts for marketing (supply)
of product, and/or personal relations (high ftrust,
gentlemen agreements, other sanctioning mechanisms)
between counterparts.

To a greatest extent there is a forward vertical
integration with buyers of farm produce for Companies
(45,45%) and Sole Traders (37,5%)which assess its
positive importance for the governance of agrarian
sustainability (Figure 9). Physical Persons are integrated to
a lesser degree (13,33%) while none of the Cooperatives
practice that mode. The lack of vertical integration in
cooperatives is determined by: "high" specialization in
certain "mass" productions (grain and industrial crops)
which do not require vertical integration; existence of own
processing and/or marketing channels for realization of
farm produce; and better (symmetrical) negotiating
positions and "power". Degree of vertical integration of
agricultural  producers increases along with the
enlargement of farm size, as the greatest share of
integrated with buyers are among the Big holdings (37,5%),
to a lesser extent among Middle size farms (28,57%), a
little portion among Small producers (20%), while among
Predominately for subsistence holdings there is not such
an integration. Greater scales of the agricultural production
impose a bigger integration since the market and
contractual risk ("failure") is bigger. At the same time,
larger buyers (processors, retail chains, etc.) prefer trading
with bigger agricultural producers in order to secure
needed volumes and decrease transaction costs.

3
o
50 , , —
40 4 = % 0 % %
 — — 7 -~ 2 —
04— — 7 e .
Z Z /. Z_Zz_ 7 A B BN BDVEE BR AW
':,_J ﬁa Ig} ) @ e & 1.'. . s:,".,ﬁ:- (\_,_-'\\f’l.' _-'. a'.-- al.' {}.'- \ lb..- \'I.
Qa@‘f &85 f%@%ﬂgi&ﬁﬁ&ﬁ@ﬂi@“@&f & & 1@ o0 &eﬁiﬁo‘;ﬁiﬁ%@i@& o
& e & il sl W B X o >
A o & = : & oo
,;;—cgaf*cﬁéc: & o AR 6{@% o S @ X: \g}‘?‘%& Gf’;§e
c

Fig. 9. Positive impact of integration with a buyer of produce
on agrarian sustainability in Bulgaria (percent)

Source: Interviews with managers of farms, 2017.
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The greatest extent of foreword vertical integration
exists in subsectors Permanent crops (60%), and
particularly in grapes for wine production, Pigs, Poultries
and Rabbits (50%), and Grazing livestock (33,33%),
particularly in milk production. Simultaneously, no holdings
specialized in Field crops, Vegetables, Flowers and
Mushrooms, and Mix livestock practices integration with
buyers and consider it as favorable for agrarian
sustainability. Also a relatively small share of farms with
Crop-livestock specialization (10%) and Mix-crops (20%)
develop integration with a buyer and believe it is important
for agrarian sustainability. There is a considerable variation
in the degree of vertical integration of farms with buyers in
different ecological and geographical regions of the
country. Comparatively biggest segment of the holdings
located in Plain-mountainous regions (every third one) and
in South-Central region of the country (35,29%) appreciate
the positive impact and integrates in marketing of the
output. To a least extent are vertically integrated with a
buyer the farms located in the Less-favorite mountainous
regions (14,29%) and South-West region (12,5%).

Various initiatives and pressure of farms suppliers,
buyers of farm produce, interests groups and public and
large are all important factors for governing of agrarian
sustainability in all its aspects. Our study has found out that
for all surveyed farms the ‘"initiatives and pressure of
suppliers" have no or negative importance in governing of
agrarian sustainability and some of its aspects (Figure 2). At
the same time, for a relatively good fraction of the surveyed
managers (32,5%), the "initiatives and pressure of the
buyers" of farm produce (processors, traders, exporters, final
consumers, etc.) is an essential positive factor for improving
agrarian sustainability in all its aspects. The activity of
commercial holdings of different type and location is
governed by the latter initiatives and pressure. In recent
years increasingly are introduced and popularized
(advertised) diverse initiatives of retail chains, processors
etc. aiming at improving efficiency of Bulgarian farms ("Made
in Bulgaria" initiatives), and social and environmental
contribution of agricultural production ("green" and "eco"
initiatives, corporate "social" responsibility, sustainability
movements, organic production, etc.). They all assist, create
incentives, and/or pressure on agricultural producers for
modernization of activity and increasing different aspects of
agrarian sustainability.

Only a tiny proportion of holdings (2,5%) evaluates as
negative the impact of various initiatives and pressure of
buyers on agrarian sustainability. Such external initiatives
and pressure for progressive change often augment the
costs of farms, diminish competitiveness, and restrict
markets for effective marketing of agricultural produce. At
the same time, for the majority of Bulgarian farms (65%) the
initiatives and pressure of buyers do not have significant
importance and lead to change in agrarian sustainability. At
the contemporary stage of development, the main part of the
activity of most farms are governed by other important
mechanisms and factors ("movements" of market prices,
innovations, entrepreneurs initiatives, resource capability,
etc.) rather than by the specific initiatives and pressure of the
buyers of agricultural produce.

For a comparatively small section of the surveyed
farms (15%) the "initiatives and pressure of the investors"
are essential positive factors for improving agrarian
sustainability and its different dimensions (Figure 2). That
type of (external, hybrid) governance is typical for the
bigger and more (vertically) integrated farms, with a
significant or entire share of the "external" investors in the
ownership of agricultural holding. For instance, when a vine
(and wine) complex is integrated in a Holding, they lose

(governance, financial, price, etc.) "autonomy", and their
relationships with other (internal and external) counterparts
are regulated by the common goals of the conglomerate
(the "profit" center/s).

For the majority of farms (80%) however, the initiatives
and pressure of investors have no importance for agrarian
sustainability, since these holdings (most often) have no
external investors or the outside investors intervene in the
farm management. In Bulgaria still there are few
agricultural farms with a partial or dominant (co)ownership
of external investors. Most holdings are based on individual
or family ownership, or a small-group or cooperative
membership. Principally, evolution of the corporations with
open or close external membership (shares) in agriculture
is impeded due to the high uncertainty of production and
the enormous costs for outside control on activity (and
opportunism) of the managers and farmers. A minor portion
of the managers (5%) evaluate the initiatives and pressure
of external investors as negative for the agrarian
sustainability. Often involved outside agents (investors) do
not have a high competency and/or full information for the
specificity of agrarian production and their "active"
intervention in the management is considered as negative
in regards to agrarian sustainability or some of its aspects.

The initiatives and pressure of different interests groups
and public at large are important factors which may direct
the governance of agrarian sustainability and its individual
aspects in one or another way. According to the half of the
surveyed managers the ‘initiatives and pressure of
interests groups and public at large" do not impact
considerably agrarian sustainability and some of its
dimensions (Figure 2). For every second farm other
market, private and public mechanisms for governing of
agrarian sustainability are more important than the various
initiatives and/or direct pressure of interests groups, local
community or large society.

For a relatively small portion of the farms (12,5%) the
various economic, social, environmental, etc. initiatives of
interests groups and public at large and/or certain "pressure
"from their side on agricultural producers impact positively
agrarian sustainability or some of its aspects. For instance,
most often a strong pressure of specific interests groups
and/or public at large leads to improvement of eco-
management in particular regions, subsectors or type of
holdings. According to the good part of the surveyed farms
(37,5%) the character of existing initiatives and executed
pressure of interests groups and society impact negatively
agrarian sustainability and some of its aspects. There are
numerous cases when requirements of strong groups of
(business, environmental, etc.) interests or local community
are in conflict with sustainable agrarian development on
account of other sectors and activity (tourisms, housing
construction, industry, natural parks, etc.). There are also
reported frequent instances of powerful individuals or groups
in or outside agrarian sphere striving to acquire ownership or
management rights over significant agrarian resources in
certain (high value) ecological and geographical regions.
Usually smaller producers are under constant "pressure" to
transfer the ownership and/or management of resources
against their will and interests. The latter has great negative
consequences for agrarian sustainability and some of its
aspects. One a relatively big of the surveyed grape producer
in order to save his firm from a strong externa take-over
pressure (in a combination with a lawsuit for insolvency)
leased-out farmland to a "placed person "while court
procedures are going on, and simultaneously searching for
other "more reliable" ways for salvation.

Generally, different types of farms are affected unequally
by the negative influence of the initiatives and pressure of
interests groups and community. To a greatest extent from
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that factor suffer Physical Persons and holdings with Small
sizes, out of which 86,67% and 93,33% evaluate as negative
the importance of initiatives and pressure of interests groups
and community for agrarian sustainability (Figure 10).
Relatively a smaller portion of the Cooperatives (16,67%)
and farms with Middle sizes (7,14%) assess as negative for

agrarian sustainability the existing initiatives and pressure of
interests groups and society. That "external" factor is
determined as negative to a minor extent by the Companies
(9,09%) and none of the Sole Traders, farms with Big sizes,
and Predominantly for subsistence.
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Fig. 10. Negative impact of initiatives and pressure of interests groups and community
on agrarian sustainability in Bulgaria (percent)

Source: interviews with managers of farms, 2017.

As a rule, firms and larger structures have stronger
mechanisms for adaptation to external social pressure
and/or confrontation to unacceptable pressure of certain
interests groups and community. In some cases, certain
firms and big farms represent interests of the "special"
interests groups aiming at acquiring resources, activity and
markets of other agricultural producers. On the other hand,
having in mind their miniature size and unimportant
resources, the semi-market holdings most often are not
subject to external pressure of interests groups and/or
community. There is a great variation on the negative
impact of the external initiatives and pressure of interests
groups and community on agrarian sustainability in
different subsectors of agriculture and regions of the
country. All farms with Mix crop-livestock specialization and
every third in Grazing livestock feel the negative impact of
the initiatives and pressure of interests groups and
community. On the other hand, none of the holdings in
Field crops, Vegetables, Flowers, and Mushrooms as well
as Pigs, Poultries and Rabbits and Mix livestock assess as
negative for agrarian sustainability the existing initiatives
and pressure of interests groups and community.

The initiatives and pressure of interests groups and
community is a negative factor for all farms located in the
Mountainous regions and Less-favored mountainous
regions as well as for a considerable part (40%) of the
holdings with Lands in protected zones and territories.
Simultaneously, the majority of farms in Plain and Plain-
mountainous regions evaluate as favorable or neutral for
agrarian sustainability the impact of the initiatives and
pressure of interests groups and community. The initiatives
and pressure of interests groups and community adversely
affect the most farms in the South-West region of the
country (91,07%), and comparatively minor portion in the
South-East (14,29%) and South-Central (11,76%) regions,
and none in the North-Central region.

Cooperation with and an assistance of farms by a
business organization or non-governmental organization
may contribute to enhancement of agrarian sustainability or
some of its aspects. Such an involvement of a "third" party
in the governance of agrarian sustainability is necessitated
when pure market and private forms do not work, while a
state intervention is inefficient or untimely. However, not
always such a complex mode of governance of agrarian
sustainability produces good results. The majority of
interviewed managers (90%) assess as neutral for agrarian

sustainability the "partnership with a business
organization", since the later usually does not exist or it is
not essential for the aspects of agrarian sustainability.
However, every tenth holding practices some form of
partnership with a business organization and believe that
such kind ("profit-oriented") partnership with an external
organization have a positive impact on agrarian
sustainability and some of its dimensions.

Similarly, a great majority of the surveyed farms (90%)
report that "assistance by non-governmental organization"
has no significant importance for agrarian sustainability
since it either does not exist or the contribution of non-
governmental organization toward agrarian sustainability is
negligible. What is more, a tiny portion of the managers
(2,5%) even suggest that "assistance" from the non-
governmental organization hinders sustainable agrarian
development. The latter is a consequence of the inefficient
activity of existing non-governmental organizations, or of its
content with directions distinct from sustainable
development goals. A small proportion of farms (7,5%)
however implements a beneficial collaboration with some
non-governmental organization(s) and evaluates that type
("non-for-profit oriented") assistance as favorable for
agrarian sustainability or some of its aspects. For instance,
some of the interviewed managers are taken part in a
beneficial long-term training in farm management in foreign
(German) organizations, while others received (Swiss)
support for transition to organic agriculture.

A public intervention in private and market sectors is a
necessary and effective means for reaching the objectives
of sustainable agrarian development. For example, state
subsidizing is one of the main instruments for supporting
agricultural producers in the European Union. Different
type of subsidies to a various degree favor agrarian
sustainability and its individual aspects in different type of
farms, subsectors of agriculture, and ecological and
geographical regions of the country.

"Farmland area-based state subsidy" is a major
component of the Common Agricultural Policy for
supporting the income of agricultural producers. According
to the majority of surveyed managers (57,5%) that type of
subsidies impact positively agrarian sustainability and all its
dimensions (Figure 2). That mode of public assistance
aims at increasing economic and social sustainability of
agriculture  and rural regions and overcoming
disproportions with other sectors of economy. Along with
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this, reception of a single area-based payment is also
related with an obligation for maintaining the land in a good
agronomic condition by landowners and farmers, which
improves environmental sustainability.

Nevertheless, a good portion of the farms (27,5%)
evaluates as neutral the effect of state subsidies for utilized
agricultural land in regards to agrarian sustainability and its
individual aspects. Expected effect of this public instrument
on agrarian sustainability for many leasing-in farmland
holdings is minimized or annulled due to the fact that many
owners of lands augment rent with a part (or the entire)
amount of eligible subsidies. Some farms and landowners
lease out "for free" to other farmers without registering the
deal and receiving entire due subsidies for owned land. In
all these cases the public subsidies for utilized agricultural
land are actuary taken not by the farmers operating the
land but external agents (farms, landlords, middlemen,
etc.). Moreover, 15% of the managers believe that this type
of subsidies is a negative factor for agrarian sustainability.

The good part of the farmland area based payments in the
country is received by a relatively small proportion of
(large) agricultural holdings and in certain subsectors of
agriculture (grain, oilseeds, etc.). The latter further
contribute to income disparity of different type of farms,
subsectors, and regions of the country.

Favorable impact of the state farmland area based
subsidies to a various extent affects positively the farms of
different juridical type, size, production specialization, and
ecological and geographical location. Our study has found
out that to a greatest degree the positive impact of area-
based subsidizing is felt by the Cooperatives (100%),
Companies (54,55%), and Physical Persons (53,33%)
(Figure 11). Furthermore, with increasing the size of
agricultural holdings also progressively grows the favorable
impact of that type of public support. While in holdings
Predominately for subsistence merely a third assess as
positive that type of EU support, among the farms with Big
sizes their share is three quarter.
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Fig. 11. Positive impact of state land-based subsidizing
on agrarian sustainability in Bulgaria (percent)
Source: Interviews with managers of farms, 2017.
There are also variations in the positive impact of the significantly agrarian sustainability (Figure 2).

state area-based subsidies in different subsectors of
agriculture. From this instrument of public support to a
greatest extent take advantage farms specialized in Mix-
livestock (100%) and Field crops (80%). Among producers
specialized in Permanent crops and Vegetables, Flowers,
and Mushrooms every other assesses as positive the
received area-based subsidies in relation to agrarian
sustainability. In holdings specialized in Pigs, Poultries and
Rabbits none of the surveyed managers indicates that this
type of public support favors agrarian sustainability. There
is also a considerable differentiation in the positive effect of
the state land-based subsidies in different ecosystems and
regions of the country. Comparatively the biggest
proportion of farms in the Plain-mountainous regions (80%)
and Less-favored mountainous regions (57,14%) evaluate
as favorable the impact of utilized farmland based
subsidies on agrarian sustainability and its individual
aspects. At the same time, merely a quarter of the holdings
in Less-favored non-mountainous regions take advantage
of that type of public support. To the greatest extent the
positive impact of area-based subsidies is felt by the farms
in North-Central region (80%) and South-East region
(71,3%) of the country, while in the South-West region a
smallest degree of holdings benefited (41,07%).

Another main form of public support is the national (top-
ups) subsidizing for particular activities and products. Utilized
agricultural land based subsidizing creates great differences
in the incomes and effectiveness of individual subsectors
and producers, which necessitates "correction" though direct
subsidizing the production of certain products, grazing
livestock, executed (restricted) activities, etc. According to
the majority of interviewed managers (57,5%) "state
subsidies for activites and products" does not affect

Simultaneously, none of the surveyed believes that such
type of direct support to production is a negative factor for
agrarian sustainability and any of its aspects. For a good
portion of the surveyed farms (42,5%) state subsidizing for
activities and products is a positive factor for maintaining and
improving agrarian sustainability or some of its elements.

There is a great variation in the degree of the public
subsidizing of production among different type of farms. The
biggest share of holding assessing as positive the impact of
direct subsidies for products and activities is in the group of
Physical Persons (60%) (Figure 12). On the other hand, only
a quarter of the Sole Traders feel the favorable effect of that
type public support. The extent of the subsidizing for
products and activities augments along with the farm size.
Among the biggest operators every other one take
advantage from the positive effect of these subsidies, while
among semi-market farms only a third. That form of public
support to the greatest extent participate and take advantage
farms in Mix-livestock (all), Mix crop-livestock specialization
(70%), and in Grazing livestock (two-third). On the other
hand, that mode of state support reaches none of the farms
in Pigs, Poultries, and Rabbits, and only one-fifth of holdings
in Field crops and Mix crops as it is evaluated as positive for
agrarian sustainability.

In different type of ecosystems that form of governing of
sustainability to a greatest extent is implemented by the
farms in Mountainous regions (two-third) and Less-favored
non-mountainous regions (three quarters) and relatedly
lesser degree by the holdings in Plain-mountainous regions
(a third). A relatively bigger faction of the farms in South-
West region (51,78%) is benefited from that form of public
support in comparison with the rest three regions where the
schemes cover around 40-43% of the holdings.
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Fig. 12. Positive impact of state subsidizing for activities and products
on agrarian sustainability in Bulgaria (percent)

Source: Interviews with managers of farms, 2017.

The failure of effective market and private investments in
agrarian sectors is a reason for the state intervention in
supply of a preferential credit and subsidies for long-term
("capital") investments for improving sustainability. A half of
the interviewed farms used "state subsidizing for new
investments" and evaluate that form of public support as
positive in relation to agrarian sustainability and its main
aspects (Figure 2). The rest half of the holdings however,
have not benefited from that mode of public support and
asses it as neutral in regards to agrarian sustainability. Many
instances are pointed out when public investment funds are
utilized ineffectively due to the high amount of subsidies. For
example, permanent crops (walnuts, rosehips, alfalfa, etc.)
have been created without harvesting the yields or assets

destroyed once the monitoring period (a "pay-back" business
plan) by the authority is expired.

Firms of different type to the greatest extent participated
in diverse schemes for state subsidizing of new investments
— Companies (81,82%) and Sole Traders (50%) (Figure 13).
The largest portion of supported by that public support
instrument farms are among the groups of the Big size
(87,5%) and Middle size (64,29%), as well as specialized in
the Permanent crops (90%), Mix livestock (100%), and
Grazing livestock (66,67%). Simultaneously, none of the
holdings Predominately for subsistence and from the sector
Vegetables, Flowers and Mushrooms is favored by that
mode of governance of agrarian sustainability.
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Fig. 13. Positive impact of state subsidizing for new investments
on agrarian sustainability in Bulgaria (percent)

Source: Interviews with managers of farms, 2017.

A greater proportion of holdings located in the Plain
(56,25%) and Plain-mountainous (53,33%) regions are
beneficiaries of the public investment subsidies in
comparison with the farms with Lands in protected zones
and territories (20%) and Mountainous regions (33,33%). A
good share of the farms in South-East region (85%) and
North-Central region (60%) benefit of the positive impact of
that form of public intervention comparing to the holdings in
the South-West (39,28%) and South-Central (41,18%)
regions of the country.

The green payments and environmental measures of
the Program for Rural Development (PRD) are another
instrument for public support to sustainable agrarian
development, particularly its environmental aspect. The
greatest proportion of surveyed managers (42,5) assesses
"green payments and eco-measures of the Program for
Rural Development" as positive for agrarian sustainability
(Figure 2). Public subsidies of that type are considered as
mode of payment for services (public goods provision) and

compensation of the costs of farmers for carrying out of an
important social function — care for natural resources. For
their part, the farms participating in that hybrid form of
governance are obliged to implement certain ("good")
practices for conservation and improvement pf lands,
waters, landscape, natural biodiversity, etc. It is indicative
that none of the interviewed farms thinks that type of public
support has a negative impact on agrarian sustainability,
and particularly on its environmental aspect. Nevertheless,
according to the majority of holdings (57,5%) that form of
public support has no significant importance for agrarian
sustainability and any of its aspects. That is consequence
of the fact that most farmers either do not receive such a
support, or its form and amount affect anyway agrarian
sustainability and its different aspects.

To the greatest extent the positive impact of green
payments and other eco-measures of the PRD benefit the
Cooperatives (83,33%) and Companies (63,64%), farms
with Big sizes (75%), and those specialized in Mix livestock
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(100%), Field crops (60%), and Permanent crops (50%)
(Figure 14). The favorable impact of the public payments
for environmentally friendly agriculture are mostly felt by
the holdings in the Less-Favored mountainous regions
(57,14%) and Plain-mountainous regions (46,67'%), as well
as those located in the South-East region of the country

(567,14%). On the other hand, this instrument of public
support is a positive factor for agrarian sustainability for a
relatively small portion of the holdings in the Less-favored
non-mountainous regions (25%), North-Central (20%) and
South-West (22,93%) regions of the country.
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Fig. 14. Positive impact of green payments and eco-measures of Program for Rural Development
on agrarian sustainability in Bulgaria (percent)

Source: Interviews with managers of farms, 2017.

Various forms of public support to farmers
organizations of different type are a major component of
the public intervention in agriculture and mode for
increasing agrarian sustainability. That type of public
support is extremely important for Bulgarian agriculture
where evolution of the effective organizations of agricultural
producers for correction of market and private failures
considerably lag behind the needs of farmers. For
predominant part of the interviewed managers (95%)
existing at the contemporary stage of development in the
country "state support to farmers organizations" does not
assist in any way agrarian sustainability (Figure 2).
Apparently envisaged instruments of the state intervention
in that exceptionally important area are not used by the
farmers and/or lead to actual improvement of the
governance of agrarian sustainability in the country. For the
rest tiny portion of the holdings (5%) the state forms for
supporting farmers organizations are a positive factor for
improving sustainability in the sector or some of its main
aspects (social, economic, environmental).

In Bulgarian agriculture there are also applied some
other measures of the Program for Agrarian and Rural
Development aiming at supporting the actions of agrarian

agents for improving different aspects of agrarian
sustainability. According to the great part of the surveyed
managers (72,5%) "other measures of the Program for
Agrarian and Rural Development" do not impact
significantly the level of agrarian sustainability (Figure 2).
That is subsequent of the fact that considerable number of
the Bulgarian farmers either do not have practically access
to that form of public support or see that intervention as an
essential factor for agrarian sustainability or some of its
dimensions. The rest smaller portion of the farms (27,5%)
have taken and/or are taking part in other measures of the
PRD, and evaluate them as positive for agrarian
sustainability or some of its aspects.

To a greatest extent the favorable impact of other
measures of the PRD is pointed out by Companies
(45,45%), holdings with Big size (50%), farms specializes
in Permanent crops (60%), and located in Plain-
mountainous regions (46,67%), and North-Central region
of the country (80%) (Figure 15). For the best portion of
the farms in the rest groups of juridical type, sizes,
product specialization, ecological and geographical
situation, the favorable impact of that form of public
support is relatively small or absent.
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Fig. 15. Positive impact of other measures of program for agrarian and rural development
on agrarian sustainability in Bulgaria (percent)

Source: Interviews with managers of farms, 2017.

As far as the remaining public programs are concerned,
according to the greatest part of the interviewed managers

(95%) they do not contribute in any way for agrarian
sustainability (Figure 2). The rest mall portion of the
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holdings (5%) are taking or have taken part in some other
type public (state, sectoral, social, environmental, regional,
international, etc.) support and development program, and
they believe that involvement favor agrarian sustainability
or some of its main aspects.

Norms for good agricultural practices and cross
compliance aim at directing actions of the agricultural
producers toward achieving sustainable agriculture in its
three aspects — social, economic and ecological. Most
surveyed managers (65%) indicate that "requirements for
cross compliance and good agricultural practices" do not
have substantial importance for the governance of agrarian
sustainability. Many agricultural producers do not comply
fully (or at all) with compulsory norms and systems of good
agricultural practices, or they appreciate that such official
standards contribute to agrarian sustainability. What is
more, one tenth of the farms points out that mandatory
requirements for cross compliance and good agricultural
practice have a negative effect in regards to agrarian
sustainability or some of its aspects. The latter is often due
to the fact that superior "external" standards increase costs
of producers (diminishing economic sustainability) without
being associated with an expected positive impact on
overall sustainability. In some cases, such norms do not
correspond to the specific conditions of each holding and
contribute to accomplishment of desired objectives for
sustainable development of related farms, subsectors,
ecosystems or geographical regions.

According to every forth of the surveyed managers the
requirements for cross compliance and good agricultural
practices are positive factor for improving agrarian
sustainability and particularly its social and environmental
aspects. The favorable impact of that mode of public
intervention is reported in equal extent by farms of different
juridical kind, sizes, production specialization, and
ecological and geographical location. The formal norms for
good agricultural practices and obligatory requirements for
cross compliance assist agricultural producers and impose
a "type of behavior" leading to improvement of agrarian
sustainability at farm, sectoral and regional levels.

Different forms of local support by the community
and/or local authority are means for supporting market,
private, collective and state modes, and for correction of
market, private and/or state failure(s) and improvement of
agrarian sustainability in the region. According to the
predominant portion of the interviewed managers (95%)
"existing public support in the region" has no significant
importance for agrarian sustainability and its diverse
aspects (Figure 2). In many cases such support practically
is missing or it is insufficient, unsustainable, or not well
designed in the interest of agrarian development in the
region. An interviewed big agricultural producer describes
public support in the region "only as moral". The remaining
very small portion of the surveyed holdings (5%) evaluates
as a positive the existing public support in the region in
regards to sustainable agrarian development. There is
tinny number of good examples where the local authority
and/or public organization assist directly or indirectly
farmers, farm households and organizations with
appropriate  policies, initiatives (festivals, product
promotions, etc.), information, (co)financing, partnership
and join forms, lobbying before superior authorities etc.,
and that intervention improves sustainability of agriculture
at farm, (sub)sectoral, ecosystem and/or regional level.

Formal and informal voluntary standards, norms and
rules, introduced and applied by the farmers and/or farmers
organizations are new developing form for governing of
agrarian sustainability. They are expression of the
willingness of individuals or a group of producers to impose

voluntary quality, social, ecological etc. standards, norms,
rules and/or restrictions for sustainable agriculture
overpassing the official norms. According to the majority of
surveyed holdings (72,5%) they do not apply any
"voluntary standards, norms and rules" and consider that
modes as important for agrarian sustainability and some of
its aspects (Figure 2). A small portion of the managers
(2,5%) however, indicates that "voluntary" standards,
norms and rules, which are required ("imposed") by the
professional organizations, big buyers, consumers
associations, interests groups, governmental agencies, etc.
increase operational costs (for studying, introduction,
implementation, controlling, disputing, etc.) and affect
negatively agrarian sustainability. Every forth of surveyed
managers assess as positive for agrarian sustainability
implementation of (participation in initiatives for) voluntary
standards, norms, and rules. Those are innovative farms
from different juridical type, size, product specialization,
ecological and geographical location, which implement
such emerging private or collective mode for governing of
agrarian sustainability (or some of its aspects).

Provision of free services like training, advices, etc. by
the state is an important form for public support to agrarian
sector. Every fifth of the interviewed managers reports of
using in the past or presently some form of "provided by the
state free services (training, advices, etc.)", and assess that
mode of state assistance as a positive factor for agrarian
sustainability and its dimensions (Figure 2). In recent years
there have been carried out numerous trainings and
consultations by the Agricultural Advisory Service and other
government organizations, aiming at improving qualification
and awareness of agricultural producers. In this mode
smaller size holdings are mostly involved, which do not have
or cannot afford to hire experts in management, finance,
agronomy, etc. and rely on free state services in the area. At
the same time however, the majority of the farms do not
believe that provision of free services (training, advices, etc.)
by the state is essential for agrarian sustainability. The latter
confirms that the majority of Bulgarian farms have no access
or use free state services, or evaluate the importance of
(received) services as neutral in relation to agrarian
sustainability and its individual aspects. What is more, a
small fraction of the managers (7,5%) indicates that
"assistance" of the farms by the state through free services
as ftraining, advices etc. is a negative factor for agrarian
sustainability. According to a portion of the users of the state
system of free farm services it does not work well and
impedes achievement of agrarian sustainability due to
inefficiency, high related costs for farmers, inadequate
information, improper training, etc.

Another form for public (government) involvement in the
private and collective sector for governing of agrarian
sustainability is a public-private partnership. The majority of
the surveyed managers (90%) do not report participating in
a "partnership with community, state, international etc.
organization", nor evaluate that hybrid mode as important
for agrarian sustainability (Figure 2). The latter is
subsequence of the fact that in the country still there are
not popular and widespread formal partnership forms of
agricultural producers with a community, state and/or
integrational organization. The rest small portion of the
holdings (10%) however, applies some partnership with a
community, state and/or international organization, and
evaluates it as positive for agrarian sustainability and its
main aspects. In the agrarian sector in the country there
are few examples for successful partnerships of individual
farmers or farmers organizations with local, national or
international public organizations, aiming at implementation
of certain social, environmental, regional, etc. programs,



ISSN 1728-2667

EKOHOMIKA. 3(198)/2018

~ 25 ~

introduction of new initiatives, standards, supporting and
training young entrepreneurs and innovators, association of
producers and interested parties, etc.

Tax preferences of different type are popular public form
for supporting certain producers, subsectors, regions, etc.
The majority of surveyed holdings (77,5%) does not use "tax
preferences" and/or suggest that mode is important for
agrarian sustainability and its dimensions (Figure 2). An
insignificant proportion of the interviewed managers (2,5%)
estimates that tax preferences for certain activities,
productions, regions, etc. are even a negative factor for the
agrarian sustainability. Every fifth of the managers however,
assess as positive received by tax preferences in regards to
agrarian sustainability, mostly for its economic aspect. The
surveys farm most often underlines the favorable impact of
returned excise for diesel fuel, the zero excise duty for wine
etc. Beneficiaries of that type of public support are
predominately bigger producers of different type in crop
subsectors of agriculture (with enormous costs for
purchasing fuel, mechanization, and transportation), and
integrated farms in the vine-wine sector.

Mandatory social security payments are an important
form for public intervention aiming at improving the social
position of the workers in the sector and elevating agrarian
sustainability. According to 15% of the surveyed managers
they strictly implement "obligatory social security
payments" and believe that instrument favor agrarian
sustainability, particularly its social aspect (Figure 2).
Those are mostly larger cooperative and other farms, for
which the social security payment of workers is a priority
and evaluated as a positive factor for improving of overall
efficiency. The latter type of farms is also the mostly
controlled by the authorities for complying with the social
security payment norms, they often strictly implement
formal regulations, and perceive that mode as a part of the
normal farm practice.

At the same time, a good portion of the holdings
(17,5%) assess as negative compulsory social security
payment in relation to agrarian sustainability, and
particularly for its economic aspect. These are larger farms,
hiring many permanent and seasonal labors, for which the
social payments take a big share in the total costs. The
enhanced control and sanctions from the government
agencies on big farms give less possibility to ignore
regulatory requirements in the area. A good number of
managers are also complaining that they are forced to hire
many "unmotivated and unskilled workers ", for which they
pay social securities without getting corresponding labor
contribution (high costs for negotiation, training, unjustified
absences from work, low working discipline, high job
turnover, etc.). For the latter type of holdings, the
mandatory social security payments are a significant
additional cost which is not associated with relevant
positive effects on agrarian sustainability.

The mandatory insurance is one of the forms of public
intervention in the risk governance in agrarian sphere and
for enhancement of agrarian sustainability. In agriculture,
pure market forms for insuring against risk are not popular
due to the lack of appropriate insurance coverages
(products), high costs (premiums), frequent disputes over
claims for compensation for damages, lack of tradition, etc.
In many instances, the market forms are not applied due to
the employment of other more effective private modes of
risk management. Usually, compulsory assurance is
requited for participation in some of the public support
measures as it is necessary to insure permanent crops and
buildings, livestock, yields, labor, etc. in projects for
modernization of agricultural holdings. One fifth of the
surveyed farms point out the favorable impact of

"mandatory assurance" on agrarian sustainability and its
aspects. Those are mainly bigger farms, which take part in
different forms of public support programs requiring
obligatory insurance (Figure 2).

According to a good part of the managers (17,5%)
however, the mandatory insurance has negative
consequences for agrarian sustainability, because it
increases the production costs and claims for damages are
associated with multiple problems. Moreover, for a major
part of the holdings (62,5%) the obligatory assurance has no
importance in regards to agrarian sustainability or some of
its aspects. The majority of Bulgarian farms either does not
practice that mode of (market) assurance or see any benefits
from that form for governing of agrarian sustainability.

Social recognition of the contribution of the farmer, the
owner and/or the manager of the holding is an important
factor for stimulating (improving) the actions for achieving
agrarian sustainability. According to a large part of the
interviewed managers (37,5%) "social recognition of their
contribution" is an essential regulating behavior and
directing activity positive factor for improving agrarian
sustainability (Figure 2). The great importance of the
"social image" of the farmer and the recognition by the
community in the region and country is pointed out by the
innovating entrepreneurs and farmers of different kind,
size, production specialization, ecological and geographical
regions. That informal form of social governance of the
behavior is particularly typical for agriculture, where
farmers, their activities and "reputation" are well known by
the professional community, related sectors and general
community in a residential area, region or country. For the
remaining larger portion of the holdings (62,5%) however,
social recognition of the farmer's contribution has no
importance for agrarian sustainability and its dimensions.

Informal contracts between agricultural producers,
farmers and suppliers, farmers and buyers, etc. are widely
used in agrarian sphere. Unlike written contracts, having a
legitimate power and being able to be disputed though a
court system, informal agreements are governed solely by
the "good will" and trust between counterparts and
unwillingness to lose cooperation with a partner and/or social
reputation. The greatest part of surveyed managers (60%)
indicates the positive importance of the "informal
agreements" in relation to the governance of agrarian
sustainability (Figure 2). A significant fraction of the
relationships in the agrarian sphere in the country are still
governed (more) effectively through that traditional mode
between counterparts, knowing each other well and
frequently trading. For a good proportion of the holdings
(30%) informal agreements have no importance for agrarian
sustainability. Increasingly the relationships between
counterparts are governed though a formal contract since
they cover rare deals, large volumes, unknown counterparts,
big partners (retail chains, processors, electricity, water, etc.
suppliers) and other organizations (banks, insurance
companies, state agencies), for which "formal" written
contracts are mandatory. Besides, existence of formal
contracts (e.g. for marketing of output) very often is a
precondition for application for a bank loan and some of
public support programs.

Nevertheless, each tenth of the holdings believes that
informal agreements in the sector impact negatively
agrarian sustainability and its components. For that form is
too expensive or impossible to resolve conflicts between
parties in case negotiated obligations are not fulfilled or
conditions of exchange change (sharp increase in prices of
purchased by farm inputs or considerable decline in market
prices of farm produce). Interviewed farmers have given
many examples, in which they are cheated and realized
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huge damages due to nonfulfilment of certain informal
agreements by the partners, without been able to enforce
their rights in court (as a result of difficulties, failure, more
favorable opportunities for deals, etc.). Moreover, widely
used informal agreements in the country are associated
with development of a huge informal (grey) sector in
agriculture, with unenforced quality, safety and
environmental standards, unpaid taxes and social
securities, juridical consultations fees, costs for contracts
preparation, writing and registration, etc. All these increase
production costs in the "light" sector of agriculture, and
inferior competitiveness and efficiency comparing to the
informal sector. Therefore, farms complying with the formal
rules assess as negative for agrarian sustainability
widespread application of informal agreements.

Different type of holdings, subsectors and regions apply
unevenly the informal agreements and evaluate as positive
their role for agrarian sustainability. To the greatest extent
informal agreements dominate among Physical Persons
(73,33%) and firms of various kind — Sole Traders (62,5%)
and Companies (63,64%) (Figure 16). Simultaneously,
relatively a small portion of the cooperative farms (16,67%)

applies that mode for governing relations with divers
agents, and assess it as positive for agrarian sustainability.

The smallest semi-market holdings entirely govern their
relationships  with other agents through informal
agreements. At the same time, farms with Middle sizes to
the least extent (50%) use contract of the latter type.
Informal agreements are most popular in subsectors Mix
livestock (100%), Permanent crops and Mix crop-livestock
(by 80%). Farms applying at least informal agreements and
assessing them positively are among Field crops (20%)
and in Vegetables, Flowers, and Mushrooms (25%).
Informal contracts to the biggest degree are employed by
the holdings in Mountainous regions (88,89%), while in the
Plain regions to smallest extent. The South-West region of
the country is the leader in terms of the proportion of farms
(73,21%) practicing informal agreements, while fewer
number of farms in the South-East region (42,86%)
evaluate as positive that type of governance of relations.
The structure and the scope of informal agreements in
different type of farms, subsectors of agriculture, type of
ecosystems and regions of the country give also some
tentative insight for the evolution of the informal sector in
agrarian sphere at the present time.

Fig. 16. Positive impact of informal agreements on agrarian sustainability in Bulgaria (percent)

Source: Interviews with managers of farms, 2017.

Identification of the links (correlation) between the
level of agrarian sustainability in individual farms and
the importance (efficient, "positive" impact) of diverse
private, contractual, collective and hybrid modes of
governance for these holdings, allows to determine the
real efficiency of the specific governing modes for
improving agrarian sustainability in the country. For
most of implemented governing forms there exist a
strong correlation between the positive estimates of the
managers for the impacts on agrarian sustainability, and
the archived good (and high) level of agrarian
sustainability in the corresponding farms (Figure 17).

Thus, preferred and employed by the farms governing
forms are critical and (most likely) their choice by the
managers to a certain extent actually contribute to
achievement of a higher agrarian sustainability in surveyed
holdings. Effectiveness of individual governing modes is as
following: personal conviction and initiatives of the farmer
(92,5%), personal conviction and initiatives of workers
(100%), profit and benefits in the present time (92%),

immediate benefits for other persons and groups (75%),
diversification of activity in the farm (83,33%), direct retail
sells of products and services (84,62%), sale on wholesale
and commodity markets (100%), marketing contract for
products and services (95,24%), barter exchange of
products and services (100%), free provision of resources,
products, services and activities (83,33%), interlinked
supply contract with services by the supplier (100%),
participation in joint actions with other farmers and non-
farmers (100%), integration with the buyer of produce
(100%), partnership with a business organization (100%),
state subsidies for activities and products (88,24%), state
subsidies for new investments (100%), green payments
and eco-measures of the PRD (94,12%), state support to
farmers organizations (100%), other measure of the PARD
(100%), participation in other public programs (100%),
existing public support in the region (100%), partnership
with community, state, and integrational organization
(100%), and social recognition of the contribution (93,33%).
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Fig. 17. Share of farms with good and high sustainability evaluating as positive or negative the impact
of individual governing forms on agrarian sustainability in Bulgaria (percent)

Source: Interviews with managers of farms (2017), author calculation.

For the rest of analyzed governing forms used by the
surveyed farms there is no clear relation between the
superior levels of agrarian sustainability and the
managers assessments on sustainability impact of a
particular mode. In all these cases, preferred by the
managers governing forms do not lead to expected
results (due to novelty, a short period of implementation,
inefficiency in terms of sustainability), or manifested "joint
(cumulative, complementary, contradictory) effect" with
other employed governing modes. It is also likely that the
managers' estimates are not precise and represent the
impact of a particular governance form on farm private
efficiency rather than the real impact on agrarian
sustainability (overall social efficiency).

Conclusion

Our empirical study has just been a first attempt to
identify the complex links between the governing forms
employed by the Bulgarian farms and the level of agrarian
sustainability in the country. It made it possible to identify
the mechanisms and modes of governance mostly used by
the agricultural producers, and assess their impact on
agrarian sustainability as a whole, and in different
subsectors, geographical and administrative regions,
(agro)ecosystems, and type of farming enterprises. We
have found out that in the specific socio-economic,
institutional and natural environment agricultural producers
of different juridical type, size, specialization, and location
use quite unlike mixture of effective market, private,
collective and hybrid modes for governance or their
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activities and relations. Individual factors and modes which
most contribute to improvement of agrarian sustainability at
the current stage of development in the country
are: managers' personal convictions and initiatives, farms
resources and innovation potential, near future profit and
benefits strategies, market prices levels and dynamics,
area-based EU subsidies, and informal agreements.

Nevertheless, evolution of the system of agrarian
governance and the level of agrarian sustainability depends
on various economic, political, behavioral, demographic,
technological, international, natural etc. factors. Individual,
joint and spillover effects of all these factors are to be
accounted for and assessed in further research in that new
area. Particularly, it is important to incorporate into analysis
and assess the impact of the formal and informal
components of institutional environment which are critical
and eventually determine agents' behavior and level of
agrarian sustainability. Besides, always there is a certain
"time lag" between the "improvement" of the system of
governance, and the positive, negative or neutral impact on
agrarian sustainability, and its economic, social and
environmental aspects. All these factors are to be studied in
such assessments as estimates also made on the
"dynamics" of the impact over a longer time horizon.

Research on the relations between the governing
structure and the (level and dynamics of) agrarian
sustainability is to continue though expansion of the number
and representation of surveyed holdings, and the spectrum
of the specific governing modes used by the farms of
different type as well as assessments of the impact of
institutions on agrarian sustainability. What is more, applied
methods are to be enriched in order to specify better the
complex relations between the agrarian governance and
sustainability. Furthermore, modes of governance at higher
hierarchical levels (sector, national, transnational) have to be
specified and their separate and/or complementary impact
on agrarian sustainability evaluated.

Having in mind the importance of comprehensive
assessments of the impacts of governing system on
agrarian sustainability, and the enormous benefits for farm
management and agrarian policies, this type of studies are
to be expended and their precision and representation
increased. The latter however, requires a close cooperation
between all interested parties, and participation of farmers,
agrarian organizations, local and central authorities,
interest groups, research institutes and experts, etc.
Moreover, the precision of estimates has to be improved,
and besides on the estimates of farm managers to
incorporate other relevant information — experts and
stakeholders' assessments, monitoring, report, statistical,
etc. data, studies on "actual" (rather than declared)
behavior of various agrarian and non-agrarian agents, and
associated "effects" on agrarian sustainability, etc.
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X. Bawes, A-p eKOH. HayK, npod.
IHcTUTYT arpapHoi ekoHoMiku, Codisi, Bonrapis

EMMNIPUYHE OOCNIIKEHHSA 3B'A3KY MDK YNPABJIHHAM TA CTIMKICTIO
B BOJICAPCbKOMY ClJIbCbKOMY rOCIMOAAPCTBI

3acmocoeaHo mixducyunniHapHy cmpykmypy HO8oi iHcmumyuyioHasibHOI eKOHOMIKU, 8U3Ha4Y€HO Pi3Hi PUHKOEI, MpueamHi, KOsIeKmMueHi, 2po-
madcbkKi ma 2i6pudHi cnocobu ynpaeniHHs U oyiHeHo ixHili ennue Ha azpapHy cmilikicmb y Bonzapii. BuknadeHo memodosiozidyHy ocHogy docii-
O)KeHHs, sU3Ha4YeHO OOMiHYIOYi pexxuMu ynpaeniHHsa e 6onzapcbKux 2ocnodapcmeax pi3Ho20 puduyHO20 muny, po3Mip, cneyianizayiro, ekosno-
2iyHe U 2eozpacghiyHe po3malwyeaHHs1 Ma oyiHeHo iXHil ennue Ha cmilikicmb CiflbCcbKo20 20crnodapcmea i lio2o0 eKOHOMIYHI, coyianbHi ma ekonoai-
4Hi ocHoeu. [f[pedcmaeneHo eucHoeku Ans1 nodanbwux docnidxeHb, yOOCKOHaNIeHHs1 0ep)xaeHoi nosiimuku ma ¢hpopMyeaHHs1 MpueamHoi ynpaesiiH-
cbKoi cmpamegii. Cinbcbko2ocnodapcbKi 8UPOGHUKU Pi3HO20 NMpPuU3Ha4YeHHs y ceoili disinibHocmi Ui 8iOHOCUHaXx euKopucmosgyromes abCcosIloMHO He
cxoxi Kom6iHayii egpekmueHUX PUHKOBUX, NMPUBaMHUX, KoJeKmueHux i 2i6pudHux crocobie ynpaeniHHs. Okpemi ¢hakmopu i crnocobu, skKi
Halibinbwe cnpusitoms noninweHHo azpapHoi cmilikocmi Ha cy4acHOMY emarni po3eumky, — ye ocobucmi nepeKkoHaHHs ma iHiyiamueu MeHedxe-
pa, pecypcu gpepmepcbKux 2ocrnodapcme, iHHoeauyiliHuli momeHuyian, cmpameeaii MalibymHix npubymekie i eu200, pieHi ma duHamika puHKoeux YiH,
cy6cudii Ha ocHoei pezioHie, a makox i HeoghiyiliHi y2o0u.

Knrouoei cnoea: aepapHe ynpaeniHHsi, cmilikicmb, pUHOK, npueamuulil, KosleKmueHul, 2i6pudHuli pexxumu, bonzapis

X. BalwueB, A-p 3KOH. Hayk, npod.
WUHcTuTyT arpapHon akoHomuku, Cocdma, Bonrapus

3MMNUPUYECKOE UCCNEQOBAHMUE CBA3U MEXAY YNPABJIIEHUEM U YCTONYMBOCTBIO
B BONITAPCKOM CENIbCKOM XO3AWUCTBE

lMpumenena mexducyunnuHapHasi cCmpyKmypa Hoeoli UHCMUMYyyuoHaibHOU 3KOHOMUKU, orpedensirtomcsi pa3/iudHble PbIHOYHbLIE, YacmHbIe,
KosekmueHble, o6uwiecmeeHHble u 2ubpudHble crnocobbl yrnpaeseHus U oyeHU8aemcsl Ux eJlusiHUe Ha azpapHyro ycmoiiyueocms e bosizapuu.
N3noxena memodonozuyeckasi ocHoea uccriedogaHusi, onpedesieHbl GOMUHUPYOWUE PeXUuMbl yripaeseHusi 8 6os2apckux xo3silicmeax pa3au4Ho-
20 ropuduveckoz2o muna, pamep, crieyuanusayusi, IKoso2uyeckKoe U 2ceozpaghuyeckKoe pacrosioeHue U OyeHeHo UX e/lusiHue Ha ycmol4ueocms
ceNlbCKO20 Xxo3silicmea U e20 3KOHOMUYecKue, coyuasibHble U 3Koslo2uyeckue ocHoebl. [lpedcmaeneHbl 8bi800bI OMHOCUMENbHO OanbHelwux
uccnedoeaHuli, cogepuieHcmeo8aHusi 20cydapcmeeHHoU Monumuku u ¢hopMupoeaHusi YacmHoli ynpaesieHyeckol cmpameauu. CenbCKOX0351i-
cmeeHHble npou3eodumesiu pa3iu4HO20 Ha3HayeHUs1 8 ceoeli dessiMesIbLHOCMU U OMHOWEHUSIX UCMOJb3YHoMm CO8ePUWEHHO He Noxoxue KoM6uHa-
yuu 3ghghekmueHbIX PbIHOYHbIX, YaCMHbIX, KOJIIEKMUBHbLIX U 2u6pudHbix crocoboe ynpaesieHusi. OmoenbHbie ¢hakmopbl U cnocobbl, Haubonee
crnocob6cmeyrowue ynyqweHUlo azpapHoll ycmoliyueocmu Ha CO8PeMeHHOM amarne pa3eumusi, — 3Mo JIU4YHble y6exX0eHus1 U UHUyuamuebi MeHe-
O)epa, pecypcbl ghepMepcKUX X035Ucme U UHHO8aYUOHHbIU nomeHyuas, cmpameauu 6ydywux npubbinel u 8bi200, ypo8HU U GUHaMUKa pPbIHOY-
HbIX UeH, cy6cuduu Ha OCHO8e pe2uoHOoe8, U HeoguyuasnbHble co2/iaweHusl.

Knroyesnie cnosa: azpapHoe ynpaeseHue, ycmoul4ueocmb, PbIHOK, YaCMHbIU, KOJI1IeKMU8HbIU, 2u6pudHbIll pexxumMbl, Bonzapus.
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LOCATION ATTRIBUTES OF EMERGING ECONOMIES:
AN ANALYSIS USING PRINCIPAL COMPONENTS

Our paper investigates the location attributes of a large sample of emerging economies from the perspective of foreign direct
investments and multinational companies’ presence abroad. We use several macroeconomic variables that take into account the
relevant location attributes for the decision of multinational companies to invest abroad and include them in a Principal Compo-
nents Analysis to reveal the most relevant locational attributes or combination of such attributes that influence the decision of
multinational companies to invest abroad. We find that only four variables had the most important contributions to the principal
components: GDP per capita, international reserves, mobile phones subscriptions and labour force. Labour force is the variable
that contributes the most to the first factor and its contribution grows in importance as we depart from 1994. At the same time,
GDP per capita has become less important in recent years.

Key words: foreign direct investments, emerging economies, principal components analysis.

Introduction. The interest that emerging markets de-
veloped for attracting foreign direct investments (FDI) is
based on the latter being perceived as drivers of sustained
economic growth, through various channels — increased
employment (Santos-Paulino A. and Wan G. [22], Inekwe J.
[14]), higher factor productivity (Nair-Reichert U. and Wein-
hold D. [21], Zhou D. et al. [25]), technological spillovers
(Balasubramanyam V. et al. [2], Borensztein E. et al. [6]),
human capital development (Miyamoto K. [18], Majeed M.
and Ahmad E. [19]) and export markets (Zhang K. and
Song S. [24], Kneller R. and Pisu M. [16]). On the other
hand, when one observes multinational enterprises' prefer-
ence for foreign direct investments instead of exports or oth-
er internationalization forms, these companies tend to delo-

calize in foreign markets only if their so-called "internalization
advantages" allow them to do so (Dunning J. [9]).

In this framework one should not be surprised that a
permanent competition between emerging and developed
markets, on one hand, and between emerging markets, on
the other hand, has surfaced in the last decades. This
competition is based on two types of attractiveness factors
for multinational enterprises: on one hand, one can identify
a number of "genuine" attributes of emerging markets, and,
on the other hand, we may refer to various types of incen-
tives and stimuli offered by emerging markets governments
to multinational enterprises, in their attempts to attract
higher volumes of foreign direct investments.

The "genuine" factors were divided in two main catego-
ries, according to existing academic literature: (1) the "tra-

© Belascu L., Horobet A., Popovici O., 2018
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ditional" factors, and (2) the "new" factors. Among the "tra-
ditional" factors the literature makes reference to: (1) mar-
ket size and growth potential, as indicators of a country's
potential to absorb outputs and/or to benefits from large
production volumes in the form of economies of scale
(Bevan A. and Estrin S. [4]); (2) low costs and higher avail-
ability of production factors, particularly in terms of labour
and raw materials (Kinda T. [15]); (3) low and/or immature
competition, which might provide a "first-mover" advantage
to the multinational company (Boeri T. and Brucker H. [5],
Liang Y. [17]); (d) infrastructure, as transportation and
communication networks (Mollick A. et al. [20]). The "new"
factors advanced by the existing literature and that have
the potential to increase the emerging economies' attrac-
tiveness for foreign direct investments are: (1) macroeco-
nomic stability, which encompasses transparent institutions
(Campos N. and Kinoshita Y. [7]), the extent of private
property (Carstensen K. and Toubal F. [8]), the conditions
related to profit repatriation, general legislation and tax
regimes applicable to foreign companies (Wei S. [23]), or
the corruption level (Al-Sadig A. [1]); (2) geographic dis-
tance, particularly the establishment of closer links be-
tween industrial locations and marketplaces, with influence
on transport and communication costs (Bénassy-Quéré A.
et al. [3]); (3) the level and dynamics of country risk (Hol-
land D. and Pain N. [11], Hayakawa K. et al. [10]).

The goal of the present paper resides in investigating
the dynamics of location attributes of emerging markets by
taking into account several of the above mentioned factors
and in identifying the changing importance of these factors
in time foreign direct investments. The main contribution
our paper has to the academic literature in the field is to
characterize in dynamics the shifting location attributes of
emerging economies from the FDI perspective, thus provid-
ing support for local institutions regarding the decision-
making process in favor of multinational enterprises' pres-
ence in these economies.

The paper is organized as follows: Section 1 describes
the data and methodology used in the empirical analysis,
Section 2 presents the most important results of our re-
search, while Section 3 concludes and indicates directions
for further research.

1. Data and research methodology. The research is
undertaken on a large sample of emerging countries (41),
from different regions and with various levels of develop-
ment, but included in this category by BBVA Research. The
emerging countries employed in our analysis are classified in
three categories, based on countries' absolute growth, as
follows: (1) Emerging and Growth Leading Emerging Econ-
omies (EAGLE) — these countries have an expected incre-
mental GDP that will surpass the average G7 economies'
GDP (except USA) in the next ten years: China, India, Indo-
nesia, South Korea, Brazil, Mexico, Russia, and Turkey; (2)
NEST - these are countries with an expected incremental
GDP lower than the average G7 economies' GDP (except
USA) in the next ten years, but higher than Italy's: Argentina,
Bangladesh, Chile, Colombia, Egypt, Malaysia, Nigeria, Pa-
kistan, Peru, Poland, Thailand, South Africa, Ukraine and
Vietnam; (3) Other Emerging Markets: Bahrain, Bulgaria,
Czech Republic, Estonia, Hungary, Jordan, Kuwait, Latvia,
Lithuania, Mauritius, Morocco, Oman, Romania, Slovakia,
Sri Lanka, Sudan, Tunisia, UAE and Venezuela.

The empirical analysis uses ten macroeconomic varia-
bles that illustrate the relevant locational attributes for
MNE's decisions to invest abroad, grouped in five catego-
ries: (1) Market size and potential attributes — this category
includes three variables: (i) GDP per capita in US dollars
(GDPC); (ii) domestic credit to private sector as percentage
of GDP (DC); and (iii) the percentage of urban population

in total population (UP); (2) Country risk attributes — this
category includes two variables: (i) the inflation rate (INF),
as the annual percentage change of the Consumer Price
Index; and (ii) international reserves including gold (IR),
denominated in US dollars; (3) Infrastructure and access to
information attributes — one variable, as the number of
mobile cellular subscriptions per one hundred people (MS);
(4) Labour market attributes — this category includes two
variables: (i) the labour force (LBF), as the number of peo-
ple aged 15 and older who represent economically active
population, according to the International Labour Organiza-
tion, and (ii) labour force participation rate (LBP), calculat-
ed as percentage of total economically active population
above 15 years, who work for the production of goods and
services during a specified period; (5) World economic
integration attributes — two variables: (i) trade balance in
US dollars (TB) and (ii) trade openness (TO), calculated as
sum of imports and exports and divided by GDP. Data on
location attributes is collected for the period 1994-2011
with annual frequency from various data sources: Eurostat,
Organization for Economic Co-operation and Development
(OECD) Database, World Trade Organization (WTQO) Da-
tabase and World Bank.

Principal Components Analysis (PCA) is a multivariate
data analysis method that aims at converting a set of ob-
servations belonging to probably correlated variables into
principal components that represent a set of linearly uncor-
related variables. PCA was developed by Hotelling (1933)
and Hotelling (1936) and is typically used as an exploratory
data analysis tool and for constructing predictive models.
The technique finds a set of weighted linear composites of
the original variables where each composite (a "principal
component") is uncorrelated with the others. The weights
are identified through eigen-decomposition that generates
eigenvalues (these represent the amount of variation ac-
counted for by the composite) and eigenvectors (they give
the weights for the original variables).

In our paper, PCA is used with the aim of reducing the
number of variables that supposedly influence the location
decision of multinational companies (MNEs), thus allowing
us to identify of a smaller number of country or location
attributes that are relevant for the decision of MNEs to in-
vest abroad. PCA leads to this set of factors by developing
an analysis in the N-dimensional space defined by P varia-
bles (countries' location attributes) and N cases (each
emerging country is a particular case), which presumes
diagonalizing of a symmetric matrix — a covariance or cor-
relation matrix. The result consists of a set of factors that
represent a linear combination of original variables and that
are uncorrelated. Also, their number is reduced, while their
contribution to total data variance is maximal.

In performing the PCA we are interested in identifying
the countries' grouping based on the two most important
factors and in observing the contribution of each variable to
the first most important factor, as a way of determining
which variables contribute the most to the grouping. PCA is
undertaken for each year and for the entire time frame of
our analysis. This approach provides us with a dynamic
perspective on the shifting country attributes that influence
the MNEs' decisions to delocalize abroad.

2. Results. The first step in our empirical analysis in-
volves calculating the eigenvalue for each factor and of
retaining only those factors that had a eigenvalue which is
higher than 1. As Table 1 shows, the number of principal
components (factors) that are significant varies between
two to four, depending on the year, as well as over the en-
tire period. At the same time, the first two factors explain
more than 50% of the total variance, while the first factor is
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always the most significant, regardless of the time frame of
the analysis — annual or over the entire time frame.

The second step is an analysis of how much each var-
iable has contributed to the first factor, annually (see Ta-
ble 2) and overall. Only four variables have the most im-
portant contributions to the principal components, regard-
less of the year for which the analysis is undertaken:
GDP per capita (in 1994, 1995 and 1996), international
reserves (in 1999 and 2000), mobile subscriptions (in 2004,
2009 and 2010) and labour force (in 1997, 1998, 2001,
2002, 2003, 2005, 2006, 2007, 2008 and 2011). By far,
labour force is the variable that contributes the most to the
first factor and its contribution becomes more important as
we move from 1994 to 2011. At the same time, GDP per
capita becomes less important towards 2011. International

reserves is a variable that displays an interesting pattern
over the years, with important contributions between 1997
and 2003, and afterwards with diminishing importance in
2004 and with increasing values of its contribution until
2010. The fact that labour force is the most important vari-
able that explains the differences between countries should
not come as a surprise, given the various sizes of emerg-
ing countries' populations and, consequently, their labour
force. Interesting enough, GDP per capita does not play a
significant role in terms of differentiation, except for 1994 to
1996. At the other end, a number of variables hold small
explanatory power for the differences between countries:
domestic credit, trade balance, trade openness, percent-
age of urban population and labour participation.

Table 1. Eigenvalues and total variance explained by the significant principal components

Year Value Figenvalue % Total Cumulative | Cumulative Year Value Figenvalue % Total |Cumulative | Cumulative
Number Variance Eigenvalue % Number Variance | Eigenvalue %
1 2.681 26.812 2.681 26.812 1 3.014 30.139 3.014 30.139
1994 2 2.515 25.154 5.197 51.966| 2006 2 2.500 25.001 5.514 55.140
3 1.417 14.171 6.614 66.138 3 1.427 14.267 6.941 69.407
4 1.100 10.999 7.714 77.136 1 3.137 31.373 3.137 31.373
1 2.751 27.511 2.751 27.511 2007 2 2.433 24.331 5.570 55.704
1995 2 2.309 23.088 5.060 50.599 3 1.337 13.369 6.907 69.073
3 1.512 15.117 6.572 65.715 1 3.045 30.448 3.045 30.448
1 2.770 27.700 2.770 27.700 2008 2 2.438 24.376 5.482 54.825
1996 2 2.384 23.835 5.154 51.535 3 1.309 13.091 6.792 67.916
3 1.315 13.149 6.468 64.684 4 1.031 10.310 7.823 78.226
4 1.149 11.489 7.617 76.173 1 3.021 30.212 3.021 30.212
1 3.073 30.733 3.073 30.733| 2009 2 2.925 29.255 5.947 59.467
1997 2 2.453 24.527 5.526 55.260 3 1.347 13.470 7.294 72.937
3 1.198 11.981 6.724 67.241 1 3.038 30.378 3.038 30.378
4 1.107 11.075 7.832 78.316) 2010 2 2.7717 27.771 5.815 58.149
1 2.852 28.521 2.852 28.521 3 1.464 14.642 7.279 72.791
1998 2 2.718 27.184 5.571 55.705 1 2.790 27.900 2.790 27.900
3 1.325 13.245 6.895 68.951 2011 2 2.528 25.282 5.318 53.182
1 2.678 26.777 2.678 26.777 3 1.565 15.655 6.884 68.836
1999 2 2.510 25.099 5.188 51.876 4 1.030 10.299 7.914 79.135
3 1.385 13.855 6.573 65.731 1 48.753 27.085 48.753 27.085
4 1.170 11.697 7.743 77.428 2 43.365 24.092 92.118 51.176
1 2.554 25.543 2.554 25.543 3 22.636 12.575 114.753 63.752
2000 2 2.496 24.956 5.050 50.499 4 15.130 8.405 129.883 72.157
3 1.356 13.561 6.406 64.060 5 10.323 5.735 140.206 77.892
1 2.673 26.733 2.673 26.733 6 7.253 4.029 147.458 81.921
2001 2 2.491 24914 5.165 51.646 7 6.010 3.339 153.468 85.260
3 1.304 13.045 6.469 64.691 1994-2011 8 4.675 2.597 158.143 87.857
4 1.093 10.925 7.562 75.616 9 3.469 1.927 161.613 89.785
1 2.876 28.757 2.876 28.757 10 3.016 1.676 164.629 91.461
2002 2 2.578 25.784 5.454 54.541 11 2.305 1.280 166.934 92.741
3 1.444 14.445 6.899 68.985 12 2.075 1.153 169.009 93.894
1 2.813 28.127 2.813 28.127 13 1.522 0.845 170.531 94.739
2003 2 2.610 26.097 5.422 54.225 14 1.373 0.763 171.904 95.502
3 1.596 15.964 7.019 70.188 15 1.255 0.697 173.158 96.199
1 2.864 28.643 2.864 28.643 16 1.084 0.602 174.243 96.802
2004 2 2.605 26.054 5.470 54.697
3 1.523 15.230 6.993 69.927
1 2.910 29.101 2.910 29.101
2005 2 2.651 26.505 5.561 55.606
3 1.514 15.141 7.075 70.747

Source: Authors' calculations.

For the entire period, the results uncovered by the an-
nual analysis are confirmed: cumulatively, labor force con-
tributes to the first component by 29.20%, followed by in-
ternational reserves (22.25%) and the percentage of urban

population (11.45%). The variables with the lowest cumula-
tive importance are inflation rate (0.31%), domestic credit
(1.13%) and labour participation (3.63%).
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Table 2. Contributions of variables to first factor (principal component) — annual 1994-2011

Year DC B TO GDPC IR UP INF S LBP LBF
1994 00020 0.0268 0.1170 0.2049 0.0692 0.1632 0.0203 0.1581 00500 0.1886
1995 0.0148 0.0001 0.131% 0.2667 0.0181 0.1830 0.0183 0.2626 0.0034 0.1011
1996 0.0036 0.0071 0.1203 0.2454 0.03%3 0.1872 0.0136 02444 0.0078 0.1257
1997 0.0065 0.1213 0.0604 0.103% 01520 01241 0.0017 0.0956 00514 0.2427
1998| 0.0730 0.1681 0.0087 0.0346 0.2663 0.0763 0.0016 0.0048 0.1002 0.2654
1999 01415 02017 0.0013 0.0056 0.2975 0.0030 0.0086 0.0233 ¢.1121 02032
2000 01311 (0.1430 0.0002 0.0120 0.2940 0.0037 0.0445 00050 (0.1396 0.222
2001 0.01s7 0.05%3 0.06%6 0.0844 0.1%83 0.1286 00000 0.1280 0.0377 0.2767
2002 0.0418 0.1412 0.0452 0.0405 0.2481 0.0654 00003 0.0715 0.0584 0.2832
2003 00078 0.0543 0.1060 0.111% 0.175% 0.1047 0.0110 0.1663 0.0266 0.2354
2004) 00018 0.0108 0.1303 0.173% 0.0870 0.1468 0.0441 0.2453 0.0070 0.152
2005 00011 0.0926 0.0828 0.0762 0.1861 0.08354 0.0153 0.1521 0.0414 0.2430
2006) 00118 0.1513 0.0376 0.0213 0.2717 00440 0.0013 0.0759 0.0661 0.2782
2007 0.0040 0.1556 0.0450 0.0376 0.2532 0.0516 00002 0.0536 0.0433 0.2700
2008 00002 0.1673 0.06235 0.0445 0.2577 0.0558 0.0013 0.1047 0.0312 0.2744
1008 00438 0.0063 0.1821 0.175% 0.0603 0.1353 0.0563 0.2158 0.0021 0.1193
2010 00328 0.0014 0.15%6 0.1834 0.0224 0.1405 0.1054 0.2430 0.0143 0.0706
2011 00012 0.0031 0.0816 0.1563 0.1463 0.1388 0.0407 0.2107 0.0033 0.2175
Average| 0.0313 0.0887 0.0804 0.1101 0.171% 0.1018 0.0218 0.1392 0.0443 0.2095

Source: Authors' calculations.

When we project countries on the plane defined by the
first and second factor identified in the PCA, a number of
results are noteworthy. First, China is individualized in all
years, as it always seem to cluster separately from all the
other emerging markets. Second, there is an agglomeration
of countries around the intersection of the two factors that
show small differences among them depending on one or
the other of the two principal components. Third, some coun-

tries do not seem to belong to the main cluster of countries,
as they depart from the main agglomeration, mainly depend-
ing on the second principal component (Malaysia, Bahrain,
Kuwait, South Korea, Thailand, UAE, and India). For the
overall period (see Figure 1) this clustering pattern is main-
tained, and we also observe that the second principal com-
ponent is able to provide more differentiation between coun-
tries compared to the first principal component.
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Fig. 1. Projections of countries on factor 1 against factor 2 plane, 1994-2011

Source: Authors' calculations.

3. Conclusions and discussions. Our paper investi-
gates the location potential of 41 emerging countries from
the perspective of MNEs' decision to invest abroad, by
analyzing some of their attributes that may be considered
location attractiveness factors between 1994 and 2011.

The empirical approach considered attributes that are prox-
ied for market size and its potential, country risk, infrastruc-
ture and ease of access to information, labour market fea-
tures and world economic integration level of host coun-
tries. The methodology employed was Principle Compo-
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nents Analysis, with the purpose of identifying of a smaller
number of location attributes that are relevant for MNEs'
decision to delocalize abroad.

The empirical analysis revealed that a number of only
four variables had the most important contributions to the
principal components, regardless of the year for which the
analysis is undertaken: GDP per capita, international re-
serves, mobile subscriptions and labour force. By far, la-
bour force is the variable that contributes the most to the
first factor and its contribution becomes more important as
we depart from 1994. At the same time, GDP per capita
became less important in recent years.

Further research on this topic is intended, as follows.
First, a larger panel of emerging markets is to be included
in the analysis, differentiated according to their develop-
ment level and volume of inward FDI. Second, the number
of variables employed in the analysis needs to be enlarged,
as to reflect in a more comprehensive and accurate man-
ner the characteristics of emerging host economies. Third,
these attributes need to be connected with the existing
level of foreign direct investments and other investigation
methods to be used in order to reveal the connection be-
tween those attributes and the multinational enterprises’
decision to invest abroad.
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NOKANBHI ATPUBYTU KPAIH, LLIO PO3BUBAIOTLCA:
AHANI3 BUKOPUCTAHHA OCHOBHUX KOMIMOHEHT

Hocnidxyrombcss ampubymu po3mawlyeaHHs1 eeslukoi eubipKu KpaiH 3 eKOHOMIKON, W0 po3eueaecmbcsl, 8 acnekmi nNpsAMux iHO3eMHux iHeec-
muuyili ma npucymHocmi MikHapoOHUX KoMnaHili 3a KopAoHoM. Bukopucmoeyrombcsi Kiflbka MaKpOeKOHOMIiYHUX 3MiHHUX, SIKi € 2inome3amu, w06
intocmpyeamu, sik came 8idnoesioHi ampubymu micyenosnioXXeHHs1 8K/Il04amu 8 aHasli3 OCHO8HUX KOMITOHeHM O1isl piweHb MiXXHapOOHUX KOMMaHil,
w06 eusieumu Halbinbw peneeaHmMHi 2eoepagidHi xapakmepucmuku abo koM6iHayito makux ampubymie, siki ennuearoms Ha piweHHs1 6azamo-
HauioHanbHUX KOMMaHili iHeecmyeamu 3a KOpAoH. BusiesieHo, Wjo 0CHO8Hi KOMIMOHEeHMU CKadarombCsl uwe i3 Yomupbox 3miHHuUx: BBI1 Ha dywy
HacesieHHsl, MiXXHapoOHi pesepeu, nNidnucku Ha MobinbHi meneghoHu ma po6oyy cuny. Pobo4a cuna — ye 3miHHa, sika Halibinbworo miporo 3ane-
JXumb 8id nepwio2o ¢ghakmopa, i if BHeCOK 3pocmae, ocKinbku no4amkoeoro € nosuyiss 1994 poky. Pazom i3 mum, BBI1 Ha Oywy HacesnieHHs1 ocmak-

HIiM 4YacoM cmae MeHW 8aXJIu8UM.

Knro4voei cnoea. lNpsimi iHo3eMHi iHeecmuuil, nepexiOHa eKOHOMiKa, aHasli3 OCHOBHUX KOMIMOHEeHM.
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NOKAJIbHbIE ATPUBYTbl PA3BUBAIOLLUXCA CTPAH:
AHAJN3 UCNOJIb3OBAHUA OCHOBHbIX KOMMNOHEHT

Uccnedyromcss ampubymsbi pacnonoxeHusi 6onbwoli ebi60pPKU cmpaH ¢ pa3euearoujelicss 3KOHOMUKOU C MOYKU 3PeHusl NMpsiMbIX UHO-
cmpaHHbIX uHeecmuyuli u npucymcmeusi MexdyHapoOHbIX KoMnaHuli 3a py6exom. Ucnonb3yemcsi HECKOJIbKO MaKpO3IKOHOMUYECKUX repe-
MEeHHbIX, Komopble si8/IIIOMCS 2unomesamu, Ons uICMpPayuu Mo2o, Kak UMEHHO coomeemcmeyrujue ampubymbsl MeCMOmnoJIoXeHus
8K/1II0Yamb 8 aHaslu3 OCHOBHbIX KOMIMOHEeHM OJisi peweHull MexdyHapoOHbIX KoMnaHull, Ymobbi ebisseumb Haubosiee pesieeaHmMHbIe 2eozpagu-
4Yeckue xapakmepucmuKu unu KOM6UHayur makux ampubymos, Komopble 6/IUSOM Ha pelwleHUe MHO20HayUOHallbHbIX KOMNaHuli uHeecmu-
poeamsb 3a 2paHuyy. YcmaHoesieHo, 4mo OCHO8HbIe KOMIMOHEHMbI COCMOSsIMm NUWb U3 Yembipex nepeMeHHbix: BBI1 Ha dywy HaceneHusi, Mex-
dyHapodHble pe3epebl, NOOMUCKU Ha Mo6unbHble mesneghoHbl, paboyasi cuna. Paboyasi cuna — amo nepemeHHasi, Komopasi 8 Haubonbuwel
cmeneHu 3asucum om nepeozo ¢hakmopa, u ee eksad pacmem, MOCKOJIbKY Ucx0OHOU sienissemcsi no3uyusi 1994 2o00a. B mo xe epemsi, BBIT Ha
dyuwy HacesieHuUs1 8 nocsie0Hee 8peMsi cmail MeHee 8aXHbIM.

Kntroyeesie cnoea. lMpsiMble uHOCMpaHHbIe UH8ECMUYUU, NepexodHasi 3IKOHOMUKA, aHa/lu3 OCHOBHbIX KOMITOHEeHM.
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TRANS-ATALANTIC INTEGRATION:
A CRUCIAL PACE TOWARD A GLOBALIZED WORLD

In this paper we deal with the much "touted and taunted” upcoming transatlantic economic integration. We scrutinize the
issue through the prism of both economic theory and historical development, in an attempt to contend that economic integration
is no less lucrative on a transcontinental level than it used to be on a regional level. We use theoretical and historical arguments
to emphasize the necessity and opportunity of a trade and investment agreement between the United States and the European
Union, which is likely to turn the Atlantic into a redoubtable economic pole. We show that Europe and America are full readiness

to enter into this paramount agreement.

Key words. trans-Atlantic integration, international trade, regional blocs, investment, partnership.

Introduction. Contrary to popular belief, globalization
did not speed up but slowed down the advance toward
freer international trade. Mobility of capital across national
borders and the attendant increase in the power of
multinational companies are acting rather as disincentives
to nations' willingness to further open their markets to
international trade. Moreover, conventional trade in
merchandise and services is increasingly being blamed for
many evils of today's world such as environment
degradation, labor standards infringement, domestic firms'
exposure to unfair competition from abroad etc. As a
consequence, regional and bilateral agreements have
been proliferating lately, not as surrogates but as interim
solutions to the halting progress in multilateral negotiations
aimed at fully liberalizing international trade. In this context,
trans-Atlantic integration should be perceived as a natural
and necessary step toward a truly globalized world. The
mere fact that two huge trade blocks are involved therein
makes it appear as one of the most prominent challenges
the world has been facing in its entire history.

Trans-Atlantic integration is by no means a sui generis
phenomenon even though it involves the union of two
tectonic plates, separated by an ocean. Yet the geographic
gap is ever less a barrier to trade and investment flows
between the two. In fact, integration has been steadily
advancing on both sides of the Atlantic after World War 2:
the European Union (EU) is more than sixty years old,
while North American Free Trade Agreement (NAFTA) has
a quarter of a century of existence. In all this time, the
bonds between the two blocs have kept tightening. Now
they are poised for a big step forward: the Trans-Atlantic
Trade and Investment Partnership (TTIP).

1. Economic integration: a few theoretical and historical
considerations

From among the founders of economic integration
theory, perhaps Jacob Viner and Bela Balassa are most
noteworthy. Viner's "Customs Union Issue" as well as
Balassa's "Theory of Economic Integration" was a solid
bedrock on which the first integration organizations were
built after World War Il. The former is preoccupied by (even
concerned about) the conditions under which customs
unions are compatible with basic principles of international
trade such as most-favored nation treatment [8], which lead
him to the conclusion that free trade areas are a second
best optimum. Balassa follows the same logic, defining
economic integration as "abolition of discrimination within
an area" [13]. Clearly, both scholars are focused upon the
discriminatory nature of regional blocs: customs unions
eliminate discrimination within the trade among member-
countries on the one hand, yet they discriminate against
outside nations on the other hand. Lipsey R. [19] tackles
"empirical evidence relating to the gains from European
Economic Union", asking to what extent customs union-
type arrangements are welfare-improving. The 1990s bring
about a slight change of approach in that scholars (e.g.
Panagariya A. and Findlay R. [25]) begin to take into
consideration an important dimension of the economic
integration issue, which is the endogeneity of trade
policies. The idea is also emphasized by Krugman P. [16]
according to whom, "in a fundamental sense, the issue of
the desirability of free trade areas is a question of political
economy rather than of economics proper. In practice, the
reputed Nobel prize-winner economist contends, the move
toward free trade zones will continue because the benefits
of freer trade within regions largely outweigh the
discrimination against third parties (aka trade diversion)
downside. "The real objection is a political judgment: fear

© Burnete S., 2018
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that regional deal will undermine the delicate balance of
interests that supports the GATT", concludes Krugman.

Historically, economic integration boomed in Western
Europe after World War Il. In the wake of a devastating war,
integration was looked upon as a countervailing force to long
standing enmity among nations in the region. Time for
confrontation was up; Western nations had to collaborate if
they wanted to live in peace and avoid another major
conflict. Conditions for rapprochement and cooperation were
then ripe, while political will to accomplish this paramount
objective was strong enough, as can be inferred from article
2 of the Treaty of Rome: "The Community shall have as its
task, by establishing a common market and progressively
approximating the economic policies of Member States, to
promote throughout the Community a harmonious
development of economic activities, a continuous and
balanced expansion, an increase in stability, an accelerated
raising of the standard of living and closer relations between
the States belonging to it."!

From the trade ethics viewpoint, in principle, regional
integration obviously runs counter to general international
trade rules, as they are enshrined in the General
Agreement for Tariffs and Trade (GATT), first and foremost
non-discrimination. Yet because the phenomenon had
gained immense popularity and momentum, nations
signatories of the GATT had no alternative but insert a
special article therein, stating there was no contradiction
between free trade areas and the spirit of the agreement.
In part Ill, article XXIV, paragraph 4 it is provided that:
"...the contracting parties recognize the desirability of
increasing freedom of trade by the development, through
voluntary agreements, of closer integration between the
economies of the countries parties to such agreements.
They also recognize that the purpose of a customs union or
of a free-trade area should be to facilitate trade between
the constituent territories and not to raise barriers to the
trade of other contracting parties with such territories." 2

The economic integration process has two chief
dimensions: markets integration respectively national
policies integration. The former started with the formation
of a customs union in the late 1960s, which later on (early
1990s) became a common market for goods, services
and factors of production. Yet free circulation has been
systematically hampered by the existence of a host of
technical and fiscal barriers, many of them either hard to
remove or highly resilient. Technical barriers result from
differences and discriminations among national
legislations in respect of such fields as technical
standards, public procurement procedures etc. They
seriously impede not only intra-union trade but equally
investment flows across borders.

The second dimension, integration of policies, has led
to the creation of an economic and monetary union. This
stage involves monetary, fiscal and exchange rate systems
unification as well as the promotion of a common
macroeconomic policy. More importantly, economic unions
are expected to lead to important efficiency gains for firms
due to opportunities to cut transaction and information
costs, reduced prices volatility, removal of speculative
capital flows e.g. The ultimate goal is securing well-
balanced development of all member-states, economic

' Treaty establishing the European Economic Community, pp. 5-183,
Luxembourg: Publishing Services of the European Communities.
URL : http://www.cvce.eu/en/obj/treaty establishing_the_european_economic_
community_rome_25_march_1957-en-ccabba28-0bf3-4ce6-8a76-
6b0b3252696e.html

2 The General Agreement for Tariffs and Trade, World Trade
Organization, GATT 1947, legal texts. URL : https://www.wto.org/english/
docs_e/legal_e/gattd7_02_e.htm#articleXXIV

convergence and the raising of European citizens' living
standards, as article 2 of the Treaty of Maastricht
emphasizes: "The Community shall have as its task, by
establishing a common market and an economic and
monetary union and by implementing the common policies
or activities (...) to promote throughout the Community a
harmonious and balanced development of economic
activities, sustainable and non-inflationary  growth
respecting the environment, a high degree of convergence
of economic performance, a high level of employment and
of social protection, the raising of the standard of living and
quality of life, and economic and social cohesion and
solidarity among Member States."?

In compliance with the Lisbon Treaty, the Commission
conducts trade agreements on behalf of the Union given
the previous mandate of the EU Council [31]. This
reinforced supremacy of the supranational level over the
national level in the realm of political economy empowers
todays EU to act in considerable unity in matters of
commercial policy [30]. Moreover, the introduction of the
euro, its single position in the WTO, its autonomous seat in
the G8 and G20 summits as well as the international
financial institutions (IFls) signify just another bunch of
manifold instances where the EU exercises leadership on
the economic front [21, 22].

The incontestable success of European integration
prompted other countries and regions to follow suit. In
1993, the United States, Canada and Mexico entered into
the North-American Free Trade Agreement (NAFTA).
NAFTA did not emerge on a barren land but was built upon
an existing free-trade accord between the US and Canada,
concluded in 1989. As regards Mexico, although less
advanced economically as compared with its two neighbors
in the North, it could not remain aside, being highly
dependent especially on the US economy. Actually,
Mexican and USA economies are rather interdependent, as
emphasized by Aguilar [1]: in 1971, US accounted for
61.4% of Mexico's imports but received 61.6% of the
latter's exports. In 1989, the shares were 70.4% and 70.0%
respectively. NAFTA gave great impetus to intraregional
trade, not least to trade in intermediate inputs. The removal
of intra-bloc customs barriers stimulated US manufacturers
to outsource production, in part or in whole, to Mexican
firms, the resulted finished products or components being
either imported back to be distributed on the US market or
exported overseas. Aside from trade, NAFTA includes
provisions in other important domains, closely related to
trade such as foreign investment, labor and environment
standards, intellectual property etc.*

Europe's model has also been borrowed by
organizations from other regions of the world, for example
the Association of South-East Asian Nations (ASEAN). On
the occasion of a summit in Cebu (Philippines) in January
2007, member-nations committed themselves to adopting a
regional chart, containing rules similar to the ones included
in EU's treaties.?

3 Treaty on European Union, art.2, title Il, Official Journal of European
Commission, nr. C 191/1, 29.07.1992. URL : https://www.ecb.europa.eu/
ecb/legal/pdf/maastricht_en.pdf

4 NAFTA Key Provisions, http://www.iatp.org/files/INAFTA_Key_
Provisions.htm

5 ASEAN Bulletin, January 2007. URL : https://web.archive.org/web/
20070128030214/http://www.aseansec.org/19223.htm
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2. Trans-continental integration: a necessary alternative
to the failure of multilateralism

According to many scholars (e.g. Meunier S. and
Kalypso N. [23]), the foundation of the world trade
organization (WTO) in 1995 stands proof of the
paramount importance of the trans-Atlantic partnership.
Moreover, the world organization has been promoted by
both governments and multinationals (MNEs) [28]. Yet
before long, disappointed by the fading prospect of
multilateralism, both governments and MNEs have been
increasingly lobbying for either regional trade areas
(RTAs) or bilateral agreements. Unlike previous waves of
RT, which were typically formed between geographically
proximate economies, some of the most recent RTAs
even span continents to form new agreements or
generate fusions between existing ones (Bouzas R. [4],
Sampson G. and Woolcock S. [27]). The EU-Mexico, US-
Morocco or EU-Korea trade agreements cover just a
couple of vanguards of this new era [9]. It is readily
understandable that the US and EU are tempted by
plentiful incentives to strengthen their bond via this kind
of inter-continental trade agreement.

The slowing down of multilateral negotiations gave
impetus to bilateralism, with America and EU as
flagships. Having traditionally been accommodated to
exert substantial influence on the course of
multilateralism, both are profoundly discomforted by
nowadays cumbersome negations at the WTO level.
Difficulties mostly stem from the complexity of issues in
the light of an ever-growing membership [3]. As Pascal
Lamy pointed out, the United States reckons Europe as
an ally in the race for regulatory policies encompassing
services, investment, competition, standards and
technical regulations, intellectual property rights,
government procurement as well as rules of origin [18].

3. Europe and North America: inseparable partners

While the EU and US account for almost half of world
GDP and an overwhelming third of world trade, they are
also each other's most essential trade and investment
partners as goods worth about EUR 2 billion cross the
Atlantic every single day [24]. This backs Fisman R. [10]
findings, derived from empirical data that cultural proximity
(shared codes, beliefs and ethnicity) improves efficiency
transaction level. In brief, both commercial blocs are of
similar size, feature an equivalently high level of economic
development and accommodate the world's most
prosperous and educated populations [7].

Aside from mutual trade, the TTIP has an important
investment component resulting from large amounts of
mutual investment flowing between the two entities.

This trend is buttressed by MNEs' policy. The resulted
"alliance capitalism" is materialized not only in closer intra-
firma cooperation but also in a thriving growth of inter-firm
cooperative agreements and bilateral FDI [2, 6, 17].

Undoubtedly, the European integration process played
a decisive role in shaping transatlantic relations, ushering
in an era of greater cohesion [24]. The US did not only
strongly endorse the initiative of the Rome Treaty but also
carried on to support the course of integration well guided
by the intention of warranting political stability and thriving
prosperity in West Europe [12, 28]. The corresponding
institutional reforms in turn elevated the EU on a level
playing field with the US [29]. Based on US sponsorship, a
united Europe has been manifesting its status as an
indispensable agent of global governance [11, 20]. The two
amicable allies still act as the main driving force behind the
institutions which shape today's free trade system,

international financial order
arrangements [5, 14, 15].

4. Transatlantic integration: a necessary step

From a retrospective point of view, the current
negotiations on the TTIP figuratively denote an affirmation
of the long-standing transatlantic dialogue as well as
several initiatives to institutionalize collaboration on
regulation issues [26]. Numerous accords on cooperation
in a wide spectrum of regulatory fields have been signed
over the last two decades exemplified by the US-EC
Mutual Recognition Agreement (MRA) and its six sector
annexes [26]. According to the French Research Centre
CEPII, institutions were deliberately set up to stimulate
dialogue and cooperation including the Transatlantic
Business Dialogue (TABD), the Transatlantic Consumer
Dialogue (TACD) and the Transatlantic Economic Council
(TEC)S. At the behest of the EU-US summit, the very latter
founded the High-Level Working Group on Jobs and
Growth in November 2011 on the notion of preparing the
ongoing TTIP negations [7].

Reinforcement of trans-Atlantic integration was
marked by European Parliament's vote in favor of the
Comprehensive Economic and Trade Agreement
(CETA) between the EU and Canada, which pledges to
extensively curtail customs tariffs (staggering 99 %) and
other barriers to trade between the signatory parts.
CETA is supposed to substantially improving market
access not only to industrial goods but also agricultural
produce, services, investment and government
procurement’. Apart from safeguarding environmental
protection and labor rights, a focal thrust of the
agreement lies in field investment protection. CETA
distinguishes itself from former RTAs by implementing
an Investment Court System (ICS) instead of the highly
controversial investor-state dispute settlement (ISDS)
mechanism®. CETA was preceded by yet another trans-
Atlantic economic partnership, namely the EU-Mexico
Free Trade Agreement which entered into force in 2000.
From EU's perspective, the agreement is meant to
preserve deep-rooted economic ties with Mexico or
rather to mitigate trade diversion, in view of the huge
gap between Mexico's average applied most favored
nation tariff (8.7 %) and the preferential NAFTA tariff of
below 2% [27].

Methodology. We use statistical data in order to
emphasize the basic prerequisites of TTIP: the gradual
tightening of trans-Atlantic commercial and investment ties
during the last two decades.

and collective security

8 Transatlantic Trade: Whither Partnership, Which Economic
Consequences? CEPIl, 2013. URL http://www.cepii.fr/PDF_PUB/
pb/2013/pb2013-01.pdf

7 EU-CANADA: Comprehensive Economic and Trade Agreement
(CETA), European Commission, 2017. URL : http://ec.europa.eu/trade/
policy/in-focus/ceta/index_en.htm

8 As opposed to the ISDS, the new ICS will appoint independent
judges, work transparently via public hearings and enshrine the right of
governments to regulate in the public interest even if regulations were to
affect foreign investment. (Comprehensive Economic and Trade Agreement,
Federal Ministry for Economic Affairs and Energy, BMWi, 2017. URL :
http://www.bmwi.de/Redaktion/EN/Artikel/Foreign-Trade/ceta.html)
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Table 1.

The share of EU and NAFTA in world merchandise trade during 1993-2013 (%)
1993 2003 2013

NAFTA 17.9 15.7 13.3

of which:

United States 12.6 9.8 8.6

Canada 3.9 3.7 2.6

Mexico 14 2.2 2.1

EU 37.3 42.4 33.2

NAFTA + EU 55.2 58.1 46.5

Source: WTO, World Trade Statistics 2014

Table 2. Trade in manufactures between EU and North America in selected years

Exports/year 2002 2010 2014
Total ($ bn.) US share (%) Total ($ bn.) US share (%) Total ($ bn.) US share (%)
UE 2002.7 10.9 3,999 7.9 4,718 8.9
Total ($ bn.) EU share (%) Total ($ bn.) EU share (%) Total ($ bn.) EU share (%)
us 571 21.7 944 19.9 1,164 18.5

Source: WTO, World Trade Statistics 2002-2015.

Table 3. Trade in transportation services between EU and North America in selected years

Exports/year 2009 2011
Total ($ bn.) US share (%) Total ($ bn.) US share (%)
EU 3134 11.3 384.1 10.9
Total ($ bn.) EU share (%) Total ($ bn.) EU share (%)
us 61.8 32.1 79.4 29.8

Source: WTO, World Trade Statistics 2002-2015.

Table 4. Exports/receipts of charges for mutual use of intellectual property (US and EU)

2013 2014
Exports Receipts Share Exports Receipts Share
($ bn.) ($ bn.) (%) ($ bn.) ($ bn.) (%)
World 275,6 285 100 290,3 300 100
us 129,1 136 47,0* 131,6 136* 47,0*
EU 83,2 83 30,2 90,5 91 30,2

*The data refers to North America as a whole.

Source: WTO, World Trade Statistics 2015

Table 5. US-UE combined share in world exports of various services in 2014

World EU North America Combined

($ bn.) ($ bn.) ($ bn.) share (%)
Insurance and pension services 130 78 22 77
Financial services 415 225 95 77
Business services 1.120 156 527 67

Source: WTO, World Trade Statistics 2015

Table 6. United States' and Europe's inward FDI flows by country of origin in 2015

FDI into US FDI into Europe
Country of origin Total ($ bn.) Share (%) Total ($ bn.) | From US ($ bn.) US share (%)
1 2 3 4 5 6 6/5

World 384.4 100 | Germany 22.5 2.9 12.8

Europe 267.3 69.5 | UK 35.3 30.3 85.8

EU 259.2 67.4 | Belgium 21.2 17.3 81.6

Germany 25.5 6.6 | France 39.6 21 5.3

France 21.8 5.6 | Ireland 188.2 111.0 58.4
Ireland 13.4 3.4
Luxembourg 143.2 37.2
Netherlands 23.9 6.2
UK 18.0 4.6
Non-Europe 117.0 30.5
Canada 25.0 6.5
Japan 31.1 8.0

Source: OECD. Stat, http://stats.oecd.org/Index.aspx?Queryld=64194
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Results. Trade and investment exchanges between EU
and US have been kept at a sustained level in the last
decades, in spite of a small decline after 2000. As data in
table 2 indicate, US constantly accounts for about 10 percent
of EU exports of manufactures, while EU accounts for about
one fifth of such US exports. Exchanges are even more
enhanced in the invisible trade: more than 10 percent of EU
exports of transportation services go to US, while about one
third of US exports of this type of services go to EU (table 3).

The TTIP is a big step toward world-scale integration,
due to the two partners' formidable size and overwhelming
domination of world production and trade. EU and NAFTA
are equally strong regional blocs in terms of GDP ($16.261
bn. and $20.731 bn. respectively in 2015°) and trade power
although their combined share slightly declined after the
year 2000, mostly due to the waxing of China (see table 1).
Yet EU and NAFTA still dominate with authority the
international trade in intellectual property rights (77 percent
of world total, as per data in table 4) as well as other
various services (between two thirds and three fourths, as
per data in table 5).

As data in table 6 indicate, Europe accounts for 69.5
percent of the total amount of FDI flowing into the US, 67.4
percent belonging to EU countries. In their turn, US
companies invest a great deal in Western Europe, the UK
and Belgium standing for the preferred destinations (85.8
percent of UK's FDI inflows respectively 81.6 percent of
Belgium's FDI inflows originate in US).

In brief, transatlantic trade is mostly of intra-industry
type, reflecting the high volumes of mutual capital flows,
thanks to their exceptionally advanced and integrated
financial sectors.

Conclusion & Discussion.

The development and tightening of mutual commercial
connections between Europe and America in the course of
the post-Second World War period points to their
preparedness to enter into a paramount agreement.Thus,
the US remains the last NAFTA member state with which
the EU has not struck a trade deal yet. A FTA between
those deep-rooted allies in form of a transatlantic
partnership would therefore just mark the next logical step
in the process of trans-Atlantic integration.

The TTIP is by no means a commercial concoction of
some inflamed libertarian mindset but the natural
outcome of a long standing market-based economic
development of western countries. It is meant to pave the
way for a completely integrated western economic area,
with no barriers against trade and investment flows
across the Atlantic.

There is a multitude of compelling reasons to believe
that trans-Atlantic integration epitomizes a pinnacle of the
trade liberalization process that has been unraveling since
the Second World War and gaining momentum in the
globalization context. Reality has shown that economic
integration on a regional level has been profitable; there
are no reasons to believe it will not be fruitful on a
transcontinental scale. The projected TTIP is heralding the
advent of a less segmented economic order, namely an
interim solution until free trade becomes predominant the
world over. Failing it, even the astounding economic and
institutional achievements of both EU and NAFTA on the
respective sides of the Atlantic will be in jeopardy. The
danger of reverting to an interwar-type parochial world is
not only real but menacing. Ultimately, it will be the wisdom
of politicians and legislators on both sides of the Atlantic to
refrain from popular protectionist policies but to resume the
stagnating negotiations on TTIP and make every effort to
set it in motion.

® World Bank: Gross domestic product 2015. URL
http://databank.worldbank.org/data/download/GDP.pdf
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C. BypHeTe, KaHA. €KOH. HayK, Npod.
YHiBepcuTeT imeHi Jlydiana Bnara, Cibiy, PymyHis

TPAHCATNAHTUYHA IHTEFPALIS:: BAXXNUBUA CTPUBOK A0 MOBAJI30OBAHOIO CBITY

Po3ansdaembcsi mpaHcamnaHmu4yHa eKOHOMiYHa iHmezpayisi, wjo Hacmae, Yyepe3 npu3My sik eKOHOMiYHOI meopii, mak i icmopu4Ho2o0 po3eu-
mky. CmeepOxyembcsi, W0 eKOHOMIYHa iHmeapayisi Ha MpPaHCKOHMUHEHMasbHOMY PiHi € He MeHW NPubyMmKO8oIo, HiXX Ha pe2ioHarIbHOMY pieHi.
BukopucmaHo meopemuyHi ma icmopuyHi ap2ymeHmu, w06 nidkpecnumu HeobxiOHicmb i Moxnuegicmb yKknadeHHs1 mop2o8esibHOI ma iHeecmu-
yitHoi y2odu mix Cnony4yenumu LLimamamu i €eponelicbkum Coro30M, W0, iMOgipHO, Nnepemeopumb AmaaHMuKy Ha MO2ymHili eKOHOMiYyHul rno-
ntoc. Noka3aHo, wjo €epona Ui AMepuka Maromb MO8HY 20moeHicmb 00 yknadeHHs yiei Halisaxknusiwoi y2odu.

Knroyoei cnoea: mpaHcamnaHmu4Ha iHmezpayisi, MbxHapoOHa mopeiensi, pezioHanbHi 6510Kku, iHeecmuuyii, napmuyepcmeo.

C. BypHeTe, KaHA. 3KOH. HaykK, npod.
YHuBepcuteT uMmeHu Jlyunana Bnara, Cuéuny, PymbiHuA

TPAHCATNAHTUYECKASA UHTEMPALIUSA: BAXHbIN MPLDKOK K MMOBANN3OBAHHOMY MUPY

Paccmampueaemcs npedcmosiuwjasi mpaHcamnaHmuyeckasi 3KOHOMuUYecKkasi UHmezpayusi Yyepes rpusmMy Kak 3KOHOMu4eckoli meopuu, mak u
ucmopu4ecko20 pazeumusi. Ymeepxodaemcsi, Ymo Ha mpaHCKOHMUHeHMaslbHOM YPO8He 3KOHOMUYeCKasi UHmezpayusi He MeHee NpubbiibHa, Yem
Ha pea2uoHanbHOM ypoeHe. Wcronb3o8aHbl MeopemuyecKkue U UCMopuYyecKue ap2ymMeHmsbl, Ymobbl MOOYePKHYymMb HEO6X00UMOCMb U 803MOX-
HOCMb 3aK/1l04YeHUsI MOP2068020 U UHBECMUUUOHHO20 coznauleHusi Mexdy CoeduHeHHbIMu LLimamamu u Eeponelickum Coro3oM, komopoe, eepo-
SMHO, Nnpeepamum AmiaHmuKy 8 Mo2y4uli 3KoHomu4eckul nosntoc. [TlokazaHo, ymo Eepona u AMepuka rnoJsiHbl 20MO8HOCMU K 3aKJTFO4Y€HUI0 3mo-
20 sakHeliwe20 coanauleHusl.

Knro4deenbie cnosa: mpaHcamnaHmuyeckasi UHmMezpayusi, Mexx0yHapoOHasi mop2086Jisi, peauoHasbHbie 6/10KU, UHeecmuyuu, NnapmHepcmeo.
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IMPLEMENTING NEW MARKETING STRATEGIES IN THE CONTEXT
OF THE ONLINE ENVIRONMENT - ADVANTAGES, DISADVANTAGES,
STATISTICS AND TRENDS

In the context of the online environment and the pressure created by the new information and communication technologies,
when the Internet is used by more than 40% of the world population, when the penetration rate of the online has reached more
than 75% in Europe (52% in Romania) and almost 90% in North America and when the smartphone has become a constant com-
panion of the individuals, today's companies must adapt or develop new marketing strategies that will help them win and retain
the consumers, otherwise they will slowly perish. This paper aims to present several important marketing strategies based on the
usage of the Internet tools like: search engine optimisation (SEO), content marketing, social media/online social networks, email
marketing, lead generation, sales etc., that can be implemented by the Romanian companies. We are presenting several im-
portant advantages and disadvantages of these marketing strategies. We will also bring forth several important statistics regard-
ing the Internet usage and of the online marketing tools and we shall underline future trends related to these aspects, all this
being designed to support future managerial decisions and to better understand the need for the companies to implement and

use them successfully.

Key words: online marketing, marketing strategies, internet, social media.

Introduction. The world is changing, the economies
are fluctuating, the consumers are becoming harder and
harder to please and to transform into loyal customers
and therefor the companies, the managers and the mar-
keting specialists must change, must adapt to the new
challenges provided by the rapid modifications brought
upon us by the environment where we work, live or do
business. Probably, the most important marketing and
communication environment for the 215t century compa-
nies in the Internet and the organizations and their em-
ployees must use to the best of their abilities as well as to
the fullest in order to reach and develop a relationship
with the clients (either current or potential ones).

Our paper aims, in the first place, to underline sever-
al important marketing strategies based on the usage of
the Internet tools like: social media/online social net-
works, search engine optimisation (SEO), content market-
ing, email marketing, lead generation, online sales etc.
that can be implemented by the Romanian companies.
Secondly, we are presenting and explaining certain ad-
vantages and disadvantages of these marketing strate-

gies. In the third part of our paper we shall point out sev-
eral important statistics related to the Romanian internet
usage, online social media tools and we will underline
future trends related to these aspects.

Brief literature review. As we know "in the past
20 years, the importance of using the Internet as competi-
tive marketing tool has been recognized by many practi-
tioners and scholars. Whether we are talking about small or
large organizations, who compete on a local, regional or
international basis, the Internet is the bridge between the
organization and its stakeholders" [9, p. 536]. The online
has given marketing new tools that help experts in the field
to come more quickly to meet customer needs and had a
crucial impact on how buyers and sellers communicate. In
the past 20 years, especially since 2000, new digital media
marketer-s enable greater creativity, accuracy and meas-
urement capability to lead consumers through the stages of
decision [8, p. 389]. The same idea is supported by Kotler
and Casilone, "appearance of new means of communica-
tion, web sites, e-mail, instant messaging chart rooms,
blogs, web seminaries, have created a global system that

© Dumitrescu L., Fuciu M., Gorski H., 2018
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makes life easy for individuals and the companies that
want to find each other" [10, 2009].

The emergence of the Internet has favored, in addition
to changing the media and communication channels, the
expansion of the marketing research to the new virtual
space. In the past years more and more organizations
have turned to marketing companies that organize online
marketing research campaigns. There are many ways an
organization can conduct an online marketing research.
Companies can include their website in a questionnaire
and provide an incentive for completing it, or add this ques-
tionnaire on a website well known, such as Yahoo which
invites visitors to answer a few questions and possibly to
win a prize [11 p. 166].

As we can see, these are several elements show
some of the changes brought upon by the emergence and
implementation of the internet based technologies. But
these elements are not the only ones, in the last five to
ten years new communication, interaction marketing tools
and marketing strategies have emerged and we will pre-
sent them as follows:

Online social networks / social media | social networking
sites are as shown in earlier researches developed by the
authors "as tools for building virtual communities, or social
networks, for individuals with similar education, lifestyles,
interests, or activities" [2, p. 8]. One of the earliest social
networking sites definitions was offered by Boyd and Ellison
in 2007, whish state that "as web-based services that allow
individuals to (1) construct a public or semi-public profile
within a bounded system, (2) articulate a list of other users
with whom they share a connection, and (3) view and trav-
erse their list of connections and those made by others with-
in the system" [3, 2007]. Diffley et. al. 2011 mention that
OSN "are tools that provide people with the ability to collabo-
rate and communicate with one another online. They facili-
tate the creation and sharing of knowledge, information, me-
dia, ideas, opinions and insights, and allow people to actively
participate in the media itself" [5, p. 47-65].

Search engine optimisation (SEO). Before underlining
the concept of SEO, we must understand the concept of
search engine as types of software, which collects data
about web sites. At this point, the collected data includes
the web site URL, some keywords or keyword groups that
define the content of the web site, the code structure that
forms the web page and also links provided on the web
site. The related collected data is indexed and stored on a
database [15, p. 488]. "The search engine optimization
(SEO) is enabling a web site to appear in top result lists of
a search engine for some certain keywords. There are
many different factors that enable a web site to move up
top results. The most effective way to take attention of
many users is connected with search engine optimization.
Because the search engine optimization is basically based
on keywords that are suitable to the web site and can be
used to search with search engines. In order to optimize a
web site according to search engines, it must be suitable to
some technical conditions [14, p. 488].

Content marketing. According to the American Market-
ing Association and the Content marketing Institute, con-
tent marketing is "marketing technique of creating and dis-
tributing valuable, relevant and consistent content to attract
and acquire a clearly defined audience, with the objective
of driving profitable customer action" [16; 17].

E-mail marketing / E-marketing. "Email is an online
communication format that involves sending digital mes-
sages from an author to one or more recipients (i.e.,
email addresses) across the internet or other computer
networks and therefore mail marketing is simply "market-
ing via email". [18]

Lead Generation. "Describes the marketing process of
stimulating and capturing interest in a product or service
for the purpose of developing sales pipeline. Lead gener-
ation often uses digital channels, and has been undergo-
ing substantial changes in recent years from the rise of
new online and social techniques. In particular, the abun-
dance of information readily available online has led to
the rise of the "self-directed buyer" and the emergence of
new techniques to develop and qualify potential leads
before passing them to sales." [19]

Advantages and disadvantages. Of course, all mar-
keting strategies, all marketing tools, especially those that
are based on the usage of the online environment have
certain advantages and disadvantages for the companies
and for the managers that must take into account these
elements in the decision-making process.

Online social networks / social media main advantages:
(1) Low costs — it is much cheaper to contact the consum-
ers using the online; (2) Fast — a company can reach its
consumers faster, almost instantly; (3) OSN is able to rise
internet traffic of your website resulting in a better image for
your company; (5) It helps the company to develop a direct
and personalized connection with the consumer;
(6) Worldwide — the consumer can be reached at any time,
in almost any part of the world; (7) It offers the possibility of
a greater contact with the consumers by a faster feedback,
interaction and support; (9) it improves the CRM system of
the company etc. [4, p. 501-506]. The main disadvantages
are: "(1) OSN are time consuming — the usage of OSN
means that the employees and in the same time the poten-
tial consumers spend to much time online. (2) Continuity in
action — if a company wants to be successful it has to pre-
sent online 24/7 not just now and then. This means that the
company may need to hire someone for this purpose.
(3) Speed — a negative message sent or placed on the
company's OSN page is moving fast and viral and it can
reach the consumers in a matter of hours; (4) Target audi-
ence using many social sites — the social networking sites
are so many and they serve many different audiences, use
many ways to convey messages it becomes difficult to de-
cide where to go, what to do and to what extent; (5) Lack of
control — once a message is posted about the companies'
products and services it can not be controlled by the mar-
keting or public relation specialists especially if this mes-
sage is negative etc" [7, p. 501-506].

The other major player in the new marketing tools, con-
tent marketing, also has certain advantages and disad-
vantages. Among the main advantages of this marketing
method of connecting with the consumers we underline:
(1) You develop an emotional response from the consum-
ers — you must create content that means something for
the targeted consumers; (2) You increase the chances of
going viral — a meaningful and well-chosen message can
go viral, especially in combination with social media;
(3) Possibility to emerge as a reliable information source —
constant update, clear and insightful information will lead to
the development as an information source; (4) Relevant
content attracts consumers o your website — providing a
strong content and a reliable one, with time, energy and
dedication invested in your message will lead to greater
number of site viewers. At the same time, there are several
important disadvantages that one must into account: (1) /t
can lead to some costs — even if the online marketing
strategy is cheaper, the content marketing strategy will
incur costs; (2) It takes time and dedication — a proper con-
tent marketing strategy implies employing dedicated people
which must dedicate a lot of time to this strategy; (3) New
and innovative strategy can lead to conflict — the idea of
using a content marketing based strategy is much different



ISSN 1728-2667

EKOHOMIKA. 3(198)/2018

~41 ~

than the traditional one and certain companies may still

adhere to traditional marketing tools and strategies. [13]
Statistics and trends related to the online marketing

based strategies. As mentioned before, the development

North America

Middle East 9%

400
Latin America /.

Caribbean
10%

of the Internet and its based marketing strategies has de-
veloped greatly in the last decades. The same can be said
in the case of the Romanian internet users. But before we
can do that we must see the worldwide Internet statistics.

Africa
90,

Occania/
~Australia

Fig. 1. Internet users world wide

Source: http://www.internetworldstats.com/stats.htm, accessed by the author on May, 10", 2017

As we can see from figure 1, the largest number of In-
ternet users are from Asia, at about 50% of the population
(taking into account that in Asia we have more than half of
the world population). Followed by Europe with 17%, Latin
America / Caribbean with 10% and North America with 9%.

Average

Oceania / Australia

North America

Middle East

Latin America / Caribbean
Europe

Asia

Regarding the Internet penetration rate within the popula-
tion, we can see a world average of 60,5%, with the high-
est levels registered in North America (88,1%), Europe
(77,4%), Oceania and Australia (68,1%), Latin America and
the Caribbean with 59.6% and Middle East with 56,7%.
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Fig. 2. Internet penetration rate — worldwide

Source: http://lwww.internetworldstats.com/stats.htm, accessed by the author on May, 10", 2017

Regarding the internet users in Romania, according to
the internetworldstats.com platform, Romania has a popu-
lation of 21,599,736 inhabitants with 52% of the population

as Internet users (11,236,186). According to the United
Nation, [20], Romania has as of June 2017 a number of
19,241,873 inhabitants which leads to a difference be-
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tween the stats of UN and InternetWorldStats.com. The
number of Romanian internet users is of 10,6 million peo-
ple in 2016, a rise of 1,2% from the previous year. At the
same time according to the National Institute of Statistics of
Romania [21], the internet usage between the ages of 16
and 74 years old, the population that used the Internet at
least once is of 69.7%, those that have use the Internet in
the last 3 months are of 85,3%. The Romanian Internet
users that have a daily usage frequency are 71,3% of the
total of internet users of Romania.

Based on these statistics, we have researched the us-
age of online social media in Romania and at a interna-
tional level. According to Facebok.com and Zephoria Digi-
tal Marketing and other sources [22; 23]: "1.94 billion
monthly active Facebook users for March 2017; 1.28 billion
daily active users on average for March 2017; 1.15 billion
mobile daily active users (Mobile DAU) for December 2016;
in Europe, over 307 million people are on Facebook; Age
25 to 34, at 29.7% of users, is the most common age de-
mographic; Facebook users are 76% female and 66%
male". In Romania, at this time, there are [24]: "9.6 million
Facebook users; representing 44,44% of the Romanian
population and 85,44% of the Romanian users; 57,54% of
the Facebook users are between 13 — 34 years old".

As we can see from these data, we can underline the
importance of using social media platforms to develop a
clear online consumer profile and develop personalized
marketing strategies and messages in order to increase the
number of users and consumers that see the products and
services offered by the companies.

Search engine optimisation and content marketing are
two other marketing tools and strategies that can be used to
attract consumer, to transform them into loyal consumers.
Among the most important SEO statistics underlined by
HubSpot in 2016 and 2017, at a worldwide level, and espe-
cially in North America [25]: "the first position on Google
search results on desktop has a 34.36% click through rate;
81% of shoppers conduct online research before making big
purchases; 72% of consumers who did a local search visited
a store within five miles; 65% of smartphone users agree
that when conducting a search on their smartphones, they
look for the most relevant information regardless of the com-
pany providing the information".

Content marketing statistics for 2016 and 2017 pre-
sented by the same website [25], show: "53% of marketers
say blog content creation is their top inbound marketing
priority; 55% of B2B marketers say they are unclear on
what content marketing success or effectiveness looks like;
47% of buyers viewed 3-5 pieces of content before engag-
ing with a sales representatives; 96% of B2B buyers want
content with more input from industry thought leaders; 64%
of podcasts are listened to on a smartphone or tablet".

Starting from the above-mentioned statistics and the
main trends underlined by specialists for the next years'
show that: (1) mobile technology will become more and
more important; (2) social factors will have more weight; (3)
fresh / up to date content will be rule; (4) voice search ap-
pears to be the next best thing; (5) increase relevance of
local search in the next period of time. [6; 12]. Content
marketing activities and strategies directed in this year and
in the next year [1]: "(1) an increased content marketing
strategy that is more and more documented; (2) Increase
level of visual content; (3) a personalised and more niche
orientated specific content; (4) an increase in the level of
user generated content; (5) promoting is more and more a
priority while using the online environment; (6) Virtual Real-
ity (VR) is becoming more accessible by the average user."

Conclusion & Discussion. The economic word is in a
continuous state of flux and of change. Consumers have a

more choses than ever, they are better informed, they can
buy products and services from all over the world, at every
time, conditioned only by Internet access. The develop-
ment of the internet, the evolution of the information and
communication technologies of the last decades, the rise of
online platforms like online social networking sites (social
media), microblogging, emailing, video content sharing
platform and more have offered the companies, to manag-
ers, to the marketing specialists, web developers and more
the opportunities and the possibility to better target, to bet-
ter develop relationships with consumers and in general
with the companies' stakeholders.

By underlining the concepts of social networking, con-
tent marketing, lead content etc, by presenting several im-
portant advantages and disadvantages and by pointing out
several important statistics and trends for the upcoming
period, we hope to bring forth the importance of developing
specialised marketing strategies designed in order to target
the 21t century consumers. Based on our current research
and previous one, we can see a change in the statistics,
trends and the main manner in which the consumers and
companies target each other.

The smartphone, the tablet, the laptop, the SmartTv
and other interconnected devices are to be targeted by
companies in order to promote their organisations, their
products and services. As we can see, the current paper is
a statistical analysis that is meant to offer companies,
managers and marketing specialists the tools to under-
stand new marketing strategies and tools, and to open their
appetite for them as well as to lead them towards the new
ways of relating to the consumers.
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J. AymiTpeckKy, KaHA. eKOH. HayK, npod.
YHiBecpuTeT imeHi JlydiaHa Bnara, Cibiy, PymyHis,
M. ®Pyui, kaHA. eKoH. HayK, AoL.,

I'. FopcbKi, KaHA. €eKOH. HayK, npod.
PymyHo-HimeLbkuit yHiBepcuTeT, Cibiy, PymyHis

YNPOBADKEHHA HOBUX MAPKETUHIOBUX CTPATETW Y KOHTEKCTI IHTEPHET-CEPE[JOBULLIA -
NEPEBAI'A, HEQOJIKN, CTATUCTUKA TA TEHOEHUII

Y koHmekcmi oHnaliiH-cepedosuuja Ui muckKy, cmeopeHo20 HO8UMU iHghopMauyiliHuMu ma KoMyHikayiliHUMu mexHosozisimu, konu IHmepHemom
Kopucmyembcsi noHad 40% HacesieHHs1 ceimy, Konu pieeHb MPOHUKHEeHHs1 8 IHmepHem y €eponi docsiz 6inbw Hix 75% (52% y PymyHii) i malixe 90%
y MieHi4Hili AMepuyi, i konu cMmapmgoH cmae nocmiliHuM CynymHUKOM OKpeMux 0Ci6, cb0200HiWHIi komnaHii noeuHHi adanmyeamu a6o po3po6-
nsmu Hoei MapkemuH208i cmpameeil, siki donomMoXxymsb iM eu2paeamu i 36epeamu crioxueayie, iHakwe Ui koMnaHii noeoni wjesHyms. Tomy me-
moto € npedcmassieHHs1 KiNlbKOX 8aX/lugux MapKemuH208uX cmpameail, ujo 6a3yrombcsi Ha 8UKOPUCMaHHI PYMYHCbKUMU KOMMaHisMU makux
iHcmpymenmie IHmepHemy, sik onmumi3ayisi nowykogoi cucmemu (SEO), koHmeHmM-mapkemuHa, coyianbHi Mepexi/ coyianbHi mepexi 8 IHmepHe-
mi, MapKkemuHa efleKmpPOHHOI nowmu, npodaxi mowjo. lToka3aHo Kinbka eaxnueux nepesaz ma HedoJikie Yyux MapKkemuHao8ux cmpameeil. Takox
HaeedeHO KinbKa eaxiugux cmamucmuyHux daHUX CMocO8HO 8UKOpucmaHHsi [HmepHemy ma iHcmpymeHmie oHnaliHoeo2o MapkemuHay U nioK-
pecnieHo malibymHi meHOeHUyii, moe'a3aHi 3 yumu acnekmamu. Yce ye npusHavyeHo O NiOmpuMKu malibymuix ynpaeniHcbKuX pileHs i Kpaujo20
PO3yMiHHSI Heo6xiOHOCMI ix ynpoeadXeHHs1 ma ycniluHO20 UKOPUCMAaHHSI KOMMaHisiMU.

Knro4voei croea: inmepHem-n IH2, Map IH208i cmp if, iHmepHem, coyianbHi mepexi.

J1. AyMUTpeCKy, KaHA. 9KOH. HayK, npod.
YHuBepcuteT umenu Jlyunana Bnara, PyMblHus,

M. ®yun, KaHA. IKOH. HayK, AOLL.,

. Fopcku, KaHA. 3KOH. HayK, npod.
PyMbIHO-HeMeLKui yHuBepcuteT, Cubuy, PymbiHus

BHEAPEHMUE HOBbIX MAPKETUHIOBbIX CTPATEIMA B KOHTEKCTE UHTEPHET-CPE[bI —
NMPEMMYLLECTBA, HEQOCTATKWU, CTATUCTUKA U TEHOEHUUU

B koHmekcme oHnaliH-cpedbl U daesieHus], c030aHHO20 HOBbIMU UHOPMaYUOHHbLIMU U KOMMYHUKayUOHHLIMU mexHosio2usiMu, kozda Unmep-
Hem ucnonb3yem 6onee 40% HaceneHusi Mupa, ko2da yposeHb NPOHUKHo8eHuUs1 8 UnmepHem e Eepone docmue 6onee 75% (52% e PymbiHuu) u
noymu 90% e CesepHoli AMepuke, u Kko2da cMapmgoH cmas NMoCMOSIHHbIM CMyMHUKOM omaAesibHbIX /1Ul, ce200HsIWHUe KOMMaHuu OOSKHbI
adanmupoeams unu pazpabambsieamb HO8ble MapKeMUH208ble Cmpame2uu, Komopbkie MOMO2ym UM 8blu2pbieams U COXpaHums nompe6umened,
8 MPOMUEHOM Crly4ae OHU MocmerneHHo ucyesHym. [Toamomy yenbto sienissemcs NpedcmassieHUe HeCKOJIbKUX 8a)XHbIX MapKemuH208bIX cmpame-
2ull, 6a3UpyroUjUXCcsi Ha UCMOMb308aHUU PYMbIHCKUMU KOMIaHUsIMU Makux UHcmpymeHmoes UHmepHema, Kak onmumu3ayusi nouckosol cucmembl
(SEO), koHmeHm-mapkemuHa, coyuasnbHbie cemu / coyuanbHble cemu 8 UHMepHeme, MapKkemuHa 3/1eKMPOHHOU MoYmabl, npodaxu u m. n. loka-
3aHO HECKOJIbKO 8aXKHbIX MPpeumMyujecme U HeAoCcmamkoe 3mux MapKemuHa08bix cmpameaul. Takxe npueedeHO HECKOIbKO 8aXHbIX cmamucmu-
4ecKux GaHHbIX M0 UCMosIb308aHU0 MHMepHema u UHCMpPyMeHmMoe oHnaliH- MapKkemuHaa, nod4yepkusaromcsi 6yoyuyue meHOeHyuu, cesi3aHHbIe C
amumu acnekmamu. Bce amo npedHa3HavyeHo Onisi noddepxkKu 6yOywux ynpaesieHYecKUx peweHul u Jy4yuie2o MoHUMaHusi Heo6xodumocmu ux
ycrnewHo20 eHeOPEeHUs! U UCMO/Ib308aHUsI KOMMaHUSIMU.

Knroyeenie cnoea: uHmepHem-mapkemuHa, MapKkemuHa08ble cmpameauu, UHmepHem, coyuasbHble cemu.
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ANALYSIS OF THE ORIGIN, MODERN CHARACTERISTICS
AND PROSPECTS OF DETERMINING THE PROFILE OF UKRAINIAN MANAGER

The article is devoted to the development of the initial theoretical and methodological provisions for the study of profile of modern
Ukrainian manager. The results of the corresponding applied empirical analysis carried out by the authors are presented. The
characteristics of the features of modern Ukrainian manager in the context of existing models of national business cultures are given.

Keywords: manager profile; Ukraine; entrepreneurship; national business culture; characteristics.

The introduction. The socio-economic situation of any
country, as well as the common level of its development, is,
in many respects, predetermined by the nature and level of

development of its national management and directly — the
level of professionalism of managers of this country. In the
generalized categorical definition in modern economic

© Glinkowska B., Chebotarov le., Chebotarov V., 2018
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science, the latter was formalized in the definition of
"manager profile". In accordance with the epistemology of
cognition, the phenomena and processes reflected in this
category are derived from phenomena and processes
reflected in the categories "national business culture" and
"corporate culture" (and interdependent with phenomena
and processes reflected in the categories "company profile"
and "product profile").

The analysis of these aspects is of particular relevance
for post-socialist countries, in particular — for Ukraine. This
is due to the fact that, on the one hand, some experience
of market development of these countries has been
accumulated in recent past: the thirty years from the
beginning of market transformations in a number of former
socialist countries will soon be fulfilled. On the other hand,
the nature and pace of market reforms in some of the post-
socialist countries (hence their current level of social and
economic development, the place and role in the system of
international division of labor) are far from not only the
desired, but also the potential objective capabilities of
these countries. This, first of all, refers to Ukraine.

In a more specific definition, the need to increase
competitiveness  of  Ukrainian  business  structures
necessitates the development of modern methods and
technologies for making managerial decisions, building
effective management systems for production and
commercial processes by these business structures in the
context of assessing the prospects for their entry into
European markets. And this is already the mutual mediation
of the problems of economic science and economic
practices, the microlevel and the macro level, and with the
"entrance" to the level of the international economy.

The review of the literature on the research topic
and the analysis of the overall level of the problem's
development. The general theoretical prerequisites for
researching managerial problems are laid down in the
framework of the study of social capital theory. lts founders
were L. Hanifan [1] and P. Bourdieu [2]. In this respect, in
the recent years, thanks to the works of O. Grishnova [3]
and V. Elahin [4], significant theoretical breakthroughs
have been carried out in Ukrainian economic science.

However, the subject of system research in Ukraine, as
in other countries of the former USSR, the problem of
manager profile has not yet become. There is not only a
relatively well-established categorical determination of this
definition, but also a classification of the profile
characteristics of a manager, comparative evaluation of the
profile of Ukrainian manager.

In modern conditions in the Ukrainian economic science,
various aspects of manager's profile are developed as
fragments of analysis of other socio-economic aspects.
Thus, O. Grishnova explores them as a component of the
formation of the modern level of organization of labor and
personnel management [5]. V. Zaitsev — as a component of
the rationale for the corporate culture of an industrial
enterprise [6]. O.Kamenska — as an element of the
development of the concept of human capital management
in conditions of development of innovative development
model by enterprises [7].

In the English-speaking economic science and the
science of post-socialist countries of Central and Eastern
Europe, the profile of manager has received a deeper
development. D. Kembel at the turn of the 80-90 years in
its foundation laid the concept of "competence of a
specialist" [8]. On this basis, somewhat later D. Bertram,
I. Robertson and M. Kellinen substantiated the need to
additionally take into account the potential abilities of the
employee, the conditions of his activity and the
corresponding results [9]. B. Glinkowska and B. Kaczmarek

study of a set of management profile problems brought to
the level of organization and practical implementation of
enterprises in the international sphere [10]. At the same
time, B.Kaczmarek substantiated approaches in
overcoming cross-cultural barriers in the managerial
activity of a modern specialist [11].

At the same time, the profile of a modern manager is
very far from its acceptable scientific and practical solution
in the countries of the European Union.

The methodology of the presented research covers a
set of specific methods of dialectics. In particular,
consideration of the conditons for the revival of
entrepreneurship in Ukraine is built using, to the greatest
extent, methods of logical and historical unity, induction and
deduction, analysis and synthesis. In the process of
questioning managers of Ukrainian enterprises and
processing the collected material, economic and statistical
methods (groupings, comparisons, extrapolations) were used.
Identification and characterization of the profile of modern
Ukrainian manager are based on the use of methods of
system-structural analysis and concreteness of truth.

The purpose of the article is to develop the scientific and
theoretical foundations of the "manager profile" category, the
conceptual determination of this definition and the
classification of the profile's characteristics of modern
Ukrainian manager using empirical data of the research
conducted by the authors on the problems and prospects of
internationalization of Polish and Ukrainian enterprises.

The main material of the article. Proceeding from the
canons of the methodology of scientific cognition of
economic phenomena and processes, its starting point
should be an analysis of the general prerequisites for the
emergence of these phenomena and processes. To
understand the content of the profile of Ukrainian manager,
the necessary epistemological prerequisite is an analysis of
the conditions for the revival of entrepreneurship in Ukraine
in the late 80's and early 90's of the twentieth century.

The authors draw attention to the scientific incorrectness
of the widespread thesis about the alleged emergence of
entrepreneurship in Ukraine, as in most former socialist
countries, within the specified time period (for details [12]).
And from the historical, and economic, and from the
gnoseological point of view, there is no doubt about the level
of development of entrepreneurship in Ukraine in the last
third of the nineteenth and beginning of the twentieth century
as one of the leading not only in the Russian Empire but also
in Europe as a whole. Also the same is absolutely
characteristic for Poland, and is mostly reflected in the
modern economic science of the post-socialist countries
[13]. Confirmation of this is the multifaceted activity in
Ukraine of the tycoons-bankers-philanthropists of the
dynasties Tereshchenko and Brodsky, the Alchevsky
brothers, etc. In Poland, the same examples were
I. Poznansky, S. Bartsinsky, K. Scheibler and others.

That is why in the 50-60s of the XIX century on the
basis of the Department of Political Economy and Statistics
of the St. Vladimir Imperial University in Kyiv emerged Kyiv
school of political economy. At the turn of the XIX—
XX centuries it became one of the most authoritative in the
world. Its representatives were world-renowned scientists,
organizers of science and government leaders of the top
magnitude S. Bulgakov, N. Bunge, I. Vernadsky, N. Sieber,
S. Podolinsky, E. Slutsky, P. Struve, M. Tugan-Baranovsky,
G. Tsekhanovsky and others.

Therefore, it is legitimate to speak about the revival of
entrepreneurship in Ukraine, as in other post-socialist
European countries, with the transition to market reforms in
the 80-90s. XX century (however, it is necessary to



ISSN 1728-2667

EKOHOMIKA. 3(198)/2018

~ 45 ~

highlight the features of these processes in each of the
post-socialist countries).

The most important essential characteristics of the
revival of entrepreneurship in Ukraine in the late 80's and
early 90's. of the twentieth century is as follows.

The first. Proclaimed "from above" (even in the
framework of the former USSR) declarative transition to the
market economy without adoption of appropriate state
programs of market transformation.

The second. The official negative attitude towards
entrepreneurship of the leadership of the then ruling
Communist Party of the Soviet Union, the administrative
and managerial economic apparatus and law enforcement
bodies (moreover, representatives of these social groups
through the opaque privatization mechanisms quickly
concentrated huge material and financial resources of the
former state and collective-farm cooperative property).

The third. The rejection of ideas of entrepreneurship,
moreover — a negative attitude towards it, of overwhelming
part of society (this was incomparably less characteristic
for the western and southwestern regions of Ukraine, which
were occupied and annexed by the USSR in the late 30's
and early 40's of the 20th century, in which the custom, the
connection of veneration and respect for the very idea of
entrepreneurship wasn't lost).

At the same time, not only the economic reform of A.
Kosygin, but also a number of manifestations of the
shadow economy, very common within the socialist
economies, especially in the 70-80s, became the original
stimulating factors for the revival of entrepreneurship.
(stealing, false accounting, later — the so-called
"manufacturing” as a kind of illegal entrepreneurship, etc.)

The fourth. The opaque nature of the formation of the
first business structures using corruption schemes and
non-economic mechanisms (the overwhelming majority of
these structures and in modern conditions play a leading
role at the national, regional and local levels).

The fifth. Absence of real state programs to support
entrepreneurship (first of all, small and medium business)
and the displacement of small businesses by large
monopolistic and oligarchic business structures.

Thus, the unfavorable characteristics of the institutional
environment for the revival of entrepreneurship in Ukraine
(and it is difficult to call positive) allow an unambiguous
conclusion.

Entrepreneurship in Ukraine in the 80—90 was revived
not because of, but in spite of the continued dominance of
communist dogmas and after gaining independence. The
civil legal society that had not been formed in subsequent
years and the absence of a national idea that could be
unifying (these phenomena were absolutely characteristic
until the last three or four years) were additional
aggravating factors for the next three decades.

Together, this predetermined the nature of the national
business culture and corporate culture that had not been
formed yet in modern conditions (in this case, objectively it
should be reported that such phenomena, being
institutional in nature, really "require" a long time of their
maturation, registration and consolidation).

The above analysis of the institutional environment for
the revival of entrepreneurship in Ukraine and the
development of problems of the internationalization of Polish
and Ukrainian enterprises (with a parallel survey and in-
depth interviews of managers of Ukrainian and Polish
business structures) done in 2016-2017 by the Poland-
Ukraine Research Center give grounds to note the following.

The above generalizations of the analysis of the
institutional environment  for  the revival of
entrepreneurship in Ukraine are the general theoretical

basis for researching the manager profile. Such analysis
is necessary, but it must necessarily be supplemented by
empirical applied developments.

They were implemented by the authors in the context of
researching the problems and prospects for the
internationalization of Polish and Ukrainian enterprises with
the prospect of their entry into world markets. This research
was conducted by the Poland — Ukraine Research Center in
2016-2017 (this Center was established in 2016 on the
basis of the Department of Management of the University of
Lodz and the Department of Economic Theory, Marketing
and Entrepreneurship of the Luhansk Taras Schevchenko
National University (Starobil'sk) as the implementation of the
Framework Agreement between the relevant universities,
agreed in 2014).

The main methodological tool for carrying out the noted
applied developments was the parallel identical
questioning of managers of Polish and Ukrainian
enterprises. The questionnaire developed by Polish
scientists-practitioners included 28 questions with variants
of answers in both closed and open forms (the number of
answers to questions ranged from 3 to 12).

The questioning in both Poland and Ukraine was
conducted on a face-to-face basis with direct interviews
with interviewees (attempts to conduct questionnaires with
electronic mailing of questionnaires in both countries were
almost 100% unsuccessful).

The questions of the questionnaire concerned
preparation, implementation and evaluation of both
managerial components, as well as aspects of economics,
finance, marketing and commercial communication
technologies. The questionnaires in both countries covered
the production and commercial structures of small, medium
and large businesses (according to the legislative
foundations of Ukraine and Poland, the classification
parameters of the business structures of these countries
are quite close in modern conditions [12]).

In Ukraine, the survey was conducted in Kyiv, Kharkiv,
and in Luhansk and Donetsk regions (on the territories
under the control of the state). It should be noted that
Ukrainian managers in the questionnaires and surveys took
an active part and gave real answers, however, as a rule,
they did this on the condition of guarantee of anonymity
(the latter, naturally, did not belong to the managers of the
small business sphere).

In addition to the questionnaires of production workers,
similar questions were discussed in the framework of in-
depth interview surveys with representatives of government
bodies, the Ukrainian Chamber of Commerce and Industry,
research institutions and business coaches at the Kyiv-
Mohyla School of Business.

Based on the study of epistemological aspects of the
problem, the general theoretical analysis of relevant
institutional and economic issues, materials applied empirical
research managerial contents and their extensive practical
experience of the authors categorical definition of the definition
of "manager profile" can be explained as follows.

This — the system of structured management, common
cultural and psychological requirements of the
competences (and the requirements of the competencies
associated with the management of the areas of
economics, finance and marketing), disclosed by
classifying characteristics and relevant assessments, the
criteria to be met by manager a certain hierarchical level of
the organization (enterprise, institutions, etc.) to fulfill these
job responsibilities.

Based on the studies conducted, it seems legitimate to
conclude that the features of the Western management
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model are more typical for characterizing the profile of
modern Ukrainian manager.

On the basis of the approach of one of the classics
of management |. Watanabe in comparison of Western

and Eastern management characteristics of the profile
of modern Ukrainian manager can be represented as
follows in the table 1.

Table 1. Comparison of Western and Eastern management practices

Management practices

Characteristics of the profile of modern Ukrainian manager

The approaches to the strategic
management

In the approaches to strategic management, the focus is on results (as a rule, it is
understood as a financial result of the organization within the short, medium and long time
periods, and due attention is not paid to the institutional and environmental aspects).

The order for the making of non-
strategic decisions

For the order of non-strategic decisions, the most common is the "top-down" approach;
Management proposals in the opposite direction are not encouraged.

The information exchange system

The information exchange system is highly formalized (but often — unclear) within the
framework of rigidly established flows; the exchange of information at horizontal levels
between the structural units of the various functional services of organizations is
accompanied by bureaucratic misunderstanding.

The functioning of
systems

management

The functioning of management systems is built on a clearly expressed individualistic basis;
with the change of top managers, there is often a significant "readjustment" of these systems
throughout the organization as a whole.

The distribution of functional duties

The distribution of functional duties in the organization is formed on the basis of the principle
"from activity to personnel”; the individual characteristics of the executive managers of the
lower levels (especially creative ones) are rarely taken into account.

The nature of job descriptions

The nature of job descriptions is characterized by a number of restrictive provisions,
mandatory regulations, regulations and standards; these provisions often allow the possibility
of their ambiguous understanding and subsequent implementation not in full.

The planning system

The system of intra-firm planning is built according to the "op-down" model; this is
characteristic of planning in different time dimensions.

Source: Developed by the authors on the basis of [14].

In a generalized characteristic, we note that for modern
Ukrainian manager, the marked features of Western
management are typical with a high degree of
absolutization and a kind of "suppression". In contrast, the
classical characteristics of oriental management
(orientation to the behavior model, the widespread use of
the system of planning business processes "from below
upwards", the construction of the functioning of
management systems on a group basis) in modern
Ukrainian realities are poorly manifested.

At the same time, there are reasons to conclude that the
marked features of the eastern management are no longer a
rarity for Ukrainian vertically integrated holding structures.
Moreover, in all sectors of the national economy: in the agri-
food complex, in the mining industry and in the heat power
industry, in the chemical industry, and so on.

If you characterize the profile of Ukrainian manager
using the parameters of the most popular theories of
national business culture in the modern management of
F. Trompenaars, G. Hofstede and R. Lewis (all of them are
not only authoritative theoretical researchers, but also
practitioners of the top management of international
companies in sphere of HR-management), then according
to the results of our research it looks the following way.

According to the theory of F.Trompenaars [15] for
modern Ukrainian manager the following characteristics
are the most typical:

— particularism (as opposed to universalism of the
same standards-rules in the implementation of industrial
and commercial processes);

— collectivism (with a rather expressed desire to avoid
own responsibility);

— neutrality (with a clear desire to hide one's own
opinion);

— diffuseness (the boss-subordinate
permeates all spheres of the organization's life);

— ascription (the status of a member of a collective
largely follows from belonging to a certain social and
professional caste group).

relationship

According to the theory of H. Hofstede [16] modern
Ukrainian manager is inherent:

— collectivism (with an explicit or implicit desire not to
show self-actualization until a certain time);

— high power distance (honoring hierarchy within the
organization is unshakable);

— "femininity" (the desire to resolve conflicts through
compromises and certain mutual concessions);

— rather strong avoidance of uncertainty is the attraction
to formalization and regulation within the organization).

According to the theory of R. Lewis [17], using his
famous "triangles", the national business culture of Ukraine
(the widely spread opinion Lewis mentioned it in his
researches is unreasonable) could be placed on the
cathetus on which Poland, Romania and the Russian
Federation are located (according to the results of
research, the tendency of strengthening the common
features of the Ukrainian manager the younger generation
with Polish and Romanian).

The theoretical and methodological developments of
the Poland-Ukraine Research Center and the empirical
scientific and practical studies supplementing them
directly on the basis of Ukrainian enterprises of various
forms of management give grounds for distinguishing the
following typical characteristics of the profile of the
modern Ukrainian manager.

To a large extent, one, especially in the first years of
his/her professional career, is deprived of a sense of
leadership as such (with a rather often inherent
understatement of self-esteem). The desire to work
proactively, to take personal responsibility for the
organization and results of business processes is, rather, a
rare case. For many managers, it is a challenge to
implement business planning in practice (especially taking
into account the industry specific features of enterprises
and changing the world commodity and financial markets
conjuncture), building a sound marketing policy and using
cross-cultural communication technologies.

At the same time, Ukrainian manager for his general
cultural and human qualities is a fairly efficient and
communicative specialist, mastered (in principle) the
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fundamentals of modern management technologies, which
can successfully work on a team basis. For most managers,
the desire to earn "much, fast and on everything", which was
atypically widespread in the 1990s of the last century, the
orientation toward a long and persistent career is becoming
clear. More and more characteristic of modern Ukrainian
manager is the orientation to the constant development and
implementation of innovations both within the framework of
production and technological activities, and directly in the
organization and management of business processes. The
trend of developing socially responsible entrepreneurship the
among modern Ukrainian managers becomes widespread.

The conclusions from the presented study. In
Ukrainian economic science, the problems of manager
profile have not yet become the subject of systematic
research. Their theoretical and practical relevance caused
the necessity and expediency of justifying the proposed
concept definition of the definition of "management profile"
and the outgoing (basic) classification of profile
characteristics of modern Ukrainian manager. For these
characteristics, a peculiar (and rather unexpected)
interlacing of positive and negative qualities in professional
activity is characteristic, with pronounced positive general
cultural and psychological qualities.

The discussions and prospects for further
development of the problem under analysis. Discussions
in the study of these aspects are objectively determined by
their general insufficient theoretical and methodological level
of elaboration, the initial stage of analyzing the content of
Ukrainian national business culture.

The prospects of the further development of the
analyzed problem consist in conducting a comparative
analysis of profiles of modern Ukrainian and Polish
managers, and also in developing business methods for
the effective adaptation of advanced cross-cultural
technologies by Ukrainian managers.
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03 "NyraHcbkui HauioHanbHUI yHiBepcuTeT iMmeHi Tapaca LlleByeHka", CTapo6inbcbk, YKpaiHa

AHAINI3 NOXOMKEHHSA, CYYACHI XAPAKTEPUCTUKU
TA NEPCNEKTUBU BU3SHAYEHHA NMPO®UTIO YKPAIHCbKOIO MEHEOXXEPA

Po3sansidaembcsi po3pobka euxiOHUX meopemuKko-MemoAos102iYHUX MOsI0XKeHb G0CiOXeHHs1 NPOINo Cy4acHO20 yKpaiHCbKO20 MeHedxepa.
lMpedcmaeneHo pesynbmamu npoeedeHo20 aemopamu 8i0noeioHo20 NpuknadHO20 eMMnipuyHo20 aHanidy. OxapaKkmepu3oeaHO PUCU Cy4acHO20
YKpaiHcbKo20 MeHedxepa 8 KOHmMeKcmi icHyro4yux modeneli HayioHanbHUX dinosux Kynbmyp.

Knrouoei cnoea: npogpinb meHedxepa; YkpaiHa; nionpueMHUymeo; HayioHanbHa dinioea Kysibmypa; xapakmepucmuku.

B. MnMuHkoBckKa, A-p 3koH. Hayk
YHuBepcutet M. Jloasb, MonbLua,

E. Yeb6oTapeB, kaHA. 3KOH. HayK,

B. Ye6oTapeB, A-p 3KOH. HayK, Npod.

'Y "IlyraHckui HauMoHanbHbIW YHUBepcuUTeT MeHun Tapaca LLleBuyeHko", CTapo6enbck, YkpanHa

AHAINN3 NMPOUCXOXOEHUA, COBPEMEHHbLIE XAPAKTEPUCTUKU
N NEPCNEKTUBbI ONPEAENEHNA NMPO®UNA YKPAUHCKOIO MEHEDKEPA

Paccmampueaemcsi paspabomka UCXoGHbIX MeopemuKo-Memodosio2u4eckux nosioxeHull uccredoeaHusi NPogussi CO8PeMeHHO20 yKpauH-
cko20 meHedxepa. [IpedcmaeneHbl pe3ynsmamsi MPo8edeHHO20 agmopaMu coomeemcmayu4e2o nPuKkIaéHo20 IMNUPUYECKO20 aHanu3a. [JaHa
Xapakmepucmuka 4epm co8peMeHHO20 yKpauHCKo20 MeHedxepa 8 KOHMeKcme cyuwecmeyroujux modesell HAaYUOHaNIbHbIX 0e/108bIX Kybmyp.

Knroyeenie croea: npogunb MeHedxepa; YKkpauHa; npednpuHuMamenscmeo; HayUuoHanbHas denoeasi Kynbmypa; Xxapakmepucmuku.
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ABOUT PRODUCTION-TRANSPORT PROBLEM REDUCTION TO THE TWO-LEVEL PROBLEM
OF DISCRETE OPTIMIZATION AND ITS APPLICATION

In this study, the application of the production and transport task is considered to solve the problem of the distribution of the
limited capacities of data transmission channels between different nodes of the computer network. A scheme is proposed for
reducing the problem to a two-level continuous-discrete optimization problem. The model is formulated and numerical results are
obtained to solve the problem of power distribution in the network of the information and computing center.

Key words: power distribution, production and transport task, discrete-continuous programming, two-level model, optimization.

Introduction. Many applied problems relate to the
distribution of limited resources in hierarchical systems [1—
7]. This, for example, can be the task of balancing the load
in a homogeneous network [2], the distribution of work for
parallel computers [3], the allocation of resources in the
negotiation process [4], etc. The main problem here is the
formalization of the problem in the form of multicriteria
multi-index transport type problems with constraints in the
form of linear inequalities [5-7]. In this case it is assumed
that the system contains three types of elements: source,
intermediate  (transshipment) points and consumer
(subscriber) nodes. These elements and their relations are
subjects to the conditions of limited resources that affect
the amount of resources circulating in the system. There
are "managed" elements that determine the conditions for
the "effective" functioning of the system. Each managed
item defines binary relationships on a suitable allowable
range of resource allocation values. Relationships are
determined by the preference (goal) functions formulated
for the controlled elements. Thus, in the most general case,
the problem of allocating resources in a hierarchical system
consists in determining the variant of the permissible

resource allocation, in which the target functions of the
managed elements take extreme values. Such problems
can be formally represented by multicriteria problems
under linear constraints and criteria whose types depend
on the type of goal functions. In [6], for example, functions
of piecewise linear and quadratic form are investigated.
Examples of such tasks are also the transport task with
intermediate stations (warehouses) [8], distribution of the
load on the data transmission channels of Internet
providers [5], and production planning [7].

Block optimization principles [9] simplify the analysis,
solution and meaningful conclusions of many planning and
management tasks. Thanks to such methods it is possible
to break up the complex production-transport task (PTT)
into autonomous tasks of production planning and
organization of delivery of products. At the same time,
naturally, there is a need for iterative harmonization of
interests of production and transport systems. On the other
hand, the interpretation of the results obtained in
meaningful terms often allows us to determine rational
approaches to the functioning of different economic and
technical systems [10].

© lvokhin E., Apanasenko D., Navrodskiy V., 2018
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The traditional production and transport task is to
determine the production and transportation plan, which
minimizes the total costs associated with the organization
of production and transportation of the finished product to
the points of consumption.

Production-transport problem and it solution

The model of planning, production and transportation is
formalized in the form of a general scheme, which contains
two groups of variables [9]:

f(z)+g(x) > min, (1)
Az+Bx=b, 2
where xe X', ze Z; 4, B —given matrices; f(z), g(x)

— continuous convex functions; X,Z - some convex
bounded sets.

An iterative process is proposed in [2] for solving the
problem (1), (2), and at each step there are solved
problems containing only one of two groups of variables:

f(z)—vAz > min,zeZ, (3)

and
g(x) > min (4)
Bx=b—-A4z,xeX. (5)

The vector v in the problem (3) has an auxiliary mean-
ing and is refined as a result of solving the problem (4), (5).

Let us assume that z° and V' is the approximation of
the vectors z and v, obtained on iterations with the num-

ber s =0,1,2,.... Then iterative processes
T=(1-1)2" +0Z°, (6)
T=(1=-A ) +A 7", @)

where 0<A <1, A, >0, s=0,1.2,..,

iks =0,
5=0

z° — solution of the problem (3) with v=v*, v°— vector of

optimal conditions estimates (5) with z =2z", converge,
respectively, to the solution of the problem (1), (2) and to
the vector of optimal conditions estimates (2) [9].

Approach to reduction of production-transport
problem

Let's take a closer look at this problem in more detail.
Let's assume that producers of products (the number of
which is N ) can use several production methods (.S),
each of which is characterized by different quantities of
goods, as well as different cost of production and the max-
imum possible volume of goods of a certain type. We will
assume that producers (suppliers) provide consumers (in
quantity M ) with one kind of goods, and the specific cost
of transportation from suppliers to consumers is known.
Each consumer can meet their product needs through an
arbitrary set of manufacturers.

Thus, the production-transport task is to determine
the production plan and the plan of transportation with
minimal transport costs in order to fully satisfy the de-
mand of consumers.

We denote:

C;Z — unit cost of production of the product by the i-th

manufacturer with the help of & -th method;

cfj — unit cost of transportation of products from the i-th

manufacturer to the j-th consumer;
bj — the value of the demand of the j-th consumer;

a,; — quantity of products manufactured by the i-th
manufacturer in the k-th way;

— the intensity of the use of the k-th method by the
manufacturer for the part of the period, which is assumed
to be 1;

— quantity of products transported by i-th manufac-
turertothejthconsumer z-l N, ]—1 M, k—l S.

Then the production transport problem (1)—(2) can be

written in the form of a two-level optimization problem [11]:

N S
f(2)=>> clz; —>min (8)
i=1 k=1
provided by

g(x)= Zchx — min 9)

j=1i=1
and constraints

N
D =1L,M, (10)

i=1

M S
z Z lkzik’ iZI,N, (11)
Jj=1 k=1

(12)

TTMU:
K
=l

2,20, x;,20,i=LN, j=LM, k=1S. (13)

This means that the production and transportation of
products should be organized in such a way as to ensure
minimum production costs under conditions (10)—(13), in
which the problem arises of obtaining a minimum-cost
transportation plan (9), taking into account the restrictions

(10)—(13).
Let each consumer can satisfy his need for products
only at the expense of one manufacturer. Introduce the

1 _ -
variables ={0 , i=LN,j=1,M, assuming

that Vi =1, if the needs of the j-th consumer are satisfied

by the /i-th producer, and Vi = 0, in all other cases. Then

obtain a two-level continuous-discrete linear programming
problem of this type [12]:

N S
f(z)=>.> cfzy —> min (14)

i=1 k=1
provided by

g(y) zzcl/ /ylj _>min (15)

j=li=1
and constraints

Dy =lj=LM, (16)
i=1
M s _
ijyij < Zaikzik ,i=LN, (17)
J=l k=1

LN, (18)
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2,20, y, =40}, i=LLN, j=LM , k=15. (19)

It is proposed in [12] to solve continuously discrete lin-
ear programming problems according to the following
scheme:

— the upper level problem (14), (16)—(19) is solved;

—the decision k£ =1,§ is fixed;

— the lower level problem (15) — (19) is solved.

Since the value of the upper-level objective function
does not depend on the decision of the lower level and vice
versa, this algorithm allows finding the optimal solution and
the value of the corresponding goal functions for linear
programming problems of both levels. At the first step of

the algorithm, an acceptable solution 2% s obtained, which
will be the optimal solution of the upper-level problem.
Taking this decision into account, the third step is the
optimal solution for the lower-level problem.

Solving the problem of distributing the limited
capacities of data transmission channels

The proposed above models of production-transport
problems allow solving the problem of distributing the lim-
ited capacities of data transmission channels between var-
ious nodes of the Internet service provider's network. Sup-
pose that there is a local computer network of the enter-
prise (higher education institution) that provides access to
the Internet network for users. Access of users to the glob-
al network and obtaining the necessary information is
made by means of several communication servers located
on the territory of the information and computing center of
the enterprise and connected by high-speed external
communication channels with Internet providers. Server
bandwidth levels lie within the bandwidth of the local net-
work (for example, 1GB per second). Let's assume that the
needs of network subscribers are known in increasing the
speed of obtaining a certain amount of information. The
wishes (preferences) of subscribers regarding possible
volumes of increase in capacity for transferring information
from the provider to the user node are specified. To imple-
ment the wishes, it is necessary to update the capacity of
the switching servers of the network by deploying new,
more powerful computers or by increasing the number of
existing servers. In other words, it is necessary to update
the server park of the Information and Computing Center
(ICC), which allows increasing the total bandwidth of a
group of switching servers. In this case, the value of the
total server capacity, both in case of increasing the capaci-
ty of the existing computer fleet, and in the case of increas-
ing the number of servers is assumed to be the same.

We assume that the network realizes the conditions for
efficient commutation of channels (relative to their band-
width), which are provided by programmable network de-
vices (communication servers, routers). The structure of
the network and the information distributed in it in the gen-
eral case can be the most diverse. In this case, the prob-
lem of distribution of limited capacities is considered with
the following limitations:

— information is distributed from the provider to sub-
scribers (nodes) through switching servers through com-
munication channels with bandwidth that takes into account
the given bandwidth;

— each subscriber of the network is served by one
switching server;

— the bandwidth for obtaining information for switching
nodes and subscribers is limited both from the top (princi-
pal limitations of the provider's capabilities) and from the
bottom (the minimum need for subscribers in the infor-
mation received).

Obviously, the amount of payment for the use of com-
munication channels of a certain bandwidth depends on the
cost established by the providers and the used bandwidth of
the external connection. Based on the available reserve
bandwidth of the external connection, it is necessary to max-
imally increase the total bandwidth of users' communication
channels by changing the total capacity of the communica-
tion servers, taking into account both the needs and wishes
of subscribers (users) and the capabilities of the ICC.

Let N,- a set of providers of the global network,
N2 — a set of communication servers, N3 — a set of sub-

scribers. Through Al.+, i=1,N,, denote the maximum
bandwidth of the data channel that the provider i can pro-

vide, i=1,N, ;B;.', Jj=L1N,, - the value of the maxi-

mum bandwidth of the data channel that the communica-

tion node j is capable of providing, j=1,N,;C,,C; ,

k=1,N,, — the values of the minimum and maximum
bandwidth of the data channel to be provided to the sub-

scriber k, kK =1,N; ; ¢, - throughput of the k-th subscriber

station, k£ =1, N; . Then, assuming that the power distribu-

tion of the communication channels satisfies the conditions
of additivity and proportionality, we can consider the distri-
bution of a limited homogeneous resource (communication
channel bandwidth) with constraints of the transport type in
order to find the optimal data transfer plan. This ensures
the effective functioning of the system of providing Internet
access to users, which consists in finding the optimal val-

ues of data transmission capacities 7, by the i-th infor-

1

mation provider (provider), i =1, N, , and the optimal val-

ues of the throughput 7, of using local communication

channels by the k-th user, k=1, N; .

Formally, the statement of this problem can be written
in the form:

max? ; maxdt,;..maxf, , (20)

under the following conditions:

N3 N|
D=2 A (21)
k=1 i=1

T,<4",i=LN,, (22)
1, <B], j=1N,, (23)
C, <t, <C;, k=LN,, (24)
and with constraints
N3 M N3
PU DIV NES W eHr (25)
k=1 i=1 k=1

where T, - the transmission capacities of the

communication channels provided by the j-th

communication node, j=1,N, .
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Using of the production-transport task to find the
optimal solution
Introduce the notations:

X — the capacity of the communication channels

connecting the provider with the number j through the
intermediate communication server j with the consumption

node Kk, izﬁ jzﬁ (in the case of 2 servers) or

=13 ,3 (in the case of 3 servers), k = 1,17 A7

Ai, i=1,2, — maximum bandwidth provided by the

provider for connection of communication servers (both
values equal 10 Gb/s);

Cy, i=12, j=12 (j=13), - the bandwidth of the

external communication channels, which provide the
connection of the server j to the provider with the number / (all
values are considered equal to the bandwidth of 10 Gb/s);

Dy, j=12 (j=13), k=117,

bandwidth of individual user connections k to the
communication servers j, which initially is 260, 165, 150,
190, 275, 115, 175, 275, 155, 195, 125, 145, 90, 370, 180,
90, 150 MB Mb/s;

a.

L= 1,_2 — the cost of connecting a provider with the

number i within the specified bandwidth of the external
communication channel.

Then the mathematical model of the problem of optimal
distribution of power of communication channels with the
condition of optimization of consumption volumes can be
considered as a transport problem with an optimality
criterion taking into account the value indicators of the use
of external channels,

— the maximum

ZZal Xk —min(in the case of 2 servers), i =1,2, (26)
Jj=lk=1

or

ZZa, X —min(in the case of 3 servers), i —1 2, (27)
Jj=lk=1

and the constraints, which in this case are written in the
form of the following system of inequalities

szljk =

j=lk=1

= 1,_2 (in the case of 2 servers) (28)

3 _
Z Xy < 4;,i=12, (in the case of 3 servers);  (29)

(/=13)  (30)

DX <Dy j=12 (j=13) k=117; (31)

X 20, i=12, j=12 (j=13)k=117; (32)

When solving the problem of optimal distribution of
power of communication channels with the criterion taking
into account the value indicators of the use of external
channels of the type (26)—(32), it should be noted that re-
quests for information of all users of the Internet (consum-
ers) are provided at the expense of only one provider (sup-
plier) In this case, the mathematical model of the problem

can be written in the form of a two-level production-
transport problem (14)—(19) of the following form:

2
f(2)= Zci Z; = min (33)
i=1
provided

17 2
2(») :Zzbkyjk —min( in the case of 2 servers) (34)
k=1 j=1
or
17 3
gly)= ZZbkyjk — min (in the case of 3 servers)
k=1 j=1
and constraints

2
Zyjk (ana 2 cepsepos),

(in the case of 3 servers), k=117, (35)

3
2=l
j=1
17

Zbkyjk Zalzl ’
k=1

= _2 (in the case of 2 servers),

=13, (|n the case of 3 servers), (36)
2

Yz =1, (37)
i=1

where ¢; , l'=l,_2, — is the cost of connecting the provider
with the number i within the specified bandwidth of the ex-
ternal communication channel; a; , i=1,_2, — bandwidth of
the communication channel with the i-th provider (values

are considered equal to 10 Gb/s); b, , k=1,T7, — the

maximum throughput of individual user connections k to
the communication servers, which initially is 260, 165, 150,
190, 275, 115, 175, 275, 155, 195, 125, 145, 90, 370, 180,

1,2, with z, =1, if

1
90, 150 Mb/s; variables z, ={0

the needs of consumers are provided by the i-th provider,

1
and z; =0, otherwise; variablesy ; = {0 , k=117,

j=1J,
Vi =1, if the needs of the k-th user are provided by the j-

(for 2 servers), J =3 (for 3 servers), and

th communication server, and y ; = 0, in all other cases;

i=1,J, k=117

The solution of continuous-discrete linear programming
problems (33) — (37) occurs according to the following
scheme:

— the user-server task is solved (34)—(37);

j=LJ, J=2

— the received solution is fixed Vs

(for 2 servers), J =3 (for 3 servers) k=117 ;

— the server-provider level problem (33)—(37) is solved
for this solution.

The solution of problem was carried out on the basis of
a complete search of possible connections of users with
communication servers. Taking into account the condition
of equal capacities of network communicators in the pro-
cess of obtaining the solution, it was checked
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17
 _Al7-1 _ 516
%ZO h=2""=2 (for 2 servers) and
§=

17 17-s
% Z I ZC{H (for 3 servers) connection methods.
5=0 r=0

When solving this production and transportation prob-
lem, the following results were obtained: when using 2
identical communication servers with a total capacity of 3
Gb / s, the capacity of local connections is 259, 159, 149,
166, 273, 115, 163, 274, 152, 148, 125, 144, 90, 365, 180,
89, 149 Mb / s, which coincided with the previous deci-
sions. With the use of 3 communicators with a total capaci-
ty of 3 Gb/s, the capacity of local connections is 260, 148,
146, 190, 258, 114, 175, 266, 146, 195, 124, 143, 90, 335,
180, 89, 141 Mb/s (also coincided with previous decisions).

With the increase in the maximum values of the
throughput of local connections to 280, 180, 170, 200, 290,
125, 190, 290, 170, 210, 135, 160, 100, 390, 195, 95, 165
Mb / s in case of using two communication. Optimum
speeds of local connections equal to 128, 161, 160, 124,
284, 124, 152, 287, 165, 208, 134, 158, 100, 378, 194, 94,
149 Mb/s were obtained with the total throughput of 3 Gb/s,
respectively, and in the case of using 3 communicators, the
values of local connections 271, 146, 153, 65, 273, 123,
123, 284, 162, 206, 131, 158, 97, 378, 192, 92, 146 Mb/s,
respectively.

A complete list of the results obtained for a different
number of switches and their capacities is given in Table 1
(optimal solutions are highlighted).

Conclusion and discussion

In this study, the application of the production and
transport task is considered to solve the problem of the
distribution of the limited capacities of data transmission
channels between different nodes of the computer network.
A scheme is proposed for reducing the problem to a two-
level continuous-discrete optimization problem. A mathe-
matical model of the problem of power distribution of com-
munication channels is obtained. The problem of optimal
distribution of capacities with a criterion that takes into ac-
count the cost parameters of using external channels was
solved, provided that requests for information from all users
of the Internet (consumers) are provided at the expense of
only one provider (supplier) This approach can be consid-
ered when solving various optimization problems with a
hierarchical structure of the process.

€. IBoXiH, A-p i3.-maT. Hayk, npod.,
. AnaHaceHko, acn.

Further investigation of the problem of power distribu-
tion of data transmission channels is planned to be based
on the use of the traditional three-index transport problem,
the use of streaming algorithms and the fuzzy approach to
solving problems optimization of the distribution of limited
resources. Conducting a comparative analysis of the re-
sults obtained by different methods will allow us to draw
definitive conclusions about the effectiveness of the pro-
posed approach.
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KuiBcbkui HauioHansHUI yHiBepcuTeT imeHi Tapaca LLleBuyeHka, KuiB, YkpaiHa,

B. HaBpoacbkuii, kaHA. ¢is.-maT. Hayk, Aou,.

KuiBcbkui HalioHansHUI yHiBepcuTeT KynbTypu i MmucteuTs, KuiB, YkpaiHa

nPo 3BEJJ,EHI:I$| BVIPOEHI/I‘-IO-TPAI-.I.CI'I(.)_I.:’THO'I' 3A0AMI
00 OBOPIBHEBOI 3AOAYI ONTUMI3ALII TA Il BACTOCYBAHHA
Po3ansinymo 3acmocyeaHHsi eupo6HU4YO-mpaHcrnopmHoi 3adayi Onsi po3e’'sa3aHHs npobsiemu po3nodiy obMexeHUx nomyxHocmel KaHasnie

nepedayi GaHuUx MiX Pi3HUMU ey3/1aMu KoMI'tomepHOi Mepexi. 3anpornoHoeaHo cxemy Onsi 3eéedeHHs1 3adayi do OeopieHeeoi HerepepeHoO-
duckpemHoi 3ada4i onmumi3ayii. CghopmynboeaHo Modesib i ompuMaHO YucesibHi pe3ynbmamu Onsl po38'si3aHHs1 Npo6bsemu po3nodiny NomyxHo-

cmeli y mepexi iHghopmauyiliHo-064uUcI08aIbLHO20 UEHMpYy.

Knro4oei cnosa: po3nodin nomyxHocmel, supobHU4YO-mpaHcnopmHa 3adaya, OUCKpemHo-HernepepseHe rnpoapamyeaHHsi, dgopieHeea Modesib,

onmumi3zayis.

E. UBoxumH, A-p dms.-mat. HaykK, npod.,
. AnaHaceHko, acn.

KneBckui HaumoHanbHbIW yHuBepcuteT umeHu Tapaca LLleBuyeHko, Kues, YkpauHa,

B. HaBpopckui, kKaHA. ons.-maT. Hayk, AoL,.

KneBckuin HauMoHanbHbIN YHUBEPCUTET KYyNbTypbl U UCKyccTB, KueB, YkpanHa

O CBEAEHUM I'IPQVI3BO.|1CTBEHHO-TPAHCI'IOPTHOVI 3A0AYU
K ABYXYPOBHEBOWU 3AOAYE ONTUMU3ALNN U EE NPUMEHEHUE

PaccmompeHo npumeHeHue npou3eodcmeeHHO-mpaHcrnopmHol 3adayu Onsi peweHusi npobnemb! pacnpedenieHUsi o2paHUYeHHbIX MOUWHO-
cmeli kaHanoe nepeda4yu OaHHbIX MeXO0y pa3fu4dHbIMU y351amu KoMnsromepHol cemu. lpednoxeHa cxema Onsa ceedeHusi 3adayu K O8yxypoeHe-
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eoli HenpepbIgHO-OucKkpemHol 3ada4e onmumu3sayuu. CehopmynuposaHa MoOesib U MoJyYeHbl YUC/IEHHbIE pe3y/ibmambi Ofisl peweHusi npo6remb!
pacnpedesnieHusi MOWHocmel 8 cemu UHGOPMayUOHHO-8bIYUCTIUMEBLHO20 UeHmpa.

Kntodeesnbie crosa: pacnpedesnieHue moujHocmel, pou3eodcmeeHHO-MpaHCcrnopmHas 3adaya, OUCKPEMHO-HeNpPepbIBHOE MPo2paMMupo8aHue,
deyxypoeHegasi MoOeslb, Ormumu3ayusi.
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Table 1.
User's Total Request

2 servers
260|165 150 (190|275|115|175|275|155|195|125(145| 90 [370|180|90|150| 3105 Current demands
256|146 |145| 35 |260|114|136|268|145| 0 |124|143| 90 [340|103|89|146| 2540 -195 Cap B1,B2=1270
259140144 | 90 |273|115|125|274|143| 0 |124|143| 90 [365|179|89|147| 2700 -195 Cap B1,B2=1350
259|156 | 148 |119|270| 115|157 | 273|151 | 53 |124 (144 | 89 [360|144|89|149| 2800 -142 Cap B1,B2=1400
256 (156 | 148 154|260 | 115[157 |268 | 150 {123 | 124|144 | 90 | 340|178 (89 (148 | 2900 -72 Cap B1,B2=1450
2591159149 (166|273 115|163 |274| 152|148 125|144 | 90 [365|180|89|149| 3000 -47 Cap B1,B2=1500
280180 170{200(290|125|190|290|170|210|135(160|100|390|195|95|165| 3345 MAX demands
128|161 | 160 | 124|284 124|152 |287 | 165|208 |134 {158 | 100 | 378|194 |94 (149 | 3000 -152 Cap B1,B2=1500
2791170165 |160|285|125|170|288 | 168 130|134 159|100 |380|194 |94 |149| 3150 -80 Cap B1,B2=1575
280173166 |143|289|125|176|289|168|210|135[159|100|388|166 |94 |149| 3210 -57 Cap B1,B2=1605
278173167 |173|281|125|176|286| 168 (209 |135[159[100|373|193 |94 (150 | 3240 -27 Cap B1,B2=1620
279|175/ 168 |180(285|125|180|288|169 (209 |135[159(100|380|194 |94 (150| 3270 -20 Cap B1,B2=1635
279|176 168 | 185|287 |125|182|289|169|210|135|160|100|385|194 |94 150 | 3288 -15 Cap B1,B2=1644
280|177 168 |188|289|125|184|289|169|210|135|160|100|388|194 |94 150 3300 -15 Cap B1,B2=1650
280178169 |199|289|125|187|290|170(210|135|160|100|388|188|94 150 3312 -15 Cap B1,B2=1656

3 servers
260|165 150 |190|275|115|175|275|155|195|125|145| 90 [370|180|90|150| 3105 Current demands
260|148 146 190|258 |114|175|266 | 146 | 195|124 143 | 90 [335|180|89|141| 3000 -35 Cap B1,B2,B3=1000
256|163 |149(190(275|114|170|266 | 154 195|125 |145| 90 [353|180|90|145| 3060 -17 Cap B1,B2,B3=1020
260|165 150 (190|271|115|175|273|155|195|123 (145| 90 [363|180|90|150| 3090 -7 Cap B1,B2,B3=1030
2591165150 | 190|275|114|175|275|155|194 |125|145| 89 [369|180|89|150| 3099 -1 Cap B1,B2,B3=1033
280|180 170{200(290|125|190|290|170|210|135(160|100|390|195|95|165| 3345 MAX demands
280|146 | 153 | 65 |273|123|123|284|162 (206 131|158 | 97 [378|192|92|146| 3000 -135 Cap B1,B2,B3=1000
278|154 | 157 199|273 123138281169 (209 (132|153 | 99 [355|195|94 (141| 3150 -52 Cap B1,B2,B3=1050
278 (148|154 {199 278|124 {189 (284|162 (209|133 |156 | 99 |365|195(94 [143| 3210 -32 Cap B1,B2,B3=1070
280|168 | 164 |200|280|124|165|285|167 210|134 |158 100 |370|195|95|145| 3240 -25 Cap B1,B2,B3=1080
270179169 | 195|283 |125|188|286|169|205|135(159| 99 [375|193 |94 (146| 3270 -19 Cap B1,B2,B3=1090
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ESTIMATION OF RENEWABLE ENERGY SOURCES APPLICATION
IN THE SYNERGY WITH EUROPEAN UNION POLICY

This paper gives the possibility to analyze the application of renewable energy sources (RES) at different stages of their
implementation to energy supply. Through the world experience we research the dynamics of energy consumption by its types;
determine, what kinds of alternative sources are demanded most of all. In addition, we assess the efficiency of the application of
RES in Ukraine. According to statistical and correlation analysis, it was proved that for Ukraine it is the most profitable to use
biomass energy, while solar energy remains relatively expensive for our country. At the same time situation may change if costs
for the solar panel will decrease in the future. It is shown that use of alternative energy sources decrease the energy intensity of
GDP, while fossil resources increase this parameter. Unfortunately, Ukraine faces difficulties in attracting investments for
development of RES as they are not so profitable at this time. It means that government should change its policy, increasing
electricity prices to the European level, giving the chance for energy independence. In any case, in Ukraine, it will be necessary
to increase the introduction of RES, as our country has only about 2% of RES in energy balance, while European countries in

average have 17% and some of them have more than 60%.

Keywords. Energy, renewable energy sources, EU policy, supply.

Introduction. The issue of energy supply is now very
vital in the world. Since, taking into account the fact that
stocks of energy resources are decreasing, while the
population is increasing. Therefore, a global problem
appears in the future, which can lead to a possibility of an
energy crisis. Such trends have a significant impact on the
economies of countries that, with their high production
potential, are not able to satisfy energy demand through their
own traditional energy sources [1]. It is clear that today all the
basic processes of activity and life of people are based on the
use of a significant number of different sources of energy, and
at last, people are coming to cognize that resources are not
eternal and needed to be somehow saved.

Integrated system solutions together with improved
management of municipal infrastructure and environments
are essential for Ukraine, as any EU state, to address
energy challenges. A number of aspects should be
examined and developed, including eco-cycle models
demonstrating integrated solutions for energy, waste and

water, integrated land use and transportation, ecosystems
planning, sustainable building design, and strategies to
reduce air pollution. It is imperative to apply the principles
of sustainable development and support smart solutions
today if we are not to compromise the ability of future
generations to meet their needs tomorrow.

In this paper, we consider the term "Energy security" as
diversification of energy supplies and the way to ensure
certainty of supply at an acceptable for society and the
economy price but also optimum utilization of domestic
energy resources, while applying new technologies and
active participation in international initiatives on
environment and energy [15]. Unfortunately, the fuel and
energy complex in Ukraine is not able to provide
economically justified domestic and export demand for the
country and of the appropriate quality. The question of
energy security for Ukraine is now particularly relevant; we
can say that this is a matter of "life" — the main condition for
its existence as an independent state (Table 1).

Table 1. The main energy threats to the economic and national security of Ukraine

Internal threats
1. The inconsistency of reforms in the economy as a whole and the
transformations of Fuel and Energy Complex, due to the lack of a
clear strategy for economic development, as well as the imperfect
legislative framework.
2. Excessive energy consumption of GDP.
3. High degree of deterioration of power capacities in the absence of

the system of renewal and modernization of fixed assets and attractive

investment climate.

4. Insufficient level of scientific and normative-technical support of the

fuel and energy complex, the critical state of branch science.

5. Low effectiveness of propaganda and educational measures on the

formation of a low-level attitude towards fuel and energy resources in
the society, observance of the discipline of paying for them.

External threats
1. High-level monopolization of supply of imported fuel and
energy resources.

2. The geo-economic and geopolitical pressure of foreign states.
3. Dependence on the import of a large part of the production
equipment, materials, and services for the fuel and energy
sectors.

4. The instability of the global energy prices.

5. High level of energy usage may lead to climate changes and
therefore to restructure of energy balances in countries [16].

Source: [2].

Fortunately, throughout the whole of the century,
various studies have been conducted on the invention of
special devices and methods that would replace existing
sources of energy or ensure their preservation. Now, most
of these technologies are still in development, but there are

those that are set into operation and perfectly perform their
functions. It would be advisable to consider some of the
latest technologies that make up the underlying basis and
are used in various energy industries (Table 2).

© Kharlamova G., Stavytskyy A., Nate S., 2018
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Table 2. Promising newest technologies in power engineering

New technology Status Initial introduction Potentially supplant Potential applications
Theory Approximately 7—10 years Combustible minerals, . .
Managed . A Generation of electric energy,
. and experiments over of widespread use renewable energy, )
thermonuclear fusion space flights
50 years (approx. 2027) nuclear power

Geothermal energy

Distribution of technology

Already used

Combustible minerals,

Generation of electricity,

nuclear power heat
Biofuels Spreading technology Already used Flammable minerals Energy conser_vatlon,
transportation

Hydrogen power

Technology distribution
(hydrogen fuel cells);
Theory and experiments
for less expensive
hydrogen products

Already used for other
hydrogen products, their entry
into the market is scheduled
for the next
5 years (approx.2019)

Other energy-saving
technologies (chemical
current sources,
combustible minerals)

Energy conservation

Nanodel battery

Working patterns

It was firstly designed in 2007
at Stanford University.
Now at the stage of
perfection. Estimated
implementation date
10—15 years (approx.2032)

Other energy conservation
technologies: hydrogen
power, chemical power
supplies and fossil fuels

Portable computers, mobile
phones, electric cars. Power
saving from the power grid

The spread of technology

Wide implementation has not
yet gotten, technology

Recuperative Braking;
fast-charging, durable,

lonistor and the continued Batteries : ’
upgrades every year (approx. flexible and environmentally
development .
2025) friendly energy sources
Wireless Working samples /
e Distribution and transition Slowness. Wide use after ) Wireless power equipment
transmission of ) Batteries
electricity into consumer goods 3-5 years (approx. 2020) (PCs, smartphones, etc.)

category

Organic solar cells Laboratory samples

Widespread use in
5-7 years (approx.2023)

Silicon Solar Battery Electricity generation

Source: authors based on [3]

First, it should be noted that the time when certain
developments will be implemented, is approximate and
averaged for the world as a whole. In addition, Table 2
considers the positive scenario of technology development,
without taking into account the subjective factors that may
arise in the future. For clarity, we mentioned a
chronological schedule for the emergence and application
of promising technologies in the energy sector (column
"Initial introduction"). It is clear that for Ukraine the given
schedule will be different. There will be a bias of about 5-
10 years, compared with more developed countries. After

all, for example, the same alternative energy sources,
which include solar and geothermal energy, are only
beginning to gain popularity in Ukraine.

One of the main sectors of human life where people
use different sources of energy to create their comfortable
existence is the public housing. That is why recently a
considerable number of devices for energy saving
appeared in this area. Table 3 lists the three major newest
devices that are already used to save energy in the
housing and are more widely available to most users.

Table 3. The latest technologies in the public housing

Technology

Principle of operation

Heat accumulator for residential premises

Electric heater accumulates thermal energy at night time (at low "night" tariff for electricity),
and then gives off heat, due to the use of materials of high heat capacity

LED profiles

Profiles are based on LEDs that not only longer lasting, but also more economical than

conventional lamps

Smart Lighting

One of the elements of a smart home that provides efficient power consumption and is

based on motion sensors

Source: authors on the base [4—6].

As for Ukraine, for the last five years, LED-profiles of
various types have begun to be used in the light-fitting
premises, and more affluent users have installed intelligent
lighting in their homes.

Keeping in mind all the latest technologies that are
developed or are already being used in the energy sector the
renewable energy sources (RES) are the most available
alternative nowadays. The goal of the article is to prove this
statement based on statistical data of energy sector.

Literature review: world experience in the application
of renewable energy sources. The highest interest in RES
was accompanied by the increase of financing in R&D in the
energy sector by both state budgets and private companies,

including energy companies. That is displayed by the
countries that are strongly dependent upon the import of
traditional energy resources (the European Union countries,
the USA, Japan, later China, etc.). Substantial progress was
quickly made in improving energy independence and
engineering-and-economic  performance  indicators  of
technologies of turning RES into heat and electricity. The
technologies of RES energy conversion have become
competitive with the traditional technologies. As a result of
intensive research, the cost of the energy received from
biofuel, produced by wind power stations, photoelectric
transformers, sun, heat, geothermal and bioenergy power
plants, reduced massively [4].
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Fig.1. Tendencies of change of energy cost from different RES, USD

Source: author's on the base of data [7].

This gave the reason to consider RES as one of the
key trends of the world power industry able to promote
solving global energy and ecology problems of the
humanity caused by the permanent growth of the
population and the growing consumption of energy. By
forecasts, that will grow by 2020 up to 18-20 billion tons
o.e. per year [7].

Today RES provide a sizable contribution to the world
energy consumption that is estimated approximately as
19% [7]. However, there is a backside of the coin. It should
be noted that the hydropower potential of big rivers of the
world has already been used by one third, at this its
unused part is mostly concentrated in developing countries
and the further development of the high hydropower

industry is limited, among other things, by ecological
limitations (flooding of great territories, etc.).

When the traditional power industry based on organic
energy resources has been growing since the beginning of the
XXI century (on average with the rate of only 1-1,5% per
year), the new RES technologies have been developing at the
same time with the average rate of tens of percent per year
[6]. Such fast pace of RES entering the energy market to
which new technologies reach out for decades shows that
RES are becoming a more and more serious "player" and is
worth great attention. The countries that are leaders in
investments in RES include China, the USA, Germany, Italy
and India. Integral rates of renewable energy sources
development in the world in the period are given in Table 4.

Table 4. Rates of RES development in the world

Indicator Measurement 2015 2016
New investment (annual) in renewable power and fuels billion USD 312.2 241.6
Renewable power capacity (total, not including hydro) GW 785 921
Renewable power capacity (total, including hydro) GW 1,856 2,017
Hydropower capacity GW 1,071 1,096
Bio-power capacity GW 106 112
Bio-power generation (annual) TWh 464 504
Geothermal power capacity GW 13 13.5
Solar PV capacity GW 228 303
Concentrating solar thermal power capacity GW 4.7 4.8
Wind power capacity GW 433 487
Solar hot water capacity GWth 435 456

Source: [7].

At present 138 countries of the world have formulated
the target indicators of the RES development for a longer
perspective. Figure 2 illustrates the goal that the countries
set themselves up to 2020. In most, it is planned to achieve

the RES contribution to the energy balance at the level
from 10 to 30%. The most ambitious target indicators are
approved in the European Union.
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Fig. 2. Rates of the RES contribution to the final consumption of energy in the EU countries and goals for 2020.

Source: Authors' on the base of [7].

Methods of encouragement to use RES in Ukraine.
Ukraine has the significant potential to develop RES. All
the regions of the country have possibilities to use RES. At
the same time, the introduction of RES in the country is too
slow. Its contribution to the country's energy balance is not
significant, especially, if to consider best practices in the
neighbour states (see Annex 1). At present, the rate of
RES (biomass) in Ukraine is about 2% only. Nevertheless,
the Law of Ukraine "On Alternative Sources of Energy" [8]
adopted in 2003 promises that the share of RES is to
increase to 6-7% before 2030. There are many reasons for
this state of things. The main one is the absence of the
system that economically stimulates the transition to RES
usage, the declarative nature of normative legal acts that
have no concrete mechanisms of its implementation and
low-performance discipline. One can not say that nothing is
being done in this aspect, but what is being done is not
enough to compensate the negative tendencies, such as
the global increase of prices for energy carriers, the

increase of the country's energy dependence level and the
environmental contamination. Ukraine still does not
introduce new kinds of RES, not invest in technologies, not
develop the production based on new technologies. Thus,
it preserves its technological backwardness and can lose
its chance to enter the European Community.
Factors favourable to the RES development in Ukraine
are as follows:
the increase of prices for traditional energy carriers;
ensuring of requirements of ecological norms and
standards;
a growing
Community;
the necessity to replace the worn-out key assets.
The technically achievable potential of the production of
energy carriers from renewable sources of energy and
alternative kinds of fuels above 98.0 million tons of
reference fuel per year.

. chance to enter the European

Table 5. Potential of RES in Ukraine

Yearly technically achievable potential
Ne RES - —
bin. kilowatt-hours/year million tons o.e./year

1. Wind energetics 79.8 28

2. Solar energetics, including: 38.2 6
2.1. — electrical one 5.7 2
2.2, — thermal one 32.5 4

3. Small hydropower 8.6 3

4. Bioenergetics, including: 178 31
4.1. — electrical one 27 10.3
4.2. — thermal one 151 20.7

5. Geothermal energetics 97.6 12

6. Environmental energy 146.3 18
Total amounts of replacement of traditional and natural energy resources 548.5 98

Source: Made up by the authors on the basis of the data of Bloomberg New Energy Finance.

According to Table 5, the total amounts of replacement
make up almost half of the total energy balance of the
country. Ukraine has favourable conditions for the
development of wind energetics, solar energetics, and

midget power plants should be renewed — those that
require renewal. The technically achievable energy
potential of renewable energy sources regarding all the
regions of the country is totalled up in Figure 3.



~ 58 ~

B 1 C H U K KuiBcbkoro HauioHanbHoro yHisepcurety imeHi Tapaca LleBueHka

ISSN 1728-3817

35
30
@ 25
e}
w 20
15
10

minton

=)
¥ i W
& & &
) =) ©
& & L
{ & B

Fig. 3. Potential of different kinds of RES in million tons o.e.

Source: Made up by the authors on the basis of the data of Bloomberg New Energy Finance.

Figure 4 illustrates how many tons of energy sources can be replaced be RES in perspective.
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Fig. 4. Achievable yearly amounts of replacement of traditional fuel
and energy resources in Ukraine until 2030 in the aspect of RES usage

Source: Made up by the authors on the basis of the data of Bloomberg New Energy Finance.

As seen, the available potential of RES in Ukraine, its
scientific and industrial potential allow it in the nearest time
substantially accelerate the speed of RES usage in the
country. However, for this, it is necessary to create the
conditions to stimulate the development of this sphere
taking proper measures and using European countries'
experience (Annex 1). A number of general political and
economic factors will condition the development of the RES
sector in Ukraine. Largely, this is the stable legislative
authority oriented at the stable development and growing
wealth, the effective executive authority that is worth
trusting it and judicial authority that provides legal reliability.

In the entire world, some countries invest in RES more
than in other kinds of energy production. Net investments
in additional production facilities for the extraction of fossil
fuel are 132 bin USD whereas in ecologically clear sources
2425 bin USD were invested [6]. The overwhelming

majority of investments is in solar and wind power, their
share is more than 90% of all the investments. Anyway,
there is the problem of lack of the information about the
benefits (financial, social and ecological ones), the
profitability of investments in RES usage. There are some
factors that stimulate investments in the new forms of
energy production and some competition problems. One of
the reasons for using renewable resources is lower
expenditures on the support of the local energy production
and on its possibility which is better for the countries having
no developed infrastructure. There are also some other
factors that make the investments in renewable energy
sources attractive:

¢ RES industry is an enough "depoliticized" branch of
electric power industry;

e RES industry is positively accepted by local
communities due to its ecological cleanness;
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e the absence of necessity to pay for fuel to other
countries motivates the state to support renewable energy
sources industry in almost all the countries where it
develops;

e relatively stable cost of production. Prices for oil and
gas change permanently. At the same time, the cost of
solar batteries and their installation come down every year.

To increase the volume of investments in Ukrainian
RES it is necessary:

1. To improve the regulatory base, to increase the
standards of transparency and accountability.

2. To improve the state of things in the financial sector,
i.e. to reduce the cost of loans and in this way to improve

credit conditions which are necessary for
projects in the industry.

3. To arrange the issue of allocating ground areas for
the objects of renewable energy sources industry.

4. To improve the technical specialists' qualification.

5. To solve the problems with connecting to the
interconnected network.

Influence of factors on the volume of investments
in RES in Ukraine. To determine the degree of the
relationship between the following factors: average price
for the RES electric energy, electric energy production and
the amount of the world investments, amount of
investments in RES in Ukraine (as the dependent factor);
we use correlation analyses (Table 6).

long-term

Table 6. Correlation and determination ratios

Index Correlation ratio
Average price for electric energy -0.91
Electric energy production 0.87
Amount of world investments 0.49

We have the following:

e The correlation ratio is -0.91 and enters the range from
0.9 to 1 that, according to the Chaddock scale, shows a very
strong coupling between the "Amount of investments" and
"Average price for electric energy" parameters, but it is
negative which shows the inverse relation.

e The value of the ratio between the "Amount of
investments" and "Production of electric energy"
parameters equals 0.87, which enters the range from 0.7 to
0.9 and means a high level of correlation.

e The 0.49<0.5 ratio displays the weak dependence
between the "Amount of investments" and "Amount of
world investments" parameters. It means that the total
amount of investments in the sphere of renewable energy
sources in the world has little influence on the volume of
investments in Ukraine.

It says that even on the level of slight look the situation with
RES in Ukraine is far from the world tendencies.

Determination of the kinds of the alternative power
industry in Ukraine that are perspective for investing.
The simplest and the most exact way to estimate the
potential of different kinds of the alternative power industry
is the index method that envisages further calculation of
the integrated index. The calculated integral estimation will

Photo energetics

Bicenergetics

Geothermal energetics

Wind energetics

Hydro energetics

0 1000

2000

show the most perspective direction of the alternative
power industry. Taking into account that investment
attractiveness depends, first, upon the effectivity of
investments, the basic factors that we will take to
determine the perspectives of investing in the alternative
power industry will be as follows:

— modern stage of the RES usage in Ukraine;

— capital investments in the construction of power
stations of different kinds;

— yearly technically achievable potential
traditional power industry;

— total amounts of traditional organic fuel resources
saving;

— the capacity of power stations till 2030 to the potential
script of development.

US National RES laboratory calculated expenses for
construction of appropriate power plants, which indicated
in Figure 5. Relying on calculations of Renewable Energy
Institute of NAS of Ukraine, general annual technically
achievable potential of RES of Ukraine is almost 98 MTE,
or more than 50% of energy consumption of Ukraine to
the present day, and 30% of energy consumption in 2030
(Figure 6).

of non-

3000 4000
USD per KAt

5000 €000

Fig. 5. Expenses for construction of different power plants

Source: Made up by the authors on the basis of the data NRELUSA.
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Fig. 6. The capacity of power plants using RES in Ukraine according to potential basic
development scenario until 2030

Source: Authors' based on the data of NAS of Ukraine.

Here we are calculating standard values of the most
viable type of RES. The formula of standardized values per

(Z, -min_)
Yy = i U
" (maxZ, -minZ,)

— minimum/maximum deviation value;

each value of RES type: , Where

Y —

min(max)Z; f

standardized value Xl-,-- The deviation is calculated by the

formula Z,.j =Xl.j.-7ij — for positive factors of RES

development oer.j = X[j —X,.j— for negative ones, where

X, is i- the value of j- a type of unconventional energy;

X, — average value; Z, - deviation from the average

value. Thus, we got standardized values for V group of
values of RES types (Table 7).

Table 7. Standardized values per RES types

RES type

Installed capacity
The general amount of
renewable energy
objects
Annual technically
achievable potential

General amounts of
savings of
conventional fuel
resources by usage
directions of RES till
2030
The capacity of RES
power plants in
Ukraine according to
potentially achievable
development scenario
till 2030
Expenses for
construction of
different power plants

Wind-power -14,01

&
N
N}
<)

N
<
~
[e)]

1540,00

163,79

Ny
©
Ny
o

Solar power

w
©
=

-2359,00

Small HEPP -134,31 -27,20

N
i~
~

876,00

Geothermal power -203,31 -10,20

ES
o
=

18,00

Bio-power 187,84 98,80

n
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Source: Author's calculation.

Integral rating value of RES equals average weighted
partial ratings by type and value group. Calculation

formula: R, = ZRM X f. , where R, — general rating of j-
a type of RES, f, — the weight of k-value group. We can

determine four ranks of renewable energy (Figure 7),
according to corresponding calculations. The most viable
type of RES is biomass power, its integral rating value is
the biggest one, it is 0.6.

Therefore, the analysis of potential and possibilities
of energy-saving technologies usage as well as
unconventional RES shows that there is a viable
alternative to the nuclear destiny of Ukrainian energy
system development with the appropriateness with the
EU trends. The agendas of the possible realizations
could be considered in Annex 1, as the examples of best
EU practices.
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Fig. 7. Integral rating value of Ukrainian RES potential

Source: Authors'.

The impact of RES on the energy intensity of GDP
(case of Ukraine). To test the positive correlation between
RES and economic performance we decided to use

classical approach — to test link "GDP — RES consumption"
[9-13]. Next, we introduce the main designations for the
studied indicators:

Table 8. The main indicators of the energy intensity of GDP of Ukraine

Variable Indicator
Energy intensity of GDP Energy
Total energy consumption based on RES Alternative
Total Oil and Petroleum consumption Qil
Total Gas Consumption Gas
Total Coal and Peat Consumption Coal

Source: Created by author.

Just as each of the selected indicators influences the
energy intensity of GDP in one way or another, it would be

logical as the first step to build a correlation matrix to make
sure of this (Table 9).

Table 9. Correlation matrix for the energy intensity model of Ukraine's GDP

Energy | Alternative Qil Gas Coal
Energy 1,00000
Alternative | -0,54803 1,00000
QOil 0,85195 | -0,75091 1,00000
Gas 0,96848 | -0,44069 | 0,78221 | 1,00000
Coal 0,76163 | -0,14317 | 0,38806 | 0,75141 | 1,00000

Source: Authors' with the use of statistics of [8-9, 14].

As can be seen, for this model, the highest positive
correlation coefficient is considered between the energy
intensity of GDP of Ukraine and the total consumption of
natural gas (0.96848), indicating a close relationship
between these indicators. Almost all the indicators have
high correlation coefficients. It hints that these indicators
are correctly selected and the resulting model is correct. In
the process of analysis, many different regression variants
with selected factors in the software R were constructed,
where ENERGY factor is the dependent variable, and the
independent variables are selected from Table 8. The level
of reliability was chosen — 95%. The step-wise function
gave the result that the energy intensity factor depends on
the total energy consumption of RES; the total
consumption of natural gas, coal and peat. This can be
explained by the fact that, in comparison with natural gas
and coal, oil is used in a lesser amount, and, moreover, the
volume of its use during the investigated period changed its

value slowly — it does not have a fairly sharp difference
between values over the years. The best significant (adj-R?
= 0.96, p(F-stat) = 0,000182), stable (Chow test), model,
free of multicorellation (VIF), heteroskedasticity (White,
Gleiser, Goldfeld-Quandt tests), autocorrelation (Durbin,
LM-test) looks like this:

Energy =0,6498 - log(Gas) —
0,00001309 - Alternative + 0,4657

RMSPE prediction error for this model is calculated by
the formula::

2
0.002067) " _ 5 91283317~ 1,28%
0,161067

RMSPE = [

The error rate is not large, which again confirms the

fact that the model can be used to predict future values of
the energy intensity of GDP of Ukraine.



~ 62 ~

B 1 C H U K KuiBcbkoro HauioHanbHoro yHisepcurety imeHi Tapaca LleBueHka

ISSN 1728-3817

To summarize, the energy intensity of Ukraine's GDP is
highly dependent on the total consumption of natural gas
and energy generated by RES. As for natural gas, it is not
surprising, because it is used most of all by the fuel and
energy complex. The impact of energy consumption of
RES can be explained by the fact that in recent years,
alternative energy sources have begun to gain popularity in
Ukraine, which has led to the expansion of the limits of
their use in the country. In general, the value of the
coefficient tends to decrease, which means that each year
Ukraine is getting closer to world indicators.

Conclusions & discussion. As noted by L. P. Kapitsa:
"The future of humanity depends on how it will provide
itself with energy", thus, it can be concluded that "political
and energy independence are mutually determined”. In the
modern world, the national security of the state, economic
and energy security are interconnected. Forecasts show
that in the coming decade energy consumption will not
have a tendency to decrease. The unevenness of the
supply of energy resources to the countries of the world
and the regions of individual countries leads to threats to
energy security and, as a consequence, to economic and
national security. Especially it has sense in those countries
that do not have sufficient reserves of minerals, in
particular, coal, oil and natural gas [1].

A good political strategy based will strengthen
transmission and distribution efficiency; reduce dependency
on single sources; promote decentralized systems.

This paper contains some analysis of the potential of
RES. The place of foreign investments has been
determined as one of the moving forces of RES
development among other factors. With the help of
integral rating value calculation of potential of different
RES types, the most viable direction for investments in
RES has been determined. The given research following
conclusions can be made:

e For the present day, the contribution of renewable
resources in the worldwide energy generation is nearly 6%,
in Ukraine this value is less than 2%.

e The greatest potential for Ukrainian energy
operators is bio-power. Assured that implementation of bio-
power is reasonable, an important issue appeared — what
has specifically influence on the volume of foreign
investments in this industry and what things are worth
paying attention to.

To increase the volume of capital investments,
requirements of transparency and accountability should be
increased at the state level; credit conditions for the
possibility of the long-term contributions in industry projects
should be improved; land plots provision for RES facilities
should be started; skills of technical personnel should be
increased. In spite of that state has made some steps such
as "Energy Strategy of Ukraine for the Period till 2030",
inadequacy of regulations and non-performance of made
decisions, low budget of research works and engineering
developments, insufficient level of information provided to
potential developers of RES technologies and consumers
are restraining development of RES in Ukraine.

We can assume for the discussion that:

o all the latest technologies that are developed or are
already being used in the energy sector are necessary
complementary elements that will ensure longer use of
non-renewable sources of energy in the future, therefore
their further implementation is actual and absolutely
necessary, especially in Ukraine;

e the energy intensity of Ukraine's GDP depends on
the total consumption of natural gas and energy generated
by RES. As for natural gas, it is not surprising, because it is
used most of all from the fuel and energy complex. The
impact of renewable energy consumption indicators can be
explained by the fact that in recent years alternative energy
sources have begun to gain popularity in Ukraine, which has
led to the expansion of the limits of their use in the country.

Unfortunately, Ukraine faces difficulties in attracting
investments for development of RES as they are not so
profitable at this time. It means that government should
change its policy, increasing electricity prices to the
European level, giving the chance for energy
independence. In any case in Ukraine, it will be necessary
to increase the introduction of RES, as our country has
only about 3% of RES in energy balance, while European
countries in average have 17% and some of them have
more than 60%.

An important role in the RES implementation is to play
local authorities because implementation level depends
much on local conditions. The rise of prices for traditional
energy transporters and ecological payments has become
a stimulus for it in the implementation of the RES
implementation. However, the state should create the
favourable conditions for investing activity in this field,
involving both domestic and foreign investments (first of all
private ones) and enable it to establish support funds for
the most economically viable areas of RES given region.
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KuiBcbkui HauioHanbHUM yHiBepcuTteT imeHi Tapaca LleBuyeHka, KuiB, YkpaiHa,
C. Harte, kaHA. ekoH. Hayk

YHiBepcuTeT imeHi Jlydiana Bnara, Cibiy, PymyHis

OLIHKA 3ACTOCYBAHHSA BIGHOBNIOBAHUX OXXEPEN EHEPTIT B CUHEPTIT 3 MONITUKOIO €C

AHanizyembcsi sukopucmaHHs1 8iOHoeo8aHuUx dxepen eHepzii BE Ha pi3Hux emanax ix eHepezornocmayaHHsi. 3ae0siku ceimosomy doceidy,
docnidxyembcsi OuHaMika crioxueaHHs1 eHepeail 3a eudamu; su3HayaembCs, siki udu anbmepHamueHuUx Axepen KpaiHa nompebye 6inbwe iHWUX.
Takox ouyiHroembcsi egpekmueHicmb 3acmocyeaHHsi BOE e Ykpaini. 32i0H0 3i cmamucmuyHuM ma KopensiyiliHum aHanizom 6yno doeedeHo, w0
ons YkpaiHu Halisuz2iGHiworo € eHepzisi 6ioMacu, a COHsIYHa eHepzisl 3anuwaemscsi 8i0HOCHO dopo2oro Ansi Hawoi kpaiHu. [fpome cumyayis Moxe
3MiHUMUCS, AKW0 eumpamu Ha COHs14YHi 6amapei 3MeHwambcsi 8 MalibymHbomy. [TokazaHo, w0 8UKOPUCMAaHHS anbmepHamueHux dxxepes eHepaii
3HUXye eHep2oeMHicmb BBI1, a eukonHi pecypcu 36inbwyroms yeii napamemp. Ha xanb, Ykpaini doeooumscsi cmukamucs i3 mpyoOHowamu e
3any4veHHi iHeecmuuyil onsi pozeumky BLE, ockinbku e yeli 4ac 80HU He HacMinbKu eu2idHi. Lje o3Ha4ae, wjo ypsid Mae 3MiHUMU ceOoto Noslimuky,
36inbwumu yiHu Ha enekmpoeHepezito 00 €8poNelicbKo20 PieHsl, HA0alyu WaHC Ha eHep2emuy4Hy He3anexHicmb. Y 6yob-sakomy eunadky e YKpaiHi
Heob6xidHo 6yde 36inbwumu enpoeadxeHHsi BLE, ockinbku e Hawili KkpaiHi € nuwe 6nu3bko 2% BE e eHepzemuyHomy 6anaHci, modi sik esponeii-
CbKi KpaiHu 8 cepedHboMy matomb 17%, a desiki 3 HUX — MoHao 60%.

Knroyoei cnoea. EHepezisi, eioHoemo0eaHi dxepena eHepeail, nonimuka €C, nocmay4aHHsl.

I'. XapnamoBa, KaHA. 3KOH. HayK, AoL.,

A. CTaBMLKMUI, KaHA. IKOH. HayK, AOLl.

KneBckuin HaumoHanbHbIW yHuBepcuteT umeHu Tapaca LleBuyeHko, Kues, YkpauHa,
C. Hara, kaHA. 9KOH. HayK, AoL,.

YHuBepcuteTt umenu Jlyunana Bnara, Cubuy, PymbiHusa

OLEHKA NPUMEHEHWNA BO3OBHOBNSAEMbIX UCTOYHUKOB 3HEPTMU B CUHEPTUU C NMONUTUKON EC

AaHanusupyemcsi ucrnosib308aHue 60306H08JIsIEMbIX UCMOYHUKO8 3Hepauu BUI Ha pa3Hbix amanax ux sHep2ocHabxeHusi. bnazodaps Mmupo-
8oMy onbimy, uccnedyemcsi OuHamuka nompe6bieHuUs1 3Hepauu Mo eudam; onpedesnsiemcs, Kakue eudbl allbMepPHaMUBHbIX UCIMOYHUKO8 HY)XHbI
onsi cmpaHbl 6onbwe dpyaux. Takxe oyeHusaemcs aghgpekmueHocmb npumeHeHusi BU3 e YkpauHe. CoanacHo cmamucmuy4eckoz20o u Koppensiyu-
OHHO20 aHanu3a 6b110 doKka3aHo, Ymo Onsl YKpauHbl 8b1200HOU s181Isiemcsi 3Hepa2usi 6UOMacchl, a CO/THeYHasi IHep2usi 0Ccmaemcsi OMmHOCcUMesIbHO
dopoezoli dns Hawel cmpaHbl. OOHaKo cumyayusi MoXxem U3MeHUMbCSI, eC/lu pacxoObl Ha conHeYHble 6amapeu ymeHbwamcs 8 6ydyuwiem. lMoka-
3aHO, Ymo ucnosib308aHue asbMmepHamueHbIX UCMOYHUKO8 3Hepauu cHu)kaem 3Hep2oeMkocmb BBIl, a uckonaembie pecypchbl yeenuyuearom
amom napamemp. K coxaneHuro, YkpauHe npuxodumcsi cmaskueambcsi ¢ mpyOHocmsiMu 8 npuesiedeHuu uHeecmuyuli ons pazeumusi BU3, no-
CKOJIbKY 8 3MO ePpeMsi OHU He CMOJIb 8bI200HbI. MO 03Ha4Yaem, Ymo npasumesibcmeo GO/HKHO U3MEHUMb CEOH0 MOIUMUKY, yeenuyums YeHbl Ha
anekmpoaHepauto do espornelicko2o ypoeHsi, npedocmaerisisi WaHC Ha 3Hep2emuYyeckyro Hezasucumocms. B no6om cnyqae e YkpauHe Heobxo-
dumo 6ydem yeenudumsb eHedpeHue BUD, nockonbKy e Haweli cmpaHe ecmb ece20 okoso 2% BN e aHepzemuveckom 6anaHce, mozada Kak ee-
ponelickue cmpaHbl 8 cpedHem umerom 17%, a Hekomopble u3 Hux — 6onee 60%.

Knroyeenie crnosa. 3Hepzemuka, 80306HO8/IsIEMble UCMOYHUKU 3Hepauu, nonumuka EC, npednoxeHue.

Annex 1
GOOD PRACTICES AND CASE STUDIES

PROVINCE OF POTENZA, ITALY

Background To implement an integrated energy policy at provincial scale coordinating measures for increasing energy efficiency and the
use of renewable energy sources at the local level also promoting a sustainable development process for the municipalities
in the Province of Potenza

Key issues:

o Implementing RES and EE solutions into the Province high schools and public buildings;

e Spreading the culture of energy savings and improving behaviours aiming to increase environmental protection;

e Promoting of environmental management systems on the provincial territory.

Case 1
The Regional Energy
Company foundation

The Lucana Energy Company promotes interventions for the rationalization and reduction of energy consumption and
related costs of public authorities performing the following activities:

* Energy planning at the regional, provincial and municipal levels, also supporting the Basilicata Region municipalities in
joining, implementing and monitoring the Action Plans for Sustainable Energy under the Covenant of Mayors (2020);

« Analysis, monitoring and management of energy consumption in on buildings owned by public bodies on the
regional territory;

« Implementation of renewable energy systems on buildings owned by public bodies in the region;

« Dissemination on energy issues in the regional community;

o RES behaviour.

Case 2
ENEPOLIS, the Potenza
province Local Agenda 21

The project ENEPOLIS had been addressed to mountain district characterized by a high index of woodiness and a high
risk of depopulation.
The relevant objective was to realize an integration of tourist facilities and bio-energy.

Case 3 The project is settled in a small neighbourhood of the Municipality of Filiano and it consists of three in line buildings for a
Sustainable Public total of 18 houses. Such buildings have been built applying the principles, methods and techniques of Green
Housing Building and Sustainable architecture with particular reference to energy saving and renewable sources energy
production systems.
The project represents a model of design-oriented to energy saving promoting the use of innovative materials with a
low environmental impact, and RES technologies.
Case 4 Improvement of energy performance in provincial high schools and public buildings can give a fundamental

Safe Ecological Schools contribution to the achievement of CO2 abatement targets and to the other targets of EU2020 and can provide great
savings for the Province with regard to energy and heating.

The GP defines a standard methodology and a wide catalogue of applications which could be extended to a wider scale.
The implementation of RES plants and EE measures on educational buildings raises the awareness among students

and teach staff regarding EE and RES.
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MUNICIPALITY OF SLAGELSE, DENMARK

Background EnergyVillage Omg and Flakkebjerg in SlagelseMunicipality
CO2 emission reduction and identification of tools a municipality can use to motivate and support towards the
installation of RES and EE.
The municipality is not allowed to make any form of financial support for such installations.

Case 1 EE and RES installations in private homes and SME companies, increased competences of the SME.

GPSmall and Medium
Enterprises, SME,
working with EE and RES
in Slagelse Municipality

The municipality organized a workshop for SME with a brainstorming about how the municipality could help to
promote RES and EE.

On that basis, several models were investigated, and 4 companies decided to organize Slagelse Energy-network as a
private association.

Case 2

Network for energy
responsible personal
employed in the
municipality of Slagelse

Network with 15-20 responsible personal in different buildings in the municipality. They are each responsible for the
energy consumption in own building.

The network meets 4 times a year. In Slagelse all municipal buildings have one energy responsible person and are
connected to a SCADA system "Min Energy".

SHEFFIELD CITY COUNCIL, UNITED KINGDOM

Case 1
Think Low Carbon
Centre, BarnsleyCollege

The Think Low Carbon Centre, based on BarnsleyCollege's Honeywell site, is packed with working low carbon technology. It
has been constructed with the latest energy efficient materials.

Amongst the Centre's features are solar panels, a green roof, triple glazing and a building management system which
automatically opens windows and vents to regulate temperature. The power generated and used at any moment is publically
displayed on-screen.

Case 2

23 homes, low energy,
South Yorkshire Housing
Association

All 23 properties have been constructed to Eco-homes "excellent" standard with super-insulation: timber frames; solar
thermal (water heating); photovoltaics (electricity generation); a wind turbine is to be installed which is expected to provide
around 800kw of electricity per annum.

DURHAM COUNTY COUNCIL, UNITED KINGDOM

Case 1

Solid Biomass Boiler
installation in an Off-Gas
zone (Weardale, Durham)

The biomass installation will not only provide the quantified savings in LPG, and a commensurate reduction in CO2
emissions, but it will have a significant impact on the overall performance of the museum under the Green Tourism Business
Scheme.

Case 2

Solar Photo-Voltaic
Scheme, New Business
Centre, Derwentside,
Durham

The SPA project (Solar Photo-voltaic Array) sought to reduce the electricity costs and carbon footprint of its larger public
facilities by utilizing the roof-space of appropriately sited buildings.

In total 35 buildings were selected and over 860kWp of solar panels were installed, ranging from 3,5 kW to 149 kW in size.
These sites annually generate over 700,000kWh of renewable electricity along with a CO2 reduction of 850 tonnes per year.

KAUNAS UNIVERSITY OF TECHNOLOGY, LITHUANIA

Background

Carbon reduction project is still ongoing so are not a clear evaluation of carbon dioxide reducing.KaunascityMunicipality is
planning to spend about 6 million Lt (1,7 mIn. Euros) for this project. Modernization of Kaunas city street lighting significant
reduced installed capacity of illuminators, reduced electricity consumption, ipso facto reduced CO2, other emissions in
electricity production.

Local companies performed implementation works of the project and in such a way was increased level of employment.

Case 1
Renovation of the Kaunas
lighting system

Modernization of Kaunas public lighting system — Lighting has a substantial impact on the expenses for energy also on the
environment, accounting for up to 40% of the electricity used in public buildings. Best examples from this field have shown
that between 30% and 50% of the electricity used for lighting could be saved by investing in energy efficient lighting systems.
In most cases, such investments are not only profitable but they also maintain or improve lighting quality. This activity is very
important for KaunascityMunicipality.

CITY OF TULLN, AUSTRIA

Background Concerning energy, Tulln is leading the way in the region Lower Austria and will act as a multiplier for suitable and feasible
technologies. By the State of Lower Austria, the construction of facilities for the production and use of alternative energy in
various fields — and energy saving measures in general — is promoted.

Case 1 The municipality of Grafenworth operates a small hydroelectric power plant to generate electricity. The power station

The small hydroelectric produces since the year 2012 at full capacity (always available) about 19,200 kWh per month. The consumption of the local

power plant council is compared to, approximately 1,800 kWh per month.

Case 2 The decision to use wood chips as a fuel was made because this is a cheap raw material and comes from the region.

Wood chip heating plant
with heat and electricity
use

The wood chip plant was built to supply the adjacent apartment buildings with electricity and heat.

The objective of the investment is, also schools, communities and interested citizens bring closer the processes of electricity
generation from renewable energy.

Benefits that arise from this system are:

e Environmental friendly energy

240 MWh electricity and 1,450 MWh of heat per year are produced. Therefore annually about 120,000 litres of heating oil will
be replaced. Currently, 45 residential units, 8 large public buildings and households in the catchment area were provided
with energy from wood chips.

o Emission reduction

Through the system, 600.000 kg / an of COz can be avoided.

e Jobs

Case 3
Agricultural College Tulln

The Agricultural College Tulln is an educational and advisory establishment of the province of Lower Austria. The
school is a training company with about 30 ha of arable land and about an acre of vegetables, wine and fruit
growing area. The training and testing are carried out in the individual faculty labs. The school year 2012/2013
started with 56 students. The school lasts 3 years.

The Agricultural College Tulln offers the possibility to choose between the branches General Agriculture, Agriculture and
Renewable Energies, Agriculture and Heating, Agriculture and Municipal services, and school for farmers.

The Agricultural College Tulln is involved in a variety of projects that are closely linked to the field of renewable energy, such
as vegetable oils as fuels, biomass power plants, sustainable development and utilization of cereal plants, combined heat
and power and more.

SZCZAWNICA MUNICIPALITY, POLAND

Background

Szczawnica decided to start using solar energy. The enterprise met with great interest of the Szczawnica community. Over
378 people joined The Association for the Eco-development of Szczawnica "EKOSzczawnica", which has been established
in order to organize the project's implementation. Local authorities precisely defined conditions of participation in the enter-
prise and adopted schedule and timetable of planned activities.

The first institution which positively replied to Szczawnica's application for funding was Voivodeship Fund for Environmental
Protection and Water Management (WFOSiGW), which granted the municipality a loan of 2 873 366,79 PLN. The loan has
an interest rate of 4% and there was a possibility of its amortization to the amount of 35%. Another institution requested for
co-financing the project was National Fund for Environmental Protection and Water Management (NFOSIGW). Szczawnica
had to wait long for the answer but it paid off. Szczawnica received a grant of 3 591 710,00 PLN which covered 50% of the
costs of the enterprise. These are significant resources, which — along with funds from WFOSIGW and interested stakehold-
ers — make it possible to carry out the enterprise.
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Case 1
Solar panels for citizens
of Szczawnica

The authorities of Szczawnica — encouraged by existing programmes for financing environmental projects — decided to undertake
unique in Poland enterprise consisting in installation solar collectors at individual consumers. The project entitied "Reduction of low
emissions through utilization of renewable energy sources by individual and collective consumers at the area of Szczawnica munici-
pality with special focus to solar installations" included purchase and installation of complete solar systems.

Regular meetings for inhabitants of Szczawnica and members of the Association aiming at increasing of environmental
awareness of inhabitants were organized. In the near future, awareness-raising activities at schools were planned.
Outcomes:

e improving the quality of residents' life and a state of the environment;

e raising environmental awareness in the community and promotion of RES;

« diversification of energy sources;

e increasing the share of energy from renewable sources;

o protection of natural and cultural heritage for future generations with a particular emphasis on areas valuable in terms of
nature (Natura 2000) and tourism;

e increasing the tourist attractiveness of the area covered by the project.

Szczawnica, having about 7,5 thousand inhabitants, focuses on the utilization of solar energy. At present, it has over 5 430
m2 of solar panels in total (also on the roofs of larger buildings with rental apartments for spa guests and tourists), about 3
353,4 kW of energy used comes from this source.

Complete solar systems made of approx. 1574 collectors with total absorption surface of about 3 714,64 m? and capacity of
3037,82 kW for private owners were co-financed in about 60% by NFOSiGW and WFOSiIGW. The main success is the
reduction of emissions in the Szczawnica region (dust, sulphur dioxide, nitrogen dioxide, carbon monoxide, soot).

In addition to ecological benefits, the project has brought significant cost savings. Inhabitants who have installed solar
systems use the hot water for free since March till October. It is — in the context of constantly increasing energy prices — is a
huge advantage for family budgets

Case 2

The network of energy
saving schools —
EURONET 50/50

To reach less CO2 emissions schools created a 50/50 NETWORK around Europe with the aim to save energy.
Applying the German 50/50 methodology to 58 educational centres in order to contribute to the fight against climate change.
Within the frameworks of the project, a European network of schools was created and energy efficiency measures were
implemented in chosen school buildings. The 50/50 concept assumes that thanks to taken up actions 2,5% energy savings
will be achieved and money saved will be divided between schools (50%) and municipalities (50%)
In Poland:
 raining seminars for teachers were organized;
o educational materials (e-pack) were prepared and sent to all schools participating in the project;
o 3 sets of measuring instruments (digital thermometer, luxmeter and energy consumption meter) were sent to
schools for pupils to be used during preparation of the energy characteristics of their schools;
e energy audits were conducted in schools to find out the schools' energy baselines and the potential energy savings;
e every school has created an Energy Team to coordinate and monitor the implementation;
e energy review of the school buildings was organized as well as the measurements of temperature, light intensity and
energy consumption;
o information and promotion campaigns (full of innovative ideas) were organized to promote the idea of 50/50 and to en-
courage energy saving whole school community.
58 schools from 9 countries involved in the 50/50 methodology implementation and respective local authorities. In Poland 11
primary schools from 8 municipalities all over Poland.
PNEC prepared Polish version of the e-pack, which consists of:
a) Description of the EURONET 50/50 methodology (How to set up a successful 50/50 project) translated into Polish
b) Teachers guide (with worksheets for pupils) translated into Polish
c) Lesson scenarios for different school subjects concerning energy saving and climate protection issues
d) Additional materials for teachers and pupils that were developed within the frameworks of other projects focusing on
energy education of children and youths
e) A movie about the implementation of the 50/50 methodology at German schools (with Polish subtitles)
The energy savings achieved in 7 schools (out of 11 participating) in 2010 in Poland amounted to 6,1%, giving a total of 260
571,9 kWh and in 2011 energy savings achieved in 6 schools (out of 11 participating) amounted to 6.9% giving a total of
249 861,4 kWh
The most impressive savings was achieved by Primary School No 13 in Bielsko-Biala: in 2010 it saved over 6 600 EUR, in
2011 —as much as over 7 750 EUR!
The money saved in the first year let them purchased 2 laptops, 2 projectors and a camera, and organize for the most
involved students a trip to Fairy Tales Centre in Pacanow.

Case 3
Energy Days as a tool of
community involvement

Energy Day is a local event that aims at raising public awareness of issues such as energy efficiency, use of renewable
energy sources and the links between energy and climate change. The event can take different forms and should join in-
creasing energy awareness of different groups of stakeholders with good fun. Energy Days included activities such as work-
shops, exhibitions, study visits, open-door days, forums, competitions for schools (of children drawings, rhymes, songs etc.)
and general public etc.

Energy Days activate the whole local community: institutions, citizens, local actors and stakeholders, schools: children and youth.

As a result of Energy Days, the social awareness was increased — citizens practice saving energy and its efficient use of
their houses and workplaces. They seem to be more willing to invest in EE measures.

In total, about 4000 people participated in these events, however, due to the wide public campaign and competition orga-
nized for schools more than 10 000 people were addressed.

AVRIG MUNICIPALITY, ROMANIA

Background Avrig strengthen its leading position in a regional context as a key promoter of sustainable energy development and become
a model for other cities in the region and across the country in environmental and social sustainability, as it addressed the
use and exploit resources natural abundantly present resources in the area, boosting local professional and entrepreneurial
potential through sustainable enterprises.

Case 1 SC Enev-AVRIG LLC is dedicated to the integration of renewable energy systems in Avrig and surrounding villages.

SC Enev-AVRIG LLC a
council-owned
investment and electricity
distribution company

The company, founded by the City Council of Avrig assumed an operational role in all projects aiming at the installation of
energy distribution, energy transport and thermo-energy rehabilitation of buildings maintained by the Local Council of Avrig.
SC Enev-AVRIG LLC is also able to acquire new investment funds for future development projects as well as the
implementation of existing energy projects and attracting new private and public investors to the city of Avrig.

Feasibility study of small hydropower plants on the AvrigRiver and the construction of biogas and biomass power plants
have been implemented. In addition, a plan was drawn up for a future centralized heat supply from renewable sources to the
residential and commercial areas. Implementation of rooftop solar power to residential and municipality-owned buildings is
also on the agenda.

There is a possible replicability of the model to other small cities in Romania the other EU countries in using local energy
sources to produce decentralized energy for their own uses to bring down local energy costs.

Case 2

Avrig has jointly imple-
mented, with "The Lucian
Blaga" University of Si-
biu, a "Smart
community-academic
course"

Avrig City Hall proposes "Lucian Blaga" University of Sibiu, to develop and offer an academic multidisciplinary course
based on Smart community issues with lecturers that have already demonstrated their knowledge, commitment and
involvement to our projects such as Corporate Security Management Research Center, Total Quality Management Scientific
Research Center, and other national/international interested lecturers, including Toshiba Group representatives.

Establish local RES & EE Education to enhance "Lucian Blaga"” University of Sibiu in a key role as a player within the
community, the City Hall of Avrig proposes starting with basic topics of the academic course to support common growth and
development for renewable sustainability in business, academia and local government sectors. Another objective of the
Smart community-academic course proposal, to train public servants and public administration professionals in order to
understand the impact, needs and responsibilities of the community in sustainable energy.

Transferability to other university and colleges as an educational tool to promote the growth of employment in new
sustainable energy industries.
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EXCHANGE RATE VOLATILITY: AN EMPIRICAL STUDY FOR STATE OF KUWAIT

As an oil exporting nation Kuwait suffers from the well-known issue called the Resource Curse given the high reliance on oil
revenues for economic growth and development. Traditionally research on small open economies such as Kuwait focus on
versions of the Solow /Harrod/Domar growth models which are predominantly closed models which focus on exogenous growth
issues such as saving ratios and the Solow Residual. For an open economy without core problems on capital accumulation, such
as Kuwait, it is interesting to disentangle exchange rate volatility issues from key open economy fundamentals such as GDP
growth, trade openness, inward foreign investment and exchange rate issues.

The purpose of this study is to empirically examine the impact of gross domestic product, trade openness and foreign direct
investment on the exchange rate volatility of Kuwait. We have used several advanced statistical tools to better estimate different
kinds of relationships. Results show that all factors are significant in determining exchange rate volatility.

Key words: exchange rate, volatility, GDP, trade openness.

Introduction. Exchange rate volatility is of particular
importance to those countries which are small and conduct
large amounts of trade [4]. This is particularly relevant to
Kuwait. Exchange rate movements have important
implications for a firm's profitability and stock market
valuations. Prasad A. [26] sets out three main ways in
which exchange rate movements can affect firm value:
namely; translation, transaction and competitive effects. He
concludes that together these effects can be substantial for
small economies with specialized trade flows. The
significance for Kuwait, in this way, is clear. Indeed,
Dominguez [14] argues that the elimination of exchange
rate risk for European firms was one of the central
motivations behind the Euro. Evidence of significant
exposure to exchange rate volatility is reinforced by Bodnar G.
[6] who found significant exchange rate exposure for 28%
of all industries in the UK, Canada and Japan. Other
studies, such as Amihud Y. [2], found a lag in the
relationship between a firm's value and the exchange rate
change. Amihud (ibid) argues that the complex relationship
between firms and the exchange rates means that it took
time for all of the implications of exchange rate movements
to be analysed. In particular, Bartov E. conjectured that the
lagged market response to changes in exchange rates are
normal so that large bubbles can be expected when trade
is highly open in all trade data.

After the downfall of the Bretton Woods arrangement,
several academic and empirical studies have analyzed the
association between exchange rate volatility and other
macroeconomic factors. The impact of exchange rate
variations can impact the overall economic system in the
country. Uncertainty in exchange rates can be a significant
barrier to trade, investment and in total economic activity
among countries as a devaluation of a local currency may
affect the overall income — absorption of the economy.

The motivation behind this study is to empirically
investigate the impact of trade openness, foreign direct
investment and gross domestic product impact on exchange
rate variation. Based on the reviewed theories this study
stands unique in terms of its econometric model and the
econometric tools that we used during this research. It is of
utmost importance to check how the economy of Kuwait is
responds to exchange rate fluctuation with its possible
income impacts on the economy.

Many papers have conducted studies to investigate the
factors affecting exchange rate volatility and have used
different methodologies to reach an answer. Using panel
techniques, Holland M. et al [17] have shown for Brazil a
more (less) volatile exchange rate has significant negative
(positive) impact on economic growth. For Sudan, Ebaidalla

E. [16] used GARCH to show that the volatility of the
exchange rate has a positive impact on current account
balance. For Nigeria, a simple OLS indicated that interest
rate and rate of inflation have negative impact on economic
growth but not significant [1]. In the GCC, a VECM revealed
that the exchange rate volatility significant positively effects
investments and other macroeconomic factors in GCC. [13].
Finally, Kuznobu H. and Fukonari K. [19] have also used
VECM to show that intra-East Asian trade is discouraged by
exchange rate volatility more seriously than trade in other
regions. This could be because intermediate goods trade in
production networks, which is quite sensitive to exchange
rate volatility compared with other types of trade, occupies a
significant fraction of trade

The objective of this study is to review the impact of
GDP, TO and FDI on exchange rate of Kuwait.

Methodology. The volume of trade and the Balance of
Payments is a vital macroeconomic fundamental that is
heavily influenced by the prevailing exchange rate [11].
The effect is larger for small, highly open economies which
are affected proportionally more by changes in international
trade flows [4]. Once again, the Kuwaiti trade pattern falls
into this category and is evident in the times series.

McKenzie M. [21] conducted a thorough empirical and
theoretical study of the relationship between trade and ex-
change rate volatility but with mixed results such that no
solid conclusions on the relationship could be determined.
Moreover Phillips P.C. [25] argues that not all previous
studies deal with non-stationary integrated variables satis-
factorily, leading to spurious regressions.

Despite no clear, consistent relationship between ex-
change rates and trade at the international level there has
been some success in studies of bilateral trade: Doyle E.
[15] analysed the effects of exchange rate volatility on Irish
exports to the UK between 1979 and 1992, finding that it
was a significant determinant for 35% of the Irish-UK trade.
Similar conclusions have been drawn in a number of stud-
ies investigating bilateral trade between developing coun-
tries: Brada J. [7], Cabarello R. [9] and Arize A. et al. [3]
found exchange rate volatility to be significant in explaining
trade flows and Balance of Payments issues in developing
countries, indicating the importance of exchange rate re-
gimes for developing countries. A reason for the signifi-
cance of exchange rate volatility on trade is the narrow
range of export goods from developing economies.

In econometric data analysis, it is essential that non-
stationary variables are treated differently from stationary
ones. Brooks C. [8] defines a series to be strictly stationary
if "the distribution of its values remains the same as time
progresses, implying that the probability that falls within a

© Lawler K., Sadiq S., 2018
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particular interval is the same now as at any time in the
past or the future.”

Early studies by Yule G. [27] discovered that the regres-
sion of a non-stationary time series on another may produce
a spurious regression, meaning it is imperative to test the
time series for stationarity before commencing econometric
testing. The predominant test of stationarity is the unit root
test, pioneered by Dickey D. and Fuller W. [12].

The methodology uses times series analyses based
around unit root tests and co-integration techniques which
seek establish long run relationships between key variables
which directly link to economic theory. Essentially these
techniques seek to avoid creating spurious regressions
based on unrelated variables. Moreover, the analysis goes
on to develop a short run VECM for short run elasticities
which reveal consistently viable results. The approach here
follows the literature and achieves similar findings for
Kuwait as discussed above. The positive income/ price
elasticity effects noticed for East Asia trade is revealed in
this study too. The fundamental drivers of exchange
volatility are linked to the core fundamentals in ways
predicted bythe pure theory of exchange rate
determination. We have used several econometric tools to
empirically investigate the impact of GDP, TO and FDI on

exchange rate volatility of Kuwait. Study has used annual
data from 1980 to 2015 obtained from World Development
Indicators of World Bank. Based on existing literature we
have used descriptive analysis to check the normality of
data, augmented ADF for unit roots, Johansen co-
integration used for long run relationship and VECM for
short run relationship.

ER = Bo + BiGDP + B,TO + PsFDI

where; ER = Exchange rate GDP =
product TO = Trade openness FDI =
investment.

Results. The present study has used several statistical
tools to analyze all possible linkage between exchange
rate volatility and the other explanatory variables. To get
optimal outcome from the data we have used normality
testing followed by the augmented Dickey-Fuller unit root
test. To identify any long run relationships, we have used
the Johansen co-integration technique and used the vector
error correction model (VECM) to test for short run
relationships and the significance of the data.

Table 1 shows the results of the standard unit root test
(*significant at 5%). It clearly illustrates that, with the exception
of TO, the majority of the variables are stationary at level.

Gross domestic
Foreign direct

Table 1. Results of the Unit root test

Variables Null Hypothesis Level 1(0) First Difference I(1)
ER Stationa -2,877635 -5,472231*
ry (0,0582) (0,0001)
) -0,371763 -5,318762*
GDP Stationary (0,9033) (0,0001)
. -3,549038* -7,556895*
TO Stationary (0.0123) (0.0000)
. -2,194831 -7,043599*
FDI Stationary (0,2116) (0,0000)

Looking at the long run, table 2 shows the results of the Johansen co-integration test. used for long run relationships

and VECM for the short run relationship.

Table 2. Results of the Johansen Cointegration test

Johansen Cointegration Test
Hypothesis No of CE (s) Trace Statistics Critical Value P-Value
None 51,765* 47,856 0,02
At Most 1 25,345 29,797 0,149
At Most 2 8,779 15,497 0,386
At Most 3 0,061 3,841 0,803

There is one co-integration equation in the model and a long run relationship exists.
Looking at the short run, table 3 shows the results VECM and it can be seen that all variables are significant.

Table 3. Results

of the VECM

Long Run Variables Coefficients t-values
GDP -0,018 -2,04
TO 2,28E-01 5,292
FD 3,90E-12 5,196

Conclusion. The objective of this study is to empirically
examine the impact of Gross domestic product, Trade
openness and Foreign Direct Investment on the exchange
rate of Kuwait.

Several different empirical methods have been adopted
in previous studies investigating volatility in exchange rate
models. Many, including Meese R. [22, 23, 24] and Mark N.
[20], used co-integration tests which had some strengths,
especially since the Johansen (1992) paper improved the
econometric methodology. However, this investigation de-
veloped a vector autoregressive model and included key
variables like trade openness, foreign direct investment
and GDP. This has not been developed for Kuwait before.

An Augmented Dickey-Fuller [12] (ADF) unit root tests
were run to examine stationarity in the time-series sam-
ple. The first differences of the variables were taken to
ensure that the variables are stationary. This investigation
also conducted sub- tests using the model specified to
isolate certain events. which could cause biased results.
By isolating key periods of time, the investigation hopes
to gain greater insight into the performance of the ex-
change rate model and the determinants of movements in
Kuwait dinar exchange rate.

The ADF was then used, and the results showed that
all variables under study are integrated at order one except
for Trade Openness. The Johansen co-integration tech-
nigue was used to examine long run relationships and it
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shows that such a relationship exists. We have used the
Vector Error Correction Model that produced significant
results for all variables. Keeping in view all the results ob-
tained, we can conclude that all factors are crucial to ex-
plain exchange fluctuation. However, our results indicate
that Trade Openness is the most important variable that
effect exchange rate at any stage. This is evident in the co
integration of the vector which gives the pseudo elasticity
for Gross domestic product, Trade openness and Foreign
Direct Investment. The results show that if Kuwait in-
creased. trade openness and attracted more foreign direct
investment, exchange rate volatility would increase. The
pure theory of exchange rate determination is in evidence
in these results and could inform future policy initia-
tives. Policy makers are recommended to review FDI and
TO as separate impact factors on the exchange rate and
revisit the Kuwait policy stance. Future researchers could
also consider other relevant factors like the current account
balance in empirical studies.

As a small open economy Kuwait is subject to sudden
changes in world prices of its exports. Long term this can
cause serious terms of trade effects where the real
exchange rate is dramatically affected. So paradoxically
although exchange rate volatility is explained with the
traditional pure theory paradigm, slight changes in the TO
and FDI variables can cause asymmetrical effects with
potentially large swings in the exchange rate. The VECM
indicates this potential paradox and underlines that
exchange rate issues in small open economies can have
a huge impact on Balance of Payments positions even
among oil exporters.
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HECTABIIbHICTb OBMIHHOI'O KYPCY:
EMMNIPMYHE AOCNIAXEHHA OEPXXABU KYBEUTY

Sk kpaiHa, wo ekcriopmye Hagpmy, Kyeelim cmpaxdae ei0 eidomMoi npobnemu, sika Mae Ha3ey "nNpoknssmms pecypcie”, 3 02190y Ha 8UCOKY 3a-
nexHicmb ei0 Ha0xo0dXeHb 8i0 Haghmu Onsi eKOHOMi4HO20 3pocmaHHs ma po3eumky. TpaduyiliHe docnidXeHHs1 HeeenuKux 8i0KpUMuUX eKOHOMIK,
makux sik Kyeelim, 3ocepedxeHo Ha eepcii Modeneli pocmy Solow /Harrod/ Domar, siki € nepesaxHo 3akpumumu ModesisiMu, 30cepedXeHuUMu Ha
nuUMaHHsIX eK302eHHO20 3POCMmaHHs, Makux siKk koegpiyieHm ekoHomii ma 3anuwku Cosnoy. [ns eiOkpumoi ekoHoMiku 6e3 ceplio3HUX npobrem
Hakonu4eHHs1 Kanimany, makux sik Kyeelim, yikaso po3e'szamu npob6nemu eonamusibHOcmMi 06MiHHO20 KypCy 3 KJIF0HO8UX OCHO8 8i0KpUMOi eKo-
HOMiKu, makux sik 3pocmanHsi BBI1, eiokpumicmb mopezieni, eHympiwHi iHozeMHi ineecmuyii ma npo6semu o6MiHHO20 KypcCy.

Memoro ybo20 docnidxeHHs1 € eMripu4yHe 8UBYEHHS 8M/1UBY 8as108020 8HYyMPiWHbLO20 MPodykmy, 8iokpumocmi mopeiesni ma npsiMux iHo3em-
Hux iHeecmuuyili Ha Hecmab6inbHicmb eanmtomHozo Kypcy Kyeelimy. [ins kpawoi oyiHku pi3Hux eudie eiOHOCUH 8UKOPUCMAHO Kinbka nepedosux
cmamucmu4HuUx iHcmpymeHmis. Pe3ynbmamu noka3syroms, W0 6ci YUHHUKU € 3HaYHUMU MpuU 8Uu3Ha4YeHHi onnamusibHOcmi 06MiHHO20 Kypcy.

Knrouoei cnoea: kypc o6MiHy, eonamunbHicms, BBI1, eidkpumicmb mopzieni.
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HECTABUJIbHOCTb OBMEHHOIO KYPCA: 5
SMIMUPUYECKOE UCCIEOOBAHUA TOCYOAPCTBA KYBEUT

Kak cmpaHa, komopasi akcnopmupyem Hegpmb, Kyeelim cmpadaem om u3eecmHol npobrembi, komopasi Ha3bieaemcsi "Npoknsimue pecyp-
coe", ydqumsbleasi 8bICOKYIO 3a8UCUMOCMb oM rnocmynseHuli om Hegpbmu 511 IKOHOMUYECKO20 pocma u pa3eumusi. TpaOuyuoHHo uccredoeaHusi
HebosIbWUX OMKPbIMbIX 3KOHOMUK, makux kak Kyeeiim, cocpedomoyeHbl Ha eepcuu modeseli pocma Solow /Harrod/ Domar, komopsble siensiromcsi
npeumMyuw,ecCmeeHHoO 3aKpbimbIMU MOOEISIMU, cOCPedOMOYEHHbIMU Ha 80MpPocax 3K302eHHO20 POCma, makux Kak KoaghghuyueHm 3KOHOMUU U
ocmamku Conoy. [ns omkpbimoli 3KOHOMUKU 6e3 cepbe3Hbix NpobsieM HaKOMeHUsl kanumana, makux kak Kyeelim, uHmepecHo pewums npo-
61eMbl 80s1aMusIbHOCMU 06MEHHO20 Kypca U3 K/1H04e8biX OCHO8 OMKPbIMOU 3KOHOMUKU, makux Kak pocm BBI1, omkpbimocme mopzoesnu, e Hym-
PpeHHuUe uHocmpaHHble UHeecmuyuu u npobemMbl 06MeHHO20 Kypca.

Lenbto amozo uccnedosgaHus sie/isiemcsi SMIUpUYecKoe usyyeHue 8/1UsIHUSI 8a/108020 8HYmMpeHHe20 nMpodykKkma, omKpbLIMOCmMuU mop20esiu u
npsIMbIX UHOCMpPaHHbIX UHeecmuyuii Ha HecmabusibHOCMb eanmomHo20 Kypca Kyeelima. Ons ny4weli oyeHKu pa3iuyHbix eudoe omHoweHul
ucnosIb308aHO HECKOJILKO MepedoebiX cmamucmu4eckux UHCmMpyMeHmos. Pe3ynbmamel noka3sbigalom, Ymo ece ¢haKmopbl S8/sIoMmcsi 3Haqu-
menbHbIMU Npu onpedesieHUU 8oamubHOCMU 06MeHHO20 Kypca.

Knroyeenie cnoea: Kypc obmeHa, eonamunbHocms, BBI1, omkpbimocms mopzoenu.
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THE INFLUENCE OF ORDOLIBERALISM IN EUROPE

From the "sick man" of Europe, as it was called after the Second World War, Germany managed to become the greatest power
on the continent. This was due to hard austerity policies that perfectly suited a hard working and rigorous population. In this article |
want to analyze if ordoliberalism, the German form of social liberalism that led to the country's economic miracle in the 1950s, can
be the saving solution for a continent in crisis. For a more complete analysis, | studied the subject from an economical, historical,
political and social perspective. Following an extensive review of existing literature | have highlighted the doctrinal confrontation
between ordoliberalism and keynesianism, brought back in the spotlight by the European sovereign debt crisis.

The German economic elite embrace ordoliberal values, characterized by responsibility and strict monetary rules. In
response to the Eurozone crisis, they tried to spread the ordoliberal ideology across Europe. Focused on the supply side of the
economy, the followers of ordoliberalism strongly opposed the expansionary fiscal and monetary policy. The power held in
Europe allowed Germany to impose its own vision, centered on austerity and price stability. If ordoliberalism worked very well in
Germany after the Second World War, not the same happened in the case of the Eurozone's economy. The rigor and lack of
flexibility of German ordoliberalism have only further deepened the crisis and the economic problems of vulnerable countries.

Keywords: ordoliberalism; keynesianism; Eurozone; crisis.

Introduction. The history of ordoliberalism. The
theoretical foundations of ordoliberalism were set in the
1930s and 1940s by the Freiburg School and other thinkers
whose intellectual influence went beyond German space.
The most representative founders are Walter Eucken, Franz
Bohm, Alfred Muller-Armack, Wilhelm Ropke and Ludwig
Erhard. They outlined a conservative-liberal program as a
response to the political and economic turmoil generated by
the Weimar Republic and the Great Recession. In order to
ensure the good functioning of the liberal market economy,
the ordoliberals promoted a strong role for the state with
respect to the market. As markets are not a "natural"
phenomenon that works by itself, they need to be sustained
and supported by the state. Markets work efficiently only if
there is competition, but because competition is not
spontaneous, the state must ensure it through norms and
regulation. The two directions that ordoliberals focused on,
were: dissolving economic power groups and regulating the
economy without influencing the economic process.

Ordoliberalism opposed pure laissez-faire but not
liberal values. The aim of their efforts was to achieve an
economic and social reform program designed to
"reconcile the immense advantages of the free market
economy with the claims of social justice, stability,
dispersal of power, fairness and the conditions of life and
work which are proper to Man" [1, p. 45]. In other words,
the freedom of individuals is carried out in a stricter
legislative framework, but more concerned about social
issues. Laws must be clear, non-interchangeable, impartial,
and the state must ensure their compliance.

Ordoliberalism also opposed total interventionism
characterized by economic planning, nationalization, and
property erosion. The challenge was to find a middle
path, that is, the state's optimal level of intervention,
without the risk of too much intervention opening the way
to collectivism or too little intervention to prove ineffective.
Wilhelm Ropke divides state interventions into
"compatible and incompatible... those that are in harmony
with an economic structure based on the market, and
those which are not". [2, p. 160] In his opinion, market-
compatible interventions are those that do not intervene
in the price formation mechanism, all the others will entail
the need for new regulations and, in the end, the market
will be taken over by the state.

Focused on the supply side of the economy,
ordoliberals believed that output and employment are
determined mainly by supply factors. They strongly
opposed the expansionary fiscal and monetary policy in
case of crisis, believing that the state's role is to maintain
price stability. The fear of Germans over rising prices is
justified by the hyperinflation experienced in 1929-1933. In
1914 the dollar was worth 4.20 marks but it reached 4.2
trilion marks in 1923 [3]. This hyperinflation almost
destroyed Germany's economy and some say it created
the right conditions for the rise of Adolf Hitler

For ordoliberals a good state is a strong state. The primary
role of the state is to correct the imperfections of the economy
from a social and moral perspective through a set of laws
designed to ensure the order of the free market. lts
responsibility is to create a framework of rules which provide
the order that markets need to function freely and efficiently.

© Popa C., 2018
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German ordoliberalism laid the foundations of a social
market economy that was successfully implemented in West
Germany after the Second World War, contributing to the
economic and social recovery of the country in a spectacular
way. When most developed countries in Europe have turned
to Keynesian measures, Economy Minister Ludwig Erhard
has chosen a different path that of ordoliberalism, meant "to
lay down the order and the rules of the game" [4, p. 102]. He
wanted to create a human economic order in which German
citizens overcome the difficulties and problems they face,
and society is reborn. After a war in which it was defeated,
with a centralized economy focused mostly on weapons
production, inflation in Germany reached alarming levels. In
this context, Ludwig Erhard chose to combine freedom and
free market competition with a strong state involved in
ensuring social justice.

The cooperation of trade unions with the German state
throughout the period of reforming the economy has
contributed decisively to the efficiency of these reforms.
The ordoliberal measures taken in 1948-1949 resulted in a
decrease in the cost of living and the increase of wages in
the background of increasing labor productivity. The
increase of the industrial production index and the gross
domestic product were a real proof that the social market
economy proved to be a success.

Until 1960, Germany experienced a steady economic
boom characterized by steadily rising production, falling
unemployment, increasing consumption, surplus trade
balance, stable prices, rising real wages, population
growth, etc. The revival of the German economy after the
Second World War and the scale of economic growth were
considered a miracle. A kneeling country found the power
to recover and to become one of the greatest economic
powers in just a few years. The "German miracle" was due
both to reforms specific to the social market economy and
to the discipline and rigor of the German labor force.

The Keynesian alternative

John M. Keynes was an eminent economist of the
20™ century, whose ideas marked decisively the modern
economic theory. His efforts to mitigate the adverse effects
of economic recessions gave birth to a unique and
personal doctrine that has been applied in many countries,
many years after his death — Keynesianism. Similar to
ordoliberalism, it opposed the economic theory of the
Classical School and, in particular, the concept of "laissez-
faire". Keynes was convinced that individual and collective
interests are often in opposition. The unswerving desire of
people to get rich, together with a system in which the state
does not intervene enough in the economy, generates
social discrepancies.

Keynes did not share the liberal view of the self-
regulating market and limited intervention of the state in the
economy. On the contrary, he considered that in case of
economic depression "the first step has to be taken on the
initiative of public authority; and it probably has to be on a
large scale and organized with determination” [5]. His belief
was that the market alone is not capable to overcome
moments of crisis, so the state must intervene when the
economy has troubles putting it back on the line. Keynes
position was halfway between the "laissez-faire" principle
and the planned economy of a totalitarian state. Its
measures target an energetic state involved in the
economy both during war and in peacetime, when the
economy is facing difficulties.

In the interwar period, when unemployment in Europe
and America reached record levels, Keynes sought the
most effective ways to increase employment. The English
economist wanted to find a "third way" through which to
secure public good in a society controlled in a balanced

manner by the state. He believed that "the ideal size for the
unit of control and organization lies somewhere between
the individual and the modern State" [6, p.4]. If
ordoliberalism was focused on the supply side of the
economy, Keynesian theory believed that public power
intervention should contribute to the development of
aggregate demand. The demand growth will generate
output expansion, economic growth and employment.

Since the economy can't correct the lack of demand itself,
the state needs to intervene through government policies. A
first step of state control should take place in the currency and
credit sectors, where individuals risk generating inequality and
imbalances through their behavior. Another direction of control
refers to the population savings and investments, with the
state having the role of determining whether economies are
materialized in productive investments or not. Keynes sees
this issue as of utmost importance to the economy and
"should not be left entirely to the chances of private judgment
and private profits". [6, p. 4]

Keynes's confidence in the ability of the private sector to
contract massive loans and make effective investments is
rather small. The efficient, innovative, active entrepreneur of
Jean-Baptiste Say is characterized by Keynes as insecure,
fearful and cautious. Thus, extensive spending programs
meant to generate price increases will best be carried out by
public or semi-public institutions in areas such as
construction, public utilites and transport. Keynes
encourages the state to start a series of public investments
as "engaging in public works of a number of people will have
a much greater effect on aggregate employment when
severe unemployment exists" [7, p. 190]. The fiscal policy
has the role of encouraging the aggregate demand as well,
as Keynes proposes that the poor population to be less
taxed as it is the social cloth that consumes the most.

The Keynesian doctrine was not shunned by criticism.
Government spending towards unemployment-affected
sectors has been seen by liberal economists as an
inefficient allocation of resources. Friedrich Hayek warns
that when the government spending stream stops or
moves, unemployment will rise again. Keynes's measures
are beneficial in the short term, several months in periods
of deep economic depression, after which the market
should be left free. Concerned with the analysis of
macroeconomic aggregates, Keynes did not focus enough
on the activity of the economic agents on the market.
Moreover, he did not take into account the time factor,
respectively an insufficient offer for a certain period. He
rejected the Classical School theory that in the long run the
economy will be balanced on the basis of market forces, as
"in the long run we are all dead" [8, p. 80].

On the short term, Keynes' theory proved to be
beneficial to the economies that have adopted it, but its
long-term measures have had negative effects. Keynes's
expansionist monetary and fiscal policies, coupled with an
unprecedented rise in oil prices, contributed to the
emergence of the inflationary phenomenon of the 1970s in
the US and other industrialized countries. Moreover,
countries that have adopted this doctrine have faced
increased tax and public debt. The countries entered a
period of stagnation that overshadowed the effectiveness
of the Keynesian model.

The Euro crisis between ordoliberalism and
keynesianism

The 2007-2008 financial crisis has revealed the
fundamental problems in the design of the single currency
area. Greece, Ireland, Portugal, Spain, Italy, Cyprus have
had very high interest rates on government debts,
threatening to default. Trying to find a solution to these
problems, European leaders divided into two camps,
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calling on two opposite models: the keynesian model and
the ordoliberal model. The keynesian model, supported,
among other countries, by France, encouraged a more
interventionist governance, with the aim of demand-driven
growth. The ordoliberal model supported especially by
Germany, encouraged compliance with price stability, an
institutional system based on strict rules, and supply side
economics. Thus, the management of the European debt
crisis brought back to the forefront the ideological
confrontation between ordoliberalism and keynesianism.

German ordoliberalism

Ordoliberalism is at the heart of the German social
market economy but it is no longer an important academic
current. It was not very present in public discourses in
recent years but after the European debt crisis its voice has
been heard again, as the German elites have called for its
lessons. Because of its strength in Europe, Germany has
tried to impose this mentality in other European countries,
through austerity and debt limitation policies enforced by
strict rules. Germany, "today's engine of growth and anchor
of stability in Europe", as its finance minister calls it, is the
fourth world economy, and the biggest in Europe. It alone
represents 21% of the European Union's GDP and it is the
first in Europe in terms of population, current account and
supplier of external credit [9]. It is the founder of the
European Union and Euro Zone and the country that had
the most important say in the context of the European
sovereign debt crisis.

Ordoliberal theory has contributed greatly to the
creation and development of the European Union. The
European Monetary Union (EMU) was strongly influenced
by ordoliberal concerns about sound money. Likewise, the
strict rules that are part of the Maastricht Treaty are rooted
in the ordoliberal doctrine. During the present crisis, the
German Government required the provisions of the treaty
to be respected and tried to impose its vision centered on
austerity and price stability, to the rest of Europe.

Not all Germans are ordoliberals, but important people
in leadership positions share these values. The members
of the German Council of Economic Experts, are a relevant
example from this perspective. Its members are known as
the "wise men" and it is an independent body that has been
advising German government on economic issues since
1963. It still plays an important role in government
decision-making. Four of the five economists have
ordoliberal visions and strongly endorse the compliance of
the Maastricht stipulations and especially the no-bail-out
clause, which "strengthens market discipline by ensuring
that private lenders — not the other member countries —
bear the consequences of unsustainable fiscal policies"
[10]. Shifting the risk from national level to the shared
central bank balance sheet only generates moral hazard
problems. Thus, European Central Bank (ECB) should
focus on maintaining price stability and not act as crisis
manager putting its independence at risk.

In order to restore economic stability, the Council
proposed that countries that have experienced government
debt crises to adopt structural reforms and budget cuts.
Lower government expenditure and, to some extent, higher
taxes will contribute decisively to budget consolidation.
Debtor countries have to put their own economy back on
their feet without waiting for creditor countries, like
Germany, to finance them permanently. In line with the
Council's advice, the solutions proposed by Angela Merkel
in solving the Euro Zone crisis had the purpose of not
touching Germany's interests.

According to the ordoliberal doctrine, the Council
encouraged responsibility, control and the punishment of
those who do not obey the rules. If a permanently

uncooperative member state threatens the existence of the
euro, it should be withdrawn from the currency union as an
utterly last resort. [11, p.2]. However, a country's
withdrawal from the Euro Zone could create a dangerous
precedent. This action could be followed by other exits that
eventually might lead to the division of the Euro Zone. The
fate of the Euro influences the fate of the European Union,
so the domino effect will be all the more devastating. As
this repercussions threatened to affect the US economy
and financial markets, Obama administration has been
actively involved in preventing Greece from being ejected
from the single currency area. Even though on February
2015, the former head of the US central bank, Alan
Greenspan saw Greece exit from the euro as inevitable,
this has been avoided to this day.

Jens Weidmann president of the Deutsche
Bundesbank, and Chairman of the Board of the Bank for
International Settlements is also ordoliberal. Just like the
four "wise men", he asked for the compliance with article
105 of the Maastricht Treaty who states that "the primary
objective of the ECB shall be to maintain price stability"
[12, p. 29]. He believed that expansionary monetary policy
will only harm the productivity of an economy, including the
banking sector's profitability. Stating that "you don't give
your credit card to someone, if you can't control their
spending” [13], doubted the success of the euro bonds to
solve the crisis. Weidmann demanded for a clear boundary
between monetary and fiscal policy and government bond
purchases will only blur this boundary.

In order to avoid moral hazard he quotes Walter
Eucken, "those who benefit from it must also carry the loss"
[14, p. 3]. Everyone have to bear the consequences of their
actions, otherwise excessive risks will be taken. In order for
the market economy to work effectively, there must be
clear rules, respected by all.

And yet Germany is not the most relevant example in
terms of respecting Euro Zone's stability rules. In the
context of the Euro Zone debt crisis, most economists have
focused their attention on the countries that registered
current account deficits, but neglected the countries with
current account surplus, such as Germany. Since 2011,
Germany has had a current account surplus of 6% of its
GDP [15], higher than the maximum Ilimit set in the
Macroeconomic Imbalance Procedure (MIP). For several
years the European Commission has recommended
Germany to reduce its current account surplus by
supporting its domestic demand and investment, without
any effect. Given its size and level of development,
Germany has a special responsibility to rebalance the
European Union's economy. Apart from affecting Europe's
economy, Germany is also putting its economy at risk.
Because it relies so much on exports, it can become very
vulnerable to global shocks, as domestic buyers would not
be able to offset declining demand.

Ordoliberal beliefs are embraced by another
distinguished personality in Germany, namely Wolfgang
Schéauble, the current finance minister. He is perceived as
one of the most powerful promoters of ordoliberal values in
Europe. He also believes that the cause of the Euro crisis
lies in the fiscal indiscipline, so more fiscal rules and
brakes on national debt are the best solutions in case of
crisis. Countries that receive financial support need to
apply structural reforms, reforms meant to put them back
on track towards long-term growth and secure sustainable
prosperity for all [16]. The efficiency of these programs in
Spain, Portugal and Ireland reinforced the beliefs of the
German minister, who praised them for their efforts to
reform labour markets and social security systems,
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modernize their administrative structures, legal and tax
systems, and consolidate their budgets.

Many other important names in Germany share
ordoliberal views, so ordoliberalism has become a "basic
value" among German decision makers. In 2016, at the
celebration of Walter Eucken's (1891-1950) 125™ birthday,
one of the founders of ordoliberalism, Angela Merkel
emphasized that principles of "the "Freiburg school" remain
relevant" [17]. German leaders believed that the supply
side theory and an independent central bank, were the
solution to the European sovereign debt crisis and tried to
spread the ordoliberal ideology across the entire continent.

Keynesian reaction

Followers of Keynesian theory criticized the
rigorousness and inflexibility of Germany's position during
the Euro crisis and the ordoliberal principles on which they
relied. The ideological confrontation between
ordoliberalism and keynesianism can be found within the
German Council of Economic Experts, where the only
representative of keynesianism is Peter Bofinger. He
criticizes the rigidity with which Germany focuses on
balanced fiscal budgets, price stability and structural
reforms and neglects aggregate demand. A follower of the
demand side theory, he promotes the importance of
aggregate demand in the short-term determination of
output and employment. He rejects the validity of Walter
Euken's ideas, which he considers to be too limited
compared to Keynes, Hayek or Schumpeter, and finds it
hard to accept that his philosophy still shapes the German
paradigm of macroeconomics [18].

However, the preference of Germans officials for the
ordoliberal values, namely supply-side theory, can be also
explained from the point of view of national interest.
Exports were and still are Germany's main engine of
economic growth. In the monetary union, member
countries can't increase the competitiveness of exports by
devaluing the currency, so they resort to alternative
methods aimed at stimulating supply. Embracing supply-
side theory, the German leaders planned to help
companies achieve success on the globalized market, as
they are the source of innovation and employment. These
measures, in conjunction with a low wage policy, helped
Germany register the highest current account surplus in the
world at the end of 2016. While Germany claims that this
surplus is a sign of economic virtue that reflects
competitiveness, others believe that it has caused the
deficits in other countries.

Most of the German leaders believed that the cause of
the Euro debt crisis lied in the fiscal indiscipline and the
lack of supervision. Thus, they rejected aid measures
materialized in expansionary macroeconomic policies and
insisted on fiscal austerity. The lack of sympathy regarding
the case of Greece can be justified by the Greek
government's actions to forge registers to cover the true
size of the budget deficit. Why didn't Germany let the
Greeks economy go bankrupt? Because it was not in
Germany's interest. Many German banks held a large part
of Greece's debt in 2009. This interconnection can
generate a systemic risk, as the Greek government's
inability to pay may lead to a banking crisis in Germany,
and implicitly big problems for the government that will help
these banks. So, despite opposition from some states,
Germany managed to impose its own vision centered on
austerity and price stability.

The austerity measures proposed by Germany were
supported by the three major international forums: the
European Central Bank, the European Commission and the
International Monetary Fund also known as the Troika.
These three institutions have dictated the terms of Greece's

economic and fiscal policy during the European debt crisis.
As they imposed very hard austerity measures meant to
correct macroeconomic imbalances, they seriously affected
the democratic process and generated violent
demonstrations. In order to receive emergency loans, the
Greek government had to cut salaries, government spending
and pensions, raise taxes etc. The effects were not the ones
expected, as they led to mass unemployment, the collapse
of the banking system, a real GDP decrease and an external
debt increase to 175 percent of GDP. In spite of the
enormous financial support the Greek economy has
received, in 2015 it looked worse than ever.

Thomas Piketty, together with other four famous
economists, wrote the same year, an open letter to
Chancellor Angela Merkel and the Troika asking them "to
restructure and reduce Greek debt" [19], in order to prevent
a possible exit of Greece from Euro Zone. An eventual exit
of Greece would have affected the whole area of the single
currency with global repercussions. In the call made to the
German Chancellor, they asked for sympathy, mentioning
the debt reduction that Germany benefited after the
Second World War. In 1953, at the London conference,
German creditors, including Greece, agreed to erase 55%
of Germany's sovereign debt worth 32.3 billion German
marks. Without this measure, Germany would not have
been able to rebuild its economy so fast.

Another economist who revolted against the austerity
measures was Paul Krugman who brought up a Keynes
quote "the boom, not the slump, is the right time for
austerity”. Austerity measures in already depressed
economies depresses the economy further, so he demands
these measures to be stopped until a strong recovery is
well under way [20]. He believes that a quantitative easing
program could be a solution, but only if it is large and
aggressive in order to impress the markets.

His view and the view of many other Keynesian
economists was shared by the USA, UK and Japan who
have embarked on monetary stimulus after the 2007-2008
financial crisis. After reducing the short-term interest rates
close to zero they tried to use another method to pump
more money into the economy. During the quantitative
easing programme, the central banks purchased large-
scale assets which lowered the interest rates and
increased the money supply. Even if the effect of these
measures is difficult to quantify accurately, the level of
employment increased and the countries experienced a
higher rate of GDP growth.

Though later than other countries, Europe also
appealed to Keynesian measures. Starting in 2012, when
the Euro crisis reached the highest level, ECB President,
Mario Draghi made a statement that sent a strong signal to
investors: "within our mandate, the ECB is ready to do
whatever it takes to preserve the euro. And believe me, it
will be enough". This statement was soon backed up by
policy actions. The ECB reacted through three instruments:
a series of targeted long-term refinancing operations
(TLTROs), a negative interest rate policy, and an asset
purchase program that included both private and public
sector securities. Much later than other countries, in
January 2015, the ECB called for a quantitative easing
program in amount of $ 1.2 trillion. Under this program,
BCE bought public and private bonds and managed to
stimulate investment and consumption. With the help of
these unconventional monetary policy tools, Europe
managed to stimulate the Euro Zone's economy and
prevent it from tumbling into a deflationary spiral.

Conclusions

As Barak Obama stated, the European Union is "one of
greatest political and economic achievements of modern
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times" [21]. One of its goals was that together, the states
develop and raise their standard of living. The free
movement of goods, services, people and money and the
introduction of the single currency in 1999 were important
steps in the process of European integration. The single
currency was meant to limit the rate of inflation, to stimulate
trade and create one of the world's strongest currencies.
However, in the absence of adequate institutional and
policy arrangements, the same currency rocked the entire
European edifice. The 2007-2008 financial crisis revealed
the vulnerability of the European Monetary Union, when a
number of countries which accumulated massive deficits
and public debt triggered a sovereign debt crisis. European
countries with flexible exchange rates have managed the
debt crisis better than those in the Euro Zone. The loss of
national monetary policies and exchange rate flexibility left
the member countries vulnerable to the crisis.

The lack of a fiscal and banking union, capable of
offering a coherent solution to the crisis, have threatened the
integrity of the single currency. Whether the problems came
from the public or private sector, all debts were later
transferred to governments. In the spirit of unity that
characterizes the European area, the countries have sought
solutions to the unprecedented crisis the continent has
faced. The solutions found to the European sovereign debt
crisis divided the continent into two sides: the followers of
ordoliberalism and the followers of keynesianism.

Most of the German decision-makers positioned in the
ordoliberal side, demanded the ECB's compliance with the
Maastricht treaty, and the application of hard austerity
measures to the countries requesting financial aid.
Because of its lack of flexibility, Germany has opposed
taking in a much-needed European rescue plan in the first
years of the crisis and is considered responsible for ECB's
lack of reaction. In 2011, when the Euro crisis emerged,
the ECB raised the interest rate to 2.25 instead of
diminishing it [22]. Other major central banks (from the
USA and Japan to UK) started comprehensive quantitative
easing programs rather early in comparison to ECB [23]
whose inactivity is considered responsible for the
prolongation of the crisis.

If ordoliberalism worked very well in Germany after the
Second World War, not the same happened in the case of
the Euro Zone's economy. European Union leaders
realized they couldn't develop some general economic
principles inspired from Germany's historical experience, in
order to bring Europe out of the crisis. The fiscal austerity
measures imposed in the countries where demand was
collapsing have further deepened the economic problems
of vulnerable countries, and the best example is Greece.
The ordoliberal measures promoted by Germany did
nothing but prove Keynes right all over again.

Even though the German government demanded the
Maastricht treaty to be strictly respected, European Central
Bank's interventions saved Euro Zone ...for now. So far,
efforts have been worthwhile as a possible exit of a country
would affect all member countries and the repercussions
will spread across the world. The Eurozone will be much
stronger when all its members will be fiscally and politically
integrated, until then it is vulnerable to many other crises.

During the Euro crisis a rift between the German
macroeconomic policy, based on ordoliberal values, and
the policies of other major economies was created. The
decisions taken in the last years have strongly tightened
relations between Germany and the peripheral countries of
Europe affected by the crisis. Each blow that Europe

receives, divides the member countries instead of uniting
them. The immigration crisis, UK's vote to leave the EU,
the popularity of extreme right-wing parties, coupled with
the tensions of the Euro crisis that are still present, have
shaken the foundations of the European integration project.
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C. Mona, A-p eKOH. HayK, acucT.
YHiBepcuT iMmeHi Jlyviana Bnara, Ci6iy, PymyHisa

BMNJivB OPOONIBEPAJI3MY B €BPOINI

I3 "xeopoi roduHu” €eponu, sk ye 6yno HaseaHo nicns [pyaoi ceimoeor siiliHu, HimeyyuHa ecmuana cmamu Halibinbwor Oep)xasoro Ha KOH-
muHeHmi. Lje 6y510 noe’'a3aHo 3 JXOPCMKOI MOJIiMUKOIO XOPCMKOi eKOHOMIl, sika ideanbHo nioxodums Ans1 NpPaybo8UMo20 U Cy8op0o20 HacesIeHHs.
Aemop aHanisye, 4u moxxe opdosibepaniam, Himeuybka ¢popma couyiasibHo20 nibepaniamy, sika npueena o eKOHOMi4YHo20 duea kpaiHu e 1950-x
pokax, 6ymu eKOHOMi4HUM pileHHsIM O51s1 KOHMUHeHMy 8 ymoeax Kpu3u. [ins 6inbw noeHo2o aHani3y eus4yeHo npedMem 8 eKOHOMiYHOMY, icmo-
PUYHOMY, noJslimu4HOMy ma couyiansHomy acnekmi. llicna wupokoz2o o2n1sdy icHyr4ol Nimepamypu 36epHeHO yea2y Ha OKMPUHasbHYy KOHQPOH-
mauyiro Mixx opdonibepaniamom i keliHciaHcmeoMm, w0 3Hoe npueepHyna yeazy 00 €gponelicbKol Kpu3u cyeepeHHo20 6opeay.

Himeuybka ekoHomiyHa enima oxonnroe opdonibepanbHi YiHHOCMI, WO xapakmepu3lyrombcsi 8idnoeidanbHiCM0 ma XopCMKUMU 2poWo8uMU
npaeunamu. Y eionoeidb Ha Kpu3y €8po30HU eslima HaMazanacsi mowuproeamu opdosnibepansHy ideonozito no eciii €eponi. OpicHMoeaHi Ha npo-
no3uyiro eKoOHOMiKu, nNpuxusibHUKU opdonibepaniaMy piwy4ye sucmynunu nMPOmMu eKcraHcioHicmcbKoi ¢hickanbHOI ma MoHemapHOi nosiimuku.
Bnada, sika nputiwna e €eponi, do3eonuna Hime4y4yuHi Hae'si3zamu enacHe 6avyeHHsi, 30cepedeHe Ha xopcmkocmi ma yiHoegili cmabinbHocmi.
Skwo opdonibepaniam dobpe npayrosas y HimeyquHi nicnsa Qpyzoi ceimoeoi gilinu, mo He mak 6yno 8 ekoHOMiui eepo3oHu. Cysopicmb i Hecma4a
2Hy4YKocmi HidepnaHAcbKO20 nibepaniamy wie 6inbwe no2nubunu KpU3ly ma eKoHoMiYyHi Npo6iemMu epa3ueux KpaiH.

Knro4oei cnoea: opdonibepaniam; kelinciaHcmeo,; €8po30oHa; Kpus3a.

C. NMona, A-p 3KOH. HayK, aCCUCT.
YHuBepcuteT umenu Jlyunana Bnara, Cubuy, PymbiHusa

BNNAHWE OPOONNBEPAININ3MA B EBPOIE

N3 "6onbHO20 Yenoseka" Eeponbl, kak 3mo 6b1/10 Ha3eaHo nocsie Bmopol mupoeol eoliHbl, [epmaHusi ycnena cmamb KpynHedwum 2ocyodap-
cmeom Ha KOHmuHeHme. 3mMo 6b110 c8s13aHO C XecmKol MosUMuKol xecmkol 3KOHOMUU, Komopas udeanbHo nodxodum Onsi mpydonro6bueoz0 u
C©mpo2020 HacesieHuUsi. Aemop aHanusupyem, moxem su opdonubepanusm, Hemeykasi gpopma coyuasbHO20 nubepanusma, Komopas npueena K
akoHomuyveckomy 4ydy cmpaHbl 8 1950-x 200ax, 6bimb 3KOHOMUYHbIM peweHueM On11 KOHMUHeHma 8 ycrnoeusix kpu3uca. [nsi 6onee nosHo2o
aHanusa usy4eH npedMem ¢ 3KOHOMUYECKOU, ucmopu4eckol, nonumu4eckoll u coyuanbHoli moyku 3peHusi. lMocne wupokozo o63opa cyuje-
cmeyroweli tumepamypbi o6pawjeHo 8HUMaHue Ha OOKMPUHanbHY KOHhpoHmMayuto mexdy opdonubepanu3mMoM U KeliHCUaHCME8OM, Komopasi
8HO8bL NMpusJsieKsia 6HUMaHUe K e8pornelicKoMy Kpu3ucy cyeepeHHoz2o dosnea.

Hemeuykas akoHoMu4eckasi anuma oxeambieaem opdoniubepanbHble YeHHOCMU, Xapakmepu3ylouwuecsi 0meemcmeeHHOCMbIO U KeCcmKuUMu
OeHeXHbIMU npasusaMm. B omeem Ha Kpu3uc eepo30HbI 31uma nbimanacb pacrnpocmpaHsimb opdonubepansHyto udeosioauto no eceli Eepone.
OpueHmupoeaHHble Ha NpedIoxeHUe 3KOHOMUKU, CMOPOHHUKU opdonubepanusma pewumesnibHO 8bICMYNUU MPOMUE 3KCNaHcUoOHUcmcKol guc-
KanbHOU U MOHemapHolU nonumuku. Bnacmsb, npuwedwas e Eepone, nozeonuna epmaHuu Haesisamb ceoe eudeHue, cocpedomoYeHHOe Ha
)Xxecmkocmu u yeHoeol cmabunsHocmu. Ecnu opdonubepanu3m xopowo paboman e NepmaHuu nocsie Bmopol mupoeoli 80liHbl, Mo He makK 6bi-
J10 8 3KOHOMUKe €8PO030HbI. Cmpo2ocmb U Hedocmamo4Hocmb 2ubkocmu HudepnaHAcko20 nubepanu3mMa euwje 6onbwe yanybunu Kpusuc U 3Ko-
HOoMu4Yeckue npobrieMbl ysi3eUMbIX CIMpPaH.

Knroyeenie cnoea: opdonubepanusm; kelincuaHcmeo; Eepo3oHa; kpu3uc.
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IMPROVING YOUTHS' SOCIAL SITUATION IN THE EUROPEAN UNION

The European Union's social policies of the last years aimed at improving the social conditions of youths across Europe. The
goal of this paper is to comparatively analyse the characteristics of youths and their social conditions in the EU-27, during 2006-
2016, using the following indicators associated to the young population: youth education and training, employment and unem-
ployment rates, health, social inclusion, culture and creativity, participation and youth in the digital world. The paper also reviews
the impact and efficiency of the EU's social policies in the current economic background, trying to catch the improvements in
young people's social conditions. For this purpose, there were used Employment and Social Conditions Indicators and "Europe
2020" Strategy Indicators.

Our analysis reveals that over time the youths' aspirations and needs have changed along with their social conditions. The
EU is obviously making progress in improving the social policies addressed to young people, but there are still visible differ-
ences between the member states and new, innovative approaches are required to respond to youths' needs in the fast-changing
economic and political context of Europe.

Key words: youth, social policy, social conditions, EU-27.

Introduction. Nowadays, the European Commission
and the Government of each member state of the EU are
getting more and more involved in the economy. They are
also focusing on improving the social conditions and the
educational level of young people in the EU, but also on
tackling unemployment.

Among the EU's biggest concerns are the high youth
unemployment rate and the differences between member
states regarding this rate. For example, between Germany,
which has the lowest youth unemployment rate, at 7% and
Greece or Spain, the countries with the highest unemploy-
ment rate, approximately 50%, there is a difference of
40 percentage points [6].

The government's implication, through each national
social policy and low, including unemployment benefits and

support programmes, changed the behaviour of people
during time, from people that where scared to reject a job
during the Industrialisation period to people that are
searching and accepting a job based on their motivation,
minimum wage, health insurance or other benefits.

Although this is the tendency, the fast-changing eco-
nomic and political context of Europe, along with the
changes in different branches of industry, forced young
people to work part-time, or to be underpaid, or even to
accept jobs that do not match their educational background
or professional experience. The social policy of each state
gave young people more options and integrated them to
the labour market.

The fast-changing economic and political context of
Europe influences young people's decisions, especially

© Rimbu G., Constantinescu L., 2018
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regarding their mobility in the labour market. As an EU citi-
zen, a youth can choose to immigrate to another member
state, to acquire better social conditions and to be integrat-
ed into the labour market. To immigrate to another country
to find a new job, as a citizen of the EU, can be perceived
as an opportunity, but also as an unwanted decision that a
citizen can make for better social conditions and wage.
After 2007, when 12 new states became member states of
the EU, countries that were already members, restricted
the access of the citizens coming from the new states, to
avoid massive migration [15].

Young people and the social policy in the European
Union. The welfare system is different in every country and
the expenses of each country on social policies are differ-
ent. To associate the EU with a single welfare regime can-
not be possible because each member state follows differ-
ent welfare regimes [5].

Young people's employment and social conditions have
always been a priority for the EU. The European Union
Treaty from 1992 includes the "European Strategy for Em-
ployment", the starting point of the EU policy regarding
employment and labour market.

The EU strategy for smart, sustainable and inclusive
growth, "Europa 2020", aims at reducing early school leav-
ing, increasing the attainment of people in the tertiary edu-
cational level, reducing the risk of poverty and increasing
the number of employed people. These aims also target
the young population [14].

In order to respond to young people's challenges and
help them to succeed, the EU launched the "Youth on the
Move" initiative, which focuses on key competences and
quality learning outcomes linked with the labour market
needs, seeks to improve the quality, attractiveness and
responsiveness of higher education and promote more and
better mobility and employability, to support the youth mo-
bility for education, including workplace-based training.
"Youth on the Move" also focuses on reducing unemploy-
ment and within the initiative, a framework of policy priori-
ties for action at national and EU level was developed [7].

The "New Skills Agenda for Europe" is the EU's initia-
tive created to deal with the skills challenges across Eu-
rope, focusing on improving the quality and relevance of
the skills formation, to increase the visibility and compara-
bility of the skills and qualifications and to improve skills
intelligence and information for better career choices [8].

The "European Platform against Poverty and Social
Exclusion" is another flagship initiative that will establish
new actions to address poverty, develop prevention poli-
cies and ensure the social cohesion across the EU [10].

In 2009, the "European Union Youth Strategy for
2010-2018" was adopted by the EU's Council. The Council
recognises that there is a need to create youth policies in
order to improve the youths' well-being, along with other
measures that empower young people to contribute to the
sustainable development of society. The Council also high-
lights the need to establish cooperation between youth
policies and other policies regarding employment, social
inclusion, education, culture and health. Through this reso-
lution, the EU's Council invites the member states to work
together, to enhance European cooperation in the youth
field and to adopt measures at national level, in line with

national priorities which support the achievement of the
"European Union Youth Strategy for 2010-2018" [3].

Even if the "Resolution on a Renewed Framework for
European cooperation in the Youth field 2010-2018" was
adopted in order to respond to youth challenges, there are
still important aspects that the resolution can't control. The
economic crisis affects differently young people across
Europe, and has an impact on their independent life to
adulthood. Dealing with the challenges that the youths are
facing and trying to improve their own well-being requires
cross-sectoral cooperation in the youth field at EU level [4].

The mid-term evaluation of the EU's Youth Strategy,
which covered 2010-2015 data, reveals some differences
between member states. During its implementation, mem-
ber states approached different issues from the strategy,
and none of the countries worked on all actions covered by
it. There were differences in approaching the EU's Youth
Strategy, considering that there are member states where
the youth policy is decentralised and where the countries
make efforts to create connections between the regional
and local topics and the EU youth cooperation framework.

Across the EU, the Youth Strategy's priorities and ac-
tivities have different levels of relevance for each member
state. There are differences between the states in ap-
proaching the strategy's eight fields of action at policy level,
some of the countries had focused on employment, educa-
tion and training and other countries gave more attention to
youth work, volunteering and participation [7].

Before the Industrial Revolution, the unemployment
was not a problem, and the government did not intervene
through measures to solve the lack of job opportunities in
the labour market. The capitalism during the Industrial
Revolution created a new understanding of unemployment,
where an individual got hired by another individual, and
when the economy was in recession, the employers were
forced to fire or lay off personnel, without taking responsi-
bility for their employees. In the beginning of capitalism, the
idea that the unemployment was not a problem rises and
the individuals were responsible for integrating themselves
into the labour market. The basic needs of an individual,
poverty and hunger were the most relevant solutions to
tackle unemployment. As the society evolved the unem-
ployment became an issue of the entire society and social
assistance programmes have been developed, with gov-
ernment implication being necessary [2].

Characteristics of youths and their social condi-
tions in the EU-27 countries. Over time, youths' aspira-
tions and needs have changed along with their social
conditions. The level of education and training, health,
social inclusion, job security and youth participation in the
community have always been important for the welfare of
young people.

The young population, aged between 16-29 years old,
in the EU-27 countries, decreased from 2006 to 2016
because of their aging and declining birth rates (Figure 1).
The number of young people decreased from 95,794,382
in 2006 to 87,915,034 in 2016, with more than 7 million
individuals.
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Fig. 1. Evolution of young population aged between 16-29 years old in the EU-27, on 1 January (number)

Source: Elaborated by the authors.

The more a youth is financially independent, the more
he or she wishes to leave the parental household. Figure
21 illustrates the evolution of the average age at which
young people leave the household. In the EU-27, during
2006-2015, the average age has been maintained con-
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26,1 1
26,05

26

stant, at 26. The average age of men who chose to leave is
with about 2 years higher than that of women, so the aver-
age age of men leaving their parents households is 27 and
the average age for women is 25.

— fyerage age of young
people
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Fig. 2. Evolution of estimated average age of young people leaving the parental household in EU-27

Source: Elaborated by the authors.

Over half of young people aged between 15-29 years
old are living with their parents (Figure 3). During 2006—
2014, the share of young people living with their parents

was higher than the share of youths who does not, as per-
centage of total population.
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Fig. 3. Evolution of share of young people aged between 16-29 years old living
with their parents in the EU-27 (percentage of total population)

Source: Elaborated by the authors.
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During 2006-2016, there were more young men aged
between 15 and 29, than young woman with the same
age, to have less than primary, primary or lower second-
ary education (level 0-2) and upper secondary and post-
secondary non-tertiary education (levels 3 and 4). The
situation is the opposite for the tertiary education (level 5—
8). The rate of young people with less than primary, pri-
mary or lower secondary education decreased from 2006
to 2016, for both men and women. The rate of the young

men with upper secondary and post-secondary non-
tertiary education increased from 46% in 2006 to 47,3%
in 2016, and in the same period, the young women with
upper secondary and post-secondary non-tertiary educa-
tion decreased from 46.2% to 45.3%. During 2006—2016,
the young people's rate with tertiary education grew, in
the case of young women from 17,4% to 23%, and in the
case of young men from 12,8% to 16,8%.
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Early school leaving affects the individual, at both pro-
fessional and personal level. At the professional level, the
major negative impact is on the insertion into the labour
market. Figure 5 shows the evolution of female early leavers,
aged between 18-24 years old, from education and training,
by labour status, in the EU-27. Most of the female early
leavers are not employed persons. The female early leavers
not employed decreased from 7.5% in 2006 to 6.1% in 2016,
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registering the highest value in 2009 and 2010, 7,6% and
7,5%. The labour market demands have changed over the
time, requiring more skilled and qualified labour force, and
this aspect can be noticed in the case of the female early
leavers as employed persons, where the rate decreased
from 5,8% in 2006 to 3,1% in 2016. The female leavers who
would have liked to work and the ones who did not want to

work decreased as well in the 2006—2016 period.
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Fig. 5. Evolution of female early leavers aged between 18-24 years old, from education
and training by labour status in the EU-27 (percentage)

Source: Elaborated by the authors.

Most of the male early leavers where employed per-
sons from 2006 to 2011, and from 2012 to 2016 most of
the male early leavers where not employed people
(Figure 6). Basically, it was easier for men to find jobs then
for women. The highest value of employed male early
leavers was in 2006, 11%, and decreased until 2016 at
5,9%. The male early leavers not employed maintained the
value broadly at 6% in 2006—2008, broadly at 7% in 2009—
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2013, and again broadly at 6% during 2014-2016, reach-
ing the same value in 2016 as in 2006, of 6,4%. The atti-
tude of the male early leavers regarding the desire to work
or not, fluctuated during the analysed period. Compared to
2006, in 2016 there were more male early leavers who did
not want to work, and fewer male early leavers who would
have liked to work. This changing attitude can be related to
the social protection programmes of each country.
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Fig. 6. Evolution of male early leavers, aged between 18-24 years old,
from education and training by labour status

Source: Elaborated by the authors.
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During last years, the non-formal education and training
has become an alternative way for the young people to
develop their professional and personal competences.
From 2006 until 2016, the participation rate in non-formal
education and training (last 4 weeks) of the young people
aged between 15-29 years old increased. The female par-

2016
2015
2014
2013
2012
201
2010
2009
2008
2007
2006

ticipation rate is higher than the male participation rate,
reaching the highest values in 2015 and 2016 with 11,7%,
and the lowest values in 2011 and 2012 with 9,4%. The
male participation rate reached the highest value in 2016,
11,2% and the lowest value in 2011, 8,4%.
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Fig. 7. Evolution of the participation rate in non-formal education and training
of the young people aged between 15-29 years old by sex (percentage)

Source: Elaborated by the authors.

The economic expansion has put its mark on the whole
economy, favouring the improvement of many economic
indicators during this period. The same happened in the
EU-27 countries, where the youth employment rate for
young people aged between 15-29 years old grew from
2006 to 2008, reaching a female youth employment rate of
47% and a male youth employment rate of 54.9% in all
ISCED 2011 levels. The 2006-2008 period was a favoura-
ble one for the young people's integration into the labour

market, followed by 5 years of decline until 2013, and start-
ing to grow since 2014 until 2016. In a period of 11 years,
from 2006 to 2016, the males aged between 15-29 years
old had a higher employment rate than woman with the
same age in all ISCED 2011 levels (Table 1). Both female
and male youth employment rate had the highest values in
the studied period. The youth employment rate decreased
during 2006-2016 in all ISCED 2011 levels.

Table 1. Youth employment (15-29 years old) by sex, and educational attainment level in the EU-27 (percentage)

Less than primary, Upper secondary and
All ISCED 2011 primary and lower post-secondary Tertiary education No response
levels secondary education non-tertiary education (levels 5-8)
(levels 0-2) (levels 3 and 4)
Female Male Female Male Female Male Female Male Female Male
2006 45,8 54,1 24,5 37,6 52,8 63,8 74,9 78,2 7,2 10
2007 46,6 54,9 25 38,1 53,5 64,7 75,8 79,1 8,1 10,8
2008 47 54,9 24,8 37,1 53,7 65,1 76,3 79,2 8,4 10,8
2009 45,6 51,5 23,4 33,6 51,7 61,2 74,4 76 9,7 10,3
2010 44,6 50,7 22,3 32,1 50,5 60,4 72,9 74,7 9,5 10,3
2011 44,2 50,3 22,5 32,4 50 59,9 71,6 74,5 7,6 9,1
2012 43,5 49,3 21,3 30,8 49,1 58,9 70,4 73,5 7,7 8,9
2013 43,2 48,7 20,5 30 48,6 57,9 70 73,1 8,3 9,3
2014 43,7 49,3 19,4 (b) 28,3 (b) 49,2 (b) 58,5 (b) 70,3 (b) 73,7 (b) 10,6 (b) 12,8 (b)
2015 44,6 50 19,3 28,3 50 59,4 72 74,7 10,5 14,7
2016 45,3 51,1 19,6 28,9 50,8 60,6 72,8 76 7,2 8,2

(b) — break in time series

Source: Elaborated by the authors.

There are differences among the member states of the
EU, where the youth employment rates, of people aged
between 15-29 years old, were the lowest in 2016 and
were recorded in Greece (28,6%), ltaly (29,7%) and (Spain
34,6%). The highest rates were observed in Netherlands
(68,3%), Denmark (63,6%) and United Kingdom (62,2%).

For many young people, the idea to be self-employed is
a way to integrate into the labour market without relying on
employers. There are significant differences between the
young female self-employed and young male self-employed
aged between 15 and 29, in all ISCED 2011 levels, the last
one being higher than the first one (Table 2). During 2006—
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2016 the number of young male self-employed with upper
secondary and post-secondary non-tertiary education (levels
3 and 4) was more than double than the number of young
female self-employed with the same educational level. The

smallest differences between the young men and women's
self-employed activities, is between the young people which
have attended tertiary education.

Table 2. Youth self-employment (15-29 years old) by sex and educational attainment level in the EU-27 (thousand)

Less than primary, primar Upper secondary and . .
Al ISCED 2011 levels and lower segndary Y post-secondary nor¥-tertiary Tertllary Iedg_csatlon
education (levels 0-2) education (levels 3 and 4) (levels )

Female Male Female Male Female Male Female Male
2006 959 2,095.90 166.8 574.5 500.2 1,147.60 290.8 368.9
2007 983.5 2,074.80 170.8 578.3 504.1 1,106.80 306.9 384.1
2008 943.3 2,049.20 154.6 552.2 470.6 1,121.20 316.5 369.9
2009 920.9 1,907.30 149.1 471.5 452.8 1,061.40 317.3 368.5
2010 905.1 1,850.00 134.8 444.6 437.9 1,027.30 330.4 374.5
2011 883 1,795.60 115.9 391.2 435.9 1,002.60 329.4 392.6
2012 868.1 1,799.60 118.4 368.8 408.1 988.5 337.9 431.1
2013 870.9 1,718.20 104.8 357.5 396.4 933.2 366.3 416.3
2014 866.3 1,732.50 105.4 (b) 360.2 (b) 393.7 (b) 937.9 (b) 364.4 (b) 427.4 (b)
2015 895.8 1,725.00 1114 355.8 394.7 928.1 387 431.3
2016 892.8 1,722.10 101.6 346.8 396.4 907 394 463.6

(b) — break in time series

Source: Elaborated by the authors.

Some employers can decide to temporary hire personnel
in projects, for trial periods, in line with the strategic devel-
opment of the entity. The employers can choose to use this
form of employment also because of the instability of the
national economy or the level of profitability of the firm. Fig-
ure 8 shows the evolution of the young temporary employ-
ees as a percentage of the total number of employees in the
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EU-27. From 2006 until 2010, the rate of young temporary
employees decreased, from 2011 to 2014 this percentage
fluctuated, and from 2015 it began to decrease until it
reached 23.3%. The value of young male temporary em-
ployees' rate was smaller than of young females, from 2006—
2009, 2013—-2014, and higher in 2011-2012, 2015-2016.
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Fig. 8. Young temporary employees as percentage of the total number of employees,
by sex, age, 15-29 years old, and country of birth, EU27-except reporting country (percentage)

Source: Elaborated by the authors.

Young people can be integrated into the labour mar-
ket also through part-time jobs. They can occupy a part-
time job voluntarily, because they are looking for such a
job, or involuntarily, because of the circumstances in
which they are. From 2006 to 2016 the part-time employ-
ment, as percentage of the total employment for young
people in the EU27 — except the reporting country, in-
creased from 18.4% to 23.3%, registering in 2013 the

highest value, when 24.9% of the employed young people
worked part-time (Figure 9). There are significant differ-
ences between men and women working part-time, and
during 2006-2016, the part-time employment of women,
as percentage of the total employment for young people
aged between 15 and 29 years old, was higher than the
part-time employment of men.
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Fig. 9. Evolution of part-time employment as percentage of the total employment
for young people (15-29 years old) by sex and country of birth, EU27-except reporting country

Source: Elaborated by the authors.

During 2006-2016, young people's main reason for
working part-time was that they were following a form of
education or training. Even if the men and women had the
same reason, there were more young men than young
women that were working part-time (Table 3). The second
reason was that they could not find a full-time job. For
young women, looking after children or incapacitated

adults was the next reason for working part-time, followed
by other reasons, like family or personal responsibilities
and at the end because of their own iliness or disability.
For young men, looking after children or incapacitated
adults, was the last reason for working part-time, having
the lowest values during 2006—2016.

Table 3. Main reasons for part-time employment of young people (15-29 years old) in EU27 by sex (percentage)

Other family or Looking after
Could not find a Own illness or children or In education or
full-time job disability personfa! . incapacitated training Other
responsabilities adults
Female Male Female Male Female Male Female Male Female Male Female Male
2006 28.2 26.9 1.0 1.4 5.7 2.0 14.5 0.5(u) 37.0 56.6 13.7 12.6
2007 27.5 25.8 1.0 1.6 5.1 2.3 14.7 0.5(u) 38.4 56.8 13.3 13.0
2008 | 31.3(u) | 27.4(u) 1.0(u) | 1.7(u) 5.4(u) 2.8(u | 13.0(u) 0.6(u) | 35.0(u) | 53.7(u) | 14.2(u) | 13.9(u)
2009 | 30.7(u | 30.5(u) 0.8(u) | 1.2(u) 5.1(u) 2.4(u) | 14.4(u) 0.6(u) | 35.7(u) | 51.9(u) | 13.3(u) | 13.3(u)
2010 | 32.3(u) | 32.5(u) 0.7(u) | 1.1(u) 4.7(u) 2.1(u) | 14.0(u) 0.8(u) | 35.1(u) | 49.7(u) | 13.2(u) | 13.8(u)
2011 31.1 33.3 1.0 1.2 4.8 1.8 15.2 0.6 34.9 49.6 12.9 13.5
2012 32.2 35.2 1.0 1.3 4.4 1.9 14.8 0.7 34.7 48.0 12.9 13.0
2013 33.4 35.1 0.8 1.2 4.4 2.0 14.3 0.7 36.3 49.8 10.8 11.2
2014 33.2 36.7 0.8 1.5 4.2 1.7 13.8 0.6 371 48.1 10.8 11.4
2015 324 35.9 0.9 1.2 4.4 1.7 13.6 0.7 36.7 49.6 12.0 10.8
2016 29. 32.8 1.1 1.3 5.3 2.2 13.7 0.5 37.6 50.4 12.4 12.8

(u) — low reliability
Source: Elaborated by the authors.

Between 2007 and 2014, the share of involuntary
part-time employment, as percentage of the total part-
time employment for young people aged between 15-29
years old in the EU-27, increased from 27.7% to 34.5%,
and decreased until 2016 to 31% (Figure 10). Until 2010

the share of involuntary part-time employment, as per-
centage of the total part-time employment for young
women, was higher than of young men, and since then
the situation has reversed.
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Fig. 10. Involuntary part-time employment as percentage of the total part-time employment
for young people (15-29 years old) by sex in EU-27 (percentage)

Source: Elaborated by the authors.

There are significant differences between the rate of
involuntary part-time employment, as percentage of the
total part-time employment for young people (15-29
years old), among the member states of the EU; accord-
ing to the Eurostat database, in 2016, most of the Italian
young citizens where occupying involuntary part-time
jobs, recording a rate of 80,4%, followed by Cyprus,
74.1% and Greece, 73,9%.

The lowest rate was observed in Estonia, 6.0% (low-
liability), Denmark, 10.6% and Germany, 11.7%.

The economists who support Keynes's vision felt that
everyone must have a job that matched the education re-
ceived, the work experience and some facilities to work
near home. On the opposite pole, classic economists
thought it was the choice of an individual not to have a job
and if he or she was looking well enough, a job would have
been found regardless of the job specifications or the sala-
ry offered [2]. They have also considered that the labour
market is in constant balance and even if the number of job
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vacancies is higher than the job demands, they admit that
there are always a few unemployed [1].

Over the years, various solutions have been identified
to reduce the unemployment rate. And for this, most of the
times, the attention was directed to the governments of
each state, as they must have solutions and apply
measures in order to increase employment [13]. The mini-
mum wage is one of the measures that the member states
of EU are applying in their counties. This measure, the
minimum wage, together with the experience of the worker
can increase the youth unemployment rate [12].

Since 2007 and until 2013, the youth unemployment
rate, for youths aged between 15-29 years old from the
EU-27 countries, except the reporting country, increased
from 9.7% to 19.2%, and deceased until 2016 at 13.6%.
The youth unemployment rate among women during the
2006-2016 period, was higher than the youth unemploy-
ment rate among men, except in 2009, where the rate was
lower, but only with 0.1%.
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Fig. 11. Youth unemployment rate (15-29 years old) by sex
and country of birth — EU-27 countries except reporting country (percentage)

Source: Elaborated by the authors.
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According to the Eurostat database, among the
member states, the lowest youth unemployment rates in
2016 were recorded in the Germany (6.1%), Malta (7.3 %)
and Czech Republic (7.4%). The highest rates were
observed in Greece (38.4 %) and Spain (33.3 %).

The long-term employment affects more young men than
young women, and starting 2007 until 2016, the youth long —
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term unemployment rate among men, in the 15-29 years old
category, was higher than the youth long — term unemploy-
ment rate among women (Figure 12). The youth long — term
unemployment rate decreased from 4.5% in 2006 to 3% in
2008, and increased until 2013, recording the highest rate in
the analysed period of 7%. Since 2013 the youth long-term
unemployment rate decreased to 4.9%.

< T otal
*Female
Male

e e
e e e i e el
W

2 2

=

13 2014 2

[ ]
ek

5 2016

Fig. 12. Youth long-term unemployment rate (15-29 years old) by sex in EU-27 (percentage)

Source: Elaborated by the authors.

Based on the available data from the Eurostat data-
base, there is a difference of 22,5 percentage points be-
tween Sweden, the country with the lowest youth long —
term unemployment rate (1%) and Greece, the country with
the highest rate (23.5%) in 2016. The lowest youth long —
term unemployment rates in 2016 were recorded in Swe-
den (1%), Germany (1.5%), Netherlands and Luxembourg
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(both with 1.6%). At the opposite pole, the highest youth
long — term unemployment rates were recorded in Greece
(23.5%), Italy (14.8%) and Spain (11.0%).

From 2006 to 2016, in the EU-27 countries, there were
more inactive young women than men, aged between 15—
29 years old, and they were neither employed nor pursuing
education or training.
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Fig. 13. Young people (15-29 years old) neither in employment nor in education and training by sex,
age and labour status (NEET rates) in EU-27 (percentage, inactive persons)

Source: Elaborated by the authors.

From 2005 until 2013, the share of women aged between 15-29 years old at risk of poverty in the EU-27's total popula-
tion was higher than the share of man of the same age at risk of poverty (Figure 15).
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Fig. 15. Young people (15-29 years old) at risk of poverty by sex in EU-27 (percentage of total population)

Source: Elaborated by the authors.

raised from an estimated value of 15.9% to 18.9%. The
same happened with the young people's at-risk-of-poverty
rate, for those that are not living with the parents, which
increased from 21.9% in 2006 to 26% in 2015.

The young people's at-risk-of-poverty rate is higher in
the cases where the youths are not living with the parents,
than in the case when the young people are living with
them. Compared to 2006, in 2015, young people's at-risk-
of-poverty rate, for people that are living with their parents,

Table 4. Young people's at-risk-of-poverty rate (16-29 years old) by sex
and living/not living with parents (percentage of total population)

Living with parents Not living woth parents
2006 Total Female Male Total Female Male
2007 15.9(e) 16.6(e) 15.4(e) 21.9(e) 21.9(e) 21.7(e)
2008 16.2 16.7 15.7 22.2 22.8 214
2009 15.2 15.6 14.9 22.9 235 22.0
2010 15.5 15.9 15.1 23.6 243 22.6
2011 16.0 16.6 15.5 242 24.8 235
2012 16.9 17.8 16.2 254 25.8 24.8
2013 17.9 18.7 17.3 251 24.7 25.8
2014 18.1 18.5 17.7 24.4 24.5 24.2
2015 18.9 19.2 18.7 25.6 26 251

(e) — estimated

Source: Elaborated by the authors

From 2006 until 2012, the young people aged between
16-29 years old with an income situation in relation to the
risk of poverty threshold, have self-reported unmet needs

too far from travel, they were on a waiting list or other rea-
sons. However, in the same period more than 90% of the
young people had no unmet needs to declare.

for medical examination because were too expensive, were
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2010 Other
1
2009 | No unmet needs to declare
2008 I B Too expensive or too far to
travel or waiting list
2007 |
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Fig. 14. Self-reported unmet needs of young people (16-29 years old) for medical examination
for reasons of barriers of access (percentage)

Source: Elaborated by the authors.



ISSN 1728-2667

EKOHOMIKA. 3(198)/2018

~ 85 ~

Young people's opportunities to participate in cultural
and leisure activities increased. In 2006, Eurostat has
estimated the young people's frequency of going to cine-
ma, live performances, cultural sites or attending live
sport events, so 31,1% of the youths have been to cine-
ma, 34,4% have been to theatre and concert, 31,2% have
visited cultural sites (historical monuments, museums, art
galleries or archaeological sites) and 22,4% have partici-
pated in sports events.

In 2006, Eurostat has estimated participation rate of the
young people aged between 16-29 years old in the EU-27
countries. Moreover, young people are getting together
with relatives and friends, more frequently every week, with
an estimated rate of 35.1%, followed by several times a
month, 12.9%, every day with 17.6%, at least once a year,
12.9%, once a month, 12.7% and never 1.8%. Eurostat
also estimated the frequency of contacts with relatives or
friends, 39.3% of the young people getting in contact with
their relatives and friends every week, 22.6% every day,
17.2 percent several times a month, 9.7% once a month,
6.4% at least once a year and 4.3% never.

During the last decades, volunteering has become an
opportunity for the young people to get involved in the com-
munity and to develop their professional and personal com-
petences. Eurostat has estimated in 2016 that 31.7% of the

young people, aged between 16-29 years old, in theEU-27
countries, have participated in informal voluntary activities.

In the EU, more than 80% of persons aged from 16 to
74 used the internet in 2016. The persons used different
devices to surf the internet, 70% of individuals used mobile
phones or smart phones, 64% of individuals used laptops
or netbooks, 54% have used desktop computers and 44%
of the internet users used tablet computers to surf the
internet (Eurostat, 2016).

In EU-27, the daily frequency of internet access by
the young people, aged between 16-29 years old, has
raised from 86% in 2011 to 95% in 2016, calculated as
percentage of individuals who used internet in the last 3
months. Although the frequency of the internet use
grew, the frequency of computer used daily decreased
from 86% in 2011 to 85% in 2015, percentage of indi-
viduals who used internet in the last 3 months. The use
of smartphone can be a cause why the computer is not
used daily by the young people.

The use of internet has increased and long with this in-
crement, the individuals have formed digital skills. In 2013,
only 4% of the individuals have never used the internet or
have not done any of the listed internet activities from the
Table number 5, 94% of individuals have used a search en-
gine to find information and 18% have created a Web page.

Table 5. Individuals' level of internet skills (15-29 years old) in EU-27, 2013
(percentage of individuals)

Individuals' level of internet skills Percentage of individuals
Individuals who have used a search engine to find information 94
Individuals who have sent an email with attached files 87
Individuals who have posted messages to chat rooms, newsgroups or an online discus- 72
sion forum
Individuals who have used the internet to make phone calls 53
Individuals who have used peer-to-peer file sharing for exchanging movies, music, etc. 31
Individuals who have created a Web page 18
Individuals who have not done any of the listed internet activities 1
Individuals who have carried out 1 or 2 of the 6 internet related activities 17
Individuals who have carried out 3 or 4 of the 6 internet related activities 51
Individuals who have carried out 5 or 6 of the 6 internet related activities 27
Individuals who have uploaded text, games, images, films or music to websites (e.g. to 59
websites for social networking)
Individuals who have modified the security settings of internet browsers 39
Individuals who have done at least one internet activity 96
Individuals who have never used the internet or have not done any of the listed internet 4
activities

Source: Elaborated by the authors.

Over the years, the individuals changed their behaviour
and changed their internet activities. Based on the data
from the Eurostat database, compared to 2011, in 2016 the
percentage of young people aged between 15-29 years
old that are using internet for telephoning or video calls
increased from 34% to 50% (Table 6). The percentage of
young individuals that are using internet to find information
about goods and services increased from 69% in 2011 to

75% in 2016. In 2016, a percentage of 51% of the young
people are using the internet banking and 42% of individu-
als are using internet to search for accommodation ser-
vices and travel. The interest of young people in selling
goods or offering services on the internet in 2016 slightly
decreased compared to 2011, where 20% of the individuals
were using internet with this purpose.

Table 6. Individuals — internet activities (15-29 years old) in EU-27 (percentage of individuals)

Internet use: Internet use: finding i Internet use: travel Internet use:
. . . Internet use: . .
Year telephoning or information about i and accommodation selling goods or
. . Internet banking . .
video calls goods and services services services
2011 34 69 40 44 21
2012 42 76 43 40 20
2013 41 71 47 43 24
2014 46 76 48 42 23
2015 45 71 49 43 22
2016 50 75 51 42 20

Source: Elaborated by the authors.
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Conclusions and discussions. The youths' aspira-
tions and needs have changed along with their social con-
ditions. The EU is obviously making progress in improving
the social policies addressed to young people, and new,
innovative approaches are required to respond to the
youths' needs in the fast-changing economic and political
context of Europe.

Nevertheless, the government's implication to improve
the social conditions, especially the youth employment rate,
through social protection programmes, can change the atti-
tude of youths regarding the desire to work, as we saw in the
case of male early leavers' attitude regarding the desire to
work or not; when compared to 2006, in 2016 there were
more male early leavers who did not want to work, and fewer
male early leavers who would have liked to work.

In the EU-27, the young population aged between 16-
29 years old, decreased during 2006-2016. The youth em-
ployment for the same category, decreased also from 2008
to 2015 for all the ISCED 2011 levels. There are significant
differences between the young female self-employed and
young male self-employed in all ISCED 2011 levels. From
2006 until 2016, the part-time employment, as percentage
of the total employment for young people in the EU27 —
except the reporting country increased, and the main rea-
sons were because they were following a form of education
or training or because they could not find a full-time job.

From 2007 to 2013, the youth unemployment rate, for
youths aged between 15-29 years old, in the EU-27 coun-
tries, except the reporting country, increased from 9.7% to
19.2%, and deceased until 2016 to 13.6%.

The long-term employment affects more young men
than young women. The level of education can help young
people to adapt to labour market changes. Compared to
2006, in 2017 there are more young people who attend
tertiary education but the early school leavers have a nega-
tive impact on the insertion into the labour market of indi-
viduals. The participation rate in non-formal education and
training of the young people, increased. Eurostat has esti-
mated in 2016 that 31.7% of them have participated in in-
formal voluntary activities.

Youths from the EU-27 countries, aged between 15
and 29 years old, chose to leave their parents at the av-
erage age of 26, and over half of them are still living in
the parental households. The at-risk-of-poverty rate is
higher for those who are not living with the parents, than
for those who do.

Young people's opportunities to participate in cultural
and leisure activities have increased. They are getting to-
gether with relatives and friends more frequently every
week, with an estimated rate of 35.1%. The individuals'
level of internet skills is registering high values.
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YOOCKOHAINEHHA COIV.I,IAJ'IbHO'I' CUTYALIT Monopl
B €EBPONENCbKOMY COLO3I

CouyianbHa nonimuka €eponelicbkko2o Coto3y ocmaHHiX poKie crnpsiMoeaHa Ha nosinweHHs1 coyianbHuUx ymoe mMosodi e €eponi. Memotro daHo-
20 docnidxeHHs € nopieHANbLHUU aHani3 xapakmepucmuk Mos100i ma ixHix coyiasibHUX ymoe y KkpaiHax €C-27 npomsizom 2006—2016 pp. 3 eukopu-
CmaHHSIM HacmyrnHuUX NokKa3Hukie, noe'a3aHux i3 Mosnododr: oceima U Hag4yaHHs1 Mos100i, pieeHb 3aliHsimocmi ma 6e3po6immsi, 30opoe ‘s, coyianb-
Ha iHmezpauis, Kynbmypa i meop4icmb, y4acmb Mos100i e yugpoeomy ceimi. Takox po3znsidaembcs ensue ma eghekmueHicmb couyianbHOT
nonimuku €C 3a cy4yacHUX eKOHOMIYHUX YMO8 y NUMaHHsIX NoJinweHHs1 coyianbHUX ymoe mMosodi. I3 yieto memoro 6ynu eukopucmari NoKasHUKU
3altiHamocmi U coyianbHUX yM0O8, a MmaKox noka3Huku cmpamezii "€spona 2020".

AHani3 nokasye, w0 3 4acoMm 3MiHOIOMbCSI Npa2HeHHss ma nompe6bu Mos100i pa3om 3 ixHiMu coyianbHUMuU ymoeamu. €C sieHO npozpe-
cye 8 yOoCKOHasleHHi coyianbHOI nonimuku, wjo adpecoeaHa Mosi00uM NHOOsIM, OOHaK MiX KpaiHaMu-4y/sieHaMu ece uje € rMomimHi eiOMiH-
Hocmi, momMy Heo6xiOHi Hoei iHHogayiliHi Nioxodu Onsi peacyeaHHs1 Ha nompe6u Mos100i 3a WeudKoi 3MiHU eKOHOMIYHO20 ma nosimu4Ho20

KOHmekcmy & €eporii.

Knroyoei cnoea: Monods, coyianbHa nonimuka, coyiansHi ymosu, €C-27.
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COBEPLUEHCTBOBAHUE COLIMATIbHOW CUTYALIUN MOJTOAEXMU
B EBPOMEMNCKOM COIO3E

CoyuanbHas nonumuka Eeponelickozo Coro3a nocrnedHux siem HanpaesieHa Ha yny4weHue coyuanbHbix ycrnoeuli monodexu e Eepone. Lje-
nblo daHHO20 uccriedoeaHusi siesisiemcsi cpagHUMeNbHbIU aHa/nu3 xapakmepucmuK MOJsI00exu U ux coyuasnbHbIX ycroeuli 8 cmpaHax EC-27 e
meyeHue 2006-2016 22. ¢ ucnonb3osaHueM credyrowux rnokasamersnel, cesi3aHHbIX C MO/I00exbio: o6pa3osaHue u oby4yeHue Mos100exu, ypos8eHb
3aHssmocmu u 6e3pabomuuybl, 300poebs], coyuanbHasi uHmezpayusi, KyJbmypa u meopyecmeo, yyacmue mosiodexu e yugpoeom mupe. Takwxke
paccmampueaemcsi enusiHue u 3ghghekmueHocmb coyuansHol nonumuku EC e coepeMeHHbIX 3KOHOMUYECKUX yCI108UsIX 8 80Mpocax ysydweHus
coyuanbHbIx ycroeuli mosniodexu. C amoli yesnbio 6bi1u UCMONbL308aHbI MOKa3amersiu 3aHSIMOCMU U CoyuasbHbIX YCroeuli, a makxe rnokasamesiu
cmpameauu "Eepona 2020".

AHanu3s nokasbigaem, 4mo co epeMeHeM MEHSIIOMCsl cmpeMJIeHUs1 U Mompe6HOcCMu Mosiodexxu emMecme € UX coyuasnbHbIMu ycrnoeusimu. B EC
oyegUOeH MPo2pecc 8 coeepuieHCmMe8o8aHuU coyuanbHoU MoaumMuKu, adpecogaHHol Mos100bIM J1H00sIM, 0OHaKko MexAy cmpaHaMu-4/leHaMu ece
euje 3aMemHbI Pa3nuYvusi, U MO3MOMY HYXHbl HO8ble He06X00UMbIe UHHOBAaUUOHHbIEe N00xo0bI 0151 pea2upo8aHusi Ha Mompe6HOCMU MOI00exu 8
ycnoeusix 6bICMpPo U3MEHSIIOWe20Cs1 3KOHOMUYECKO20 U MoJlumu4Yyecko2o KoHmexkcma e Eepone.

Knroueenie crnioea: Mmonodexs, coyuanbHasi noaumuka, coyuanbHble ycnoseusi, EC-27.
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COMPARATIVE ANALYSIS OF BANKING PERFORMANCE OF COMERCIAL BANKS GROUPS.
CASE STUDY: TURKEY VS. ROMANIA

The purpose of this article is to present a comparative analysis of performance between two commercial bank groups from
Turkey and Romania. In conducting the study we have considered evaluating financial performance achieved by a group of
commercial banks in Turkey and Romania in relation to the Eurozone during 1999-2016 and examine the level of liquidity of
assets acquired during these 18 years of activity of these two banking groups, in comparison with the Eurozone. In this analysis
there were tested three hypotheses based on the performance indicators used by the two banking trade groups and the
indicators used in the specialty literature. Results and interpretations from this study/ testing were presented and interpreted, in
the case of these two banking trade groups. The article ends with the authors' conclusions related to comparative analysis of

bank performance between the two commercial bank groups in Turkey and Romania.
Keywords. Commercial banks, banking performance, Turkey, Romania, Eurozone, ANOVA

Introduction. Recent developments in the euro area
banks, which have played an important role in the
allocation and global liquidity intermediation, are closely
monitored by the international financial markets. The most
important concern for Eurozone banks is the low rates of
return and this problem, if it persists, has the potential to
adversely affect their ability of intermediation. The
competition that comes from the state banks and the very
slow pace of involvement of the Banking Regulation and
Supervision Agencies suffocate the performance of private
banks and increase the likelihood of a banking crisis. So
far, the banking sector sustained the prosperity of the
countries that find themselves in growth and development,
but increasing the role of state banks, weakens the private
banks and therefore prevented private consumption. The
main objectives of the study were: (a) Evaluation of
financial performance achieved by groups of commercial
banks in Turkey and Romania in relation to the Eurozone
during the period 1999-2016; (b) Examination of the
liquidity level of assets acquired during the 18 years of
activity of the two banking groups compared with the
Eurozone; (c) The existence of significant differences in
profitability between the two groups of commercial banks
(Turkey vs. Romania). In this study they were tested three
hypotheses: Hoi1: There is no significant difference
between the two banking groups ROA; Ho2: There is no
significant difference between the two banking groups
ROE; Hos: There is no significant difference between the
two banking groups NIM.

Literature review. Evaluating the financial perfor-
mance of banks in European countries was carried out in
the detailed research done by many specialists from
Greece [19, 18, 2, 27], Czech Republic [15], Switzerland
[10], Germany [12], Romania [22, 4], Great Britain [11].
Analyzing the main performance indicators of the first
Romanian banks we found that in 2003-2007, the
Romanian banking system registered a level of ROE
slightly above the average of European Union countries,
lower than the one in the former communist countries, but
above countries that have a developed banking system.
Also we have observed a downward trend in this indicator
due to increased competition in the banking system and
reduce inflation, which led to lower interest rates and thus
revenue banks. Although there has been a significant drop
in 2003-2007, the rate of return on assets of the Romanian
banking system remains much higher than the average
banking systems in the European Union, almost equal to
the level recorded in other former communist countries [3].

In Asian countries, assessing financial performance of
banks was carried out by specialists such as the ones above
mentioned, from Turkey [1], and from Pakistan [17], Malay-
sia [25, 23]. With the help of financial ratios, the relative per-
formance of Islamic banks varies being influenced by the
conventional financial indicators measured. Some specialists
have found that, on average, six Islamic banks in Bahrain
are as good as 15 homologous conventional parts in terms
of liquidity and profitability, and even present a performance
of lending better, using the financial indicators after the war
Gulf 1991-2001 [26]. Moreover, Islamic banks found them-

© Tiirkeg M., Constantinescu L., Topor D., 2018
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selves less exposed to liquidity risk due to high liquidity and
the limitation of investment opportunities, with short-term
loans and investments, and a more conservative attitude
towards lending. Other specialists have found that a pioneer
Islamic bank which used financial indicators had greater
liquidity and was less exposed to risk than 8 other conven-
tional banks during 1984—-1997 [24]. This was due to high
intake of equity and assets and investments in government
securities, but found no significant difference in managerial
performance measured by ROA and ROE. Profitability per-
formance of Islamic bank in Malaysia was found to be signif-
icantly lower than that of conventional banks because of
reduced opportunities laid in stocks and securities due to
religious constraints. The same conclusions reached and
other specialists who have conducted comparative studies
on 12 Islamic private banks in different countries with con-
ventional banks and showed that Islamic banks have a
growth rate relatively high in terms of equity, deposits, in-
vestments and total assets, having a better organization of
resources and higher profitability in terms of return on in-
vestment (ROE) [16]. Changes in the macroeconomic and
regulatory environment, in the competitive landscape and in
the customer dynamics creates the need for transformation,
evolving and reshaping the banking sectors generally in Tur-
key and also in Romania, in particular.

Financial intermediation has continued to decline in the
first 6 months of 2016, Romania still having one of the low-
est values at the EU. Dynamic financial system was rela-
tively stable, given that the most notable advances were
given to private sector pension funds, insurance and non-
banking financial institutions. The main trends identified in
the previous Report on the Romanian banking sector re-
mained the same as in the first 9 months of 2016. Liquidity
remained adequate, aspect pointed out by the relevant
indicators for characterizing this phenomenon and also on
the results of stress testing. Banks have significant re-
sources to finance both the economy and to counter nega-

tive liquidity shocks. The continued consolidation of the
banking market through new bank acquisitions, the com-
pletion of the mergers being still ongoing. Currently, in Ro-
mania there are 37 credit institutions, of which 8 are sub-
sidiaries of foreign banks [8]. Compared with the Romanian
banking system in 2016, Turkish banks had to meet capital
supplement reserves under Basel Il to meet: (a) higher
minimum capital requirements; (b) high risk weights; (c)
continued depreciation will erode the capital adequacy rati-
os. In February 2016, the Agency for Banking Regulation
and Supervision of Turkey (BRSA) has issued 16 regula-
tions (some new, some have been changed) to make the
regulatory framework more in line with the standards of
Basel Il (these changes apply to internal systems banks,
the capital adequacy ratios, liquidity coverage ratio, equity
and all disclosures relating to techniques for reducing credit
risk and risk management).

Methodology of research. Through this study we tried
to make a comparative analysis of financial performance
and liquidity of assets acquired by commercial banks
groups in Turkey and Romania in relation to the Eurozone
during the period 1999-2016. The study was based on a
quantitative research in which they resorted to simple
random sampling method based on random number tables.
The list included all community banks in Turkey and
respectively, Romania, which conducted financial and
banking activities during 1999-2016. Respecting the steps
and the general rules regarding the selection process,
resulted in a sample of 20 banking organizations. Ensuring
the incidentally natural character of the transaction, there
have been extracted 10 numbers from the list of banks in
Turkey and 10 other numbers from the banking
organizations in Romania, building the two banking groups
for the study (see Table 1).

Secondary data and information (ROA, ROE and NIM)
needed for the quantitative study was taken from the banks'
financial reports selected and prepared for their analysis.

Table 1. The list of commercial banks in Turkey and Romania
Randomly selected commercial banks

Turkey Romania
1 Halk Bank Carpatica Commercial Bank
2 Takasbank Pyraeus Bank S.A.
3 Emlak Bank Romanian Commercial Bank
4 Akbank BRD — Groupe Societe Generale
5 Kogbank Transilvania Bank
6 Disbank Raiffeisen Bank
7 Turkish Bank UniCredit Bank
8 Citibank Turkey Alpha Bank
9 Egebank Bancpost Bank
10 Yapi Kredi Babkasi Garanti Bank

Source: www.tcmb.gov.tr and www.bnr.ro

Measurement, description and disclosure of bank per-
formance level obtained by the two banking groups in the
Eurozone compared to the period 1999-2016, was carried
out base d on two methods: a descriptive analysis of the
research variables and analysis of the variance (ANOVA).

In order to highlight the differences between environ-
ments and characterization indicators ROA, ROE and NIM
recorded in the two countries during the period 1999-2016,
we opted to use variance analysis, examining the cause-
effect links between the research variables. Based on data
in the tables ANOVA, stati stical significance was tested on
the influence of the independent variable "home country of
the banking groups" on the dependent variable "Media
ROA, ROE and NIM" recorded in the period 1999-2016.
Testing the hypothesis using ANOVA test reveals whether

there are significant differences between the average ROA,
ROE and NIM obtained by the two banking groups in
Turkey and Romania.

In the studied population, testing the significance as
defined above was performed using the Fisher test type,
which is based on the following assumptions:

H, :7“_1 = 7‘_2
H,: 7\_1 * k_z
where x_l is the means on (ROA, ROE and NIM) Turkish

banks group, A, is the means on (ROA, ROE and NIM)
Romanian banks group.

(1
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To test the hypothesis calculate the size of Fcare. Using
the formulas from the Table of ANOVA variance analysis,
the calculated values are compared with the critical ones
from the Fisher law of distribution table and are selected
according to the level of significance set and to the two
degrees of freedom — Fq; of; o2 as follows:

By comparing the minimum level of significance P.vaie

with the value a = 0.05

e If Pvae 2 @, a nule hypothesis is accepted — Ho,

e If Pvawe < 0, an alternative hypothesis is accepted — H1.

The originality of this study lies in the fact that so far in
Romania there wasn't any compared analysis conducted

dfi = ¢ — 1, the degrees of freedom in the numerator,
df2 = n — ¢, the degrees of freedom in the denominator.
The rule of decision can be taken in two ways:

By comparing th value Fcarc. with the critical value Fq; of1; a2
o If Feac.= Fo; df1; a2, @ Nule hypothesis is accepted — Ho,

o If Feac> Fo drt; dr2,
accepted — Hi.

Table 2. Th

between the examining of the indicators of bank perfor-
mance (ROA, ROE and NIM) over a period of time and
research of the dependence relations of the three variables
linked to the provenance site of the banking groups using
ANOVA test.

Theoretical aspects regarding the indicators used in
this quantitative study are presented in Table 2.

an alternative hypothesis is

e list of indicators for financial performance and for the banking liquidity of assets

1 Profitability Performance

— Return on Assets (ROA)

The indicator reflects the net income of the 10 commercial banks in Turkey and Romania, relative to the
average annual total assets recorded in each country.

— Return on Equity (ROE)

The indicator highlights levels of net revenue from banking groups in Turkey and Romania at an average
of capitals annual used [fred.stlouisfed.org].

— Net Interest Margin (NIM)

The indicator displays the amount of net interest income from bank accounts as part of the total return
obtained by the two banking groups or from the average interest-bearing assets [fred.stlouisfed.org]

2. Liquidity assets

— Liquid Assets to Deposits
and Short Term Funding for
Romania

The indicator is obtained by dividing the value of liquid assets (easily converted into cash) in the amount of
short-term funding and total deposits. In the category of liquid assets there were included: cash, amounts
due to other banks, income from traded securities at fair value, loans and advances to other institutions,
eligible collateral (such as cash in deposits, debt securities issued by banks, equity or convertible bonds),
repo and reverse repo operations. In the bank deposits category, were included all customer deposits, ie
amounts of current accounts, savings and loan term. In the group of short-term financed money market
instruments, were included: certificates of deposit, treasury bills, bonds and other deposits) [www.

fred.stlouisfed.org].

Source: Authors contribution.

Studies regarding the evaluation of financial
performance in the various sectors of banking groups of
different countries were made by many specialists as: [20,
21,9,13,7,14, 5, 6].

Results and discussions. Measurement, description
and disclosure of the financial performance and liquidity of
assets made by banking groups in Turkey and Romania in
relation to the Eurozone was performed through the
indicators: Return on Assets (ROA), Return on Equity
(ROE) Net Interest Margin (NIM) and Liquid Assets to
Deposits and Short Term Funding (LA).

5.00
|

3.00 |
1.00 -
(1.00) 156
(3.00) +
(5.00) =

During 1999-2016, the annual average rate of return on
assets (ROA), calculated as a ratio between net income
and the average value of the total assets at the level of the
group of Turkish banks, there was a recorded peak of
4.57% in 2006 and a minimum of -4.82 in 2001. The profit-
ability of the Turkish banking sector, measured by ROA
was positive even if there was a downward trend in 2007—
2016. As can be seen in figure 1, since 2002 the medium
of achieved ROA in the group of Turkish banks, were
above the euro area average. In 2016, ROA was 1.65%,
lower by 50.01% from the average ROA in 2007 and
61.77% higher than the average one in the Eurozone.

® Turkey
B Romania

Euro Area

Fig. 1. Return on Assets (ROA %) on banks in the period 1999-2016

Source: https://ffred.stlouisfed.org/

In Romania, the annual average ROA recorded a con-
stant decline from 60.23% to 1.34% in 2016 in comparison
with 3.37% in 1999. Compared with the annual average
ROA recorded in the Eurozone, those in Romania were
much higher, except in 2012 and 2013 when there were

negative values of -0.94% and -0.11% respectively. During
2003-2016, the average of ROA calculated for the group of
banks in Turkey was on average 30-50% higher compared
with those of the group of commercial banks in Romania.




~ 90 ~

B 1 C H U K KuiBcbkoro HauioHanbHoro yHisepcurety imeHi Tapaca LleBueHka

ISSN 1728-3817

Table 3. Descriptive statistics results on ROA% 1999-2016

Turkey Romania Euro Area

Mean 1.33 1.38 0.54
Standard Error 0.52 0.26 0.07
Standard Deviation 2.22 1.10 0.31

Sample Variance 4.92 1.20 0.09
Kurtosis 3.29 0.01 (1.41)
Skewness (1.63) (0.20) 0.12
Range 9.39 4.31 0.94
Minimum (4.82) (0.94) 0.08
Maximum 4.57 3.37 1.02
Sum 23.94 24.89 9.77
Count 18 18 18

Source: Made by author.

The group of commercial banks in Turkey have
achieved in the period under review an average ROA of
1.33% and a standard deviation of 0.52, while those in
Romania have an average ROA of 1.38% and a higher
standard deviation of 0.26. The highest annual average
ROA in 2006 are recorded in Turkey (4.57%), in 1999 in
Romania (3.37%) and in 2016 in the Eurozone (1.02%).
The amplitude obtained by the group of banks in Romania
(4.31) is half of the one obtained by the banks in Turkey
(9.39), calculated as the difference between the maximum
and minimum of the average ROA. Asymmetry index
(Skewness) calculated for the group of banks in Turkey has
negative value (-1.63), indicating an asymmetry to the left
that departs significantly from the normal distribution form.
The group of banks in Romania has an asymmetry index of
0.22 indicating a slight negative asymmetry to the left. In

3000
15.00

1999
(15.00) +

(30.00)

the Eurozone there is a positively skewed to the right, due
to positive Skewness index of 0.12. Boltirii indicators (Kur-
tosis) for the group of banks in Turkey and Romania have
positive values of 3.29 and 0.01 respectively showing a
leptocurtik distribution, while Eurozone indicator has a val-
ue of -1.41, indicating platicurtik distribution.

In the period 2006-2016, annual average ROE of the
Group banks in Turkey have fluctuated, decreasing grad-
ually from 28.43% in 2006 to 1.38% in 2013, but subse-
quently increased to 13.79% in 2016. Despite the global
crisis and the economic crisis in the Eurozone, banks in
Turkey have maintained high levels of profitability. At the
end of 2016, the group of banks in Romania recorded an
average annual ROE of 12.06%, with 56.25% lower than
that obtained in 2008 and 12.06% higher than the aver-
age ROE in 2011.

® Turkey
® Romania

B Euro Area

Fig. 2. Return on Equity (ROE %) on banks in the period 1999-2016

Source: https://fred.stlouisfed.org/

In the same period, annual average ROE achieved in
the Eurozone fluctuated between 1.81% minimum and a
maximum of 15.92%, ROE being rarely higher than the
annual average of Turkey (1.38% in 2013) and of Romania
(between -8.55% and 2.42% 2012-2014).

Overall, return on assets of the Turkish banking sector,
as measured by annual averages, ROE was higher than that

of the commercial banks in Romania or in the major financial
centers in Eastern Europe and the Eurozone. With a stand-
ard deviation of 11.94 the bank group in Turkey had a dou-
ble ROE risk than that of the commercial banks in Romania
(St. Dev. — 8.07) and a triple one than the risk in the Euro-
zone banks whose standard deviation were of only 4.49.

Source: Made by author.

Table 4. Descriptive statistics results on ROE% 1999-2016

Turkey Romania Euro Area

Mean 11.13 10.89 8.30
Standard Error 2.81 1.90 1.06
Median 11.99 12.66 7.59
Standard Deviation 11.94 8.07 4.49
Sample Variance 142.54 65.11 20.19
Kurtosis 2.05 0.56 (1.17)
Skewness (0.83) (0.86) 0.25
Range 50.18 30.97 14.11
Minimum (21.13) (8.55) 1.81
Maximum 29.05 22.42 15.92
Sum 200.31 196.09 149.48
Count 18 18 18
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Banks in Turkey and Romania have Skewness nega-
tive indices of -0.83 and respectively, -0.86, developing a
slight asymmetry to the left. Meanwhile, Eurozone bank
group recorded an asymmetry index of 0.25, indicating a
slightly positive asymmetry to the right of the ROE averag-
es. Kurtosis negative indicator of -1.17 for the Eurozone,
signals a platicurtik distribution, different than the normal
one. Kurtosis indicators calculated for an annual average
ROE for the banking groups in Turkey and Romania, have

15.00

|
5.00 4

8o 002 A T
(5.00) L~ 2903—aq08

2041 __201; .

obtained positive values of 2.05 and 0.56, drawing a lepto-
curtik distribution.

Banks in Turkey recorded a maximum amplitude of
50.18, calculated as the difference between a maximum
ROA of 29.05% achieved in 2004 and a minimum ROA of -
21.13% in 2001. With reference to the situation in Turkey,
banks in Romania obtained amplitude of less than 1.62
times and the Eurozone by 3.56 times.

B Turkey
® Romania

Euro Area

Fig. 3. Net Interest Margin (NIM %) on banks in the period 1999-2016

Source: https://fred.stlouisfed.org/

In the context of implementing the Basel Il standard
for credit risk assessment, the evaluation indicator of an-
nual profitability assessed by the Net Interest Margin
(NIM) in banks in Turkey, Romania and Eurozone has
been positive during the period 1999-2016. Annual aver-
ages pf NIM for the group of Turkish banks had a strongly
fluctuating evolution, alternating between maximums of
12.11% in 2001 to minimums of 1.58% in 2005, above the
average NIM in the Euro Area.

Although the profitability of Romanian banks, appreci-
ated by NIM, continued to decrease from 6.32% in 2009 to
1.50% in 2016, it was still above the levels achieved by the
commercial banks in Turkey and in the Eurozone. In Ro-
mania, the banks present a greater risk to NIM indicator,
having a standard deviation of 3.61, superior to those of
Turkey (2.83) and of the "Eurozone" (0.33).

Table 5. Descriptive statistics results on NIM% 1999-2016

Turkey Romania Euro Area

Mean 6.09 6.11 1.73
Standard Error 0.67 0.85 0.08
Median 5.49 5.60 1.72
Standard Deviation 2.83 3.61 0.33
Sample Variance 8.01 13.03 0.11

Kurtosis (0.25) 3.69 (1.44)
Skewness 0.64 1.45 0.18
Range 10.53 15.35 0.96
Minimum 1.58 1.50 1.28
Maximum 12.11 16.85 2.24
Sum 109.59 109.93 31.22
Count 18 18 18

Source: Made by author.

The survey showed that banks in Turkey and Euro ar-
ea, achieved positive Skewness indices of 0.64 and of
0.18, developing a slightly positive asymmetry to the right.
At the same time, commercial banks in Romania have
achieved a Skewness index of 1.45, indicating a mismatch
to the right that departs significantly from the normal distri-
bution form. Kurtosis indicators for groups of banks in Tur-
key and in the Eurozone took negative values of -0.25 and
respectively, 1.44, indicating a platicurtik distribution, much
more different from a normal one. Banks in Romania have

achieved a Kurtosis index of 3.69, showing a strong lepto-
curtik distribution (curved vaulted more than normal).

Liquid Assets to Deposits and Short Term Funding
(LA), registered by the banks in Turkey had an average of
24.62%lyear, lower by 32.73%/year in comparison with the
one in the Eurozone and most notably, the one from Ro-
mania- by 38.26%/year. In the period under review, the
positive Skewness indices were 0.77 and respectively,
0.14, developing a slightly positive asymmetry to the right,
similar to that of the Eurozone.
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Table 5. Descriptive statistics results on LA% 1999-2016

Turkey Romania Euro Area

Mean 24.62 38.26 32.73
Standard Error 3.16 5.01 0.83
Median 20.13 37.99 32.13
Standard Deviation 13.41 21.25 3.52
Sample Variance 179.76 451.39 12.40
Kurtosis (1.05) (1.69) (0.38)
Skewness 0.77 0.14 0.37
Range 39.20 56.05 13.46
Minimum 10.13 12.75 26.71
Maximum 49.33 68.80 40.17
Sum 443.16 688.69 589.12
Count 18 18 18

ISSN 1728-3817

Source: Made by author.

Kurtosis indicators of banking groups are negative:
-1.05 -1.69 in Turkey and respectively, Romania, indicating
a platicurtik distribution, different from the one in the Euro
Area (see table 5). The analysis of annual averages of

distribution in the two countries and in the Euro Area was
represented using the "box plot" chart type (see Figure 4).
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Fig. 4. Box plot — Liquid Assets to Deposits and Short Term Funding in the period 1999-2016

Source: Made by author.

According to the chart we can see that the on Romani-
an banking market, assets can be most easily converted
into cash. At the opposite pole lies Eurozone, where assets
become liquidities much harder. This is due to the acceler-
ated growth of incomes from interest and due to the com-
missions granted to individual customers and organiza-
tions, the income from trading securities or the income from
repurchase agreements (repo), in relation to the incomes
from the placement of deposits, savings accounts or selling
money market instruments.

Results of statistic testing
Testing the HO1 Hypothesis: There is no significant
difference of ROA between the two banking groups.

In the second part of the research we proceeded to test
the significant differences on the level of profitability meas-
ured by ROA, ROE and NIM registered in the period of
1999-2016, by the groups of commercial banks in Turkey
and Romania. Analysis of variance (ANOVA) for the de-
pendent variables — ROA, ROE and NIM is presented in
Tables 6, 7 and 8. If the dependent variable Return on As-
sets (ROA), size Fcac=0.008 (Levene statistics) is less than
the critical value Foos:1;3¢ = 4.13, thus accepting the null
hypothesis that averages of ROA achieved at the level of
the two banking groups are not so different. Analyzing the
level of minimum significance P-value (0.928) of Table 6,
we can observe that it is higher than a = 0.05, so the null
hypothesis Ho, is accepted.

Table 6. ANOVA-ROA

Source of variation SS df | MS F P-value F crit
Between Groups 0.03 1 10.03 | 0.008 0.928 4.130
Within Groups 104.17 | 34 | 3.06
Total 104.19 | 35

Source: Made by author.

Testing the HO2 Hypothesis: There is no significant
diference of ROE between the two banking groups

In the case of the variable Return on Equity (ROE), Fcaic
= 0.005<Fo.05:1:3¢ = 4.13 and Pawe < a = 0.05=0.94, so it
supports the null hypothesis Ho, therefore the independent

variable "country " doesn't have any significant influence on
the dependent variable "ROE averages" obtained by the
banking groups in Turkey and Romania for the period of
1999-2016.
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Table 7. ANOVA-ROE

Source of variation SS df MS F P-value | F crit
Between Groups 0.49 1 0.49 0.005 0.945 4.130
Within Groups 3,529.90 | 34 | 103.82
Total 3,530.39 | 35

Source: Made by author.

Testing the HOs Hypothesis: There is no significant
diference of NIM between the two banking groups

Table 7 presents the analysis of the profitability vari-
ances measure as Net Interest Margin NIM. P.vaue = 0.986
being higher the level of minimum significance (0.05),

therefore the null hypothesis Ho is accepted, the hypothesis
stating that there isn't a significant difference between the
average NIM obtained by the banking groups in Turkey and
Romania (see table 7).

Table 8. ANOVA-NIM

Source of variation SS df | MS F P-value | F crit
Between Groups 0.00 1 0.00 | 0.000 0.986 4.130
Within Groups 357.69 | 34 | 10.52
Total 357.70 | 35

Source: Made by author.

The same result was obtained with the Leneve test, a
Fisher type of test, that allows the comparison of size Fcarc
(0.0003) with the critical value from the table of Fisher dis-
tribution law, chosen for a level of significance of a = 0.05
and dfi =1, df2= 34, meaning Fo.o5;1;34 (4.13). Since Feac =
0.0003 < Fo.05;1;3¢ = 4.13, it means that the alternative hy-
pothesis is rejected, and the null hypothesis is accepted
(see table 8).

Conclusions. In this study we analyzed financial
performance and liquidity of assets acquired by some of
the commercial banks groups in Turkey and Romania in
relation to the Eurozone during the period of 1999-2016.

The results of descriptive statistics show that the
profitability of the Turkish banking sector has witnessed a
downward trend in 2007—2016. This is the adverse effect of
regulations on financial intermediation and regulatory
constraints of capital, raising real barriers to Turkish
commercial banks in issuing loans to all sectors of national
economy. They have contributed to the decline in
profitability: increase of interest expenses generated by
higher financing costs, decrease in net interest income and
gains arising from banking diminishing because of the
increase of swap rates currency. Knowing a peak of 4.57%
in 2006, the average Return on Assets (ROA) was gradual-
ly deteriorated, reaching in 2016 a level of 1.65%. Return
on Equity (ROE) has fluctuated, the average decreasing
from 28.43% in 2006 to 1.38% in 2013, but subsequently
increased to 13.79% in 2016. In the past 18 years, the Net
Interest Margin Indicator (NIM) conducted by the Turkish
commercial banks had a historical minimum and maximum
of 1.58% in 2005 and 12.11% in 2001. However, during
2015-2016, wunder the impact of macro-prudential
measures that had as effect: increase in net interest in-
come, a sharp decline in losses from securities transac-
tions, derivatives and other foreign exchange transactions
and increase in the volume of mortgage and consumer
sales, there was a recovery in profitability. In this context,
at the end of 2016, Turkish banks have been registering
much more improved annual averages: 1.65% ROA, ROE
of 13.79% and 3.20% NIM.

In Romania, the assessment of profitability indicators
have been positive in the last 18 years, higher than in the
Eurozone, except the years of 2012 and 2013. Return on
equity (ROE) recorded a historic high of 22.42% in 1999
and two minimums of -8.55 % in 2012 and -1.01% in 2013.
Meanwhile, the rate of return on assets (ROA) recorded a

peak of 3.37% in 1999 and a minimum of -0.94% in 2012.
In the same period, Net Interest Margin indicator (NIM) has
fared of peer to that achieved by Turkish banks. NIM max-
imum was recorded in 1999 (16.85%) and the minimum
NIM of 1.50% was recorded in 2016.

Profitability and liquidity in the banking sector recov-
ered significantly in the Romanian system, in recent
years, with the introduction of quantitative liquidity re-
quirements under Basel Il package, amending the regu-
lation of and supervision of commercial banks as the Eu-
ropean Union requested and also once with the opera-
tionalization of macro-prudential policy strategy. Since
2015, profitability had positive rates, much higher than
previous years, as follows: ROA was 1.34%, ROE of
11.80% and 1.66% NIM. In the period under review, the
evaluation indicators of financial performance achieved
by the groups of banks in Turkey and Romania were
higher than the level recorded in the Eurozone. In gen-
eral, the liquidity of assets is subject to peripheral debt
resulting from operations (non-core Liabilities) on short-
term and deposit rates. In Romania and Turkey, the Lig-
uid Assets to Deposits and Short Term Funding (LA) ex-
ceeded legal limits by significant margins in the last two
years. In these circumstances, the assets of the Romani-
an banking market remains the most easily converted into
cash, compared with those in Turkey and the Eurozone.
Banks prefer to convert excess liquidity through credit.
Current monthly rates within legal limits drawn by banks
increase lending capacity of the banks and the liquidity
possibility to act in the opposite constitution deposits or
significant increase in the amounts needed to finance
short term. ANOVA test results indicate that there are no
significant differences between the average ROA, ROE
and NIM obtained by the two banking groups in Turkey
and Romania.
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NOPIBHANBLHUA AHANI3 PEANI3ALIT KOMEPLIMHUX BAHKIBCbKUX MPY:
TYPEYYUHA TA PYMYHIA

lMpedcmaeneHo nopieHsANbHUU aHani3 egpekmusHocmi deox KoMepyiliHux 6aHkiecbkux 2pyn i3 TypeyduHu ma PymyHii. 1i0 yac npoeedeHHs
docidkeHHs1 po3anstHymo ¢hiHaHcosy eghekmueHicmb, 0ocsi2Hymy 2pynoro KomepuiliHux 6arHkie Typey4uHu ma PymyHii nopieHsiHO 3 €8pPO30HOI0
npomsizom 1999-2016 pp. Bue4eHo pieeHb nikeidHocmi akmueie, npudbaHux npomsizom 18 pokie disnbHocmi yux deox bGaHKi8CLKUX 2Py,
nopieHsIHO 3 €8po30HOK. B aHanisi 6ynu nepeesipeHi mpu 2imome3u Ha OCHO8i MoKa3HuUKie eghekmueHOCMI, siKi sukopucmosyrombcsi deomMa
epynamu 6aHkiecbkoi mopezieni, ma iHOukamopu, wo eukopucmoeyrmbcsl y crneyianbHil nimepamypi. Pesynbmamu i mayma4yeHHs] 4bO20
docnidxeHHs1 / mecmyeaHHs1 6ynu npedcmasesieHi ma iHmepnpemosaHi iGHOCHO yux deox 6aHKiecbKux mopzoeesnbHux 2pyn. HaegedeHo sucHOBKU
aemopie wjodo nopieHsAIbLHO20 aHani3y dissnbHocmi dsox 2pyn komepuyiliHux 6aHkie Type44yuHu ma PymyHil.

Kntouoei cnoea. Komepuitini 6aHku, 6aHkiecbka disinbHicmb, TypeuyduHa, PymyHisi, Eepo3oHu, ANOVA.

M. TiopkeLu, KaHA. 3KOH. HayK,

J1. KOHCTaHTUHECKY, KaHA. 9KOH. HayK, AoL,.

XpuctuaHckum yHuBepcuteT umedn Oumutpu Kantemupa, Byxapect, PymbiHus,
[. Tonop, KaHA. 3KOH. HayK

YHuBepcuteT uMeHu 1 aekabpsa 1918 ropa, Anb6a lOnusa, PymbiHus

CPABHUTEJNbHbIA AHANN3 PEANU3ALIMM KOMMEPYECKUX BAHKOBCKUX MPYMN:
TYPUUA U PYMbIHUA

lpedcmaenen cpasHumenbHbIl aHanu3 3ggpekmusHocmu 0O8yx KoMmepyeckux 6GaHkoeckux epynn u3 Typyuu u Pymsbinuu. [llpu
nposedeHuu uccredosaHusi paccMompeHa ¢uHaHcosasi aghghekmusHocmb, AocmuaHymasi 2pynnol kKommep4deckux 6aHkoe Typuyuu u
PymbIHUU 8 cpasHeHuUuU ¢ eepo30Hol 8 mevyeHue 1999-2016 22. U3yyeH ypoeeHb JTukKeUGHOCMU aKmueoe, NpuobpemeHHbIx 8 meyeHue 18 nem
dessmenbHocmu amux d8yx 6aHKO8CKUX 2Py, N0 CPagHEeHUl ¢ eepo30Hol. B aHanu3e npoeepeHbl mpu 2unome3bl Ha OCHoge rokazameneul
aghgpekmueHocmu, ucnonb3lyembix 08ymsi 2pynnamu 6aHKoeckoli mopzoesnu, u UHOUKamopbl, ucrnosb3eMbie 8 crneyuanbHol aumepamype.
Pe3synbmambi u monkoeaHusi amozo uccnedoeaHusi / mecmupoeaHusi 6binu npedcmaesieHbl U UHMeprnpemuposaHbl 8 cJy4ae 0syx
6aHKoeCcKUX mopzoebix 2pynn. B 3aknro4umensHol Yyacmu npedcmaesieHbl 8bie00bl CPa8HUMENIbHO20 aHanu3a dessmenbHocmu deyx 2pynn
komMMepyeckux 6aHkoe Typyuu u PymbiHuu.

Knroyeenie cnoea. Kommepyeckue 6aHku, 6aHkoeckasi dessmenbHocmb, Typyusi, PyMmbiHusi, Eepo3oHbl, ANOVA.
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CORRELATIONS BETWEEN FINANCIAL PERFORMANCE INDICATORS OF COMPANIES
WITH CORE ACTIVITY IN THE ENERGY SECTOR AND RELATED INDUSTRIES,
TRADED ON BUCHAREST STOCK EXCHANGE, AND THE BET-NG INDEX

The results we obtained are invalidating the research hypothesis: there is a strong and direct link between the evolution of
BET-NG index and the financial performance ratios of the component companies.

The analysis performed on the correlations between the evolution of BET-NG index and financial performance ratios indicates
that in the majority of the cases the links are inverse and in 25% of the cases they are strong.

In what concerns the intensity of the correlations between the major financial performance ratios (ROA; ROE; EPS; Net
Margin) and average values of BET-NG index, there is no strong link to justify the identification of a regression model.
Consequently, we can affirm that the evolution of BET-NG index is determined by other factors, different than the financial
performance of the component companies. This situation outlines new research developments that need extending the timeframe

and the financial ratios used.

Key words: BET-NG INDEX, Financial Performance Indicators, Bucharest Stock Exchange.

Introduction. Stock indices reflect the stock price
evolution of the most traded companies on the Stock
Exchange, or of some representative industries like the
financial sector or the energy sector [15].

In a previous research [14, p. 357] we analyzed the
correlation between the main indicators of financial
performance and the BET Index, for the companies
participating in the BET Index, in the period 2011-2015.
The analysis identified a strong correlation between EPS
and BET Index, BET variation being explained in a
proportion of 75% of the independent variable EPS.
Between ROA, ROE and BET index, a weaker and reverse
link has been found. This situation could be explained by
the fact that EPS is used most frequently by investors
when evaluating a security, being easier and faster to
calculate, comparing with ROA and ROE.

Taking into account the obtained results, the aim of this
paper is to continue the research, this time analyzing the
correlation between the main indicators of financial
performance for companies with core activity in the energy
sector and related industries, traded on Bucharest Stock
Exchange, and the BET-NG index.

Stock indices. Stock indices are synthetic products
which are expressing the evolution of security prices in a
particular market [1, p. 497], and represent the average price
of all securities or of the representative ones that are listed
on the stock exchange [11, p. 219]. They were developed to
have a financial product that is reflecting the evolution of the
market not only the evolution of a particular security.

Representing the numerical expression of the trends of
the most representative titles in a market, measured in
points, stock indices can be considered a mirror, reflecting
the evolution of the reference market as a whole [3, p. 160].

Any investor in equity securities is interested to have a
general idea of how the overall equity market performs, to
guide their actions and to act as a benchmark against
which to judge the performance of the securities they invest
in [4, p.332]. This role is played by the stock index.
Investors are encouraged to invest if the stock index is
moving upward and are encouraged to liquidate their
holdings and invest in money market assets or funds when
the sock index has a downward trend.[4, p. 333]

The first stock index, Dow Jones Industrial Average,
was developed in 1896 at New York Stock Exchange,
followed by the British index — FTSE 30, and the Japanese
one — Nikkei. Along with many others, these first

generation indices were having a limited information
capacity due to the fact that in their structure there were
shares of companies belonging to the same industries.

The second generation of indices was a step forward
for better characterizing the stock market by including more
stocks from a variety of industries. These indices, named
composite indices, provide more information about the
stock market and are more relevant.

The diversity of stock indices is in close connection with
the diversity of stock market products. They evolved from
indices build based on one security (shares) or for one
single market to indices that take into account different
securities and are European or even global.

The stock indices are the most synthetic indicators of
an economy since most of the representative companies
in the respective economies are listed on the stock
exchange [3, p. 160]. Representativeness for the stock
exchange is ensured by the way the securities quoted on
the stock exchange are included in the composition of the
stock index, the quotations being in real time. Stock
indices can be build based on the quoted securities or
based only on the most active and representative ones.
The securities can have equal weights in the stock index,
or different weights based on the stock price or on the
market capitalization.

There are several studies that analyze the correlation
between the financial performance of the entities and the
stock returns, respectively the value of the indexes to
which they belong.

On the Romanian stock market, Tudor [13, p. 73]
conducted an earlier research regarding the relationship
between firm-specific ratios and stock returns. The results,
calculated for the period 2002 to 2008, indicates that the
variation in stock returns is determined mostly by size and
E/P ratio. In the same time, ROA and ROE have little
impact on returns.

The correlations between financial performance of
companies and stock returns, in case of Oil and Gas
Sector in Pakistan have been studied by Saleh [7, p.30].
Despite study limitations, highlighted by author, the study
showed that in Pakistan's Oil and Gas sector, stock returns
are significantly influenced by net profit margin, return on
assets and return on equity, but also the fact that there are
other factors that influence this relationship.

A highly influence on the stock prices in case of in
Colombo Stock Exchange has been determined by Sujeewa

© Vasiu D., llie L., 2018
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Kodithuwakku [6, p. 76] as due Earnings per Share, Dividend
per Share, and Net Asset Value per Share.

In case of Pakistan, Khan [5, p. 171] analysis the
effect of dividends on stock prices, during 2001-2010
for 29 companies which were listed at KSE-100 Index. A
significant positive relation to stock market prices was
registered in case of Stock Dividend, Earnings per
Share and Profit after Tax, while Retention Ratio and
Return on Equity have the negative insignificant relation
with stock prices in case of chemical and
pharmaceutical sector of Pakistan.

An analysis of the factors affecting stock price in case
of he Case of Bahrain Stock Exchange was performed by
Taimur [12, p. 207], the results indicating return on equity,
book value per share, dividend per share, dividend yield,
price earnings, and firm size as significantly determinanting
the share prices.

Studies regarding the determinants of share price had
been performed by Sharma [9, p. 58] in case of India,
finding that earning per share, dividend per share and book
value per share has significant impact on the market price

of share. Furthermore, dividend per share and earnings per
share were identified as having the strongest determinants
of market price.

Sattam Allahawiah [8, p. 241] analysis the Amman
Stock Exchange and the factors which influences on share
prices in the Bahrain market. Research has revealed that a
significant influence was registred in case of return on
equity, dividend yield, dividend per share, book value per
share, price earnings and firm size.

In case of Romania, [10, p. 86] studied the correlations
between BET-FI index and six companies forming the
index, using a dynamic conditional correlation, during
2011-2016. The results indicate a high volatility. Almost all
pairs correlations calculated between constituents recorded
a downward trend, which means that components are
becoming more independent.

The BET-NG index [15] was launched on July 1%,
2008. It is a sectorial index and reflects the evolution of the
quoted companies on Bucharest Stock Exchange with core
activities in the energy or utilities related industries. The
index is composed based on 11 companies:

Table 1. The structure of BET-NG Index

Symbol Company Percentage (%)
SNP OMV PETROM S.A. 29,86
SNG S.N.G.N. ROMGAZ S.A. 23,24

EL SOCIETATEA ENERGETICA ELECTRICA S.A. 16,29
TGN S.N.T.G.N. TRANSGAZ S.A. 14,76
TEL C.N.T.E.E. TRANSELECTRICA 7,59

COTE CONPET SA 3,54
SNN S.N. NUCLEARELECTRICA S.A. 2,64
RRC ROMPETROL RAFINARE S.A. 1,54

OIL OIL TERMINAL S.A. 0,36
PTR ROMPETROL WELL SERVICES S.A. 0,17
PEI PETROLEXPORTIMPORT S.A. 0,01

Source: www.bvb.ro

Out of the 11 companies, six (S.N.T.G.N. Transgaz
S.A, C.N.T.E.E. Transelectrica, Rompetrol Rafinare S.A.,
Oil Terminal S.A, Rompetrol Well Services,
Petrolexportimport S.A) are in the index from the beginning
in 2008.The highest weight of a company in the index is
30%. The weight of each security is determined based on
the market capitalization adjusted by the free float factor
and the representativeness. The calculation methodology
allows the BET-NG index to be an underlying asset for
derivatives and structured products.

According to BSE statistics [18], 5-year historical
performance on June 30, 2016 indicates a decrease of
27.3% in the value of BET-NG index, as compared to
January 2011. In addition, five of the companies
participating in the BET Index are among the 10 most
traded companies on Bucharest Stock Exchange (BSE),
which means that they are recording higher financial
performance.

In this context, the question is: How much of the BET-
NG Index Value is determinate by the performance of
component companies?

Methodology. In order to analyze the correlation
between the BET-NG index and the financial performance
of the companies that compose the index we used the
financial statements and data available on www.bvb.ro and
www.tradeville.eu.

For the homogeneity of the results, we considered the
financial statements for the timeframe 2011-2015, when
for the listed companies is compulsory to prepare the

financial statements based on national legal regulations (O.
M. P. F. no. 1286/2012.) According to it, companies listed
on a regulated market are required to apply IFRS in
preparing individual financial statements. As a result, for
the period 2012-2015 financial statements are consistent,
being compiled according to a uniform methodology.

The average values of the BET-NG index were
determined based on daily value over the period 2011-
2015. The financial ratios Return on Total Assets
(ROA),Return on Equity (ROE), Earnings per Share (EPS),
Net Margin (NM) had been used, in order to evaluate the
financial performance of the analyzed companies. They
were computed as follows [2, p. 111]:

Net profit

ROA=—"""; )
Total assets
Net t
ROE = Lmﬁ; (2)
Equity
Net t
EPS = ctprof G
Namber of shareson the market
Net t
N = Netprefit 4)
Turnover
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The research is based on the hypothesis that there is a
strong and direct correlation between the evolution of the
BET-NG index and the financial performance ratios of the
component companies.

Results. Using daily values of the BET-NG index,
average annual values were computed (arithmetic mean).
The results are the following:

Table 2. The average annual value of BET-NG Index

Year 2012

2013 2014 2015 2016

The average annual value of BET-NG Index

614,6865

654,4118 683,06 671,2024 562,1188

Source: authorial computation.

During 2012-2016, BET-NG Index registred an average annual value of which has decreased in average by 2.21%

annually. The evolution of the index is presented in Figure 1.
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2015 2016

Fig.1. The evolution of BET-NG Index, 2012-2016

Source: authorial calculation.

Based on individual performances, we computed for each company and each financial ratio the average annual values,

using the arithmetic mean.

Table 3. The average annual value of financial ratios

Year 2012 2013 2014 2015 2016

The average annual value of ROA 6.22% 6.65% 5.03% 18.13% 3.93%
The average annual value of ROE 8.09% 8.40% 5.49% 14.12% 5.05%
The average annual value of EPS 5217.86 5000.09 4820.43 6148.93 5517.31
The average annual value of NM 11.61% 14.46% 17.66% 3.99% 18.75%

Source: authorial computation.

Over the analyzed timeframe, there have been
registered decreases for the average annual value of ROA,
(by 10.85% annually) and for the average annual value of
ROE (by 11.12% annually).Over the same timeframe, there
have been registered increases for the average annual
value of EPS (by 1.40% annually) and for the average
annual value of NM (by 12.74% annually).

In order to determine the connections between the
values of the BET-NG index and the financial performance
ratios for the component companies we computed Pearson
correlation coefficients. We obtained the following results:

e between the average annual value of ROE and the
average annual value of BET-NG Index there is a medium,
direct link, of 44.8%;

e between the average annual value of ROA and the
average annual value of BET-NG Index there is a medium,
direct link, of 46.7%, this being the strongest correlation;

e between the average annual value of EPS and the
average annual value of BET-NG Index there is a week,
reverse link, 0f-12.4%;

e between the average annual value of Net Margin
and the average annual value of BET-NG Index there is a
medium, reverse link, of — 40.2%

Considering the results, we can conclude that no
financial performance ratio analyzed is significantly
influencing the evolution of the BET-NG index. Moreover,
the links of medium intensity (both direct and reverse) do
not justify the development of a regression model. These
results should be interpreted with prudence taking into
account the relative high heterogeneity of values used to
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compute the averages and the existence of some Based on these aspects, we computed for each
statistically aberrant values. company and each financial performance ratio the
correlation coefficients with the average annual values of
BET-NG index:
Table 4. The Correlation coefficient of financial ratios and BET-NG index
Company Correlation coefficient | Correlation coefficient | Correlation coefficient | Correlation coefficient
ROA- BET-NG index ROE- BET-NG index NM- BET-NG index EPS-BET-NG index

SNP -3.25% -4.72% -8.89% -2.04%

SNG 3.27% -13.16% -79.22% -22.79%

EL -10.23% -4.29% -3.00% 14.65%

TGN -88.06% -93.38% -96.56% -94.82%

TEL 42.56% 48.61% 38.02% 40.21%

COTE -36.36% -28.40% -38.51% -28.60%

SNN 36.42% 36.37% 32.61% 19.67%

RRC -52.81% -52.73% -53.04% -53.16%

OIL -72.46% -72.25% -69.82% -712.75%

PTR -7.29% -7.23% -3.33% -3.84%

PEI 39.79% 34.93% -81.79% 51.32%

Source: authorial computation.

The majority of correlation coefficients (more than 63%) indicate a reverse link, the direct link being present only in 37%
of the cases, as we can see in the Figure 2. The most negative correlations are encountered in the case of Net Margin.

EPS
o |
ROA
0% 20% 40% 60% 80% 100%
W directlink W reverse link

Fig.2. Direct and reverse links between financial ratios and BET-NG index
Source: authorial calculation.
In what concerns the intensity of the correlations 25-50%, and strong if the correlation coefficient is above

(defined as week if the correlation coefficient is between 0 50%), we present them in Figure 3. In the case of Net
and 25%, medium if the correlation coefficient is between margin, 45% of the links are inverse and strong.
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Correlation coefficient EPS-BET-NG
index

Correlation coefficient NM- BET-NG
index

18,18%

Correlation coefficient ROE- BET-NG
index

Correlation coefficient ROA- BET-NG
index

,09% 18,18% 27,27% 9,09

——

27,27%

|

27,27% 9,09%

L L L

27,27% 9,09

36,36% 9,09

27,27% 9,09

0% 20% 40% 60% 80% 100%
Correlation Correlation Correlation Correlation
coefficient ROA- | coefficient ROE- | coefficient NM- | coefficient EPS-
BET-NG index BET-NG index BET-NG index BET-NG index
W strong, direct link 0,00% 0,00% 0,00% 9,09%
medium, direct link 27,27% 27,27% 18,18% 9,09%
week, direct link 9,09% 0,00% 0,00% 18,18%
week, reverse link 27,27% 36,36% 27,27% 27,27%
medium, reverse link 9,09% 9,09% 9,09% 9,09%
mstrong, reverse link 27,27% 27,27% 45,45% 27,27%

Fig.3. The intensity of the correlations between financial ratios and BET-NG index

Source: authorial calculation.

Conclusion & Discussion. The results we obtained
are invalidating the research hypothesis: there is a strong
and direct link between the evolution of BET-NG index and
the financial performance ratios of the component
companies.

The analysis performed on the correlations between the
evolution of BET-NG index and financial performance
ratios indicates that in the majority of the cases the links
are inverse and in 25% of the cases they are strong.

In what concerns the intensity of the correlations
between the major financial performance ratios (ROA;
ROE; EPS; Net Margin) and average values of BET-NG
index, there is no strong link to justify the identification of a
regression model. Consequently, we can affirm that the
evolution of BET-NG index is determined by other factors,
different than the financial performance of the component
companies. This situation outlines new research
developments that need extending the timeframe and the
financial ratios used.
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[. Baci, A-p eKOH. Hayk, acucT.,
I1. Inne, A-p eKoH. Hayk, npod.
YHiBepcuT imeHi Jlyyviana Bnara, Ci6iy, PymyHis

KOPENALIi MDK MOKA3HUKAMU ®IHAHCOBOI EQEKTUBHOCTI KOMMAHIN
3 OCHOBHOIO AIANbHICTIO B EHEPFTETUMHOMY CEKTOPI W CYMDKHUX FANY3sX,
LLIO TOPI'YIOTb HA BYXAPECTCbKIX ®OHOOBIU BIPXI, TA IHOEKCOM BET-NG

OmpumaHri asmopamu pe3ynbmamu He gidnogidaroms 2inome3si docnidxeHHs: iCHye cunbHUl i NpsiMull 38'A30K Mix esontoyicto iHOekcy BET-NG
ma nokasHukamu ¢hiHaHcoeoi eghekmuesHocmi komnaHili-komroHeHmie. AHasi3, UKOHaHUU Ha criiesiOHOWeHHsIX Mix eeostoyieto iHOekcy BET-NG ma
nokasHukamu ¢hiHaHco8oi eghekmueHocmi, ykasye Ha me, wo 8 6inbwocmi sunadkie 36 ’A30k € 360POMHUM i 8 25% eunadkie 8iH € CunbHUM.

o cmocyembcsi iHmeHcueHOCmi Kopensayil MiX OCHOBHUMU NMokasHukamu ¢hiHaHcoeoi egpekmueHocmi (ROA; ROE; EPS; yucma mapxa)
ma cepedHimMu 3HayeHHsiMu iHOekcy BET-NG, mo He icHye MiyHo20 38'A3Ky, uj06 eunpasdamu ideHmudbikayiro modeni pezpecii. Omxe, MoxHa
cmeepOdxyeamu, wjo esostoyisi iHdekcy BET-NG susHa4aembcsi iHWumu ¢hakmopamu, siki 8idpisHsirombcs 8id ¢hiHaHcoeux nMoka3HuUKie Komna-
Hili-koMnoHeHnmis. Lsi cumyayis okpecsitoe Hogi Haykoeo-00ciOHi po3pobku, siki nompe6yromb NPoAoeKeHHs1 mepMiHie i aukopucmaHHs i-
HaHCO8UX MOKa3HUKie.

Knroyoei cnoea: BET-NG INDEX, noka3Huku ¢hiHaHcoeoi egpekmusHocmi, Byxapecmcbka ¢poHdoea 6ipika.

. Bacu, A-p 3KOH. HayK, acCUCT.,
J1. Unne, B-p. 3KOH. HaykK, npod.
YHuBepcuteT umenu Jlyunana Bnara, Cubuy, PymbiHusa

KOPPENSALUUN MEXAOY NOKA3ATENSAMU ®UHAHCOBOMN 3®DEKTUBHOCTU KOMMAHUA
C OCHOBHOW AEATENbHOCTbLIO B AHEPTETUMECKOM CEKTOPE U CMEXXHbIX OTPACHISAX,
TOPIYIOWKUX HA BYXAPECTCKOM ®OHOOBOW BUPXE, U UHOEKCOM BET-NG

lMonyyexHble pe3ynbLmambl He coomeemcmeyom aurnomese uccsedoeaHusi: cyujecmeyem cusibHasi U NpsiMasi Cesi3b Mexdy agosoyuell UH-
Oekca BET-NG u nokazamensmu ¢huHaHcoeol 3ghghekmueHoCcmu KOoMnaHuli-koMNoHeHmMos. AHasu3, ebINOoSIHeHHbIU Ha COOMHOWEHUSIX MexXAy
aeosoyueli undekca BET-NG u nokazamensmu ¢puHaHcoeol aghghekmusHocmu, ykasbieaem Ha mo, Ymo 8 6osbwuHcmee cry4aes ces3b siasisie-
mcsi o6pamHoli u 8 25% cry4aee oHa cuslbHa.

Ymo kacaemcsi uHmeHcueHocmMu Koppensayull Mexdy OCHOBHbIMU Moka3amesisiMu ¢huHaHcosol agpgpekmusHocmu (ROA; ROE; EPS; yucmas
Mapxa) u cpeOHUMu 3HavyeHusiMu uHlekca BET-NG, mo He cyujecmeyem npo4Hol cesi3u, Ymobbl onpasdamb udeHmugpukayuro modesnu pe-
epeccuu. CrnedoeamesibHO, MOXXHa ymeepxx0amb, Yymo 3eontoyusi uHdekca BET-NG onpedensiemcsi Opyaumu ghakmopamu, omuyarowumucsi om
¢buHaHcoebIX nokasamerneli KoMnaHuli-koMnoHeHmMos. dma cumyayusi onpedesisiem Hoeble Hay4YHO-Ucciedogamesibckue pa3pabomku, mpebyro-
wjue npodseHusi CPOKOB U UCMOIb308aHUsi huHaHCOBbIX Mokazamesel.

Knroueenie cnoea: BET-NG INDEX, nokazamenu ¢gpuHaHcoeol 3ghgpekmueHocmu, Byxapecmckasi gpoHdoeasi 6upxa.
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AN EMPIRICAL STUDY ON RELATIONS BETWEEN GOVERNANCE AND SUSTAINABILITY
IN BULGARIAN AGRICULTURE

This paper applies the interdisciplinary New Institutional Economics framework, identifies diverse market, private, collective,
public and hybrid modes of governance and assesses their impact on agrarian sustainability in Bulgaria. First, the
methodological framework of the study is outlined. After that dominating governing modes in Bulgarian farms of different
juridical type, size, specialization, ecological and geographical location are identified, and their impacts on agrarian sustainability
and its economic, social, and environmental pillars evaluated. In conclusion implications for further research, public policy
improvement, and private managerial strategy formation are presented. Agricultural producers of different use quite unlike
mixture of effective market, private, collective and hybrid modes for governance of their activities and relations. Individual factors
and modes most contributing to improvement of agrarian sustainability at the current stage of development are: manager's
personal convictions and initiatives, farms resources and innovation potential, near future profit and benefits strategies, market
prices levels and dynamics, area-based EU subsidies, and informal agreements.
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LOCATION ATTRIBUTES OF EMERGING ECONOMIES: AN ANALYSIS USING PRINCIPAL COMPONENTS

Our paper investigates the location attributes of a large sample of emerging economies from the perspective of foreign direct
investments and multinational companies’ presence abroad. We use several macroeconomic variables that are hypothesized to
illustrate the relevant location attributes for multinational companies’ decisions and include them in a Principal Components
Analysis to reveal the most relevant locational attributes or combination of such attributes that influence the decision of multina-
tional companies to invest abroad. We find that only four variables had the most important contributions to the principal compo-
nents: GDP per capita, international reserves, mobile phones subscriptions and labour force. Labour force is the variable that
contributes the most to the first factor and its contribution grows in importance as we depart from 1994. At the same time, GDP
per capita has become less important in recent years.
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TRANS-ATALANTIC INTEGRATION: A CRUCIAL PACE TOWARD A GLOBALIZED WORLD

In this paper we deal with the much "touted and taunted" upcoming transatlantic economic integration. We scrutinize the
issue through the prism of both economic theory and historical development, in an attempt to contend that economic integration
is no less lucrative on a transcontinental level than it used to be on a regional level. We use theoretical and historical arguments
to emphasize the necessity and opportunity of a trade and investment agreement between the United States and the European
Union, which is likely to turn the Atlantic into a redoubtable economic pole. We show that Europe and America are full readiness
to enter into this paramount agreement.
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IMPLEMENTING NEW MARKETING STRATEGIES IN THE CONTEXT OF THE ONLINE ENVIRONMENT —
ADVANTAGES, DISADVANTAGES, STATISTICS AND TRENDS

In the context of the online environment and the pressure created by the new information and communication technologies,
when the Internet is used by more than 40% of the world population, when the penetration rate of the online has reached more
than 75% in Europe (52% in Romania) and almost 90% in North America and when the smartphone has become a constant com-
panion of the individuals, today's companies must adapt or develop new marketing strategies that will help them win and retain
the consumers, otherwise they will slowly perish. This paper aims to present several important marketing strategies based on the
usage of the Internet tools like: search engine optimisation (SEO), content marketing, social media/online social networks, email
marketing, lead generation, sales etc., that can be implemented by the Romanian companies. We are presenting several im-
portant advantages and disadvantages of these marketing strategies. We will also bring forth several important statistics regard-
ing the Internet usage and of the online marketing tools and we shall underline future trends related to these aspects, all this
being designed to support future managerial decisions and to better understand the need for the companies to implement and
use them successfully.
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ANALYSIS OF THE ORIGIN, MODERN CHARACTERISTICS
AND PROSPECTS OF DETERMINING THE PROFILE OF UKRAINIAN MANAGER

The article is devoted to the development of the initial theoretical and methodological provisions for the study of profile of
modern Ukrainian manager. The results of the corresponding applied empirical analysis carried out by the authors are
presented. The characteristics of the features of modern Ukrainian manager in the context of existing models of national
business cultures are given.
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ABOUT PRODUCTION-TRANSPORT PROBLEM REDUCTION TO THE TWO-LEVEL PROBLEM
OF DISCRETE OPTIMIZATION AND ITS APPLICATION

In this study, the application of the production and transport task is considered to solve the problem of the distribution of the
limited capacities of data transmission channels between different nodes of the computer network. A scheme is proposed for
reducing the problem to a two-level continuous-discrete optimization problem. The model is formulated and numerical results are
obtained to solve the problem of power distribution in the network of the information and computing center.
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ESTIMATION OF RENEWABLE ENERGY SOURCES APPLICATION
IN THE SYNERGY WITH EU POLICY

This paper gives the possibility to analyze the application of renewable energy sources (RES) at different stages of their
implementation to energy supply. Through the world experience we research the dynamics of energy consumption by its types;
determine, what kinds of alternative sources are demanded most of all. In addition, we assess the efficiency of the application of
RES in Ukraine. According to statistical and correlation analysis, it was proved that for Ukraine it is the most profitable to use
biomass energy, while solar energy remains relatively expensive for our country. At the same time situation may change if costs
for the solar panel will decrease in the future. It is shown that use of alternative energy sources decrease the energy intensity of
GDP, while fossil resources increase this parameter. Unfortunately, Ukraine faces difficulties in attracting investments for
development of RES as they are not so profitable at this time. It means that government should change its policy, increasing
electricity prices to the European level, giving the chance for energy independence. In any case, in Ukraine, it will be necessary
to increase the introduction of RES, as our country has only about 2% of RES in energy balance, while European countries in
average have 17% and some of them have more than 60%.
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EXCHANGE RATE VOLATILITY: AN EMPIRICAL STUDY FOR STATE OF KUWAIT

As an oil exporting nation Kuwait suffers from the well-known issue called the Resource Curse given the high reliance on oil
revenues for economic growth and development. Traditionally research on small open economies such as Kuwait focus on ver-
sions of the Solow /Harrod/Domar growth models which are predominantly closed models which focus on exogenous growth
issues such as saving ratios and the Solow Residual. For an open economy without core problems on capital accumulation, such
as Kuwait, it is interesting to disentangle exchange rate volatility issues from key open economy fundamentals such as GDP
growth, trade openness, inward foreign investment and exchange rate issues.

The purpose of this study is to empirically examine the impact of gross domestic product, trade openness and foreign direct
investment on the exchange rate volatility of Kuwait. We have used several advanced statistical tools to better estimate different
kinds of relationships. Results show that all factors are significant in determining exchange rate volatility.
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THE INFLUENCE OF ORDOLIBERALISM IN EUROPE

From the "sick man" of Europe, as it was called after the Second World War, Germany managed to become the greatest power
on the continent. This was due to hard austerity policies that perfectly suited a hard working and rigorous population. In this article |
want to analyze if ordoliberalism, the German form of social liberalism that led to the country's economic miracle in the 1950s, can
be the saving solution for a continent in crisis. For a more complete analysis, | studied the subject from an economical, historical,
political and social perspective. Following an extensive review of existing literature | have highlighted the doctrinal confrontation
between ordoliberalism and keynesianism, brought back in the spotlight by the European sovereign debt crisis.

The German economic elite embrace ordoliberal values, characterized by responsibility and strict monetary rules. In
response to the Eurozone crisis, they tried to spread the ordoliberal ideology across Europe. Focused on the supply side of the
economy, the followers of ordoliberalism strongly opposed the expansionary fiscal and monetary policy. The power held in
Europe allowed Germany to impose its own vision, centered on austerity and price stability. If ordoliberalism worked very well in
Germany after the Second World War, not the same happened in the case of the Eurozone's economy. The rigor and lack of
flexibility of German ordoliberalism have only further deepened the crisis and the economic problems of vulnerable countries.
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IMPROVING YOUTHS' SOCIAL SITUATION IN THE EUROPEAN UNION

The European Union's social policies of the last years aimed at improving the social conditions of youths across Europe. The goal of
this paper is to comparatively analyse the characteristics of youths and their social conditions in the EU-27, during 2006-2016, using the
following indicators associated to the young population: youth education and training, employment and unemployment rates, health,
social inclusion, culture and creativity, participation and youth in the digital world. The paper also reviews the impact and efficiency of
the EU's social policies in the current economic background, trying to catch the improvements in young people’s social conditions. For
this purpose, there were used Employment and Social Conditions Indicators and "Europe 2020" Strategy Indicators.

Our analysis reveals that over time the youths' aspirations and needs have changed along with their social conditions. The
EU is obviously making progress in improving the social policies addressed to young people, but there are still visible differ-
ences between the member states and new, innovative approaches are required to respond to youths' needs in the fast-changing
economic and political context of Europe.
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COMPARATIVE ANALYSIS OF BANKING PERFORMANCE OF COMERCIAL BANKS GROUPS.
CASE STUDY: TURKEY VS. ROMANIA

The purpose of this article is to present a comparative analysis of performance between two commercial bank groups from
Turkey and Romania. In conducting the study we have considered evaluating financial performance achieved by a group of
commercial banks in Turkey and Romania in relation to the Eurozone during 1999-2016 and examine the level of liquidity of
assets acquired during these 18 years of activity of these two banking groups, in comparison with the Eurozone. In this analysis
there were tested three hypotheses based on the performance indicators used by the two banking trade groups and the
indicators used in the specialty literature. Results and interpretations from this study/ testing were presented and interpreted, in
the case of these two banking trade groups. The article ends with the authors' conclusions related to comparative analysis of
bank performance between the two commercial bank groups in Turkey and Romania.
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The results we obtained are invalidating the research hypothesis: there is a strong and direct link between the evolution of
BET-NG index and the financial performance ratios of the component companies.
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Consequently, we can affirm that the evolution of BET-NG index is determined by other factors, different than the financial
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and the financial ratios used.
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iz BicHuk KuiBcbkoro HauioHanbHoro yHiBepcuteTty
e W imeHi Tapaca LLeByeHka. EkoHOMiKa. — Lie peLieH30BaHWUi,
LUTOBaHUM Y MiXKHAPOOHMX HayKOMETPUYHNX Ba3ax HayKoBuUN
IS 128 S T XKypHan, wo BraaeTbesd i3 2017 poky WicTb pasiB Ha pik
i IpMCBAYEHN OOCHIOKEHHAM B €KOHOMIYHIN cdepi.

BICHMR KypHan Bugaetbesa 3 1958 poky

KMIBCBKOrO HALIOHANBHOTO YHIBEPCHTETY
IMEHI TAPACA WEBYEHKA

AtecTOBaHO
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= OepxaBHoto peecTpauiiHoto cnyx6oto YkpaiHu. CeigouTBo npo
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"BicHuk KniBcbkuin HauioHanbHWI yHiBepcuTeT iMeHi Tapaca LeBuyeHka. EKOHOMIKA" BiTae pykonucu, wo Bignosiga-
I0Tb 3arafilbHUM KpUTepisiM 3HaYMMOCTI B 3a3HaYeHin NnpeaMeTHIn ranyasi:

* opuriHanbHi cTaTTi i3 PyHOaMeHTanbHUX | NPUKIagHMUX OOCHIOKEHD,
* TeMaTUYHi JOCNiAXXEHHS,
* KPUTWUYHI BiAryKu, ornagu, AyMKu, KOMeHTapi 1 ece.

MpobnemaTuka:

akTyarnbHi NpobnemMn eKkoOHOMIKW 1 EKOHOMIYHOT Teopii;

MEHEXKMEHT;

MapKETUHT;

Mi>)KHapoAHa eKOHOMiKa 1 eKOHOMIYHi BiHOCUHMU;

o6nik, ayauT Ta onofaTkyBaHHS;

(piHaHcK, baHKiBCbKa cnpaBa Ta CTpaxyBaHHS;

nianpnprMeMHNLTBO, TOPriBns Ta Gip)oBa AiSNbHICTb;

€KOHOMiKO-MaTeMaTnuyHe MOAEeNoBaHHS Ta iHpopMaLiiHi TEXHOMOTIT B €KOHOMILI.

VVVVYVYVVYY

3anpouwyemo HayKoBLiB A0 cniBnpadi!
CraTTi 36MparTLCA HA NOCTINHIN OCHOBI.

TekcTn npunMaroTbCA YoTUPMa MOBaMMU:
YKpailHCbKO, POCIliCbKOI, aHailiCbKO ma HiMeybKoo.
Mpuimaemo channum Ha emenn visnuk.econom@gmail.com
a6o 4yepe3 dopmy Ha caunri: http://bulletin-econom.univ.kiev.ua
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