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FROM MONARCHY TO REPUBLIC:
KING’S POWER AND PUBLIC AFFAIR IN ANCIENT ROME

Abstract. The exile of King Tarquinius Superbus was surprisingly quick and painless.
Although the King was the high priest, the other priests did not seek to challenge his exile, only
insisting on the need to save his life. Army commanders did not consider it a treason to move to the
side of the rebellious City. The senators, whose mission as elders was to uphold the traditions and way
of life of the community, not only did not hinder the revolution, but actually led it. All this indicates
that although the exile of the king was an unprecedented event in the history of early Rome, it did not
destroy the very model of the universe.

The Republic in Rome was established relatively easy precisely because the idea of a common
cause, which meant a collective interest in the prosperity of this new world, was laid down here from
the very beginning. The chosen (of the most worthy) kings were to effectively manage the «Roman
business», and as long as they coped with it, as long as they ensured the parity of interests of different
groups of society, its stable territorial growth and had the support of the gods, no problems arose.
Tarquinius Superbus violated an unspoken «social contract» for which he was removed. But this
removal did not lead to the cancellation of the contract itself (concluded between humans and gods),
and only to its modification.

Getting rid of royal power, which marked a break with the last elements of the traditional
world, put on the agenda the question of the need to develop a model that could legitimize the ideal
of a common cause. This model is known as «Roman Republicy. In its political form, it is opposed to
the royal model, but in a worldview, it is a logical development of a Roman idea that has never been
associated with either the conception of the divine origin of power or the concept of absolute (and
hereditary) monarchy. The continuity between the royal and republican periods of Roman history was
expressed in the unity of the original patterns that determine the nature of the Roman idea. Roman
society was not formed «for the king» or even «for the gods». The kings and gods served as a means
of cementing the community, giving it a sacred nature; the latter, which expressed the concept of the
«universal priesthood» as a collective sacred principle, was also the basis of political doctrine. The
question of specific forms of government (whether the community will be headed by a lifetime elected
king, or magistrates who are elected for a limited time) is secondary.

© Halapsis A., 2021

ORCID iD: https://orcid.org/0000-0002-9498-5829
Researcher ID: E-6947-2015
prof.halapsis@gmail.com

© Halapsis A., 2021
halapsis@ukr.net

ISSN 2786-491X (Print) 5



PHILOSOPHY, ECONOMICS AND LAW REVIEW. Volume 1, 2021

The idea of a collective interest in the success of the common cause was inherent in the Roman
project from the very beginning, just a new model allowed it (the project) to be implemented more
effectively, facilitating both the coming to power of the most capable members of the community and
ensuring the control of the people over the activities of the government.

Keywords: Romulus, Tarquinius Superbus, republic, monarchy, Roman community, king,
ancient Rome

Introduction. Ancient Rome. The superstate of antiquity, which grew out
of one city, became famous not only for record conquests. Roman law is rightly
considered a legal standard, Roman roads have survived their builders for several
centuries, the Roman language (Latin) for more than a thousand years after the
fall of Rome was used as the main language of science, religion, international
communication. Everywhere you look, there are unique achievements, and even if
the Romans borrowed something from outside (as they borrowed the idea of law
from the Greeks), they gave the borrowing a unique meaning, so there is no place to
talk about cultural plagiarism. Apparently, only in art and philosophy the Romans did
not surpass their teachers; in all other areas, they either produced the original forms
themselves, or developed other people’s ideas so creatively that the copies were not
worse, or even better than the originals.

But when we talk about Roman civilization, we usually mean its advanced state,
when the Roman genius was in the top league of cultural and historical players. The
initial period of Roman history — from the founding of the city to the establishment
of a republic in it — much less often attracts attention.

The latter is quite understandable, because reliable data on the events of that
time are scarce, and what Roman historians say is too similar to a collection of myths
and legends. This can be a problem for historians, as they have to solve the very
difficult task of discovering the true history of early Rome and separating it from
mythological strata, but from a philosophical point of view — as will be shown later
— it provides additional opportunities.

Analysis of recent research and publications. The history of early Rome
and its most prominent figures is known primarily from the works of Roman and
Greek authors such as Titus Livy, Dionysius of Halicarnassus and Plutarch. These
stories differ insignificantly, more differences in interpretations of the same events
and personalities.

For example, all three of these authors talk about the founding of the city by
Romulus and Remus, and there was a fight between the brothers, as a result of which
one of the founders died.

As for the further deification of Romulus, their interpretations differ. Although
Livy expressed moderate skepticism, he still believed that the actions of the first king
were quite compatible with both the belief in his divine origin and his posthumous
worship. (Livy, 1967, p. 57). Dionysius expresses doubts for moral reasons, noting
that the deity is incapable of an act unworthy of his blessed nature (Dionysius of
Halicarnassus, 1960, pp. 473—475). A graduate of the Platonic Academy, Plutarch
believed that the complete denial of the divine principle in valor — blasphemy and
meanness, and the mixing of earthly and heavenly —stupidity. Man cannot ascend
to heaven and become a god; divine bliss can be achieved by her soul, though not
immediately. However, the gods may well be involved in human affairs. As for
Romulus, Plutarch said: « We should not be incredulous when we see what a poet
fortune sometimes is, and when we reflect that the Roman state would not have
attained to its present power, had it not been of a divine origin, and one which was
attended by great marvels» (Plutarch, 1967, p. 113).

However, no matter how these and later authors of Romulus themselves assessed
it, none of them had any doubts about its historicity. And only in the XIX century
historians not only criticized the authenticity of some elements of the biography of
the first Roman king, but also questioned the very fact of its existence. Yes, Theodore
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Mommsen argued that the whole legend of the founding of Rome belongs to the
category of not very witty fiction (Momm3sen, 1997, p. 61).

Mommesen’s approach became decisive for subsequent historians, most of
whom consider Romulus a mythological character. (Cornell, 1995; Momigliano,
1990; Rodriguez—Mayorgas, 2010; Wiseman, 1995). As Mary Byrd noted, it was
not Romulus who gave the city its name, but rather its name derived from the name
of the city; therefore, Romulus is the archetypal «Mr. Rome» (Beard, 2015, chap.
2). However, there are researchers who hold the opposite view, considering Romulus
and Remus to be historical figures — the founders of Rome; probably the most famous
among them is the Italian archaeologist Andrea Karandini (Carandini, 2011).

Thus, we have before us two versions of early Roman history: chronicle—
legendary and scientific—critical. Roman and Greek historians have insisted that Rome
was founded by vagrants, vagrants, runaway slaves, adventurers, and other marginals
who, led by Romulus, created a city out of thin air. According to Mommzen, the place
was not empty, that for a long time there lived communities formed around families,
each of which had its own patriarchs, and the city emerged as a result of a long
process of unification (sometimes peaceful, sometimes — military) of these families,
whose heads became senators, and members — patricians. Accordingly, for the first
version the role of the founder was key, for the second — no, because there was no
founder in the literal sense. It is likely that the history of Rome was fabricated and
Romulus never existed, but we are not researching Roman history, but the Roman
idea, so for us the historicity of the first king (as well as the historicity of other
figures of early Roman history) is not fundamental. Even if it is irrefutably proven
that Romulus is the fruit of a legend, will this information affect our perception of
Roman civilization, will it force us to reconsider its contribution to the historical
experience of mankind? We do not think so. What matters is not whether she was
physically a person with that name and whether she did everything that tradition
ascribes to her. An important result, in this case — civilization. And this civilization
tied its history and its name to Romulus.

Modern historians question the authenticity of subsequent events in early
Roman history up to the exile of Tarquinius; this will be discussed later. But for
Roman civilization itself, they were perceived as a reality that was not just a story,
but a guide to action and a means of identification. Therefore, it is important for us
not so much the circumstances under which the Tarquinius lost his power, but that
the future generations of conquerors of the world anderstand the uprising against him
as a noble and just cause.

The purpose of our article is to clarify the place of imperial power in the
evolution of the meanings of Roman civilization.

Formulation of the main material. Baron Ch. L. Montesquieu (2002)
considered one of the reasons for the prosperity of Rome that all its kings were great
people (p. 262). Perhaps this is an exaggeration, but if the known images of the first
seven Roman rulers at least partially correspond to the personalities of real people,
we must admit that the Romans were lucky to have such kings because each of them
made a significant contribution not only to community life, but also to development
of appropriate worldview strategies; even a negative experience came in handy for
the Romans.

There are many examples in history of how a certain action, beginning with
great pathos and attracting huge masses of people at first (and even more of them
simply dragging them into its orbit) ended quietly and modestly in a short time. Many
societies that had high expectations were scattered by the wind of historical changes,
many peoples who commanded respect or terrified their neighbors, disappeared.
Some cities, radiating power and wealth, turned into building material for some
tiny settlement, which surprises travelers with the discrepancy between the former
greatness and the current miserable state, and some cities disappeared from the map
in the darkness of oblivion waiting for their Heinrich Schliemann.

ISSN 2786-491X (Print) 7
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Romulus’ ambitious project had every chance to collapse, resulting in something
quite ordinary, with the death (disappearance) of its charismatic and extremely active
author. Romulus actually started a social mechanism from scratch, but he did not
set the goal of giving it some spiritual unity. This task was solved by his successor
Numa Pompilius (715-673/72 BC), who carried out some administrative reforms,
developed a new calendar, and so on; he was the only king during whose reign the
Romans were at peace.

But, perhaps, the main merit of Numa Pompilius was to establish a state cult.
The significance of this measure is difficult to overestimate, because religion was the
only form of ideology that could unite society. Numa was a reformer, not a prophet,
he did not invent a new religion and did not leave behind a revelation. He organized
and brought into unity the existing Latin, Sabine and other cults, which formed the
basis for the further evolution of the Roman religious system. The Roman patriotism
in question stems from the awareness of citizens of their sacred duty to protect
common altars. We can say that if Romulus created a community, then the second
king gave it spiritual integrity.

The third Roman king, Tullus Hostilius, became famous for his military actions,
the expansion of Rome’s borders, and doubling of its population. Ancus Marcius, the
fourth king, made efforts to develop agriculture, handicrafts and trade; in peacefulness
he was similar to Numa Pompilius, but at the same time waged successful wars on
the neighbors who encroached on the territory of the Roman state. Under the fifth
king, Lucius Tarquinius Priscus (Tarquin the Elder), Rome finally became the leader
of the Latin League, the Temple of Capitoline Jupiter, the circus, and the sewage
system (Cloaca Maxima, which is still partially functioning today) were built.

Servius Tullius, the sixth king, carried out centuriate and monetary reforms,
promoted the welfare of society, redeemed the poor from slavery, and so on. He
also passed a law that made the plebeians citizens and established other principles
of military service; by granting Roman citizenship to the plebeians, Servius Tullius
solved the problem not only of the unity of the community, but also of replenishing
the army.

Since before Servius only patricians were considered citizens, it is only natural
that the people’s assembly — the Curiate Assemblies — was a meeting of patricians.
Since the plebeians also have now become citizens, it would be natural to allow
them to discuss and make political decisions. However, if all citizens have the same
political rights, the voice of the most prominent, noble and deserving will inevitably
drown in the cries of blacks. At the same time, if plebeians are not granted political
rights, it is difficult to demand that they respect laws they have not discussed or
passed.

The king resorted to a trick. By endowing all citizens with political rights, he
turned these rights into an empty formality by dividing them according to property
qualification. All citizens were divided into seven classes, and the first, consisting of
those who had one hundred thousand pounds of copper, received 98 votes, and all the
other six classes — only 95 votes in total (Gibbon, 2008, p. 19). Thus, every citizen
could please his selfishness with the idea of participating in the solution of state
issues, but the actual power remained in the hands of the wealthy.

Lucius Tarquinius Superbus, the seventh and last king of Rome, was famous
for his successful conquests and extensive construction, and his tyranny and the
atrocities of his sons contributed to the Romans’ lasting immunity to royal power
and the establishment of a republic that would never be formally abolished.

In almost all ancient societies, the supreme power had a sacred nature, because
only through correlation with the higher reality did state institutions gain their
legitimacy. As is well known, forms of legitimation reflect the prevailing ideological
imperatives in society. While in most modern states the legitimation of power is more
or less associated with the idea of the expressed will of the people, in most ancient
societies it was associated with the idea of the sacred origin of the supreme bearer of
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power and/or his right to a sacred function. In some societies, the ruler was a god, in
some — a descendant of the gods, their chosen one, etc.

For the ancient leaders, the right to power was a religious issue, because
considered sacred? For example, the Japanese king, who has nominal power
and considerable authority in his society, and today is considered by many to be
a descendant of the goddess Amaterasu. And this applies not only to polytheistic
religions. The first Jewish king, Saul, according to the Bible, was chosen directly by
God and anointed by His prophet Samuel.

A similar situation arises with the election of Roman kings, although the
selection procedure itself is not entirely clear. As noted by A. M. Smorchkov (2021),
«... perhaps it was an informal proclamation of their leader by soldiers, which in
Roman practice corresponds to acclamatio (proclamation)» (p. 135). It is even
possible that their powers continued every year. The Roman year began on March 1.
On February 23, the Romans celebrated a holiday dedicated to Terminus, the god of
the boundaries, and this day was considered the last of the year, and the days from 24
to 28 February were additional (Smorchkov, 2021, p. 124). It was on February 24 that
there was a very specific holiday called Regifugium («King’s Escape»). The exact
meaning of this holiday is unknown, so today there are different interpretations and
different parallels with other cultures. Perhaps it was a symbolic act of termination of
royal powers with the subsequent reinstatement of the king'.

Be that as it may, the king’s power was elective, sole (though not absolute)
and lifelong (even if not legally, then in fact). Most scholars agree that it was sacred,
and the identity of kings was considered sacred by the Romans. Gaining power took
place through the inauguration procedure after the prior consent of the gods. Kings
were high priests, and their judicial decisions set precedents that had the force of
law. The cult of kings continued to operate with the establishment of the republic,
and their golden statues were on the Forum until the beginning of the V century. All
these facts allegedly clearly indicate the existence of the concept of the divine origin
of royal power.

However, the Roman political model of the tsarist period had significant
differences from most other ancient societies. Firstly, a hereditary monarchy was not
established in Rome, and therefore the divine sanction was not one—time, as in the
cases when the founder of the dynasty passed it on to his heirs; here each election
of the king required a new sanction. Secondly, the power of the Roman kings was
not absolute, because the main decisions concerning the life of the community were
made by the senate and the people’s assembly (comitia); some historians refer to it as
the power of a lifelong magistrate, whose activities were subject to customs and laws
(Kofanov, 2001, p. 18). Thirdly, the election of the king by the gods (Jupiter) was
not envisaged, but only their approval of the candidate elected by the senate and the
people of Rome. Thus, the initiative came from the community, not from the gods,
who only had to agree or reject this choice. Fourthly, the priests who ordained the
king were not themselves members of a closed caste, but only elected members of the
community to whom it trusted to deal/ with the gods. Fifthly, the Romans treated the
gods as patrons of the community, not as its leaders; the task of the kings (as later —
the republican magistrates) was not to fulfill the will of the gods, but only to maintain
peace with them (pax deorum). Therefore, | would venture to say that Roman society
was built on secular soil from the very begmmng, and that royal power was not
perceived by citizens as sacred, neither during its operation nor in subsequent epochs.

In general, when it comes to the sacredness of power, and even more so —about
its divine origin, it is implicitly supposed the existence of a certain worldview system
in which the supreme power is perceived by the subjects as a divine institution, and
its bearer — either as a god or as an instrument of higher powers. In any case, it is a

! The fact is that the annual cycle had legal significance for the Romans. It was believed that a thing
that a person disposes of for more than a year, becomes his own. This holiday could symbolize the fact that
although the king managed the affairs of the state, it did not become his «property».
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special figure that is obviously above «all others» due to the special ontological status
inherent in him as the «chosen one of the gods». Such vision of supreme power is
characteristic of ancient monarchies (among the few exceptions, perhaps, we can
name some Greek polises), for European medieval kingdoms, etc. Catholics attribute
these qualities (with some reservations) to the pope as the successor of the apostle
Peter and the vicar of the Son of God. To what extent were such ideas characteristic
of the ancient Romans?

The inauguration ceremony of the kings was clearly religious in nature, and
the role of the augurs themselves (hence the name of the ceremony) was to interpret
the will of gods, because the Romans needed to make sure of their consent. Romulus
was the first to undergo this procedure, which can be seen as a confirmation of the
idea of the sacred nature of royal power in ancient Rome, because it was the gods in
the person of Jupiter who allowed him to lead the community.

But let us not jump to conclusions. The fact that Romulus became the king is
quite natural, because he was the one who initiated the founding of the City, and it
was he who was generally recognized leader of the emerging community. It is hard
to believe that the passionaries who flocked to him from all over Italy could take his
divine patent seriously. Romulus promised (and gave) them opportunities that they
would be deprived of while remaining in their usual environment. His popularity is
because many people bet on his project, and this bet played out. Even a natural sense
of gratitude required special respect for him, as it did later for his memory.

However, the deification of Romulus hardly influenced the attitude of the
Romans to the royal power itself, because if they believed that the latter is a necessary
element of the divine world order, then immediately after the disappearance of
Romulus, the gods would be offered a new king. This did not happen. Throughout the
year, the place left by the divine Romulus was vacant. The city was ruled by senators,
who divided the royal powers by lot for 5 days (according to other sources — even for
one day). Such «five days» could satisfy the ambitions of the City’s fathers, many of
them were given the opportunity to «be kings», but the apparent ineffectiveness of
such short-term governments forced them to abandon this practice. I would like to
emphasize that it was not religious reasons that forced them to return to the institution
of the monarchy, but quite practical (even technical) considerations.

Romulus himself was not a senator, he stood at the origins of the community
and was as if over the process. But after his death (ascension?) the problem of
supreme power arose in full growth. Since Romulus left no male descendants (and
only a man—warrior could be the leader of the community), it would be logical to
expect one of the senators to succeed him. But the senators of the tsarist era are the
heads of patrician families. Apart from the «five days» of the interregnum, none
of these patriarchs could claim royal power, because if a senator became king, his
family would automatically gain an advantage over the others. Therefore, kings were
not senators; moreover, they were not even patricians.

The latter circumstance seems impressive only at first glance. Patrician is a
member of the family, and if he became king, there would be legal difficulties. It
would turn out that as a king, he had supreme power, but at the same time, he would
be in full subordination to one of the senators — the head of his family. This would not
only lead to the rise of one of the families, but also make very uncertain the status of
the senator from whose family the king came. The fact that the senators did not dare
to elect a king for a whole year after Romulus’ death is explained, it seems to me,
not so much by their personal ambitions as by the difficult problem of «where to get
a king?». Senators did not fit for such a role, patricians — even more so. Since only
patricians were considered citizens of Rome, only non—citizens could be proclaimed
kings. That was strange, but there was no other way. The Conscript Fathers were
faced with the need to make a difficult decision, and inviting Numa Pompilius, a
Sabine ally («so that no one would be offended», according to Livius), was very wise.

The principle of «king—outsider» continued to operate. Ancus Marcius was
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the grandson of the Sabine Numa, both Tarquiniuses came from an Etruscan—Greek
family, Servius was a native of the Corniculus destroyed by the Romans. Only Tullus
Hostilius, who was the grandson of Hostius Hostilius, a soldier of Romulus, had
Roman roots, but the details of the biography of both of these Hostiliuses and their
historicity remain in great question.

Romulus at his inauguration, commanded that the community not make anyone
king without the consent of the gods. And the Romans did ask for their consent, but
at first they decided on the candidate. However, the last two kings — Servius Tullius
and Tarquinius Superbus — did not have this formal divine mandate, although only
the last of them was perceived as a usurper, and the reasons for this were by no
means religious. The reign of Tarquinius Superbus is considered by the tradition as
usurpation since his power was not approved by the people; in addition, the last
Roman king created a regime of personal tyranny, significantly reduced the senate
by the supporters of his predecessor and tried to convene it as rarely as possible. This
was one of the reasons for his exile.

It can be concluded that the sacredness of royal power was only secondly
associated with divine sanction, and firstly with the choice of the community, which
endued the leader with the sacred authority to communicate with the gods. Even
if the king did not have a good relationship with Jupiter (as in the case of Tullus
Hostilius?), even if the king «forgot» to ask the gods about his assignment (as Servius
Tullius), it did not particularly affect the attitude to the king and his memory, did not
abolish the sacred nature of the fact of his recognition by the community, especially
if he had merits to it. Thus, already in the tsarist period, a feature characteristic of
all Roman history was formed. The sacred nature was inherent not in the bearer of
supreme power, nor even in the position he held, but in the community (civitas) and
its choice; the deification of kings, as well as later kings, was not the decision of
Jupiter and his colleagues, but the realization by the community of its sacred powers.

One of the favorite topics of philosophy of history is the problem of the role
of the individual in the historical process. When it comes to a person who changed
the course of history, we mean, as a rule, a «great person» — a prominent legislator,
reformer, military leader, thinker or prophet. Upon closer examination, it turns out
that not only prominent philanthropists of mankind, but also «great villains» are
responsible for large—scale changes; however, the difference between the first and
the second is often very conditional.

Be that as it may, «great personalities» are opposed to the «masses of the
people», and already in such a problematic field a discourse unfolds which is devoted
to the degree of historical freedom of the former and the creative possibilities of
the latter. But many of the great events that have significantly changed the course
of history have nothing to do with the activities of individuals who, for one reason
or another, could be called «great». Due to more or less accidental circumstances,
individuals who are quite ordinary sometimes play the historical role.

The transition to republican rule in Rome refers to such events. The key figure
who caused a chain reaction of only partially controlled events was Lucius Tarquinius
Superbus (534-509 BC) — not that ordinary, but not a great person.

The beginning of the reign of Tarquinius Superbus was marked by the
assassination of his predecessor, whose plebeian reforms set a patriciate against him
and cost him the support of the senate. By the way, Servius Tullius was removed
only on the second attempt, because at first Tarquinius’ plans were thwarted by the
people, who stood up for their beloved king for obvious reasons. Lucius Tarquinius
worked on the errors and the next time he dared to take radical action at a time when
the people were busy in the fields. He convened a senate and proclaimed himself

2 Although this ruler had the mandate of the gods, in his fascination with the policy of
conquest, he paid little attention to religious ceremonies, for which he was wiped out by the
lightning of Jupiter. However, the wrath of the supreme god, having shortened the reign of the third
king, did not affect the veneration of those whose merits to the community were obvious.
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king. When Servius appeared before the curia to drive out the imposter, Tarquinius
threw him down the stairs to a stone platform, and his supporters killed the monarch.

The senators initially welcomed the change of ruler (they approved him for the
post, without a vote in the people’s comitia), but the new king did not think to share
power with them, surrounding himself with favorites and establishing a regime of
unlimited sole power. As a result, Tarquinius Superbus managed to set against him all
the segments of people. The last straw for the Romans was the rape of Sextus (one of
Tarquinius’ sons), the beautiful and virtuous matron Lucretia, the wife of Tarquinius
Collatinus, who unable to bear the shame stabbed herself. Outraged citizens, led
by relatives of Lucretia, revolted against the king. It was successful. A spontaneous
wrath prompted the Romans to close the gates of the city to their king, who was on
a military mission at the time, and the army that accompanied him decided to leave
their commander—in—chief and side with the people.

Supporters of Tarquinius Superbus tried to organize a royalist coup, but were
quickly exposed and demonstratively punished (one of the republican leaders, Lucius
Junius Brutus, who had by then become consul, was forced to execute two of his
own sons, participants in the uprising). In order to avoid an audit of the republican
government, all senators took an oath of allegiance to the people.

When the former king realized that he no longer had enough support in Rome
itself, he found nothing better than to turn to his colleagues for help, convincing them
that the Romans would try to extend republican forms of government to all of Italy.
By instigation of Tarquinius, Lars Porsena (king of the Etruscan city of Clusium)
moved his troops to Rome, winning a number of victories and even approaching
the City. However, the courage of its defenders embarrassed the foreign monarch.
According to legend, the patrician young man Mucius crept into the Porsena’s tent
with the intention of killing him, but by mistake he took the life of his scribe. When
he was captured, he said he was just one of 300 young men who had sworn to kill the
occupier leader at the cost of their own lives. To confirm his determination, Mucius
reached out his right hand to the fire and held it there until it was charred. This fact
impressed Porsena so much that he released the young man (later named Scaevola
— left-handed), preferring a peace treaty with the Romans. Tarquinius Superbus
himself died in exile in 495 BC. In general, this is how it all ended (Cornell, 1995,
pp. 215-217). If we talk about the level of events, this is something like the republic
in Rome was established.

Now let us analyze this story.

The reason for the overthrow of the king was Lucretia’s rape by Sextus, and
some researchers emphasize it, comparing this plot with analogues in the Greek
tradition, or considering it as a sacred ritual in which something went wrong, or as
an arena of political intrigue, etc. An overview of the relevant reconstructions can be
found in the article by Alexander Koptev (2009). Some versions are quite interesting,
but it does not seem to me that rituals played a paramount role here. They play the
role of ideological support for the system existing in this society and at this moment,
but it is hard to believe that they are able to radically change the system itself.

There is also a version that King Lars Porsena (Porsenna) actually captured
Rome, forcing Tarquinius Superbus to flee. Porsena, who sought to strengthen his
position in Latium, imposed an unfavorable and humiliating treaty on the Romans,
and after a while, when the Romans managed to free themselves from the power of
a foreign conqueror, and royal power was abolished, they decided to «forget» about
this humiliating episode of their history, inventing a plot with both the expulsion of
Tarquinius and the heroic struggle against Porsena (Forsythe, 2005, pp. 148—149).
This version is also not without interest, but its main disadvantage is that it, like
the previous ones, is based more on the conjectures of modern researchers than on
historically recorded facts.

But to what extent can the official version expounded by Titus Livius and other
ancient authors be considered a «fact?» Concerning the tsarist period of Roman
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history, there is not much information that could rightly be considered established
facts. However, the historiographical tradition is in itself a fact of the spiritual life,
and this fact reflected a concept that the Romans themselves accepted as truth,
recognizing it plausible. The research of historians may force us to reconsider existing
reconstructions of empirical facts, but it is unable to influence the facts of spiritual
life, which are the interpretation of experience, in this case — the historical one. If
generations of Romans believed that Tarquinius Superbus was exiled by outraged
citizens, and Porsena was his ally, then even if this was not the case, these newly
discovered circumstances will in no way erase from the minds of the Romans what
they believed to be true, and most importantly — further actions, which were based on
the corresponding picture of the world.

Any political structure has some margin of stability, which determines not only
its ability to respond effectively to the challenges of history, but also the inertia of
social mechanics. It is important to believe that the establishment of the republic
is caused only by the reaction to the willfulness of the king and the adventures of
his sons. Even if the personality of Tarquinius Superbus caused such a negative in
society that getting rid of his tyranny was perceived as a benefit, the need to expel the
king does not imply the need to change the form of government.

Guy Bradley notes that the Roman Revolution was similar to a palace coup,
as the overthrow of the regime was led by members of the royal family: Tarquinius
Collatin was a cousin of Tarquinius Superbus, and Junius Brutus was his nephew.
(Bradley, 2020, p. 132). From the outside, this may seem like something, but palace
coups are usually aimed at changing the owner of the palace, not changing the form
of ownership of the palace.

But the Roman Revolution was hardly a pre—arranged project. There is no
reliable information about anti—royalist societies that would prepare public opinion,
conduct propaganda, collect weapons and recruit supporters. If there were any
opposition structures, we should not talk about their strength and organization.
During the Roman Revolution, many factors were intertwined, which led to the
general opinion: the Romans no longer wanted to live the old way. And it was not
about replacing the «bad» king with «good», but about a complete reset of power.

In the ancient world there were many examples of uprisings against unpopular
kings, cabals against them, coups and even assassinations. Nobody, I think, keeps
such statistics, but in any case, this number must be quite significant. As for the cases
when dissatisfaction with the monarch led to the abolition of the monarchy, you can
count on your fingers. Even long training and favorable conditions did not guarantee
the success of the Republicans, because it is much easier to kill a monarch than to
destroy the monarchical idea.

In Rome, however, everything happened quickly and almost bloodlessly. It
took Titus Livius only a few pages to describe the events starting from the rape and
suicide of Lucretia to the exile of the king (Livy, 1967, pp. 201-209). There are no
traces of a serious ideological struggle. We can say that in Rome there were not even
royalists as such, that is, there were no ideological supporters of the royal power, but
a few supporters of Tarquinius himself. Although the king was the high priest, other
priests did not try to challenge his exile, only insisting on the need to save his life.
Army commanders did not consider it a treason to move to the side of the rebellious
City; on the contrary, the army fought desperately against foreigners who tried to
regain power to Tarquinius. The senators, whose mission as elders was to uphold the
traditions and way of life of the community, not only did not hinder the revolution,
but actually led it.

All this indicates that although the exile of the king was an unprecedented event
in the history of early Rome, it did not destroy the very model of the universe. Society
did not disintegrate or even restructure: patricians remained patricians, plebeians —
plebeians, and so on. They had to make only the necessary amendments (political,
legal and religious) in the form of society functioning. One detail was removed from
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the top, but the pyramid remained standing. Therefore, this detail (I am not talking
personally about Lucius Tarquinius Superbus, but about the royal power in Rome in
general) was not system—forming, so its elimination did not become a catastrophe for
society and did not blow the brains of a completely religious «average Roman» who
surprisingly easily adopted the republican paradigm.

But what about the prevailing among historians theory of the sacred nature
of royal power in Rome? It seems to me that if for two and a half centuries the
Romans were instilled with the idea that the king is a necessary element of the divine
universe, that it is his connections with the gods ensure the order and prosperity of
the state, that he has a special mandate from Jupiter (Halapsis, 2014), how would
they immediately (in a few years) completely change their views? Even when it
came to the need to expel the «bad» king, the Romans would immediately fill the
vacancy with a «good» candidate (for example, someone like Servius Tullius). If
royal power had a sacred (that is, worldview) significance, the Romans would not
have abandoned the institution of kings, especially unexpectedly.

Apparently, in their minds this institution did not play such an important
religious role with which modern researchers endow it. When kings lost their
moral authority, their functions (including sacred ones) were transferred to elected
magistrates, and no one saw this as a problem. I have already mentioned that within
a year after the disappearance of Romulus (either he was assassinated, which the
people accused the patricians of, or ascended to heaven, as the patricians themselves
insisted) and the election of Numa Pompilius, the Romans did without kings. The
world did not collapse during this year; in fact, this year was the first attempt at
republican rule. That is, the idea that the Roman state could cope without kings, did
not appear in 509 BC, but much earlier.

Thus, the Roman model of the world was never tied with the king, so his exile
did not require a radical review of the model itself. The king was neither the vicar of
the gods nor their protege. The monarch was the leader of the community to whom it
(not Jupiter) gave power, including in the religious sphere. Given that the community
chose its own leader itself (and Jupiter only approved him) and endowed him with
powers, it is natural that it was able to revoke these powers from a leader who has
lost confidence, and generally change the approach to determining its leaders. This
seemed obvious, so the exile of Tarquinius Superbus did not provoke religious
protests. The absence of ideological struggle between the royalists (monarchists)
and the republicans, relatively rapid and painless establishment of the republic
confirm the thesis of the secular nature of the institution of royal power in the Roman
community. Because the community itself is sacred, it determines those who are
entrusted with communicating with the gods on its behalf, as well as the procedure
for their appointment.

Conclusions. The Romans saw themselves as a community of equals, managed
only by the most worthy, who proved it by their personal qualities, not the antiquity
of the family and the right of inheritance. The Republic in Rome was established
relatively easy precisely because the idea of a common cause, which meant a
collective interest in the prosperity of this new world, was laid down here from the
very beginning. The chosen (of the most worthy) kings were to effectively manage
the «Roman business» in civil, military and religious aspects and as long as they
coped with it, as long as they ensured the parity of interests of different groups of
society, its stable territorial growth and had the support of the gods, no problems
arose. When doubts about the effectiveness of the royal power arose, it was simply
replaced by another form of government, but the principle of community itself (and
the idea of a common cause that was at its core) remained intact. Tarquinius Superbus
violated an unspoken «social contract» for which he was removed. But this removal
did not lead to the cancellation of the contract itself (concluded between humans and
gods), and only to its modification.

Getting rid of royal power, which marked a break with the last elements of
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the traditional world, put on the agenda the question of the need to develop a model
that could legitimize the ideal of a common cause. This model is known as «Roman
Republicy. In its political form, it is opposed to the royal model, but in a worldview,
it is a logical development of a Roman idea that has never been associated with
either the conception of the divine origin of power or the concept of absolute (and
hereditary) monarchy. The continuity between the royal and republican periods of
Roman history was expressed in the unity of the original patterns that determine the
nature of the Roman idea. Roman society was not formed «for the king» or even
«for the gods». The kings and gods served as a means of cementing the community,
giving it a sacred nature; the latter, which expressed the concept of the «universal
priesthood» as a collective sacred principle, was also the basis of political doctrine.
The question of specific forms of government (whether the community will be
headed by a lifetime elected king, or magistrates who are elected for a limited time)
is secondary. The idea of a collective interest in the success of the common cause was
inherent in the Roman project from the very beginning, just a new model allowed
it (the project) to be implemented more effectively, facilitating both the coming to
power of the most capable members of the community and ensuring the control of
the people over the activities of the government.

Although the idea of a common cause, born of awareness of common destiny
and common interest, originated in the first settlers, it is somewhat opposed by another
trend, which was genetically related to pre—Roman history, and which consisted of
the idea of the state as a matter solely «noble». Does the plebs have a relationship
with the state, can he influence government decisions, is he part of the community?
The second last Roman king gave an affirmative answer to these questions, and it was
decisive for the further development of this unique civilizational project. Therefore,
it seems to me that the reforms of Servius Tullius, who introduced the plebeians
into the Roman community, were much more important to the Roman worldview
than the establishment of a republic. After all, forms of government are fleeting, as
demonstrated by the following events that historians associate with the imperial era.
The power vertical and the methods of its formation are, of course, important, but the
worldview issues related to collective identity are much more important.

It is possible (and probable) that the initiators of the establishment of the
republic dreamed of a transition from a monarchical to an aristocratic model of
power, but these plans (if they existed) were not destined to be fully realized. Since
both patricians and plebeians are citizens, the state is a common cause not only of the
former, but also of the latter. Of course, class partitioning remained, but it was not
impenetrable.

In addition, we must not forget about the evolutionary transformations of the
very principle of aristocracy. For medieval Europe, the nobility of origin automatically
gave the right to power and privileges, regardless of the identity of the person who
claimed this power and privileges. For the Romans (as well as for the Greeks) noble
origin was not so much a right as a responsibility. Power in Roman society was not
property and could not be inherited. Even royal power was not seen as property;
moreover, it was not the property of the empires of the republican magistrates, being
legally limited in time. Therefore, the son of the consul could be respected by citizens
for the merits of his father, but in itself this did not give him the right to consular post.
Imperium was not inherited, the community itself determined the persons worthy
of being its (temporary) bearer. And not only representatives of ancient and noble
families could be worthy.

The participation of plebeians in the second board of the Decemvirs, their
gradual admission to other (ordinary and extraordinary) magistrates (including
magistrates of consul and dictator), the abolition of restrictions on marriages between
patricians and plebeians, «reconciliation of the gods», etc., testified to the formation
of corporate statehood. For the Romans, a republic is not so much a form of political
system as a model of society in which every citizen felt like a member of one team.
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Of course, neither the reforms of Servius Tullius nor the establishment of the
republic are explained by chance or a simple coincidence. The very idea of a republic
is implicitly present in the tsarist period as an inviolable maxim. Roman kings were
not autocrats, in their activities they were forced to take into account the views of the
community.

The main thing was the community, not the king; when Tarquinius Superbus
«forgot» about it, he was quickly «reminded». Implicitly, the idea of a common
cause of patricians and plebeians was also present in the minds of citizens before the
reforms of Servius Tullius.

The foundations of statehood laid by Romulus and his successors will be
used in the future. When the systems of principate and dominate will be formed,
these traditions of the Roman Empire will be reproduced, except for one essential
difference: the empire was a republican form of government, and therefore the
supreme bearer of power was not the ruler but the people of Rome. It is here that one
should look for the origins of the Roman idea, which is the ontological project of this
original civilization.
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Ouaekciii Xanancic, Anexcanapoc XaJjancic

BIJT MOHAPXIi 1O PECITYBJIKH:
IHAPCBKA BJIAJIA TA CIIIJIBHA CIIPABA B CTAPOJABHBOMY PUMI

Amnoranis. Burnanns napst Tapksinist [oporo npoimnio Harnpouys IBHIKO Ta 0€300I1iCHO.
Xoua map OyB BEpXOBHUM JKpEIIeM, 1HIII Kpelli He Hamaraaucs 0CKap>KyBaTH HOTO BUTHAHHS, JIMIIE
HATIOJIATABIIN Ha HEOOXiMHOCTI 30epekeHHS HOTO KHUTTSA. APMIMChKI KOMaHIUPY HE BBaXKAIH 3a
3paxay mepexia Ha 6ik moBcTanoro Micra. CeHaTopH, Yust Micis SIK CTapiiIIMH MOJsTana y miaTpUMIL
TPamUIli 1 YKLy KUTTSI TPOMaJIH, HE JIUIIE HE MEPEIIKOHKAIN PEBOIONIT, ane i GpakTudHo 1
ovosui. Bee e cBiquuTh Npo Te, 1110 X04a BUTHAHHS Haps 1 Oyo Oe3npereZIeHTHAM BHITA/IKOM B
icropii panHbOro Pumy, BOHO HE pyHHYBaJIO caMmy MOJIEIb CBITOOY10BH.

PecmyOrnika Tak BIZHOCHO JIETKO BCTaHOBWIACA y Pumi came Tomy, IO imest CIiTBHOT
CTIpaBH, TiJT SIKOIO PO3yMisacs KOJICKTHBHA 3aIlIKaBICHICTh Y IPOIIBITaHHI IIEOTO HOBOTO CBITY, Oyia
3aKJIafieHa TyT i3 camoro modarky. OOpaHi (3 HalIOCTOMHININMX) 1api MOBUHHI OyIH €(EeKTHBHO
KepyBaTh «PUMCBKHM Oi3HECOM», 1 JIOKM BOHHU 3 IIUM CIIPABJSUIMCS, JOKH BOHH 3a0e3redyBajiu
MIApUTET IHTEpPECIB PI3HUX TPy CYCHIIBCTBA, HOTO CTAOUIBHUN TEPUTOPIaJbHUI PICT Ta MajH
MATPUMKY OOriB, TpobiaeM He BHHMKaN0. Komm x B edekTMBHOCTI Iapchkoi Biaad BUHHKIH
CYMHIBH, ii TIPOCTO 3aMiHIIN iHIIOK (HOPMOFO TIPABIIHHA, ale caM HpUHIMI Tpomanu (i imes
CHTBHOI crpaBH, 10 Oyia MOKJIaaeHa B HOTO OCHOBY) 3QJIMIINBCSA HEAOTOPKaHHUM. TapKBiHiH
Topauii mopymmB HETIaCHUH «CYCHIIBHUKA JOTOBip», 3a 1m0 1 OyB BiAcTOpoHeHHH. Are 1ie
BIZICTOPOHEHHS HE ITPHU3BEJIO JI0 CKACyBaHHsI CaMOro JOroBopy (YKJIaJeHOro MiXK JIFOIBMH 1 Ooramn),
a Juiie — 1o Horo Monudikarrii.

[To30aBneHHst BiJg LAPCHKOI BIIAAM, SKE 3HAMEHYBAJIO COOOI0 PO3PHB 3 OCTaHHIMH
eJIEMEHTaM1 TPaJUIifHOTO CBITY, IOCTABWIO HA TOPSIOK JCHHUH MUTAHHA HPO HEOOXiTHICTH
po3poOKH Mozeni, sSika Moria O JeTiTUMI3yBaTh imean chinbHOi crmpaBu. Ll Momens Bimoma sk
«Pumcbka pecriyOmika». 3a XapakTepoM MHOJNITHYHUX (OPM BOHA IMPOTUCTABISETHCS LAPCHKIi
MoOjielNi, ajie B CBITOIVISIIHOMY IUIaHI BOHA BHCTYIIA€ JIOTIYHMM DPO3BUTKOM PHUMCBHKOI isiel, sika
HIKOJIM He OyJia 1MoB’si3aHa Hi 3 YSIBJICHHSIM PO 00)KECTBEHHE TIOXO/DKEHHS BIIa 1, Hi 3 KOHIIETIIIEIO
abcomorHol (Ta craakoBoi) MoHapxii. HacTymHicTe MiX HapcbkuM 1 pecryOlliKaHCHKUMH
TepiolaMy PUMCHKOI iCTOpii BUpakaiacs B €THOCTI BIXITHUX MATEPHIB, [0 BU3HAYAIOTh XapaKTep
PUMCBKO] i71ei. PIMcBKe CycHinbcTBO c(hopMyBaIocs He I aps» 1 HaBiTh He «1ix ooriy. Llapi
1 6oru ciryxuiau 3aco0amMM LEMEHTYBAaHHS TPOMaaW, HaJaHHS ii CakpalbHOTO XapakTepy; came
OCTaHHIH, 10 BUPa)KaB YSBICHHS IIPO «3arajbHe CBSIICHCTBOY SIK KOJEKTUBHE CaKpalibHe Havallo,
OyB TOKJIJICHHI 1 B OCHOBY TOJIITHYHOT JOKTPUHU. [IUTaHHS PO KOHKPETHI (OPMH YIpPaBIiHHS
(um Oyne Ha 4ol TPOMAAM CTOSTH OOpAaHUM JOBIYHO LAp, YM MaricTparH, sKi OOMpaloThcs Ha
00OMEKeHHI Yac) BUABISAETHCS IPYTOPSAHAM. [1es KONMeKTUBHOI 3alliKaBICHOCTI B YCITIXy CHUTBHOL
crpaBu OyJyia BIACTHBA PUMCHKOMY HMPOEKTY 3 CAMOTO ITOYaTKy, MPOCTO HOBA MOJEINb J03BOJISIA
oMy (TIPOEKTY) peanizoByBaTUCs OUTBII €(PEKTUBHO, CTIPHSIIOYH SIK TPUXOIY 0 BTN HAHOLIBIT
3MIOHUX YWICHIB TPOMaJIH, TaK 1 3a0€3MECUCHHIO KOHTPOJIKO HAPOMy HaM AiSUTbHICTIO YPSIY.

Knrouosi cnosa: Pomyn, Tapkesiniti [opouil, pecnybiika, MOHAPXis, PUMCbKA 2pomaod, yap,
CmapoodasHiii Pum.
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DIRECTIONS OF ANTI-CRISIS MANAGEMENT
OF RESTAURANT BUSINESS

Abstract. In this article, the authors emphasize that the pandemic and quarantine measures
have brought the normal functioning of the world economy and the activities of many enterprises.
The tourism business and the hotel and restaurant sector, which have recently developed greatly,
have suffered from extensive losses and bankruptcies, a large number of restaurants and cafes have
been closed, and many people have lost their jobs and their income. Even large chains of hotels and
restaurants have suffered as well as other businesses.

The hotel and restaurant business was the first one that has to adapt quickly to changes caused
by the pandemic, to stablish work in new conditions and develop new directions and measures
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that will take the restaurant business out of the crisis. Given the current need to apply security
rules, and the need to comply with quarantine measures, it is necessary to use computer and digital
technologies that will help managers to attract new customers and earn extra income.

The authors propose to use such tools of crisis management of the restaurant business as:
technologicalization, online marketing and influencer — marketing, unique content. These activities
are necessary in order to pay new attention to the dishes and services offered by cafes and restaurants.
To restart this business in a modern way and with new tendencies, and to adapt to changes in the
changing environment and to quarantine measures.

To develop additional promotions and offer «economy», «standard» and «luxury» class
menu. To organize the fast, high-quality delivery to cafes and restaurants in modern conditions,
preferably free, it has become a great necessity and convenience in pandemic conditions; it will
attract additional consumers to the restaurant business.

In the modern market concept of restaurants in a pandemic, it is necessary considering not only
the factors that existed for many years, but also new additional factors in the hotel business, without
which it is now impossible to operate this business in a pandemic, it would be safe to provide services,
awareness of the service or product, in the use of digital technology by an institution that wants to get
more income and occupy a larger segment in this market of hotel and restaurant business.

The authors insist that in modern conditions, it is essential to take into account the laws of
competition; because now the consumer chooses a quality product or service at a better price, other
goods or services do not attract consumers.

Keywords: hotel and restaurant business areas of crisis management, online marketing,
influencer — marketing, unique content, new factors of work

Introduction. Presently, the whole world is in standby mode or impose, or
not impose another lockdown, or quarantine measures. Whether or not businesses
will work properly or everyone will work in a special regimen, and finally, how
to get out of the crisis caused by the COVID-19 virus pandemic. But there is no
time to wait, as we live now, we need to work, but with the new requirements
of society and time. It is necessary to adapt to all changes in the environment.
The economic downturn caused by the pandemic crisis has removed all businesses
from normal operation, so it is necessary to develop areas of crisis management for
the restaurant sector.

Analysis of recent research and publications. Scientists were engaged
in anticrisis management of hotel and restaurant business: M. Malska, S. Belous
(Malskaya. & Belous, 2020), O. Kravets, I. Samarina (Kravets & Samarina, 2017),
H. Munin (2008). However, in the conditions of quarantine measures, it is necessary to
change the work of such business, to introduce new technologies and directions.

The purpose of our article is to develop areas of crisis management for
restaurant business in modern conditions of quarantine measures.

Formulation of the main material. Due to the virus spread, a large number
of enterprises were closed, some enterprises went bankrupt, especially in the field
of transport, services and tourism. Catering and restaurant businesses are suffering
from huge losses around the world, and a large number of restaurants have closed.

People need somewhere to eat, and there are those, who want not just to
eat but enjoy what they eat and where. Unfortunately, the quarantine regime has
changed the conditions of the restaurant business, imposing restrictive measures
and the need to restructure business processes. This business around the world is
forced to adapt faster than all other areas.

If we were asked: «What changes are we ready to accept for our own safety,
safety of our health, health of our loved ones and our lives?», we would answer:
«for the radical changes».

Therefore, what radical changes do we need for our life and leisure? The first
one is to reduce contact with other people, setting the right priorities for this need.
Second, to introduce measures that will improve the conditions of our life, work
and leisure. Third, to organize events that will make our life and rest better, brighter
and with an unforgettable experience.

Now information, computer and digital technologies have filled our space,
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without them the modern development is not possible, so the restaurant business
must also use these technologies, such as online marketing and influencer —
marketing, content and more.

The digital revolution has opened many new technological directions, transformations
are taking place in all spheres of life. The hotel and restaurant business is also undergoing
radical changes, for which factors such as mobility, comfort, creativity, environmental
friendliness, availability of additional services, health and safety are very important.

Digital marketing, e-marketing, and Internet marketing — in marketing
surveys based on electronic technologies. If the marketing is attracting and
retaining customers, the Internet marketing is attracting and retaining customers in
the Internet (E-marketing. Https://uk.wikipedia.org).

What do these technologies give us? Especially following quarantine measures,
most people go online, staying at home much more time they spend on phones, tablets,
computers and working remotely. Restaurateurs also need to pay more attention to
their websites, to advertise their establishment through social networks. It is possible
to conduct online presentations of new unique dishes (nano technologies), master
classes with famous chefs and confectioners, presentations and catering menus that
can be ordered at this establishment. With these measures it is possible to attract a large
number of new customers and earn extra income for the restaurant business.

Marketing impact (Eng. influencer marketing, influencer — marketing) — a way
to promote products or services through influencers. An influencer is a person, brand or
group of people who are able to influence the behavior and decisions of their audience.
The main principle of this type of marketing is native and unobtrusive communication
through recommendations (Marketing of influence. Https://uk.wikipedia.org).

However, restaurants, like any other business, are a complex system that is
influenced by many different factors, but their work is very much needed.

Restaurants play a very important role in human life. In addition to meeting
the physiological needs of nutrition, «going out» to the restaurant digs up an
important social function. A person needs not only to eat, but also to communicate.
Restaurants are one of the few places where all the senses work, which generate a
general sense of satisfaction (Tourism management. Restaurant business: basics of
functioning. Https://library.if.ua).

However, in today’s pandemic conditions, the market concept acquires new
additional factors in the functioning of the hotel business. Now for the successful
operation of an establishment the factors that created the philosophy of the restaurant
business, such as: the quality of food, menu, level of service, price, atmosphere,
management, location, are not enough.

Presently, they acquire special significance for the work of an establishment:
security of service provision, awareness of a service or a product, use of digital
technologies.

Nowadays, consumers who like to watch different Internet videos, more often
trust recommendations and opinion of leaders, famous athletes, actors, singers. If
your favorite singer has visited a particular establishment, and this establishment
has satisfied all his tastes, he will recommend this establishment to all his fans and
friends, and it will cause a large number of consumers. In addition, if a famous and
a favorite person held a wedding or birthday in this place, and a video of this event
has got into the Internet, on his page, then this restaurant is now in trend. In the near
future this restaurateur will be known for its events.

Since last year, the global market for influencer marketing has almost doubled.
The trust of consumers with the recommendations of opinion leaders reached
unprecedented figures: 92% more quickly believe blogger than in advertising
(Influencer marketing: how it works in Ukraine source: https://marketer.ua).

Currently, restaurateur and hoteliers began to produce more content in the
Internet, especially unique content. This is very important, because interesting
recipes, creative dishes, useful tips, as well as broadcasts from the city of the event,
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Figure 1 — Modern market concept of restaurants in a pandemic
Sources: (Tourism management. Restaurant business: basics of functioning.
URL : https://library.if.ua) with the work of T. Charkina)

must meet the current real expectations and needs of service users.

Unique content is material that contains a unique and useful content load and
does not occur in exactly this form in the Internet (Content. URL : https:/termin.in.ua/).

Imagine that you are very familiar well with organizing the beautiful outbound
catering on holidays and weddings. Using your experience you can write a useful
article, which suggest own concept and experience of catering, offer it in various
cities for the event, tips on exclusive menu, life hacking and make conclusions.
If you tell about your famous confectioner and his unique products, you will get
even more bonuses. This article, which is based on your experience and personal
knowledge of this case, will be unique, which is considered the most valuable. This
content, which has a useful semantic load, will give the impression to users of these
services and connect them to your establishment, which will help to generate more
income for the restaurant business.

At the present time, in modern quarantine conditions, the delivery is a very
important factor in restaurant sector establishments. High-quality, fast resignation
is a step towards gaining new consumers in the restaurant sector. This requires
special attention in modern quarantine conditions; it has become a great necessity
and convenience, even at night. Now it is very difficult to choose a place at night
that will offer and deliver quality food, so delivery must be fast, and the food must
be brought at the right temperature in the right form.

During this time of fierce competition, a large number of entrepreneurs,
SMEs, offer consumers the same products or services. Consumers choose the
establishment that offers the best quality of goods and services for the same price.
Law and competition dictate their rules and conditions, one of the laws according
to which the world is an objective process of improving the quality of products,
services and reducing the unit price of goods or services. Competition law leads to
the leaching of low-quality expensive products from the market.
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When the companies’ heads forget that competition is a constant process of
managing entity for its competitive advantage in a competitive market to obtain
victory or achieve other goals in the fight against competitors for the pleasure of
objective and subjective needs, and cease to develop their competitive advantages,
or lose them, they have a risk to lose their business. Therefore, those who want
to stay in the hotel and restaurant business need to introduce constantly new
services, produce innovative products, introduce digital technologies and quickly
adapt to changes.

Nevertheless, we must remember that not only the restaurant business
is in a difficult situation, but also a large number of consumers, given the
economic, political, social crisis and the pandemic crisis. Therefore, except of
preparing healthy, high-quality food, you have to offer a variety of services,
additional promotions, various events, so that the customer can order it in your
restaurant or cafe.

There is another law of competition, the law of increasing human needs
(Economic law of growth of needs), in accordance with this law, the continuous
development of needs is the driving force of economic and spiritual progress of
mankind, which, in turn, stimulates the emergence of new and new needs, and
exclusive goods and services are about twice as fast as goods and services for
people with low income.

This means that now, in addition to increasing the number of types of goods
and services, variety of dishes, sophistication of dishes, it is time to change the
structure of consumer goods and services. In a pandemic, quarantine, it is necessary
not just to visit restaurants to eat and socialize with friends, but also provide a
qualitatively new format of safe staying in restaurant, enjoying a tasty, healthy
product and an additional range of services at this place. And it is not possible
without a variety of activities, marketing and skillful management. And these
measures must be designed for all segments of the population.

Many restaurateurs understand that some people are now ready, while others
are not able to buy expensive and delicious meals for extra money.

Restaurateurs can offer sales for family breakfast, lunches or dinners and
develop creative menus of «Economy», «Standard» and «Luxury» class, in these
conditions it is essential to think about the different levels of service consumers.
These menus can be posted on the restaurant’s website, for everyone to think about
the PR-move, to create content for better acquaintance.

Under quarantine, delivery will be at the expense of the establishment, and for
example, lunches for more than 6 people, with a discount of 10-15%, depending on
the number of people and on Sundays. For example, each Monday all customers of
the restaurant get a dessert as a gift from the chef. Or when more than 10 people order
a family dinner, they get a cake as a gift. All these events will also attract additional
customers. People will always be where they are valued, waited for and given gifts
and discounts. The more satisfied consumers, the more they will use the services of
this establishment, and the more income its owners receive.

And most important in modern conditions («On prevention of the spreading
of the acute respiratory disease COVID-19, caused by the crowns virus SARS
—CoV-2, in the territory of Ukraine», of 11.03.2020 nomber 211), when one
quarantine can replace another, and it can last a long time, there is a need to
arrange areas for eating so that you were kept a distance between guests, in the
summer dominated by outdoor cities and special sites using zoning. Verandas,
areas on the roof of the restaurant, areas with a winter garden or open balconies
with air circulation, special booths.

Conclusions. To overcome the manifestations of the systemic crisis in
the restaurant business in the context of digital transformations, the leading
management needs to ensure the implementation of advanced tools for crisis
management to ensure the financial stability of enterprises, and to intensify
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innovative transformations. Among the priority areas for the implementation, it
is worthy to highlight such tools of crisis management for restaurant business as:
technologicalization, online marketing and influencer — marketing, unique content
and offer a menu of «economy», «standard» and «luxury» class.
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HATIPSIMA AHTUKPU30BOI IISIJIbHOCTI
nIANPUEMCTB PECTOPAHHOI'O BIBHECY

AHortanis. B naniif craTTi aBTOpM HaroJjoIIylOTh, 10 MaHJCMis Ta KapaHTHHHI 3aXOIH
BUBEIIM 3 HOPM&JIBHOIO (YHKIIOHYBaHHS €KOHOMIKY BCHOTO CBITY Ta JiSUIBHICTH Oararbox
nignpuemctB. TypuctiuyHuil 6i3HEC Ta rOTENBHO — PECTOPaHHE TOCIOAAPCTBO, SIKi B OCTAHHIH Jac
Iy’K€ PO3BHHYIH CBOIO IisUTBHICTH, 3a3HANH MacIITaOHUX 30MTKIB Ta OAHKPYTCTBA, 3aKPHIIACS
BEJIMKa KUTBKICTh PECTOPAHIB Ta KaB’ ApeHb, OaraTo Jroel BTpaTuiu pooodi micta Ta 1oxij. HasiTh
KPYIIHI MEpEeXi roTelliB Ta PeCTOpaHiB MOCTPAXKJAIH HE MEHIIE 1HIINX MiIIPHEMCTB.

OnmHUM 3 NepIIuX TOTEeNbHO-PECTOPAHHUN Oi3HEC 3MYIICHHMH IIBUJKO aJanTyBaTUCS 0
3MiH, BUKJIIMKaHHX MaHeMiero. BaxianBo HaarognTa poOOTy B HOBHX YMOBAX Ta pO3pOOHMTH HOBI
HAIpsSMKH Ta 3aXOIH, sKi BHUBEAYTh 3 KPH30BOIO CTAaHY IiJNPUEMCTBA PECTOPAHHOTO Oi3HEcy.
BpaxoByroun cydacHy moTpeOy B 3aCTOCYBaHHI IpaBHII O€3MEKH Ta HEOOXiAHICTh MOTPUMAaHHSI
KapaHTUHHHUX 3aXOAiB, HEOOXIAHO 3acCTOCyBaTW KOMII'IOTEpHiI Ta IM(POBI TexHOJOTril, Kl
JIOTIOMOXKYTh KePIBHUKAM 3aKJIa/iB 3aIyYUTH HOBHX KJII€HTIB Ta OTPUMATH JOAATKOBUI JTOXi.

ABTOPH ITPOTIOHYIOTh BUKOPUCTATH TaKi IHCTPYMEHTH aHTHKPHU30BOTO YIPABIIIHHS PECTOPAHHOTO
GizHecy, SIK: TEXHOJIOTi3allisl, OH-JIJaiH MapKETHHT Ta iHQIIIOCHCEP — MAPKETHHI, YHIKaIbHUI KOHTEeHT. L1i
3aXO/I{ MOTPIOHI JUIS TOro, 00 IT0-HOBOMY 3BEpPHYTH YBary Ha CTPaBHU Ta MOCIYTH, IO IPOMOHYIOTh
KaB’sipHI Ta pectopaHd. [lo-cydacHOMy Ta 3 HOBMMH TEHICHIIISIMH TIEpe3aIlyCTHTH Iiei Oi3Hec Ta
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aIaNTyBaTHCS JI0 3MIH MIHJIMBOTO CEPE/IOBHINA Ta JI0 KAPAHTUHHHX 3aXOJIB.

JlonaTkoBO po3pOOUTH aKIiifHI MPOMO3UIIii, Ta 3aIIPOIIOHYBATH MEHIO KJIACiB KEKOHOM),
«CTaHZAPT», «ITIOKC». OOOB’ I3KOBO KaB’ IPHIM Ta pECTOPaHAM B CYJaCHUX YMOBAaX OpPTaHi3yBaTH
IIBUIKY, IKICHY T0CTaBKY, 0a’kaHO Oe30IUIaTHY, 1€ CTaI0 BETUKOIO HEOOX1AHICTIO Ta 3pYUYHICTIO
B yMOBax MaHAeMIil, Ie I1e l'[pI/IBa6I/ITI) JTIOIaTKOBUX CIIOXKHBAYiB pecTopaHHoro Oi3HecCy.

A Takox B cyqacmn PUHKOBINM KOHIEMIIiT po6om peCTopamB B YMOBax MaHJeMmii,
BpaxyBaTH He TUIBKM Ti (AaKTOpH, IO Jisiau Oararo pokiB, aje i HOBI AOAATKOBI (akToOpH
(YHKLIOHYBaHHS TOTEIBHOTO Oi3Hecy, 0e3 sIKUX 3apa3 IPOCTO HEMOXIUBE (yHKIIOHYBaHHS
boro Oi3HEeCy B yMOBax maHzeMii: e 6e3meka HalaHHs IIOCIIYTH, iHPOPMOBaHICTh PO MOCIYTY
a0o ToBap, BUKOPHUCTAHHS ITU(PPOBUX TEXHOJIOTIH 3aKJIa0M, 1[0 X04€ OTPUMATH OiTBIIHHA OXiT
Ta 3aliMaTH OUTBIINN CETMEHT Ha JaHOMY PHHKY TOTEJIbHO-PECTOPAHHOTO Oi3HECY.

ABTOpI/I HAIONATAl0Th, 1O B CyYaCHUX YMOBaX BKpail HEOOXiJJHO BpaxyBaTu 3aKOHH
KOHKypeHHll TOMY IO 3apa3 CHOKUBa4 OOMpae SKiCHUH TOBap abo mociyry 3a OUIbII BUTIAHY
[iHy, HIII TOBAPU YM MOCIYTU HE MPUBAOIIOIOTH CIIOKUBAYIB.

Knrouosi cnosa: comenvho-pecmoparnnuii 6i3Hec, HANPAMU AHMUKPUZ0B8020 MEHEONCMEHNY,
OHNIAUIH MapKemuHe, iH@a0eHcep — MapKemune, VHIKAIbHUll KOHmeHnm, Hosi gakmopu pobomu
3aK1a0i8 pecmopanino2o izHecy
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MODELING ECONOMIC COMPONENT OF NATIONAL SECURITY

Abstract. The national economic security is a complex and multilevel structure. In addition,
it is an integral characteristic of the state of the economic system, since the system includes a number
of subsystems — the most important, interconnected structural components of economic security,
reflecting the functioning of the economy separate sectors. The main task of the state is to ensure
a guaranteed level of security for all its constituent components, including methods of neutralizing
the negative impact of internal and external threats. The dynamics of such macroeconomic
indicators as: gross domestic product, inflation, money supply have been investigated. The volume
and level of expenditures on national defense financing are analyzed, which testify to the provision
of the necessary conditions for the country’s defense capability. An integral index of the country’s
economic security has been constructed and factors that have a negative impact on the level of
economic security of the country have been identified. The comparison of the state of economic
development of Ukraine with other countries of the world by the index of global competitiveness,
the quality of population’s life, the level of social development and military power has been made.
A multi-factor multiple regression model of Ukraine’s economic security has been constructed and
factors have been identified that play a significant role in threatening the country’s economic and
national security.
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Introduction. National security concerns the interests of many countries.
In the current conditions of the country’s economic development of problems of
internal and external character that lead to deterioration of economic and national
security become relevant and need to solved. Therefore, measures should be taken
to identify and prevent major threats to Ukraine’s national security.

Economic security of the country is an important component of the national
security system, which forms the protection of national interests, provides sustainable
socio-economic development in the country, forms a mechanism to counter internal
and external threats, contributes to improving the population living standard and the
development of the system of international economic interdependence.

The novelty of the work is to build a multifactorial multiple regression model
of Ukraine’s economic development and to identify factors that play a significant
role in making threats to the country’s national and economic security.

The rate of economic growth depends on the country’s economic strength, the
population’s living standards, the implementation of social programs, the success
of competitiveness in the world market. Therefore, economic growth, namely
the growth of gross domestic product (GDP), is the main content of economic
development and one of its most important components. The GDP dynamics of
Ukraine in 2010-2020 (State Statistics Service of Ukraine, 2021; Financial portal
of the Ministry of Finance of Ukraine, 2021) is displayed in Fig. 1.

140

Figure 1 — Dynamics of Ukrainian GDP of 2010-2020 (in % to the corresponding
period of the previous year)
(Source: built by the authors according to the data (State Statistics Service of Ukraine,
2021, Financial portal of the Ministry of Finance of Ukraine, 2021)

Analysis of GDP threshold vectors, where the value of real GDP growth of
2% 1s taken as the lower threshold; lower and upper optimal — 5 and 8% growth of
real GDP; for the upper threshold — 13% (Yu. Kharazishvili & E. Drones, 2014, 117
p) showed that in Ukraine in 2010, 2011 and 2015-2020 there is a significant excess
of the upper threshold (Fig. 1), which negatively affects the country’s economy.
Anti-inflation policy methods must be used to stabilize the economy. A significant
indicator for assessing the state of the monetary area is also the level of dollarization
of monetary circulation, because the high value of this indicator will testify to the
dependence of the national economy on fluctuations of the foreign exchange rate,
in particular the US dollar. The level of inflation is also a determinant of the level
of internal stability of the country. The inflation is reflected in rising prices, which
causes a depreciation of funds of economic entities and the population.

One of the most important indicators in the national security system is
the volume and level of expenditures for financing national defense (Fig. 2),
which indicate the government’s desire the to provide the necessary conditions
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for the country’s defense capability (Financial portal of the Ministry of Finance
of Ukraine, 2021). The world practice of financing national security allows
to distinguish three main approaches to the formation of military doctrine:
1) complete abandonment of military expenditures; 2) building of a powerful military
superpower; 3) funding defense based on the principle of minimum sufficiency.

The main task facing the Armed Forces of Ukraine today is to protect
sovereignty, independence, territorial integrity. The Constitution of Ukraine (2021)
establishes as one of the most important functions of the state, which is the cause
of the whole Ukrainian people, the protection of the sovereignty and territorial
integrity of Ukraine, ensuring its economic and information security (Article 17).

billionuah

mmmm billion UAH = el fom the state budgat

Figure 2 — Defense and law enforcement expenditures in 2013-2020

From 2013 to 2018, defense and law enforcement spending from the State
Budget increased in 3.8 times (from UAH 54.3 billion to UAH 162.7 billion),
which is 10.7% and 17.5% % of the total expenditures of the State Budget of
Ukraine respectively. According to the forecast of the Ministry of Defense of
Ukraine in 2019-2020 expenditures for the maintenance and development of the
Armed Forces of Ukraine will increase and will amount to 200 and 224,85 billion
UAH. respectively, which makes up at least 5% of the country’s GDP and complies
with the National Security Strategy of Ukraine and the Concept of Development of
the Security and Defense Sector.

The need to increase the level of national security is conditioned by the
challenges of globalization, which require increasing the country’s economic and
social level, improving living standard of the population and the international
competitiveness of Ukraine.

Analysis of recent research and publications. During the last decades a lot
of efforts have been aimed at the study of economic security of the country, regions,
industries and enterprises. The economic development of a country depends on many
of its components, the basis of which is to ensure an adequate level of security both
from internal and external threats. The national economic security depends on the
state of national security and the country’s ability to generate and use its economic
attractiveness to strengthen national values. The national economic security depends
on many factors, which depend on global economic stability, the international
economy, economic policy with other leading countries in the world, on human
capacity building, scientific, technical and innovative activities in the country. For
example, in the US, security is achieved not only by military means but also by the
entire American economy (Nanto, 2011, p.78).

The United States could field an overwhelming fighting force and combine it
with economic power and leadership in global affairs to provide far greater resources
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than any other country against any threat to the nation’s security (Krepinevich, 2010).

This paper (Pugach & Matkovskiy, 2014) examines the existing threats to
the economic security of Ukraine in the social area, where a relatively high level
of poverty and a large differentiation in wages have been defined. This situation
contributes to the catastrophic gap between the incomes of a relatively small
proportion of the rich population and a predominantly larger proportion of the
poor. In this regard, ensuring the economic security of Ukraine is considered in the
development of a comprehensive policy on poverty eradication and the development
of a strategy to avoid systemic threats to economic security in the country.

Economic security depends heavily upon (1) an economic growth rate
sufficient to keep the unemployment rate low and provide opportunities for
entrepreneurs, (2) US industries able to compete in international markets, and (3)
US leadership in science, technology, and innovation (Levit, 2010).

To be economically secure, American families must work with good wages, be
financially secure, and develop entrepreneurial skills. This is the kind of economic
security that becomes national security. Only economic prosperity provides the
new resources and technological innovations needed to create the world’s most
advanced armed forces. Economic security is national security, US tax, regulatory,
energy and trade policies are now raising spending on defense, arms sales, and
pursuing a strong defense policy that is one of President Trump’s key strategies for
security and prosperity of the country (Navarro, 2018).

The Gulf National Security Survey in 1990-2014, using panel data, showed
that its national security was at a very low level and had a negative indicator, but
foreign investment and trade factors had a positive effect on its economic growth
(Asghari, 2017). The close link between military spending and economic growth
in China in 1992-2010 has been proven through the use of econometric analysis
and the making the model that shows that military spending is largely related to
security which took place in the economy and affected its development in different
periods, not vice versa (Dimitraki & Menla Ali, 2015; Chiwei et al., 2018).

Making a model using dynamic data for 106 countries in 19882010 (Dunne &
Tian, 2014) and for 109 low-income countries in 1998-2012 (D’ Agostino etal., 2019)
showed that national security is represented in military spending for countries with
different level of income, natural resources, conflict state does not affect economic
development. That is, groups of countries with low level of living, low-income and
other military spending do not affect economic growth or have a negative impact.

Theallocation of military and non-military expenditures for developing economies
is a major policy issue that can direct the pace of economic growth of Shahbaz, Afza,
and Shabbir (2013). The macroeconomic theory has no clear link between defense
spending and economic development (Dakurah et al., 2001). Other studies show that
the causes are ambiguous and unconvincing (Kollias, Mylonidis & Paleolodou 2007,
Wijeweera & Webb, 2009) (Kollias et al., 2007).

This article examines the work of many scholars concerning national security,
but it is important that such study has not been in the research literature before, as
far as the authors are aware.

The purpose of our article is to analyze the main components of Ukraine’s
national security, identify the problems that impede its economic development,
formulate priorities that are aimed at stabilizing the national interests of the country
and its security.

Formulation of the main material.

Methodological approach for the evaluation of the state’s economic security
level. Studies of many national scholars on assessing the level of national and economic
security of Ukraine have become the basis for the elaboration, analysis, generalization
of approaches, improving the methodology, innovative components of indicators
of integrated assessment of the national economic security, the use of a wide range
of proposed methods of justification of thresholds and calculations of the methods
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presented in this paper (Kharazishvili & Drones, 2014). The methodology proposed by
them makes it possible to compare the dynamics of the integral index with the integral
thresholds on a single scale, that is, to correctly identify the state of economic security.

The national economic security is an integral characteristic of the state of the
economic system, since the system includes a number of subsystems — the most
important, interconnected structural components of economic security, reflecting
the functioning of certain branches of economy: macroeconomic, investment,
innovative, financial, social, foreign economic, energy, food, demographic one.

In Fig. 3 the dynamics of the level of integral indices of economic security of
Ukraine and its components are displayed.
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Figure 3 — Dynamics of the integral index of economic security

of Ukraine and its components in 2016-2020

According to the projected calculations by 2020, according to the optimistic
scenario of socio-economic development, only 3 components of Ukraine’s
economic security barely cross the lower threshold (macroeconomic, investment,
energy one), 4 components continue to be below the lower threshold (innovative,
foreign economic, social, demographic one), financial security balances at the
bottom of the threshold and only one component — food in the forecast period is in
the range of optimal indicators.

In Fig. 4 the dynamics of the weight coefficient of the integral index of the level
of economic security of Ukraine in comparison with the lower threshold index.
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Figure 4 — Dynamics of the level of economic security of Ukraine in comparison
with the lower threshold
Source: built by the authors according to the data (Kharazishvili & Drones, 2014)
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According to the calculations results (Kharazishvili & Drones, 2014), the
level of economic security of Ukraine (Fig. 4) balances at the level of the lower
threshold. Among its 9 components, at the end of 2018, 6 are below the lower
threshold (innovative, financial, foreign economic, social, demographic and energy
ones) (Fig. 3). The rest balance on the border of the lower threshold or between
the lower threshold and the lower optimum. None of the components are within
the optimal range. All this testifies to the inefficiency of the existing model of
economic development and macroeconomic policy as a whole.

The reasons for the low level of national economic security are the high
level of shadow economy; low level of investment, low level of updating of fixed
assets; low level of financing of innovative activity; high level of external and
internal debt; high cost of bank loans; high level of import dependence; low level
of remuneration, significant level of shadow employment; high mortality rate.

2.2. Empirical data. One of the important indicators in the study of the economic
security of the state is the standard of living of the population. According to the rating
of the countries of the world in 2016-2020 (Quality of Life Index 2020, 2021) the first
three are headed: Australia (Canberra), Netherlands (Eindhoven) and the USA (North
Carolina). Ukraine has gone down by 37 steps compared to 2016, ranking 189 out of 226
countries (Table 1).

Table 1
The life quality of the countries of the world in 2016-2020
2020 2019 2018 2017 2016

. 227 226 226 184 177

Country, City . . . . .
countries | countries | countries | countries | countries
Rank

Australia, Canberra 1 1 1 1 1
Netherlands, 11 2 2 4 7
Eindhoven
USA, North Carolina 2 3 3 2
New Zealand, 4 8 2 3
Wellington
Poland, Warsaw 137 127 127 102 82
Ukraine, Kiev 189 192 192 160 152

Source: built by the authors according to the data
(Quality of Life Index 2020, 2021)

The surveyed indicators include: purchasing power index, safety index,
health index, cost of living index, real estate price to income ratio, transport time
index, pollution index and climate index (Quality of Life Index 2020, 2021).
The lowest rates in Ukraine were: health, safety and public administration. This
situation indicates a significant deterioration in the living standard in the country
by all indicators, which was studied in 2016-2020.

According to the World Economic Forum, which published the ranking
of the countries of the world on the Global Competitiveness Index 2017-2019,
traditionally, the rating is headed by Switzerland. The top ten most competitive
are the United States, Singapore, the Netherlands, Germany, Hong Kong, Sweden,
the United Kingdom, Japan and Finland (Ukraine’s Position In The Rating Of The
World By Global Competitiveness Index 2017-2019, 2021). Ukraine ranked only
85-st among 140 countries of the world.
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The negative factors for doing business in Ukraine are defined (in decreasing
order): inflation, corruption, political instability, high tax rates, complexity of tax
legislation, instability of governments, difficult access to finance, inefficient state
bureaucracy, regulation of the currency market, insufficient oscillation of the labor
market, poor workforce ethics, lack of innovation capacity, restrictive labor market
regulation, inadequate infrastructure quality, crime and theft, poor health care.

The macroeconomic environment in Ukraine is such that during 2015-2019
Ukraine has taken almost the last place in the ranking among other countries of the
world (Ukraine’s Position In The Rating Of The World By Global Competitiveness
Index 2017-2019, 2021). The inflation rate is also very high. From 140 countries in
2015-2016, Ukraine ranked 134-th, in 2016-2017 — 136, in 129 — in 2017-2018 and
134 —in 2018-2019.

According to the level of the Social Development Index of the World
Rating developed by the American non-governmental organization Social
Progress Imperative with the support of Deloitte (Social Progress Index 2020,
2021), Ukraine in 2020 ranked 63-th between Mexico (62) and Sri Lanka (64)
and remains in the group of developing countries above average. The index
consists of a number of indicators of social development and the environment,
reflecting three strands of social development: basic human needs, well-being
and opportunities. According to the results of this year’s Index among the CIS
countries, Ukraine gave way to Belarus (47) and Poland (31) (Fig. 5).
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Figure 5 — Index of Social Development of Ukraine in 2014-2020
Source: built by the authors according to the data (Social Progress Index 2020, 2021)

There was a slight improvement in Ukraine’s performance in the Basic Human
Needs, Fundamentals of Wellbeing and Opportunities categories. Ukraine’s GDP
per capita has increased from $ 7,46 in 2017 to $ 12,81 in 2020 (Social Progress
Index 2020, 2021).

Norway 1is the leader of the Social Development Index for 2020, receiving
92.73 points out of 100. The country has performed well on all index components.
Norway has strengthened its position by 3.97 points compared to 2014, the highest
figure among other Northern European countries.

Topical for the analysis of national security problems is the international
ranking of the military power of the countries of the world — Global Firepower Index
(GFP), which annually provides a unique analytical presentation of data on the
modern military forces of the countries of the world. This rating (Military Strength
Ranking 2020, 2021) combines more than 50 indicators. The assessment of military
power is focused not only on the total number of weapons in the country, but the

ISSN 2786-491X (Print) 31



PHILOSOPHY, ECONOMICS AND LAW REVIEW. Volume 1, 2021

main focus of the GFP is on the variety of weapons, which provides an optimal
balance of combat damage. In this case, the index does not take into account the
factor of nuclear weapons (Table 2).
Table 2
Ranking of countries by military capability index

Ne | Country [ Index | Ne | Country | Index | Ne | Country | Index

2020 2018 2016
1 US 0,0606 1 US 0,0818 |1 US 0,0897
2 Russia 0,0681 2 Russia 0,0841 |2 Russia 0,0964
3 China 0,0691 3 China 0,0852 |3 China 0,0988
4 India 0,0953 4 India 0,1417 |4 India 0,1661
5 Japan 0,1501 5 France 0,1869 |5 France 0,1993
6 South 0,1509 6 United 0,1917 |6 United 0,2466
Korea Kingdom Kingdom
7 France 0,1702 7 South 0,2001 |7 Japan 0,2466
Korea
8 United 0,1717 8 Japan 0,2107 |8 Turkey 0,2623
Kingdom
9 Egypt 0,1872 9 Turkey 0,2216 |9 Germany | 0,2646
10 | Brazil 0,1988 10 | Germany |0,2461 |10 |[Italy 0,2724

27 | Ukraine |0,4457 29 | Ukraine 0,5383 |30 | Ukraine 0,5867

138 | Bhutan 10,1681 | 136 | Bhutan 7,5497 | 126 [ Central 3,7343
African
Republic

Source: built by the authors according to the data
(Military Strength Ranking 2020, 2021)

In 2016-2020, the US, Russia and China have traditionally split the top three,
with Ukraine ranking 30 and 27, respectively (Military Strength Ranking 2020,
2021). The top ten also included India, Japan, South Korea, France, the United
Kingdom, Egypt and Brazil.

The World Economic Security Rating in 2005-2020 (Economic Data and
Statistics on the World Economy and Economic Freedom. 2020 Index of Economic
Freedom, 2021) is based on such basic indicators as: property rights, judicial
efficiency, integrity (activity) of government, tax pressure (burden), government
spending, physical health, freedom to do business, the right to free labor, freedom of
money relations, freedom of trade relations, investment and financial independence
(Fig. 6).

The state’s economic independence index shows the ratio between economic
independence and a range of socio-economic indicators. These indicators include:
property rights, integrity of the government, judicial efficiency, freedom of work,
tax pressure (burden), public spending, physical health, freedom to do business,
freedom of money relations, freedom of trade relations, investment (attractiveness)
and financial independence. Economic independence is linked to the state of health,
the environment, per capita income, human development, democracy and the fight
against poverty.

According to the World Economic Security Index and the authors’ calculations
for 2005-2020, a multifactorial multiple regression model of the dependence of
the index of economic freedom y on such basic components as freedom of labor
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—x1, tax pressure (load) — x2, public spending — x3, freedom to do business — x4,
freedom of money relations — x5, freedom of trade relations — x6 and investment
(attractiveness) independence — x7.
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Figure 6 — World Economic Security Index 2005-2020

Source: built by the authors according to the data (Economic Data and Statistics
on the World Economy and Economic Freedom. 2020 Index of Economic Freedom, 2021)

The influence of selected factors on the level of economic development of
Ukraine has been studied with the help of econometric and mathematical modeling
methods and a measure of the influence of each factor on the formation of threats
to the economic and national security of the country has been obtained.

The even correlation coefficients have been calculated (Table 3) and the
model for multicollinearity has been studied.

K [X, Y]
"X Y= = oy

Table 3
Even model correlation coefficients

y X X, X3 X4 Xs X6 X,

1 -0,137 0,667 0,923 0,058 0,299 -0,858 0,788
-0,137 1 -0,442 -0,317 0,187 -0,619 0,197 0,266
0,667 -0,442 1 0,775 -0,290 0,417 -0,669 0,314
0,923 -0,317 0,775 1 -0,142 0,255 -0,896 0,656
0,058 0,187 -0,290 -0,142 1 -0,011 0,268 -0,093
0,299 -0,619 0,417 0,255 -0,011 1 -0,237 -0,199
-0,858 0,197 -0,669 -0,896 0,268 -0,237 1 -0,725
0,788 0,266 0,314 0,656 -0,093 -0,199 -0,725 1

ok R o= ox o= ko

Source: built by the authors

Factors x3 and x6 were found to have a significant effect on the y, compared
to other factors, there is multicollinearity between factors x3 and x6, so these
factors were excluded from the model and were not considered for further study,
but with the remaining factors the multifactor model has been made:

=-16,59+0,31x +0,35x,+0,15x +0,09x +0,33x,
(-2.92)" (4,16)" (6,82)" (6:42)" (424)" (9,74)

The determinant A rx1x7 =0,2759, whose value indicates a low dependence
between factors, has been calculated. The brackets give the calculated values
of t — statistics for estimating regression parameters. One asterisk indicates the
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parameters significant at a significance level of 5%.

For certainty, for the absence of multicollinearity between the remaining
factors, the Farrar-Glober method was applied and the values of ¥2 — chi-square
were calculated for the factors:

x2 =-[n-1-(2m +5) /6] In (det [R]) = 13.52
and a table value has been found
ytabl2(8;0,05) = 15,5.

Since 2 <ytabl2, there is no multicollinearity in the factor vector. The quality
of the model is investigated and the multiple correlation coefficient is found to be
R=0.9828 and shows a sufficiently high correlation between the indicator and the
factors. Determination factor values

16 12

i=1 4

R’=1- =0,9914

}:6 1 (yi-Y)z

shows that 99.14% explains the dependence of the index of economic freedom
y on the factors x1, x2, x4, x5, x7. The model is adequate according to the Fisher
criterion with a reliability level of P = 0.05, since the calculated value

po_m
’ (]_R%-m—]

more critical £ Cabl(0.05:16: 8)=3,20

The standard error of regression is: s=1,1. The average coefficients of elasticity
kex1=0,33, kex2=0,57, kex4=0,15, kex5=0,13 and kex7=0,16 are calculated, which
show that with the increase of labor freedom x1 by 1%, the index of economic freedom
y increase by 0.33%, with increasing tax pressure (load) x2 by 1%, economic freedom
index y increase by 0.57%, with increasing business freedom x4 by 1%, economic
freedom index y increase by 0.15% , with the growth of monetary freedom x5 by 1%,
the index of economic freedom y increase by 0.13%, with the growth of freedom of
labor x7 by 1%, the index of economic freedom y increase by 0.16%, that is, of all
the factors, the biggest influence is tax pressure (load) x2 and the labor freedom x1
on the economic freedom index y.

Thus, the level of national and economic security in Ukraine depends on all
the factors selected. That is, in the state during 2005-2020 there was a tendency to
increase the level of tax burden and shadowing of the economy, low (ineffective)
level of activity of the government and public confidence in the government, low
level of trade and monetary relations (high cost of bank loans, significant level of
dollarization of the economy, external government debt and a negative balance of
payments), as well as low investment attractiveness, which are the main indicators
of a threat to Ukraine’s national and economic security.

Conclusions. The conducted research showed that the economic security of
the state is an important component of national security, which for many years
has been at a very low level due to the influence of a number of destabilizing
factors that lead it to such a situation, namely: high level of shadow economy
and consolidated budget revenues, low the level of investment, macroeconomic,
innovative, demographic, foreign economic, social and energy security. Therefore,
to strengthen the economic security of Ukraine it is necessary to take strategic
measures at the state level, which should be aimed at stabilizing the economy of
the country, including by improving the legislative framework.

The state guarantees the protection of national economic interests. However,
Ukraine does not yet have a well-defined national economic interests, and their
integrated system is not formed. This enables governments at different levels to
justify their actions by assuring that they are fully in line with national economic
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interests.

Balancing the development of all elements of the economic system will
strengthen the security of the national economy, and their development will determine
the activity of economic processes that affect the economic system of Ukraine.

The national security is an important component in ensuring development
in all sectors of the economy, strengthening ties with the leading countries in the
world, as well as in ensuring competitiveness.

Threats to the national economic security of Ukraine are factors that directly
or in the future impede or complicate the realization of national economic interests,
creating obstacles to the normal development of the economy and a danger to the
independent state existence and well-being of the people.

Among the most important national economic interests, which determine the
future of Ukraine, the well-being and prosperity of the nation, are the building
of a powerful national economy with a reliable system of economic security, the
solution of social problems by the government, the development of scientific and
technical potentials of Ukraine, the development of entrepreneurship, ensuring
employment and decent salary of the people.
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Jlronmuiia Pubansuenko, Enyapa Puxkkos, Cepriit Oxpumenko

MOJEJOBAHHA EKOHOMIYHOI CKJIAJIOBOI
HAIIIOHAJIBHOI BE3IIEKH JIEP)KABU

AnoTtauis. EkoHomiuHa 6e31eka qepKaBy € CKIIATHOI0 Ta 0araTopiBHEBOIO CTPYKTYporo. o
TOTO K, BOHA BHCTYIA€ IHTETPAIBHOIO XaPAKTEPUCTUKOIO CTaHY CKOHOMIYHOI CHCTEMH, OCKIJIBKH
crcTeMa BKIIIOYAE PSIJI MiJICUCTEM — HAHBAXKIIUBIIINX, B3a€MOIIOB’ SI3aHUX CTPYKTYPHHX CKJIaJOBUX
€KOHOMIYHOT Oe3IeKH, 1110 BiJo0pakaroTh (pyHKIIOHYBAaHHSI OKPEMHUX Cep EeKOHOMIKH.

OCHOBHHUM 3aBJaHHSM JIep)KaBU € 3a0€3MCUCHHS] TapaHTOBAHOTO PIiBHS OE3MEKH sl ycix
1 CKJIaZOBMX KOMIIOHEHT, BKJIFOYAal0uM METOIM HEeWTpaii3alii HeraTHBHOTO BIUIMBY BHYTPIMIHIX i
30BHIMIHIX 3arpo3. JociimKeHo TUHAMIKy TaKHX MaKpOSKOHOMIYHUX IMOKA3HHKIB, SK: BAJIOBHH
BHYTPIIIHIA TPOMYKT, iH(mAmis, rpomoBa Maca. [IpoaHamizoBaHo oOCST Ta piBEHb BHIATKIB
Ha (piHAHCYBaHHsS HalllOHAJILHOI OOOPOHM, SKi CBiIYaTh MPO 3a0e3leueHHs HEOOXITHHX YMOB
000pOHO3/IaTHOCTI KpaTHH.

[ToOynoBaHo iHTErpajdbHUHN IHAEKC EKOHOMIYHOI Oe3leKn KpaiHW Ta BHSBICHO (aKTOpH,
SIKI HETaTHMBHO BIUIMBAIOTh HAa PIBEHb EKOHOMIYHOI O€3MEeKH JepXKaBU. BUKOHAHO IMOPIBHSHHS
CTaHy CKOHOMIYHOTO PO3BUTKY YKpaiHH 3 IHIIUMH KpaiHAMH CBITYy 3a iHIEKCOM IJI00albHOI
KOHKYPEHTOCIIPOMOJKHOCTI, PIBHEM SIKOCTi JKUTTS HACEJCHHS, PIBHEM COIIaIbHOTO PO3BHUTKY Ta
BilicbkoBOT MOryTHOCTI. PO3po0iieHa OararodakropHa MHOXKMHHA perpeciiiHa Mojieb eKOHOMIYHOT
Oesreku YkpaiHM Ta BHSIBIICHO (hakTOpH, SIKI BiAIrparoTh CYTTEBY pojib y (GOpMyBaHHI 3arpo3
CKOHOMIYHI/ Ta HAI[IOHAIBHIN Oe3Ieri KpaiHu.
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Submitted: 28.09.2020
Revised: 12.02.2021
Accepted: 04.03.2021

36 ISSN 2786-491X (Print)



PHILOSOPHY, ECONOMICS AND LAW REVIEW. Volume 1, 2021

UDC 658.15
DOI 10.31733/2786-491X-2021-37-42
Tetyana Svyatoslav
. ‘ KADYLNYKOVA® SAVKIN®
% Doctor of Technical postgraduate student
\\\\' Sciences, Professor, (National Metallurgical
s oy Senior Researcher Academy of Ukraine)
! of the Department
e - of Mechanotronics
_— (Oles Honchar
Dnipro National
University)

INCREASING THE EFFICIENCY OF MANAGING
THE FINANCIAL RESULTS OF MARKET ACTIVITIES

Abstract. In the modern world with a predominance of a market economy system,
financial performance management is a central aspect of the effective operation of an organization.
The main goal of sustainable development is to ensure the optimal structure of financial results in the
mechanism of a market economy and the development of proposals that ensure its sustainable
financial development.

Based on the foregoing, the classification of factors and reserves used to improve the
efficiency of the organization’s financial results management system allows us to develop
comprehensive measures to improve the management system. These circumstances determine
the need for theoretical, methodological, and practical developments in the field of improving
management systems in organizations. Effective management of financial results is ensured by
the implementation of a number of principles, the main of which is systematic construction.
Financial results management should be built as a single interconnected set of elements that ensure the
effective development and implementation of goals that are guided by the strategic goals of
financial development. Management of financial results should be characterized by a high
dynamism of response to the adverse impact of factors of the external and internal financial
environment and the legality of management decisions.

The main models of financial markets that have emerged to date — the hypothesis of an
efficient financial market and the behavioral finance approach — are based on the analysis and
comparison of methods and instruments of financing, but a fundamentally new concept of reflection
is gradually gaining ground and is a full-fledged alternative to other models.

Keywords: finance, result, financial resources, management system, profit, efficiency,
optimality

Introduction. Nowadays financial performance management is a central
aspect of the effective operation of an organization. The financial condition
is provided by the financial resources necessary for their normal management
and effective use (Balabanov, 2009). The need for effective management of the
financial results of market activities is due to the main activity of commercial
organizations — making a profit. The main goal of sustainable development is to
ensure the optimal structure of financial results in the mechanism of a market
economy and the development of proposals that ensure its sustainable financial
development.
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Analysis of recent research and publications. In modern economic literature,
a lot of attention is paid to the study of issues related to the definition of financial
results, the order of their formation and use (Tirole, 2006). Financial resources are
understood as all sources of funds accumulated by an enterprise to form the assets
it needs in order to carry out all types of activities. This happens both at the expense
of their own income, savings, and capital, and at the expense of various types of
income (Romanovsky & Vostroknutova, 2011), which, ultimately, appears to be
financial results of organizations. At the same time, a number of issues of the
theory and practice of financial resources and financial results management
remain controversial and not fully explored in financial science. In the researches
related to the content of the organization’s financial resources, there is an
ambiguity and sometimes contradictory interpretation of concepts (Pavlova,
2015). An unambiguous and well-grounded consideration of the essence
of financial resources is of paramount importance not only for theory but also for
the practice of their management (Guseinov, 2015).

The purpose of our article is to develop optimal approaches to the selection
of criteria for managing the financial results of market activities.

The objectives of the financial results management system are (Guseinov,
2015):

— ensuring the constant growth of the market value of the organization;

— profit maximization;

— increasing the efficiency of personnel participating in the formation,
distribution of financial results;

— achieving optimal proportions between profitability and the maximum
level of risk.

Formulation of the main material. Based on the foregoing, the
classification of factors and reserves used to improve the efficiency of the
organization’s financial results management system allows us to develop
comprehensive measures to improve the management system. These circumstances
determine the need for theoretical, methodological, and practical developments in
the field of improving management systems in organizations.

Financial results management is a system of principles and methods for the
development and implementation of management decisions related to ensuring
their effective formation, distribution, and use in the process of market activities.
Management efficiency is ensured by solving the following tasks: 1) ensuring the
formation of a sufficient amount of financial resources in accordance with the
development objectives; 2) optimization of the structure of sources of formation of
financial resources; 3) optimization of the distribution of generated financial resources.

Effective management of financial results is ensured by the implemen-
tation of a number of principles, the main of which is systematic construction.
Financial results management should be built as a single interconnected set of
elements that ensure the effective development and implementation of goals
that are guided by the strategic goals of financial development. Management of
financial results should be characterized by a high dynamism of response to the
adverse impact of factors of the external and internal financial environment and the
legality of management decisions.

This principle means that the entire system of obtaining the
necessary information should be carried out on the basis of the current legislation
and not contradict the current regulatory legal acts. Financial results
management includes the following stages: 1) planning; 2) operational
management; 3) financial control. Management efficiency largely depends on
the information used for this purpose. In the process of assessing the quality of
the generated information base, its completeness and accuracy are checked for
the study of individual sources of formation and directions of use, as well as
the reliability of information sources.
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Financial control is carried out on the basis of continuous monitoring of
the results of management decisions taken. Based on the monitoring results, if
necessary, adjustments are made to previously adopted management decisions
aimed at achieving the envisaged goals. A special role belongs to the internal
control over the formation and use of financial results. It is an organized process
of checking the execution and implementation of all management decisions in the
field of formation and use of financial results in order to implement the developed
strategy and indicators of operational and current financial plans.

The ultimate goal of effective management of financial results can be
considered the achievement of financial stability of the organization, i.e. the state
of the structure of resources and factors, which allows the organization to achieve
the most effective results of activity and provides an opportunity to move to the next
stage of the life cycle (Muth, 1961). A special role in this regard is assigned to the
functioning of the financial market and forecasting possible changes in activities.

Currently, there are three theoretical approaches to building models of the
financial market: efficient financial market, behavioral finance, and the concept of
reflexivity. All three approaches study the mechanisms of formation of equilibrium
in the financial market, and the resulting features of the pricing of a financial asset.

The theory of an efficient financial market is based on the postulate of the
rationality of market participants’ expectations:

1) their expectations (forecasts) are adequate to future processes (Friedman
& Savage, 1948);

2) as payment for uncertainty, they require a risk premium described by the
expected utility of wealth (Friedman & Savage, 1948).

The behavioral finance approach is based on the facts of the deviation of
the behavior of decision-makers from the postulate of rationality. Key work in
this area is devoted to the psychological characteristics of decision-making
under conditions of uncertainty (Kahneman & Tversky, 1978). Using the survey
method, D. Kahneman & A. Tversky showed that there are stable effects influencing
both the occurrence of subjectivity in assessing probabilistic outcomes and the
subject’s propensity to take risks, which are not taken into account by the hypothesis
of rational expectations. They took these effects into account when creating
their Prospect Theory. From the perspective of Prospect Theory, the value of the
prospective outcomes for the subject depends on the connection point, i.e. for the
subject, the value function is defined not for the absolute value of his wealth, but
for its change, i.e. for wins and losses.

The third approach to creating models of the financial market — the
concept of reflexivity was first proposed for consideration by J. Soros (1999)
in the book «Alchemy of Finance». Soros moves from considering equilibrium
processes in financial markets to analyzing dynamic ones. For this, he introduces the
concept of reflexive interaction, in which two variables participate, each of which
is both a factor attribute and an effective one for another variable. Based on this
concept, J. Soros proceeds to describe the cyclical, two-way, reflexive interaction
between the expectations (preferences) of financial market participants, and
the fundamental indicators of the organization, in which expectations depend
on the fundamental indicators and influence them. J. Soros was the first
to emphasize that financial markets in practical reality function in conditions when
independentand objective expectations are notonly notavailable tofinancial market
participants but are simply absent. This statement is very important since
it already clearly demonstrates the key difference between the two theoretical
approaches described above and the concept of reflexivity. The concept
of reflexivity states that there are no objective probabilities and values of future
outcomes independent of the researcher’s activity.

The presence of various models of market functioning is determined, first of
all, by those who play a dominant role in investing in the real sector of the economy —
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the banking system through lending or the capital market through the issue and
circulation of securities. None of the models can be considered theoretically the
best or optimal since the supervision model of any country must correspond to the
financial structure of that country, be effective and efficient.

So, for example, Yu. Ichkitidze and I. Ryzhkov (2021) described a model
in which they showed that under certain conditions the fair price of a share, ie
the price calculated by discounting the expected future cash flows from a share
is a function of its market price. Based on this model, the process of forming
reliable expectations among financial market participants is considered. It is shown
that under the conditions of this model, financial market participants do not have
the opportunity to form their expectations, which are independent of their own
behavior. Their expectations, to be reliable, must be based not only on the
expectations of the organization’s performance but also include the expectations
of the actions of the participants in the financial market. From this, many different
valid expectations arise in the model. Any of them may turn out to be reliable in the
future, but to do this, it must be confirmed by the occurrence of a certain trajectory
of the market price on the stock market.

Thus, considering various models of the functioning of the financial
market, its participants must identify all possible trajectories of equilibrium between
the market and fair prices of shares and make sure that any of them, prior to the
experiment, has every right to comply with the reliability criterion. However, only
the course of the experiment itself, which in this case is the market trading of
a share, will be able to name to the participants of the financial market anyone,
specific, equilibrium trajectory implemented in this experiment.

Another experiment, representing the following equilibrium trajectory, can
be chosen directly by the financial market participants. This choice is not limited
anyhow, so it will be the way the participants of the financial market want to see
it. In contrast to the implementation of the approach based on the hypothesis of
rational expectations, in this setting the investor makes a decision, realizing that
any chosen equilibrium trajectory can be both confirmed by the course of the
experiment and refuted. Therefore, before the start of the experiment, the investor
does not know which of the equilibrium trajectories will be reliable in the future.

The approach proposed by the concept of reflexivity to solve this problem is
as follows:

— the investor makes decisions under the conditions of an experiment, based
not on the expectations of the probabilities of realizing one or another equilibrium
trajectory, but on the concept of choice;

— each investor realizes the equality of implementation in the course of the
experiment of one or another trajectory;

— each investor makes a subjective preference in favor of one of the
trajectories;

— for each investor, the criterion for the economic optimality of market
behavior is the choice in favor of the trajectory that is chosen by other investors;

— for each investor, it is desirable that other investors join this choice a little
later than he did himself.

The main models of financial markets that have emerged to date — the
hypothesis of an efficient financial market and the behavioral finance approach —
are based on the analysis and comparison of methods and instruments of financing,
but a fundamentally new concept of reflection is gradually gaining ground and is a
full-fledged alternative to other models.

Conclusions. 1. The main goal of sustainable development of the
organization is to ensure the optimal structure of financial results in the mechanism
of a market economy and the development of proposals that ensure its sustainable
financial development.

2. To improve the efficiency of the organization’s financial results
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management system, it is necessary to develop comprehensive measures
for improving the management system.

3. The efficiency of managing the financial results of market activities
necessitate the theoretical, methodological and practical developments in the field
of improving management systems in organizations.

4. The presence of different models of market functioning is due to the
presence of different approaches to investing in the real sector of the economy —
the banking system through lending or the capital market through the issue and
circulation of securities.

5. The proposed approach of the concept of reflexivity is gradually gaining
ground in the global market economy and is a full-fledged alternative to other
models, in particular, the hypothesis of an efficient financial market and the
behavioral finance approach.
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Terana KaginbuukoBa, CsatociaaB CaBKiH

NIABUINEHHS E@EKTUBHOCTI YITPABJITHHSI ®IHAHCOBUMUAU
PE3YJIBTATAMU PUHKOBOI JISIJIBHOCTI

AnoTanis. Po3nisiHyTO iCHY04i B TeTIEpilIHiif 9ac TeOpETUYHI T IX0/H 10 TOOYI0BH MOJIEIICH
(iHaHCOBOTO PHMHKY: €(DeKTMBHOTO (DIHAHCOBOTO PHMHKY, ITOBEJIHKOBHUX (DIHAHCIB Ta KOHLICMIi
pednexkruBHoCcTi. DiHAHCOBHH CTaH OpraHizaiii BH3HAYa€TbCs 3a0E3NEUeHICTIO (piHAHCOBMMH
pecypcamy, HEOOXiJHUMH ISl HOPMAJIBHOTO (DYHKIIOHYBaHHS, JOLIJIBHUM YIPABIIHHIM HUMH
1 e()eKTUBHMM BUKOPHCTAHHSM. 3aBJaHHS CHCTEMH YHPaBIiHHA (DIHAHCOBUMH pe3yJbTaTaMH
TIOJIATAlOTh Y HACTYITHOMY: 3a0€3MeUeHHs OCTIHOTO 3pOCTaHHsI PUHKOBOI BapTOCTI OpraHizariii;
MakcuMmi3anis IpuOyTKy; IMiJBHIICHHS e()eKTUBHOCTI y4acTi epcoHay y opMyBaHHi, po3noaiii
(biHAHCOBUX pe3yJIbTaTiB; JOCATHEHHS ONTUMAJIBHUX MPONOPLI MK TPUOYTKOBICTIO 1 TPAaHNYHUM
piBHeM pusuky. Knacudixauisi ¢axropiB i pe3epBiB, SKi BHKOPHCTOBYIOTHCS IS ITiBHILCHHS
e(heKTUBHOCTI CUCTEMH yIPaBIIiHHS (HPiIHAHCOBUMH pe3yJIbTaTaM1 OpraHizalii, 103BOJIsiE pO3pOOUTH
KOMIUIEKCHI 3aX0/IM I10JI0 BAOCKOHAJICHHS CUCTEMH YIIPABJIIHHS, JOCATTH HaHOLIbII eEeKTUBHIX
pe3yabTariB isUIbHOCTI OpraHi3alii Ta Hala€ MOKJIMBICTD TIEPEHTH HAa HACTYITHUH eTal KUTTEBOTO
ukity. HasiBHICT pi3HHX Mozenel QpyHKIIOHYBaHHS PUHKY OOYMOBIIIOETHCS, HIEPI 3a BCE, THM,
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KOMY HaJISKUTh JOMIHYIOYa pOJb B iIHBECTYBaHHI PEaJbHOTO CEKTOpa CKOHOMIKH — OaHKIBCBHKIH
CHCTeMI IUIIXOM KpeAWTyBaHHS a00 pUHKY KariTaly 4yepe3 eMicilo Ta oO0Ir HiHHMX Iamepis.
Xonna 3 Mozenelt He MOXKe PO3MIIAIATHCS K TEOPETUYHO HAaWKpamia abo ONTUMAaJIbHA, OCKIJIBKH
MOJIEJb HaIsI Ly Oy/b-sIKOT KpaiHM TIOBMHHA BIINOBIAATH (DiHAHCOBIHM CTPYKTYpi 1i€l Kpainu, OyTH
eexTHBHOIO 1 JieBor0. ChopMOBaHi J0 TEHEPINIHLOTO Yacy OCHOBHI Mojelli (piHAHCOBUX PUHKIB
— rinore3a e(eKTHBHOrO (IHAHCOBOTO PHHKY 1 IiAXiJl MOBEIIHKOBHX (piHAHCIB OymyrOThCS Ha
OCHOBI aHaII3y 1 3iCTaBJICHHS METOIB Ta IHCTPYMEHTIB (piHAHCYBaHHS, MPOTE MPUHIUIIOBO HOBA
KOHIICHIIisT pedieKcii MOCTYNOBO 3aBOHOBY€E TO3HIIIi 1 € MOBHOI[IHHOK aJbTCPHATHBOIO 1HIIUM
MozeisiM. [IporoHoBaHMid KOHIETIIIEIO PeIICKCHBHOCTI MiIX1J JUISi BUPILICHHS I1i€i mpooiemu
HaCTYITHHUI: IHBECTOP NMPHUIMAE PIllICHHS B YMOBaX €KCIIEPUMEHTY, CIUPAIOYNCh He Ha COpMOBaHi
HUM O4iKyBaHHSX HMOBIpHOCTEW peaiizamii Tiel 4K iHIIOI TpaekTopii piBHOBaru, a Ha IOHATTI
BHOOpPY; KOKEH IHBECTOp YCBIJIOMIIIOE€ PIBHONPABHICTH peaiizalii B X0l €KCHEPUMEHTY Til 4H
IHIIIH TpaeKTOPil; KOXKEH IHBECTOp POOUTH Cy0’ €KTHUBHY IIepeBary Ha KOPUCTb OJTHI€T 3 TPAEKTOPIH;
JUIsl KOOKHOTO 1IHBECTOpa KPUTEPiEM EKOHOMIYHOT ONTHMAaIbHOCTI MOBEIHKY HA PUHKY € BUOIp Ha
KOPHCTb TPAEKTOPII, 110 00paHa Iie IHIIMMH IHBECTOPaMH.

[IpakTHyHa 3HAYMMICTH PO3POOOK 3a TEMOIO JIOCII/KEHb 00YMOBIICHA THM, 1110 €()EKTHBHA
crcTeMa yIpaBiiHHs (piHAaHCOBHMH pe3ylbraTaMy — OIMH 3 KIIIOYOBHX (PAKTOPIB, SIKI BU3HAYAIOThH
TIEPCIIEKTUBH PO3BUTKY OpraHizanii, I IHBECTULIHHY MPUBAOIUBICTh, KPEAUTOCIIPOMOXKHICTH Ta
PHHKOBY BapTicTh. [laHo 0OIpyHTYBaHHS 3acTOCyBaHHS PeIEKTHBHOCTI Ha MPAKTHILII TP BUOOP1
IHBECTOPOM KPHUTEPit0 €KOHOMIYHOT ONTHMAIbHOCTI TTOBEIIHKH.
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PAYIOHANbHI  OYIKYBAHHS, CUCMEMA YAPAGIIHHA (DIHAHCOBUMU pe3yibmamamu, npudymox,
ehexmueHicmo, N08eOIHKOBI (PIHAHCU, PepIeKMUSHICIb, ONMUMATbHICMb
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TRENDS AND PROSPECTS OF ECONOMIC COOPERATION
BETWEEN THE REPUBLIC OF KAZAKHSTAN AND UKRAINE

Abstract. Development of international cooperation in the context of globalization as an
important component of the foreign economic activity has been considered. One of perspective
areas of the foreign economic activity for Ukraine is the development of economic cooperation with
the Republic of Kazakhstan.

The results of analytical assessment of the economic cooperation effectiveness are being in
need for the development of the effective foreign economic strategy. Methodological approach in
order to conduct the research and to quantify the development of economic cooperation with the
Republic of Kazakhstan has been developed.

Formation of the information databases with the main indicators for the analysis of
economic cooperation between countries has been foreseen. Analysis of the dynamics of foreign
trade with the quantitative assessment on the base of the generated databases has been performed.
Analysis of the structure of the foreign trade and investment activities has been presented.
Developed methodological approach allows to form the analytical basis for the Ukraine’s foreign
economic strategy.

Indicators of the foreign trade in goods and services, information about results of the
intellectual activity for the analysis of economic cooperation have been used. Particular attention is
being paid to the study of investments as a form of the international capital flows.

Trending algorithms for commodity markets with the identification of possible export
reserves have been developed. Analytical bases of the effective foreign economic strategy
of Ukraine and development of economic cooperation with the Republic of Kazakhstan have
been formed.

Keywords: foreign economic activity, analytical assessment, trends

Introduction. Globalization of the world economy is characterized by
systematic integration of the world and regional markets, as well as all spheres
of human activity. Economic growth is accelerated as a result of the globalization
processes. Development of international cooperation in the context of globalization
is becoming an integral part of the economic activity of each participant in the
market relations.

Forms and conditions of such participation are regulated by the Law of
Ukraine «About Foreign Economic Activity» (on Foreign Economic Activity,
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1991) and by the number of the documents which are aimed at the regulating of
the foreign economic activity. This Law defines the main legal and organizational
principles of implementation of the foreign economic activity in Ukraine and aims
at improving of the legal regulation of the all types of the foreign economic activity
in Ukraine within the framework of international agreements.

Main forms of the foreign economic activity are distinguished by the
information about the results of intellectual activity, foreign trade in goods and
services. Particular attention should be paid to the study of investments as a form
of the international capital flows.

At the same time, it should be born in mind that the main directions of the
effective international cooperation consist of the mutual economic, scientific and
technical interest in solving common issues. The foreign economic strategy should
be developed by a complex issue consisting of many questions of the foreign
trade policy. The solving of these issues should be based on the results of the
analysis of effectiveness of the export-import operations and identifying trends
in commodity markets with estimation of export reserves. One of the perspective
areas of international activity is the development of economic cooperation between
Ukraine and the Republic of Kazakhstan.

Analysis of recent research and publications. Modern scientists pay
special attention to the prospects of international cooperation in the context
of globalization and transition to the digital economy. In particular, K. Vitman,
D. Kolodin, Yu. Tsurkan-Saifulina, (2019, pp. 697-717) have claimed that
globalization processes increasingly enter people’s lives and define continuous
development of society as a fundamental principle of modern progress.
L. Klymenko, Yu. Zborovska (2015) have defined the directions and contradictions
of the contemporary processes of globalization. Z. Baimukasheva, N. Tovma,
Y. Tyurina, A. Ussabayev, (2020, pp. 1575-1586) have emphasized that transition
to the digital economy determines the readiness of the national economy complex
for the emergence of new industries and forms of economic cooperation.

Scientists consider the processes of economic transformation and research
the potential of economic systems. In particular, G. Aubakirova, (2020, pp. 113—-119)
is describing the transformation processes in the economy of Kazakhstan and
identifies the key factors impeding the growth of competitiveness of the economy
in the medium term. M. Parshina (2015, pp. 299-306) claims that the intromission
of Ukraine in the system of the world globalization requires the solution of complex
questions on strategic management of the region potential use on scientific basis.

I. Biletska, O. Iatsenko, W. Meyers, O. Yatsenko, (2017, pp. 18-23) have
considered the main analytical stages of economic effects of the free trade area
between countries and have studied the features of the bilateral trade and economic
cooperation in terms of global transformations. E. Aktureeva, U. Dzhakisheva,
R. Janshanlo, G. Nurgaliyeva, Z. Oralbaeva, (2020, pp. 81-92) claim that human capital
is becoming the most important factor in economic growth of the modern economy.

The issue of international cooperation is being considered in numerous
publications of the modern scientists. A. Kubaienko, (2018, pp. 91-114) has made
the focus on the fact that the full-fledged involvement of Ukraine into the European
association stipulates the creation and adherence to the terms of reinforcing of
the economic and commercial relations, which should be promoted to the gradual
integration of the national economy into the European market. R. Jumanova, (2019,
pp. 175-190) has analyzed the foreign economic activity and foreign investment
processes in the Republic of Kazakhstan. I. BeneSova, A. Laputkové, L. Smutka,
(2019, pp. 29-43) have discussed the specifics of mutual trade between the selected
countries in the post-Soviet region, its structure, nature and development processes.
E. Kpomblekou, K. Wonyra, (2020) have analyzed the spatial diffusion of the
international trade. A. Kubaienko, (2018, pp. 91-114) has applied the integral
approach and determined the actually assess of achieved progress in making shifts

44 ISSN 2786-491X (Print)



PHILOSOPHY, ECONOMICS AND LAW REVIEW. Volume 1, 2021

in the trading field and matters, which are related to the economic collaboration.
L. Klymenko, Yu. Zborovska (2015) have analyzed the international experience of
the state which is regulating the international trade transactions.

Scientists use different methods during conducting research. In particular,
I. BeneSova, A. Laputkova, L. Smutka, (2019, pp. 29-43) have used the cluster
analysis of individual commodity aggregates to analyse foreign trade. R. Janshanlo,
G. Nurgaliyeva, Z. Oralbaeva, U. Dzhakisheva, E. Aktureeva, (2020, pp. 81-92)
have used various methods including analysis and synthesis, measurement and
comparison. J. Kang, D. Ramizo, (2020, pp. 334-352) have suggested econometric
models and estimated the trade impact of these measures on export of different
country groups from North America, European Union and developing Asia.

M. Anokhina, R. Abdrakhmanov, M. Arrieta-Lopez, N. Dzhalilova,
Y. Gridneva, A. Meza-Godoy, (2020, pp. 1921-1936) have built the fuzzy
cognitive map of the formation of the competitive potential of agricultural
territories of the Republic of Kazakhstan. Z. Baimukasheva, N. Tovma, Y. Tyurina,
A. Ussabayeyv, (2020, pp. 1575-1586) have provided mathematical justification of
the integration model for digital complexes within various economy sectors of the
individual regions. O. Grytten, V. Koilo, (2019, pp. 167-181) have used the structural
analysis for the forming of cycles in time series. A. RaiSiené, A. Vojtovicova,
N. Karasova, V. Nitsenko, O. Yatsenko, (2019, pp. 193-207) have determined the
main factors which influence the strategic development of the partner economic
relations between countries by using SWOT-analysis. Methodical approach on
the basis of the fuzzy modeling methodology for the enterprises competitiveness
providing has been developed and the indices system of the quantitative estimation
has been formed (O. Parshyna, Yu. Parshyn, 2018, pp. 83-92).

O. Yatsenko, O. latsenko, W. Meyers, I. Biletska, (2017, pp. 18-23) have
assessed the impact of economic crisis manifestations in Ukraine and Canada on the
trade turnover by using the gravity modeling method. Conclusion about the greatest
impact on bilateral trade by Canada’s GDP has been drawn. It has been shown that
the change in price of logistical costs produces small effect on the turnover.

Scientists use different indicators during conducting research. In particular,
I. BeneSova, A. Laputkov4, L. Smutka, (2019, pp. 29-43) use the following
indicators: RCA, coverage of import by export and the Lafay index in the cluster
analysis. Kubaienko (2018, pp. 91-114.) offers the European Integration Progress
Index as a relative and integral value which is measured in terms of the aggregation
of indices. These indices show the efficiency of the main goals achieving of the
economic integration with the EU at the regional level. R. Jumanova, (2019,
pp.. 175-190) examines the foreign trade turnover of the Republic of Kazakhstan,
its main trading partners, the structure of goods and services of export and import.
O. Yatsenko, O. latsenko, W. Meyers, 1. Biletska, (2017, pp. 18-23) suggest the
quantitative indicators of foreign trade between the countries.

O. Grytten, V. Koilo, (2019, pp. 167-181) use the cycles of three parameters
representing the real economy, i.e. gross domestic product, manufacturing output
and unemployment and four parameters representing the financial markets, i.e.
money supply, credit volumes, inflation and government debt. Scientists have
compiled twelve different indices of the institutional development. These indices
are standardized and presented in the institutional development matrix. Researchers
have shown that the general institutional framework for the eleven economies was
weak previous to and after the meltdown of the economies.

As a result of the research, scientists identify the dependencies in economic
processes, analyze the trade structure and formulate proposals for the increase
of effectiveness of international cooperation. In particular, it has been shown the
considerable dependence on raw materials which are presented as a significant
part of the overall foreign trade, claimed I. BeneSova, L. Smutka, A. Laputkova,
(2019, pp. 29-43). Scientists have established that the degree of similarity between
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Russia, Kazakhstan and Kyrgyzstan is low. It is evident that the Eurasian Economic
Council countries are focusing on the different commodities in order to use the
different trade structure.

The relationships between the political decisions and economic cooperation
of Kazakhstan and its main strategic partners have been explored by A. Konopelko,
(2018). Jumanova (2019, pp. 175-190) has revealed the modern trends of
Kazakhstan’s foreign trade and the priority directions of the development of
Kazakhstan’s economy in order to create the favorable conditions for business.

E. Kpomblekou, K. Wonyra, (2020) claim that the promotion of economic
cooperation and policy of free movement of goods and services in the union should
be very favorable to the trade and development of the countries. M. Anokhina,
R. Abdrakhmanov, M. Arrieta-Lopez, N. Dzhalilova, Y. Gridneva, A. Meza-Godoy,
(2020, pp. 1921-1936) propose to use cognitive modeling technologies in order
to develop strategy of the competitiveness managing of Kazakhstan’s agricultural
territories. The implementation of strategy allowed to achieve the sustainable
dynamics of agricultural production and increased the efficiency of the agricultural
economy. Z. Baimukasheva, N. Tovma, Y. Tyurina, A. Ussabayev (2020, pp. 1575—
1586) suggest the regional development programs in order to facilitate the increase
of position of Kazakhstan in the ratings of the world development. M. Parshina,
(2015, pp. 299-306) offers the conceptual approach to strategic management
system of the region potential use.

G. Aubakirova, (2020, pp. 113-119) has concluded that the structural
transformation of the country’s poorly diversified economy should be based on
the accelerated development of the manufacturing industry, increase in exports
and attraction of the foreign direct investment in economic sectors. N. Karasova,
V. Nitsenko, A. RaiSiené, A. Vojtovicova, O. Yatsenko, (2019, pp. 193-207) have
determined the direct dependence between trade turnover and gross domestic
product of the countries on the basis of the modeled data using the empiric
gravitation model tools. Scientists have defined prospective directions of the trade-
economic relations.

Kubaienko (2018, pp. 91-114) has proposed the monitoring and estimation
of the economic reform progress in the regions of Ukraine in terms of the
European Integration processes which are aimed to establish strong and weak
sides, substantiate priorities and measures of their achievement. O. Grytten,
V. Koilo, (2019, pp. 167—181) have shed light on the financial crisis of 2008-2010
in eleven emerging Eastern European economies (EE11): Armenia, Azerbaijan,
Belarus, Bulgaria, Georgia, Kazakhstan, the Kyrgyz Republic, Moldova, Romania,
Tajikistan and Ukraine.

L. Klymenko, Yu. Zborovska, (2015) have determined general provisions
for the improvement of the state regulation mechanisms of export-import activities
in Ukraine. N. Karasova, V. Nitsenko, A. RaiSien¢, A. Vojtovicova, O. Yatsenko,
(2019, pp. 193-207) have focused on the studying of current specificities of
the countries’ bilateral trade, opportunities and threats relating to the trade and
developmental perspectives of trade-economic cooperation.

Wide range of theoretical and methodological aspects of the analysis of the
foreign economic relations, foreign trade, monetary and financial policies of the
Republic of Kazakhstan is being considering in the scientific works of Kazakhstan
economists. Ukrainian scientists present the studies results of various aspects of
the international activities. However, the identification of existing trends in trade
and economic cooperation between individual states requires further research, in
particular, between the Republic of Kazakhstan and Ukraine.

The purpose of our article is to identify the development trends of economic
cooperation between the Republic of Kazakhstan and Ukraine as an analytical
basis for the formation of the effective foreign economic strategy.

Formulation of the main material. The Republic of Kazakhstan and
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Ukraine are economic partners. Diplomatic relations between Ukraine and the
Republic of Kazakhstan were established July 23, 1992. It should be noted that
almost until 1991 they were disordered and regulated by the inertial system of
intra-union communications.

The first joint interstate Ukrainian-Kazakh Commission for economic cooperation
was established in September 1995. The Commission is the permanent agency with
certain powers and functions which are taken to ensure the fulfillment of joint obligations.

Association Agreement between Ukraine and the EU had been functioning
partially in some areas. Cooperation between countries in the field of economic
cooperation began from November 2014. Association Agreement in the free trade
zone has been operating since January 2016. The other parts of Agreement began to
operate in September 2016. These parts of Agreement provide the strengthening of
the EU-Ukraine interaction in foreign policy, security and other areas (The Council
of the European Union approved the Association Agreement with Ukraine. Https://
WWW.5-tv.ru).

N. Tovma, A. Ussabayev, Z. Baimukasheva, Y. Tyurina, (2020, pp. 1575—
1586) have said that the Republic of Kazakhstan is a country with the widely
differentiated regional development. A. Konopelko, (2018) examines the current
geopolitical situation in Ukraine and Central Asia and believes that the new
«EU-Kazakhstan Enhanced Partnership and Cooperation Agreement» will develop
more areas, taking into account security and stabilization issues.

Nowadays, the new completely different stage of cooperation and diplomatic
relations between the Republic of Kazakhstan and Ukraine begins (Ukraine and
Kazakhstan: 25 years of friendship and cooperation. Https://astanatimes.com/).
Major irreversible changes are occurring in the post-Soviet space and in the
Commonwealth of Independent States (CIS) free trade zone which are including
the Republic of Kazakhstan and Ukraine. These factors predetermine the need for
the form adjustment of cooperation between countries.

Methodological approach for the analysis of the economic cooperation
development between the Republic of Kazakhstan and Ukraine has been developed
(Fig 1). Research by using estimates of the international organizations has been
conducted. Formation of information databases with the main indicators for the
analysis of economic cooperation between countries has been foreseen.

( Formation of information base with key indication )
y y
Analysis of scientific approaches Assessments of international organizations

Analysis of the dynamics of Ukraine foregin trade
> 1996-2019 <

| inservices I% r|’ in goods |

Dynamics of the coverage ratio of the foreign trade
turnover between the Republic of Kazakhstan and Ukraine

| inservices |<J I—)l in goods |

( Analysis of the structure )

| Investment Analysis |

Analytical basis for the effective foreign economic
strategy of Ukraine

Figure 1 — Methodological approach for the analysis of economic cooperation
development between the Republic of Kazakhstan and Ukraine
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Dynamics analysis of foreign trade with the quantitative assessment on the
base of generated databases has been performed. Dynamics of foreign trade in
services and dynamics of foreign trade in goods have been analyzed. Analysis
of the structure of the foreign trade and investment activities has been presented.
Developed methodological approach allows to form the analytical basis of the
Ukraine’s foreign economic strategy.

Research by using the Global Competitiveness Report 2019 (World Economic
Forum: The Global Competitiveness Report 2019. Https://gtmarket.ru/), World
Happiness Report 2019 (Sustainable Development Solutions Network: World
Happiness Report 2019. Https://gtmarket.ru/) and Foreign Direct Investment Report
2019 (The World Bank: Foreign Direct Investment 2019. Https://gtmarket.ru/) in
accordance with the developed methodological approach has been done. According
to the conclusions of the World Economic Forum (World Economic Forum: The
Global Competitiveness Report 2019. Https://gtmarket.ru/), the countries with the
most competitive economies are able to pursue the comprehensive policy, taking
into account the whole range of factors and economic relationships. Countries
which have ranked leadership positions in 2019 are Singapore (1* position with an
index value of 84.8), United States of America (2™ position with an index value
of 83.7) and Hong Kong (3™ position with an index value of 83.1). Ukraine has
ranked 85" position with an index value of 85.0 out of 141 countries. The Republic
of Kazakhstan has ranked on 55" position with an index values of 62.9. In 2018,
Ukraine has ranked on the 83 position and Kazakhstan — on 59 position (Global
Competitiveness Report 2018. Https://www.weforum.org/). Thus, the decrease in
the level of the Ukraine competitiveness has been observed.

Kubaienko (2018, pp. 91-114) has claimed that the presence of significant
regional disproportions in the social and economic development in Ukraine requires
differentiated approaches to the development of regional policy which should be
directed on the creating of the free trade area and reinforcing of the economic and
sector collaboration of Ukraine and the EU.

Asitisknown (Sustainable Development Solutions Network: World Happiness
Report 2019. Https://gtmarket.ru/), World Happiness Report is an international
research project which measures the population’s happiness in countries around
the world. According to World Happiness Report 2019 (Sustainable Development
Solutions Network: World Happiness Report 2019. Https://gtmarket.ru/), Ukraine
has ranked 133" position with an index value of 4.332 out of 156 countries.
Kazakhstan has ranked 60" position with an index value of 5.809. Countries which
have ranked leadership positions in 2019 are Finland (1* position with an index
value of 7.769), Denmark (2™ position with an index value of 7.6) and Norway (3™
position with an index value of 7.554).

R. Janshanlo, G. Nurgaliyeva, Z. Oralbaeva, U. Dzhakisheva, E. Aktureeva,
(2020, pp. 81-92) have analyzed values of the human development index clearly and
showed that for the economic development of states, attention should be paid properly
to indicators of the education level and the decent standard of living for every citizen.
Scientists have claimed that the main areas of the human capital formation should be
directed to the education and health by enhancement of the investment.

The main incentive for the intensive development of the international
investment process are increase of the businesses competitiveness at the
international level by expanding their activities in new markets, by streamlining of
the production, reducing costs, diversifying risks, access to resources and strategic
assets of the countries.

Ukraine has ranked the 62" position with 2,476,000,000 million according
to the World Bank by indicators of the Foreign Direct Investment 2019 (out of 201
countries) (The World Bank: Foreign Direct Investment 2019. Https://gtmarket.ru),
at the same time Kazakhstan has ranked the 134" position with 208,064,585 million.
Leading countries by indicators of the Foreign Direct Investment 2019 are United
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States of America (1* position with 258,390,000,000 million), China (2" position
with 203,492,014,029 million) and Germany (3™ position with 105,277,588,652
million).

R. Jumanova, (2019, pp.175-190) has identified the main trends of the
foreign investment in Kazakhstan on the results of analysis and assessment of
Kazakhstan’s activities in international trade.

Dynamics analysis of the foreign trade in services of Ukraine based on
statistical information (Economic statistics. International economic activity and
balance of payments. Https://ukrstat.org) during the period 1996-2018 shows the
presence of growth dynamics by export and import (Fig. 2). Results of analysis
confirm the sustainable development of the international cooperation. The excess of
exports over imports throughout the research period has been identified. However,
decrease of these indicators in 2008 has been observed which is explained by the
global crisis. Thus, 14.3% decrease in exports and 16.4% decrease in imports during
the period 2014-2016 has been revealed. The situation of foreign trade in services
of Ukraine is characterized by positive changes in recent years. In particular, export
increased 17.9% and imports —18.4% in 2018 relative to 2016.

Steady growth dynamics of the foreign trade in goods of Ukraine during
19962008 by statistical information (Economic statistics. International economic
activity and balance of payments. Https://ukrstat.org) has been identified
(Fig. 3). Positive growth dynamics until 2012 have been observed which is
accompanied by 73.4% export increase, as well as 86.5% import increase. Negative
processes during 2012-2015 have been revealed. It has been calculated 35.8%
export reduce and 41.1% import reduce during the global crisis in 2008-2009. In
particular, we have 44.5% export indicators reduce and 55.7% import indicators
reduce in 2015. Positive changes in recent years have been identified which are
characterized by 13.5% export increase and 32.2% import increase.
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* Information in 2010-2013 excluding the temporarily occupied territories of
the Autonomous Republic of Crimeaand the city of Sevastopol, in2014-2016—
excluding the temporarily occupied territories of the Autonomous Republic of
Crimea, the city of Sevastopol and part of the anti-terrorist operation zone, in
2017-2018 — exclude the temporarily occupied territory of the Autonomous
Republic of Crimea, the city of Sevastopol and a part of temporarily occupied
territories in the Donetsk and Luhansk regions.

However, at the same time, the decrease in the efficiency of economic
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cooperation between the Republic of Kazakhstan and Ukraine by the coverage ratio
of the foreign trade turnover has been indentified (Fig. 4). It should be noted that the
coverage ratio by using statistical data (Official site of the State Statistics Committee
of Ukraine. Http://www.ukrstat.gov.ua/) has been calculated and the relationships
between export and import of goods and services have been shown.

Decrease in foreign trade between the Republic of Kazakhstan and Ukraine
has been revealed. Identified negative trends can be explained by economic reasons.
Firstly, Russian and Belarusian goods have become the main competitors in the
Kazakh market as a result of international cooperation within the framework of the
Eurasian Economic Union (EAEU). Secondly, Kazakhstan strategy, which is aimed
at the reviving of engineering and metallurgy, has led to the increase in volume of
domestic production of many types of goods. Thus, competitiveness of Ukrainian
products has been reduced. And the third reason is that many enterprises in eastern
Ukraine can’t work effectively and produce products in the same volumes due to
the partial shutdown for the number of political and economic reasons.
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Figure 3 — Dynamics of foreign trade in goods, mln. USD
* Excluding the temporarily occupied territories of the Autonomous Republic
of Crimea, the city of Sevastopol and part of temporarily occupied territories
in the Donetsk and Luhansk regions

Analysis of foreign trade in goods and services of Ukraine with the Republic
of Kazakhstan have been based on statistical data (Economic statistics/International
economic activity and balance of payments. Https://ukrstat.org/, Official site of
the State Statistics Committee of Ukraine. Http://www.ukrstat.gov.ua/). Decrease
in 5.4 times in export of goods, in 1.4 times in import of goods and exports of
services in 2.2 times in 2018 relative to 2013 have been identified. Negative trends
in decrease in export and import of the foreign trade in goods and services during
the research period have been revealed.
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Figure 4 — Dynamics of the coverage ratio of the foreign trade turnover
between the Republic of Kazakhstan and Ukraine

Negative trend in decrease in import of the foreign trade in services during
2013-2017 has been identified. However, increase in import of services in 1.2
times has been observed (table. 1).

Table 1
Foreign trade in goods and services of Ukraine
| 2013 | 2014 [ 2015 | 2016 | 2017 2018
Foreign Trade in Goods, mln. USD
Exports 2084,1 1069,4 712,7 400,1 372,1 376.,5
Imports 663,798 380,59 377,6 4343 318,0 460,0
Foreign trade in services, mln. USD
Exports 139,7 98,1 65,7 81,7 74,2 59,1
Imports 29,8 19,0 14,0 11,9 18,3 33,4

The main items of the import and export structure in 2018 in services have

been analyzed. Analysis of the types of import of services in 2018 allows to claim
that 46.57% of all services are transport services, 29.43% — business services and

15.05% — travel services (Fig. 5). Analysis of the types of export of services in 2018
shows that 47.28% of all services are transport services, 30.24% — business services
and 11.56% — telecommunication services, computer and information services.

The excess of export over import in the structure in 2018 in the sectors of
economy has beenrevealed. Thus, sectors of telecommunications services, computer
and information services (8.23% export excess); royalties and other services related

to the use of intellectual property (3.33% export excess); construction services
(1.64% export excess) has been identified.
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1 - Services for repair and technical servicing, which are not presented to the other categories;
2 - Transport services; 3 - Travel services; 4 - Building services; 5 - Insurance services;
6 - Services related to financial activities; 7 - Royalties and international services due
to intellectual property; 8 - Services in the field of telecommunications, computer and
information services; 9 - Business services; 10 - Services to private persons, cultural and
recreation services; 11 - State services.

Figure 5 — The main items of the import and export structure 2018 in services

The excess of import over export in the sectors of economy has been
established, in particular, sectors of travel services (11.45% import excess), state
and government services (2.55% import excess), services related to financial
activities (0.42% import excess). It is necessary to note the slight decrease in
the investment activity between Ukraine and the Republic of Kazakhstan due to
instability in economic relations. Analysis of dynamics of the direct investment
in the Ukrainian economy and direct investment from Ukraine to Kazakhstan
(Fig. 6) allows to explain the main processes of economic cooperation. In particular,
stability in investment processes during 2011-2014 has been observed, while the
direct investments in the Ukrainian economy exceed the direct investments from
Ukraine to the Republic of Kazakhstan. At the same time, negative trends in 2019
relative to 2014 have been identified. Direct investments inflow in 2019 into the
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Ukrainian economy with 79% decrease and direct investment from Ukraine to the
Republic of Kazakhstan — with 97% decrease.
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Figure 6 — Dynamics of investments between the Republic of Kazakhstan and Ukraine

Experts in the field of the foreign economic relations between Ukraine
and the Republic of Kazakhstan pay attention to the development of the
main promising areas (Embassy of Ukraine in the Republic of Kazakhstan.
Http://kazakhstan. mfa.gov.ua/):

—development of the Kazakhstan deposits of oil, gas, metals and uranium;

—creation of new business ventures in the fuel and energy complex;

—participation of Ukrainian companies in the implementation of the
strategic development plan of the Republic of Kazakhstan;

—participation in the State program for the accelerated industrial and
innovative development of the Republic of Kazakhstan;

—participation in the scientific projects in the aircraft building, engineering
and space sectors, in particular, in the serial production of Antonov brand aircraft
in the Republic of Kazakhstan and other industry projects;

—participation of Ukrainian enterprises in «Novokramatorsky Machine-
Building Plant» for the implementation of projects in the field of heavy engineering
and the equipment supply for metallurgical plants;

—cooperation between the Republic of Kazakhstan and Ukraine in the
nuclear energy industry.

Currently, the Republic of Kazakhstan is implementing political reforms,
modernizing the economy and renewing its self-identity. Ukraine is strong in
the field of IT, development and implementation of the advanced agricultural
technologies. (Ukraine and Kazakhstan: 25 years of friendship and cooperation.
Https://astanatimes.com/). Consequently, these countries are able to find many
points of contact and development of international cooperation.

Conclusions. Important component of the foreign economic activity in
conditions of globalization is development of international cooperation. Significant
changes in the post-Soviet space and the Commonwealth of Independent States
free trade zone have been occurred. Perspective areas of the foreign economic
activity of Ukraine are the development of economic cooperation with the
Republic of Kazakhstan.

For the formation of the effective foreign economic strategy of Ukraine
should be developed analytical base. Methodological approach for research and
quantification of the development of economic cooperation between the Republic of
Kazakhstan and Ukraine has been developed. Information databases with economic
indicators have been formed. Analysis of structure of economic cooperation, foreign
trade and investment activities has been conducted. Promising directions for the
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increasing of export have been proposed which should be related with development
of the machine-building equipment, products of metallurgical and machine-building
industries, agro-industrial complex and chemical industry products.
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Ounena IMapmuna, FOpiii Iapmun

TEHJAEHIII TA NEPCIIEKTUBH EKOHOMIYHOI'O CITIBPOBITHHUIIBA
MIXK PECITYBJIKOIO KA3AXCTAH TA YKPATHOIO

AHortanisi. Po3BHTOK MIDKHApPOIHOTO CIIBPOOITHHIITBA B YMOBAaX CBITOBOi moOami3amii
PO3IIIANAETHCS K BOKINBA CKIIaJ0Ba 30BHIITHHOCKOHOMIYHOT MisUTRHOCTI. OTHIM 3 TIEPCIIEKTHBHUX
HAMpsIMKIB ~ 30BHINIHFOCKOHOMIYHOI ~JMISUIBHOCTI Ui YKpalHM € PO3BHUTOK EKOHOMIYHOTO
criBpoOiTHHLTBa 3 Pecryonikoro Kazaxcran. B sikocti 0cHOBHUX (DOpPM 30BHILIHBOSKOHOMIYHOT
JUSUTBHOCTI MOYKHA BHIUTUTU 30BHIIIIHIO TOPTIBJIFO TOBApaMH 1 MOCIyramMu, iH(GOpMAIIi€r0, a TaKoK
pe3yJbTaTaMH iHTEJEeKTyal bHOi JisuibHOCTI. OcoOnmBY yBary CiiJy NpUIUIITH JOCHIKEHHIO
iHBecTHIi K (HhOpMHU MDKHAPOIHOTO PyXy KariTainy. BomHowac cimijg maté Ha yBasi, IO OCHOBHI
HAINpsiMA €(PEKTUBHOTO MIXKHAPOHOTO CIIBPOOITHUIITBA CKIIAAIOTHCS 13 B3AEMHOTO €KOHOMIYHOTO,
HAayKOBO-TEXHIYHOTO IHTEPECY Yy BHUPIIICHHI CIUIFHUX TMHTaHb. 30BHINTHHOCKOHOMIUHA CTPATETist
MOBMHHA PO3POOJIATHCS HA MIAIPYHTI BUKOPUCTAHHS KOMILIEKCHOTO HAyKOBOIO IiAXOAY, IO
CKJIJIA€ThCS 3 0ararboX MUTaHb 30BHINTHEOTOPTOBEIBLHOT ITOJIITUKH. BHUpillIeHHs IUX MTUTaHb TOBUHHO
OazyBarHcsl Ha pe3yJbTaTax aHali3y €(EeKTHBHOCTI EKCIIOPTHO-IMITIOPTHHX OIepalliii Ta BUSBICHHI
TEH/ICHLIIH HAa TOBAPHUX PHHKaX 3 OL[IHKOIO eKCIIOPTHUX pe3epBiB. B cTarTi npeacTasieHo pe3ynsraTu
JIOCTI/DKEHb CY9aCHHUX BUCHHX, B AKAX OCOOJHBY yBary MpUALICHO MEPCIIEKTHBAM MiKHApPOIHOTO
CTiBpOOITHUIITBA B yMOBax mrobamizarii Ta mi/pKuTamizamii exoHoMiku. Hamano crucnmii amamiz
METO/IiB, KUTbKICHUX MTOKA3HHKIB, MOJIC/ICH Ta BCTAHOBJICHUX CKOHOMIYHHUX B3a€MO3B’SI3KIB, sIKi OYIIH
BUKOPHCTaHI B X0/l HAyKOBUX JIOCII/pKeHb. [IpoBeieHi JOoCiPKeHHs! JO3BOIMIIN KOHCTATyBaTH, 1110
Jutst opMyBaHHS ePEKTHBHOI 30BHIIIHLOCKOHOMIYHOI cTparerii HeoOXi/tHI pe3ynbTraTy aHaTIiTHIHOT
OIIIHKH ¢()eKTUBHOCTI EKOHOMIYHOTO CITIBPOOITHHIITBA. 3 METOFO MIPOBEACHHS HAYKOBUX JIOCIIKCHb
Ta B3IMCHEHHS KUTBKICHOI OIIIHKH PO3BHUTKY EKOHOMIYHOTO CHiBpoOiTHHITBA 3 PecmyOmikoro
Kazaxcran po3pobneno MeromumuHmii miaxix. Jmg aHamisy EKOHOMIYHOTO CHiBpOOITHHIITBA
BUKOPHUCTAHO TOKa3HMKH 30BHINIHBOI TOPTiBJi TOBapaMmu i Mociyramu, iH(OpMali€lo, a TaKoxX
pe3yNbTaTh IHTEIeKTYa bHOI AisuibHOCTI. OCOONMBY yBary IpHIIJICHO AOCIIDKSHHIO IHBECTHULIIHN SIK
(hopmMH MIKHApPOJHOTO PyXy Kamitairy. Po3po0ieHo anroputMu BUSBICHHS TEHCHIIIH KOH IOHKTYPH
TOBAapHHUX PUHKIB 3 BU3HAYCHHSIM MOXIIHBUX PE3EPBIB EKCIIOPTY, IO CTAHOBUTH AHAITHYHY OCHOBY
(hopmyBaHHS ePEeKTHBHOI 30BHIITHHOCKOHOMIYHOI cTpaTerii YKpaiHHW, CIpsSMOBaHOI Ha PO3BUTOK
EKOHOMIYHOTO criBpobiTHHIITBA 3 PecmyoOmikoto Kazaxcran.
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BASIC COMPONENTS OF THE INVESTMENT CLIMATE FORMATION
OF THE UKRAINIAN ECONOMY IN MODERN CONDITIONS
OF GLOBALIZATION TRANSFORMATIONS

Abstract. The challenges facing the economies of the world in the 21-st century shape the
need to adapt to changing factors of influence, conditions of competitiveness, political and legal
environment in the implementation of international economic relations. On a global scale, changes
are constantly occurring, however, the speed of such economic changes necessitates the introduction
of innovative mechanisms, the search for strategic priorities and the creation of conditions for
the creation of a state investment climate, the priority attraction of free economic resources in
strategically important sectors of the economy, ensuring the effective economic model of the state
economy. The priority, in the context of globalization transformations, is the need to ensure that
the mechanism for managing the investment climate of the state’s economy through the formation
of attractiveness in strategically important, priority sectors of the national economy. However, the
management process is complicated by the lack of a clear understanding of its nature.

Despite the considerable amount of research, scientific papers and publications of domestic
and foreign scientists, the issues of implementing a systematic approach to managing the investment
climate through the priority sectors of the Ukrainian economy are topical and not fully addressed.
There is a need for further practical research in this area.

Keywords: globalization, economy, investment climate, estimation, sector, component,
management

Introduction. Acute respiratory disease COVID-19, caused by the
coronavirus SARS-Co-V-2, has created significant problems in different
economies. Rapid changes in environmental considerations, the need to abandon
strategic plans and forecasts, planned production and sales with the purpose of
health maintaince, create new conditions for determining competitiveness in the
global market of metallurgical products. The dynamic development of the leading
countries in the production of metallurgical products in the world are not in the
position to respond quickly to changes in working conditions and make informed
management decisions on strategic actions. In this situation, it is important to
solve the urgent problem of ensuring national competitiveness on a global scale,
reorienting to increase the metallurgical products sector in the international market,
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ensuring innovative production to meet the consumers needs globally.

The driving force of the potential development of metallurgical production
in Ukraine is the creation of preconditions for the state’s investment climate
formation, which will ensure the sustainable development of the national economy,
creating attractive conditions for image development.

Analysis of recent research and publications. Solving the issue of investment
climate formation in the economies of the world has been considered by many
scholars, in particular, Rahim M. Quaz (Official Website of Standard & Poors.
Http://www.standardandpoors.com/) considered ways to create a favorable
investment climate through the prism of foreign investment projects.

R. Barro (Official Website of Pricewaterhouse Coopers. http://www.pwc.
ru/) analyzed the potential growth of economic indicators of the countries across
the world, emphasizing the need to increase the number of implemented capital
investment projects by domestic investors, reducing the number of foreign
investments.

Some scholars see the need to improve macroeconomic indicators to stimulate
private investment, which will create favorable conditions for the formation and
development of investment attractiveness of strategically important sectors of the
economy (Ndikumana) (Official Website of Moody’s Investors Service. Https://www.
moodys.com/ ), empirical literature has identified public and private investment as
the strongest determinants of economic growth, which specify trends formation in
the strategic development of the state (Levine & Renelt) (Official Website of Journal,
Euromoney. Http://www.euromoney.com), especially investment in equipment (De
Long & Summers) (Computed results based on compiled data from Report Doing
Business. Http://russian.doingbusiness.org/).

In general, recent theoretical and empirical studies of literature sources have
highlighted the urgent need to ensure the formation of fundamental components of
the investment climate of the world economy.

Akhmet-Zaki & Mukhamediyev (2018) investigated the potential
determinants of foreign direct investment in the Eurasian Economic Union, which
revealed a significant positive relationship between investment capital inflows and
growth of gross domestic product, infrastructure and education, which determines
the operation of an effective mechanism of investment climate management in the
long run (Ya. Gromova, 2012, pp. 37-45).

Both private investment and government investments are the key determinants
of interstate disparities in long-term economic growth. This empirical relationship
between investment and growth has led observers to identify low investment as
one of the leading causes of slow growth in developing economies (Greene &
Villanueva; Collier & Gunning).

The analysis of these sources shows that a number of issues related to the
formation of a mechanism for managing the investment climate of the state by
improving the attractiveness of strategic sectors of the national economy remain
unresolved: in the scientific literature there is a wide variety of views on the specific
content of informational background of such research.

The purpose of our article is to find an effective mechanism for managing
the investment climate in the world economy through the prism of forming the
attractiveness of strategic sectors of the economy, priority guidelines of investment
projects implementation under current conditions of globalization development.

To achieve the goal of scientific research, the following tasks are being
solved:

—one of the priority sectors of strategic development of Ukrainian economy
is being determined;

—an effective mechanism of innovative climate management is being
developed on the basis of forming the attractiveness of a strategically important
sector of the national economy;
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—the managerial functions of the investment climate of Ukrainian economy
are being formed;

—the principles of investment climate management in the national economy
are being considered.

Formulation of the main material. The state has an important role to play
in investment activities. Analysis of the world practice of investment processes
makes it possible to distinguish two types of public investment policy: passive and
active. In the former case, the state uses methods that are mainly legal and economic
character, limiting direct administrative intervention in investment processes to a
minimum, and in the latter case, all methods are used, and the state often becomes
an investor itself. An effective tool for managing the investment climate is an
investment strategy. The question arose: what should be the investment strategy of
a country focused on the production of innovative products.

The economic development of the advanced countries of the world testifies to
the urgent need to maintain a leading position due to the effective interconnection
of research and production.

Thus, the main priority of the investment strategy of the state should be a
close combination of production technologies with a favorable technical and
technological position in the world market.

Acute respiratory disease COVID-19, caused by the coronavirus SARS-Co-V-2,
has significantly affected all sectors of the world’s economy. The metallurgical industry
has not become an exception. Thus, according to the World Steel Association in March
2020, world steel production decreased by 7.8%, due to a significant decrease in
production in Asian countries (-4.1%) and the European Union (-20.4%) (Scientific
and innovative activity in Ukraine. Statistical collection, 2015).

The dynamics of steel consumption in the world is shown in the Figure 1.

From the list of TOP-20 world leading steel producers, only Turkey (4.1%),
Iran (14%) and Vietnam (3.5%) showed stable growth. As at April 2020, Ukraine
ranks 12th place among the largest steel producers in the world. The increase of
rating positions for Ukraine became possible due to the cessation of production of
metallurgical products in Italy (Ya. Gromova, 2012, pp. 37-45).

Metallurgical products production in India decreased by 14.2%. India ranks
2nd in the ranking of world producers of metallurgical products and is forced
to significantly reduce its own production capacity because of the quarantine
(Scientific and innovative activity in Ukraine. Statistical collection, 2015).

Accordingly, one of the most important problems in the world economy in such
conditions is the problem of overcapacity, which creates the need to urgently seek the
possibility of loading abroad. This situation will increase competition, create pressure
on prices, which will lead to the opposite reaction — strengthening of protectionist
measures. However, China continued to operate even under quarantine conditions
without reducing production. The Association of Cast Iron and Steel Producers of
the People’s Republic of China is witnessing an increase in demand for metallurgical
products, a significant reduction in stocks of finished metallurgical products in the
country, and enterprises continue to gradually increase production capacity. The
results of the report of the World Steel Association in January 2020 show some
changes in the world’s metallurgical industry, namely: a share of Chinese production
in the global metallurgical sector increased from 50.9% to 53.3% (Scientific and
innovative activity in Ukraine. Statistical collection, 2016).

Particularly significant decline in steel production was reflected in the
economies of European countries (EU average: -4.5%): Germany (-6.5%), Italy
(-5.2%), France (-6.1%), Spain (-5.2%), Poland (-10.8%).

The sharp decline in global steel consumption and a significant increase in the cost
of purchasing permits for harmful emissions have prompted manufacturers to shut down
capacity in order to introduce an artificial equalization of market equilibrium and improve
price policies. At the same time, due to the protectionism aggravation and the domestic
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market weakness, export-oriented enterprises in Turkey (-19.6%) and Brazil (-18.3%)
suffered significant losses. Against the background of the world’s sharp decline in steel
consumption, in Ukraine in January 2020 there was a decrease in production by 1.2%.
However, in comparison with other countries of the world, it is necessary to constantly
look for opportunities to adapt to changing environmental factors.

For example, in early 2020, 22 rolling mills in Egypt stopped production
because local steelmakers did not sell square billets to the domestic market. Thus,
in 2019, the load capacity of steel production in Egypt amounted to only 55%. At
the same time, the purchase of billets from abroad requires additional overpayment
of the protective duty, which is 15% unprofitable for rolling mills (Scientific
and innovative activity in Ukraine. Statistical collection, 2016). Therefore, local
producers were forced to stop production in search of performance potential to
challenge customs duties on imports of semi-finished products. Since cloasing
plants will lead to an increase in market prices. It is known that rolling mills receive
a loss of § 60 per ton of fittings from abroad, and, therefore, the company will
be able to work with a profit only if the duty is replaced by a quota. It must be
noted that the Egyptian market is one of the largest for Ukrainian exporters of
procurement. In 2019, the sale of billets in this direction amounted to 760 thousand
tons (Scientific and innovative activity in Ukraine. Statistical collection, 2016).
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Figure 1 — Dynamics of steel consumption in the world, 2019, 2020, 2021 — projected values
Source: compiled by the author based on (O. Reznikova, 2014, pp. 54—63)

The European Steel Association (EUROFER) predicts that demand for steel
consumption in the world will improve in 2020-2021. Thus, demand is expected
to increase in 2020 by 0.6%, and in 2021 — by 1.4% (Scientific and innovative
activity in Ukraine. Statistical collection, 2016). However, square billet is not the
only element of production of Ukrainian metallurgical plants. Since February 2020,
negotiations have been underway between the leaders of two states: Ukraine and
the United States of America. Under US law, imports of any type of metallurgical
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product require a 25% duty. However, some countries in the world have exceptions,
namely: Brazil, Mexico and Canada. Such conditions create a competitive advantage
for these states. For Ukraine, the US market is important for the sale of pipes. For
example, United States Steel Corporation (US Steel) is the largest steelmaker in
the United States. In 2019, the corporation’s net income amounted to 12.9 billion
dollars. US (-9.2% in 2018), EBITDA — 711 million dollars. US dollars (-59.9%
in 2018), net loss — 642 million dollars. US dollars (compared to a net profit of 1.1
billion US dollars in 2018). The most problematic segment of US Steel is pipeline
(EBITDA has a negative profitability ratio) (Scientific and innovative activity in
Ukraine. Statistical collection, 2016).

US Steel has limited production in 2020 and is shutting down blast furnaces.
Thus, it was announced to close production in Detroit and stop investing in
European divisions of the corporation. In May 2020, the blast furnace will be shut
down at the plant in Gary.

From the conducted analytical review of the situation it is possible to draw
a conclusion that pipe products manufactured at Ukrainian enterprises may be in
great demand in the American market. In January-March 2020, the enterprises
of the mining and metallurgical complex of Ukraine reduced steel production by
3.4% to 5.32 million tons, namely (Scientific and innovative activity in Ukraine.
Statistical collection, 2016):

—agglomerate — by 0.4%, up to 7.86 million tons;

—pellets — by 6.7%, to 5.09 million tons;

—coke — by 6.5%, up to 2.44 million tons;

—tubular goods — by 25.4%, up to 211.7 thousand tons.

As of April 2020, 14 out of 21 blast furnaces, 4 out of 8 open-hearth steel
furnaces, 11 out of 16 converters, 5 out of 15 electric furnaces are in operation
(Scientific and innovative activity in Ukraine. Statistical collection, 2016). Under
such conditions, it is fundamentally important to create an effective mechanism
for managing the investment climate of the national economy in view of the
attractiveness of the metallurgical sector, attracting investment funds that will
create conditions for sector development, innovation and competitiveness.

In 2019 capital investments of PJSC «ArcelorMittal Kryvyi Rih» amounted
229.4 million US dollars (11.2% less than in 2018). The main projects implemented
by PJSC ArcelorMittal Kryvyi Rih in 2019 are modernization of small section
mill Ne250-4, construction of Continuous Casting Machine (CCM) Ne2 and
Ne 3, reconstruction of sintering shop with installation of electrostatic precipitators.
However, in July 2019, the construction of the caster was threatened with failure due
to criminal proceedings (Scientific and innovative activity in Ukraine. Statistical
collection, 2016).

In addition, for the first time since 2008, PJSC «ArcelorMittal Kryvyi Rih»
paid dividends in the amount of $§ 441 million USD. Withdrawal of funds, in
parallel with the deterioration of the situation on the world market, had a significant
negative impact on investment projects implemented at the enterprise. However,
the management of PJSC «ArcelorMittal Kryvyi Rih» assures that by 2022 § 1.8
billion USD will be invested in the production of metallurgical products (Scientific
and innovative activity in Ukraine. Statistical collection, 2016). Considering the
transformation of the world economy, the transient changes in external conditions
of influence, arises the question about the formation of a favorable investment
climate in the Ukrainian economy. Disclosure of functioning patterns of complex
economic systems in solving problems of investment processes intensification is
impossible without the application of a multifaceted approach to determining the
structural elements of such systems that would rely on the modern development
of the national economy in the financial crisis and resource constraints. Thus, the
analysis of the theoretical and applied base for the intensification of investment
processes in Ukraine proved the need to transfer the center of gravity in the
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management of investment processes to the national level. Since the tasks which
the subjects of investment climate management in the Ukrainian economy perform
are diversified, therefore, the management content is also different. It consists of a
number of control functions. In the modern literature there are many approaches to
the management functions classification, which is explained by the use of various
criteria for their evaluation. After analyzmg the publications of both domestic and
foreign scientists (O. Gavrilyuk, 2013, pp. 99-100. Official site of the «Institute
for Management Development (IMD)». Http://www.imd.org/, official Website
of Standard & Poors. Http://www.standardandpoors.com/en_US/web/guest/
home, Urata, S. & Ando, M., 2013, pp. 137-204., Vakulich, M., 2014, pp. 31-36,
A. Escribano & J. Pena, 2012 pp. 121-126), it was found out that the issue of
separation of investment climate management functions has not been studied.

We propose that the main functions of investment climate management in the
economy of Ukraine should include the following (Fig. 2).

Planning the development of the investment

- Plannin —
ng climate of the Ukraine’s economy

Organization of the process of formation of the

| Organization X ) ! )
investment climate in the economy of Ukraine

Functions of investment
climate management in the economy of Ukraine

i Realization | Implementation qf state pohcy.measures to
shape the investment climate

i Control | antrol over the eﬂ"ecpveness of, investment

climate management in Ukraine’s economy

Figure 2 — Functions of investment climate management in the economy of Ukraine
Source: author’s study aid

Monitoring the effectiveness of investment climate management in Ukraine’s
economy — the process of comparing the planned results with the actual results
that guarantee the effective implementation of all other functions. The essence of
control is that it ensures the achievement of set targets aimed at the unconditional
achievement of objectives of investment climate development under specified
conditions. The objectives of control are: collection and systematization of
information about the state of the investment climate; evaluation of the obtained
results about the state of the investment climate of the national economy; analysis of
causes of deviations and the factors influencing the investment climate formation;
preparing and implementing decisions aimed at achieving the objectives of
investment climate development in Ukraine’s economy.

In the context of forming the principles of effective investment climate
management in the national economy, we propose to highlight the following: the
principle of integration with the management system at the state level, the complex
nature of management decisions, the principle of high decision dynamism,
variability of approaches to management decisions (Table 1).
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Table 1

Principles of effective investment climate management
in the national economy

Principle

The essence of the principle

Integration with the
investment climate
management system
at the macro level

Implementation of an integrated management
system — the creation of a common investment
climate management system that functions as a
whole and aims to improve the efficiency of the
national economy and achieve maximum positive
effect from investment activities.

2 | The complex nature of Management is a comprehensive system that
the management provides the development of interdependent
decisions formation management decisions, each of which contributes

to the overall performance of the national economy.

3 | High dynamism Taking into account changes in external and
of decisions internal factors, resource potential, forms of investment

activities organization, market conditions.

4 | Variability of approaches | Planning and forecasting options for long-term
to the management strategic development of the national economy,
decisions development finding and justifying alternative management

decisions in the field of investment climate.

5 | Consistency with the Focus on the strategy of long-term development

strategic goals of the
national economy

of the national economy, constant comparison,
within the control function, planned and actual
performance indicators of the investment climate
in the national economy.

In the context of identifying the principles of effective investment climate
management in the national economy, it is necessary to introduce the principle of
integration with the management system, which allows to increase the efficiency
of the national economy and achieve maximum positive effect from investment
activities.

Based on the study and identifying the lack of a unified approach to
determining the factors influencing the investment climate formation in Ukraine’s
economy in view of the attractiveness of the metallurgical sector, we offer the
following risk groups in 2020 for the metallurgical complex of Ukraine (Fig. 3).
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Impact assessment:
—800 million US dollars

Reducing the price of metallurgical products on the world marke

/L\

Impact assessment:
—370 million US dollars

Increasing the influence of protectionism in foreign markets

/L\

Impact assessment:

Increase in metallurgical products imports —120 million US dollars

/L\\

Impact assessment:
—110 million US dollars

Reduction of the domestic market of metallurgical products
in Ukraine

Impact assessment:
—330 million US dollars

Increasing raits for freight in Ukraine

/L\\

Impact assessment:
—130 million US dollars

Rising environmental tax rate

/L\\

Impact assessment:

Increasing rents for iron ore mining —240 million US dollars

VIS

/L\\

Figure 3 — Risk groups for 2020 for the metallurgical complex in view of the
formation of the investment climate in the Ukraine’s economy
Source: author’s study aid based on (Official Website of Journal, Economist.

Http : //www.economist.com/, Ratings Agency Moody’s http : //www.moodys.com)

According to practical studies, investors in most cases ignore micro- and
meso-level factors when deciding to invest, if the host state is characterized by a
high level of investment attractiveness and guarantees to a potential investor an
appropriate level of return on investment with the minimal risk. This indicates the
priority of influencing the factors shaping the investment climate at the state level,
distinguishing their groups on the basis of content and reliable identification.

At the heart of the investment climate management process in the state
economy are three fundamental components:

1. Investment policy of the state, which provides a set of measures aimed
at creating favorable conditions for the investment climate formation in order to
attract capital or ensure the social effect of the investment process.

2. Monitoring and controlling the investment climate, which is part of all
stages of the investment policy development process, is an 1ntegra1 part of defining
strategic and tactical goals of investment climate management in Ukraine’s
economy to assess the developed investment strategies and tactics and affects
the investment policy implementation process. in the field of investment climate
management. A key element of the investment policy development process in the
field of investment climate management is that controlling and monitoring the
investment climate are concepts that do not compare with each other because they
are different in nature and are at different levels of government.

3. A set of tools for motivation and incentives for the investment climate
development ensures the interest of domestic and foreign investors in investing and
further reinvestment.

For the successful functioning of the national economy, a balanced,
scientifically sound investment policy is needed, designed not only for the current
situation, but also for fundamental development in the future. In addition, the
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general science-based concept should be specified by economic sectors, regions and
deadlines. Secondly, systemicity and complexity play an important role, because
it is impossible to solve the economic problem of perspective development of the
national economy by separate measures. Thus, investment climate management
is a necessary condition for accelerating the pace of economic development of
Ukraine, which provides conditions for sustainable economic development of the
national economy.

Conclusions. The study of the problems of investing in the economy has
always been in the focus of economics. In today’s unstable economy, an important
problem is to determine the effectiveness of investment costs, the relationship of
capital investment and structural changes in the economy, the definition of priorities
in the sectoral structure of investment.

The metallurgical industry is one of the most attractive sectors of the economy
for understanding the need and possibility of restoring the strategic guidelines for
the domestic economy development in modern conditions. The development and
strengthening of the position of the metallurgical industry affects both the micro and
macro levels of state development. The priority task for the formation and development
of the metallurgical sector of Ukraine should be the urgent implementation of an
innovative model of development, development of the mechanism of energy saving
and strengthening the position of metallurgical products in foreign and domestic
markets. Increasing the production and investment potential of the metallurgical
industry should occur through improving the investment climate in relevant sectors
of the economy and regions that need domestic products, intensifying investment
demand, capitalization of savings by expanding access to economic resources,
creating comfortable conditions for business activities. The main purpose of the
metallurgical industry is to ensure the growing demand for metal products in the
required range, quality and volume of supplies.

For example, the following measures have been implemented:

— ensuring the free entry of foreign inverters into the economy of Ukraine;

— foreign investment, when crossing the border of Ukraine, is exempt from
customs duties;

— the foreign investor is provided with the state guarantees of protection of the
investment against any compulsory withdrawals determined by the international law;

— the free use of profits, income and other funds received in connection with
the investment is guaranteed.
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Mapisa Bakynny, Padan Jlisyt

OCHOBOITOJIOKHI CKJIATOBI ®OPMYBAHHS
THBECTHUIIIHHOT' O KJIIMATY B EKOHOMIIII YKPATHHA
B CYYACHHUX YMOBAX INIOBAJIIBAIIIHHAX TPAHC®OPMAIIII

AHoTtauis. Bukiankn, fki TOCTarOTh Tepel eKOHOMIKOIo nepkaB cBity y XXI cromiTri,
(OpMYIOTh HEOOXIHICTh aJIaNTyBaHHs /10 3MiH (DAKTOPIB BIUIMBY, YMOB KOHKYPEHTOCIIPOMOXXHOCTI,
TIOJITHKO-TIPABOBOTO  CEPEJIOBUINA TPU 3IMCHEHHI MDKHAPOJHUX EKOHOMIYHHMX BiHOCHH. Y
mio0anbHOMY MaciiTadl 3MIHM BifOyBaroThCS IMOCTIMHO, NPOTE MIBHAKICTH TAaKUX EKOHOMIUHHX
3MiH 3YMOBIIIOE€ IIOTCHIIHHY HEOOXiJHICTh 3ampOBa/KCHHS IHHOBAIIHHUX MEXaHi3MiB, IMOIIYKY
CTpaTeTiYHUX MPIOPHUTETIB Ta (YOPMYBAHHS YMOB U CTBOPSHHS iHBECTHIIIHOTO KIIIMaTy JepKaBH,
MIPIOPUTETHOTO 3ATyYCHHS BUIPHIX €KOHOMIYHHX KOIITIB y CTPATET19HO BAXKIIUBI CEKTOPU EKOHOMIKH,
3a0e3NeueHHs] JI€BOi MoOjeNi JMHAMIYHOTO PO3BUTKY EKOHOMIKH JepkaBH. IlepiioueproBum
3aBJIaHHSIM, Y KOHTEKCTI TobanizaiiiHux Tpancdopmariii, € norpeda 3ade3nedeHHs Aii MexaHi3My
YIPaBIiHHS 1HBECTHLIMHUM KJIIMaTOM EGKOHOMIKM JiepskaBH uepe3 (OpMyBaHHS ITPUBAOIMBOCTI
y CTpaTeridyHo Ba)KIMBHX, INPIOPUTETHUX CEKTOpax HalllOHaJbHOI eKoHOMikH. OjHak, Ipouec
YIpaBIiHHAS YCKIAQIHIOETHCS B 3B’ SI3KY 3 BIJICYTHICTIO WITKOTO PO3YMiHHS HOTO CYTHOCTI.

HesBaxaroun Ha 3Ha4HY KUTBKICTB JOCIIDKEHb, HAYKOBHUX TPAIh Ta MyOKAIli BITIU3HIHIX
Ta 3apyODKHMX Y4YEHHMX, MHUTaHHS 3 MPOOJeM peasi3allii CHCTEMHOIO IiJXOMYy JO YIPABIIHHSI
IHBECTHIIIHUM KJIIMaToM 4epe3 MPiIOPUTETHO BXKIINBI CEKTOPHU EKOHOMIKM YKpaiHH, — aKTyaJIbHe 1 He
PO3KpHTE Y TOBHIH Mipi. [cHye HEOOXiAHICTD MONATIBIINX TPAKTUYHHUX JOCIIPKEHD Y [IbOMY HAIIPSIMKY.

Knrouosi cnosa: 2nodanizayis, eKoOHOMIKA, IHEeCMUYIUHULU KAimMam, OYIHKA, CeKmop,
CKAA008a, YNPAGIIHHSL
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DEVELOPMENT OF P2P LENDING IN TERM OF CRISIS

Abstract.The article is devoted to definition content, disadvantages, advantages and
features of P2P (person to person) lending under ordinary circumstances and in times of crisis.
The main problem of P2P lending in the period of significant changes in environmental factors
is a high risk of non-repayment of credit. Recommendations to reduce the risk of investors
through the use of technology in neural models of individual credit risk assessment (scoring)
an individual borrower. In actual credit history defined performance using qualitative and
quantitative indicators to determine the level of solvency of borrowers individual. Interrelation
researched the credit risk of the borrower-class individual, the interest rate (price) and maximum
size P2P loan. Recommended consider the impact of environmental factors in the decision to
grant consumer loans to individuals P2P.

Keywords: P2P lending, risk assessment, crisis, the probability of default, investors

Introduction. Under increasing economic volatility, investors face the
challenge of safe and efficient placement of financial resources. Especially, this
issue arises in providing consumer loans to individuals, which have a significant
repayment risk under ordinary circumstances (during a relatively stable
environment), and in times of crisis become generally high-risky product. For this
reason, a relevant task is to assess the solvency of an individual borrower under
ordinary circumstances and in a crisis efficiently.

Banking institutions use different techniques and approaches to assess the
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credit risk of borrowers that help determine its class and create some reserves.
During the crisis financial institutions are mostly trying to reduce the amount
of active transactions. In order to reduce the credit risk and liquidity risk they
cut credit portfolios or significantly raise the interest rate. On the other hand, the
social distrust of financial stability of banks grows, affecting deposit volatility and
increasing the credit cost.

One of the solutions to the problem of lack of public broad access to bank loans
is the development of P2P lending (person to person), which is carried out via the
Internet and has a number of advantages compared with traditional lending, namely:

— contacts between investors and borrowers are established faster as fully
implemented on a specialized Internet platform;

— members of a credit agreement (investors and borrowers) are equal parties
that are not linked to each other with business ties;

— an investor places resources at the higher interest rate than bank deposits;

— lack of extra commission fees (members need to pay a commission fee for
the online platform to use its services only);

— a borrower receives a consumer credit at a relatively low interest rate
because of a lack of traditional intermediaries (banks);

— an investor determines a borrower and the loan amount independently.

First P2P loan was granted in Britain by ZOPA (Zone of Possible Agreement),
where the amount loans in 2016 was more than 930 million euros. Subsequently, it
was joined by other companies, namely: Avant, SoFi, Funding Circle, Trustbuddy
and Thincats. Currently, platforms for P2P lending can be found in Australia,
Germany, China, India, Norway, Sweden and Finland.

Analysts at Morgan Stanley in 2015 rated the global volume of such lending
in the amount of 112 billion euros, and according to forecasts, the value of P2P
loans could reach 177 billion euros, 214 billion euros in 2018, 265 billion euros
in 2019, and 278 billion euros in 2020. Estimated total annual global growth rate
during 2014-2020 amount to 51% (Stanly, 2015).

Some banks in Ukraine have also started using the P2P lending instrument
offering higher yields (in average +5% per annum on the base rates on deposits). This
enabled to get interested a significant number of customers and P2P lending volume
amounted to 0.05 billion euros as of April 1, 2016 (National Bank of Ukraine, 2016).

But meanwhile, experts reveal the underlying problems of the development
of P2P lending, namely, the lack of collateral and reserves formed for credit risks;
complexity of the procedure of debt collection; no liability of intermediaries; a low
level of public awareness about potential risks; high probability of loan default.

Main countering action against «bad» debtors is to provide information on
bank loan default to the credit record bank and denial of further loans.

But it is possible to reduce the risk of consumer credit default at the stage
of applying for a loan, when the Internet platform launches an algorithm for
determining the solvency of a borrower, who should to be effective both under
ordinary circumstances and amid crisis.

Analysis of recent research and publications. The problem of determining the
individual credit risk in P2P lending at a scientific level was started to be thoroughly
explored together with the development of the theory of risk management. Such
modern scientists as Yanhong Guo, Wenjun Zhou, Chunyu Luo, Chuanren Liu and
Hui Xiong argue that the traditional (statistical) models of credit risk assessment
cannot meet the needs of individual investors in P2P lending because they do not
provide a clear mechanism for asset allocation (Guo et al., 2016). Lixin Cuil, Lu
Bail, Yue Wangl, Xiao Bai, Zhihong Zhang, Edwin R. Hancock agree herewith
and claim that the use of statistical methods is difficult because of the problem
of defining relationships between various factors that affect the final value of
the credit risk (the probability of the borrower default) (Cuil et al., 2016). Other
researchers (I-Cheng Yeh, Che-hui Lien) suggest using the approaches based on
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artificial intelligence (e.g., classifier tree) in scoring models (I-Cheng & Lien,
2009). But the initial data for these techniques are multidimensional and unstable,
which adversely affects the efficiency of determining the solvency of a borrower.

Unlike previous studies that seek to determine the probability of default,
Carlos Serrano-Cinca and Begona Gutiérrez-Nieto offer to evaluate the estimated
returns of P2P loans (the higher the risk of loan default is, the more profitable it
should be). In this case, the factors that determine the profitability of a P2P loan are
different from the factors that determine the probability of default (Serrano-Cinca
& Gutiérrez-Nieto, 2016). These authors found that the use of evaluation system of
estimated profit in scoring models by means of a multivariate regression approach
is more efficient than using a traditional credit scoring system based on a logistic
regression. In addition to profitability, scoring systems, according to S.Arya,
C.Eckel and C.Wichman, should be correlated with indicators of impulsivity,
temporary benefits and reliability (Arya et al., 2013).

In the work by Carlos Serrano-Cinca, Begofia Gutiérrez-Nieto and Nydia
M. Reyes it is offered to use not only financial figures, but also take into account
the social and environmental consequences of P2P lending in the scoring models
(Serrano-Cinca et al., 2016). Assessment of creditworthiness of a borrower shall be
aligned with the social mission of lending that is the use of a multi-criteria approach
in the assessment is suggested. Herewith, Yuejin Zhang, Hengyue Jia, Yunfei Diao,
Mo Hai and Haifeng Li believe that the assessment of social and environmental
consequences of P2P lending may take place through both social media and social
information of mass media (Zhang et al., 2016).

An analysis of sources of literature allows us to come to a conclusion that the
moderndevelopment of P2P lending is connected with the problem of formation of an
effective model of credit risk assessment of an individual borrower. In this case, not
only financial and non-financial indicators of borrower’s solvency assessment, but
also environmental factors during such an assessment are important. Assessment of
individual credit risk under ordinary circumstances is typologically different from
similar assessment amid crisis. The theoretical basis in terms of the development
of P2P lending amid crisis is not enough developed at the present time. There
are also issues such as the definition of qualitative and quantitative indicators of
credit risk assessment, characteristics of the classes of borrowers and the impact
of environmental factors on the level of borrower’s default are not sufficiently
elaborated.

The purpose of our article is to develop models for determining the individual
credit risk of a borrower in P2P lending amid crisis.

To achieve this objective, the following tasks were set:

—To identify the financial (quantitative) and non-financial (qualitative) indicators
for assessing the credit risk of an individual borrower who applies for a P2P loan;

—To explore the interrelation of a credit risk level with a class of an individual
borrower and the cost of P2P loan;

—To determine the impact of environmental factors on the level of the
borrower’s default.

Formulation of the main material. Under IFRS, credit risk is determined as
a risk that one party to a financial instrument contract will not meet its obligations,
and it will cause a financial loss of the other party. However, any contract that gives
rise to a financial asset of one business entity and a financial liability or capital
instrument of another business entity shall mean a financial instrument.

Banks use in the evaluation of individual credit risk of a borrower both their
techniques and techniques of the national regulator, which has the right to control
the impact of this assessment. A credit risk level is directly connected with an
amount of the reserves to be formed by a bank for a certain lending transaction.
Online P2P lending platforms, just like banks, also have the right to develop and
use different scoring models.
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The procedure for determining the credit risk of an individual borrower
begins immediately after completing a certain form by an applicant for a loan and
undergoing the identification phase. Then, the Internet platform invites information
on a borrower from the credit record office. After the scoring, a borrower is assigned
with a class (ranking), on which the interest rate (cost) of a loan and the maximum
possible loan amount depend (Fig. No.1).

As Figure 1 shows, the choice made by an Internet platform in terms of
quantitative and qualitative indicators to be used in the scoring model is important
in the assessment of P2P lending quality category. In order not to complicate the
information processing, the number of indicators should be limited and data which
are used in their calculations should be open for verification.

For this purpose, for credit scoring of an individual borrower (other than an
individual who is a business entity) we suggest using the following quantitative
and qualitative indicators:

1. Quantitative indicators: K1 shall mean the ratio of net income of an
individual borrower to consumer loan payments (the higher the indicator, the easier
for a borrower to get a loan); K2 shall mean the ratio of a debt amount under a loan
to the market or appraised value of a credit facility (the lower the indicator value, the
more likely it is that in case of collection from a borrower, sales revenue from a credit
facility, which serves as collateral, will allow an investor to compensate a loan).

2. Qualitative indicators: K3 shall mean the age of a borrower; K4 shall
mean the availability of a regular job; K5 shall mean the common employment
experience; K6 shall mean repaid or outstanding loans in the past.

Quality category of a P2P loan

v

Credit record office information

v

| Scoring model of an Internet platform |

|
v v

Risk assessment quantitative indicators | [Risk assessment qualitative indicators

v v

Borrower’s class (ranking)

v

Probabilities of borrower’s default under ordinary circumstances and amid crisis

v v

P2P lending interest rate level Loan amount

Figure 1 — Algorithm for Determining Credit Risk,
Amount and Interest Rate of P2P Lending
Source: Prepared by authors

Assessments of individual credit risk of an individual borrower are done by
the formula 1: (1)

y=f(K1, K2, K3, K4, K5, K6)

To determine the effectiveness of the suggested assessment model of individual
borrower’s credit risk, let us take 20 real credit records of PJSC CB ZEMELNY
KAPITAL and calculate the above qualitative and quantitative indicators therewith.
We would like to note that 10 loans out of 20 have been granted by the bank during
the crisis period (Table. 1).
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Table 1
Initial Data for Individual Borrower’s Credit Risk Assessment
» Qualitative and Quantitative Indicators to Assess Individual Borrower’s
5}2 Credit Risk
g . .
gé %%?ég%}\sle Qualitative Indicators Y*
- KI | K2 K3 | k4 | K5 K6
Under Ordinary Circumstances
1| 130 | o7 54 | Jobavailable | 30 | NPt |
2 | 123 | 075 36 | Jobavailable | 15 Repaid |
: No past
3 1,25 0,81 55 Job available 20 102?ns 1
. Repaid
4 1,35 0,73 47 No job 15 Sopa 11
5 1,44 0,70 41 | Job available | 20 Nopast |
6 | LI8 | 072 33 | Jobavailable | 15 | NoPast | g
7 1,16 0,74 23 Job available 5 Breaches 0
8 | L13 | 080 55 | Job available | 37 Repaid 1
: No past
9 | 093 0,70 34 No job 10 Tobas 0
10 1,1 0,83 21 Job available 7 Breaches 0
Amid Crisis
. Repaid
1 1,30 0,70 37 No job 15 Spa 11
2 1,32 0,65 27 | Job available 8 Nopast |
3| 131 | o068 31 | Jobavailable | 16 | Repaidin |
4 | 130 | 060 38 | Jobavailable | 18 | NoPast |
5| 133 | 064 42 | Jobavailable | 20 Nopast |
6 | 125 | 071 34 | Jobavailable | 7 Nopast | ¢
7 | 118 | 075 22 | Jobavailable | 5 Nopast | ¢
8 1,25 0,70 58 No job 31 Breaches 0
: No past
9 | 1,28 0,72 28 No job 8 lohas 0
10 1,25 0,75 45 Job available 28 Breaches 0

*yis 0, if terms and conditions of a loan agreement between a borrower and the
bank have been implemented in full; and y is 1, terms and conditions of a loan agreement
have not been implemented in full or partially.

Source: Prepared by authors

Built terms (under ordinary circumstances and amid crisis) for quantitative
variables (K1, K2, K3, K4, K5, K6) of a model are shown in Table 2.
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Table 2
Terms (Linguistic Assessment) for Indicators K1, K2, K3, K4, K5, K6

Term Qualitative and Quantitative Indicators
ki | kK2 | kK3 | kK4 | K5 | K6
Under Ordinary Circumstances

Terml 11 901,01 | 11.0,0.90) | [18,25)| Nojob | [0,5) | Outstanding loan
(H) low T T ’ ’ in the past
Term 2

©) [1.1,1.25) 1[0.90,0.80) | [25, 50) - [5, 10) [ No loans in the past
medium
Term 3 .

B) | >=125 |[080.070]| >=50 | 790 | 5=10 Timely loan

High available repayment in the past

Amid Crisis

Terml . Outstanding loan
(H) low [1.1,1.25) |[0.90,0.80) [ [18,30][ Nojob |[[0, 10) i1 the pfst
Term 2

(C) |[1.25,1.30) |[0.80,0.70] | [31, 40) - [10, 15) [ No loans in the past
medium
Term 3 Job Timely loan

B) >=1,30 <70 >=40 . >=15 repayment

High available in the past

Source: Prepared by authors

Let us apply detached terms to real credit records of PJISC CB ZEMELNY
KAPITAL (Bank) (see Table 3).

From Table 3 it is obvious that the value of individual borrower’s credit
risk is minimal if the ratio of net income of an individual borrower to consumer
loan payments is «high» (the ratio value under ordinary circumstances equals to
or exceeds 1.25, and to 1.30 amid crisis), and a borrower did not take any loans
in the past or repaid previous loans timely and in full. The level of individual
credit risk increases significantly when the ratio of loan repayment in the past is
«low» (previously, an individual repaid loans in violation of the agreement), and
K1 indicator is «medium» (its parameters are within the range of 1.1 to 1 25 under
ordinary circumstances, and 1.25, 1.30 amid crisis) or «low» (its value is within the
range of 0.90 to 1.0 under ordinary circumstances, and of 1.25 to 1.30 amid crisis).

Moreover, in times of crisis, when assets value begins to depreciate, the ratio
of loan debt to the market or appraised value of a credit facility (K2 indicator) is of
special importance. It is desirable that the K2 indicator is lower than 0.7 in times
of financial instability.
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Table 3
The Compact View of the Knowledge Database
by Individual Borrower’s Credit Risk Assessment

Qualitative and Quantitative Indicators
Y ® e [ | 4 [ &5 | Ke
Under Ordinary Circumstances
1 B B B B B C
2 C B C B B B
1 3 B C B B B C
4 B B C H B B
5 B B C B B C
6 C B C B B C
7 C B C B H H
0 8 C B B B B B
9 H B C H C C
10 C C H B C H
Amid Crisis
1 B B C H C B
2 B B H B H C
y 3 B B C B B B
4 B B C B B C
5 B B B B B C
6 C C C B H C
7 H C H B H C
0 8 C B B H B H
9 C C H H H C
10 C C B B B H

Source: Prepared by authors

The above indicators assist in assigning a certain ranking (class) to an
individual borrower, which determines the maximum amount of P2P loan and the
interest rate. Characteristics of classes of individual borrowers are given in Table 4.

As Table 4 shows, individual borrowers, who have the higher probability
of default according to the results of scoring assessment are assigned with higher
interest rates, and in some cases it is advisable to deny P2P loan at all (for example,
in case of borrowers of Class 4, who have the highest level of individual credit risk).

We would like to note that the probability of default of an individual borrower
increases significantly amid crisis through significant change of environmental factors.
In this connection, we recommend to consider the state of the environment in the
process of decision-making on P2P lending (the probability of default of an individual
borrower under ordinary circumstances and amid crisis is shown in Table 5).

The investor’s risk could be reduced by means of insurance companies, which
in case of problems with the solvency of a borrower will repay deposits together
with interest (an investor will not even notice the delay in P2P loan). But deposit
insurance, in turn, increases the cost of P2P loan that can also affect an investor’s
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decision regarding allocation of financial resources.

Thus, P2P lending is a new financial instrument in the lending market that
does not require involving any intermediaries (banks) and is carried out by using
the Internet. The advantages of P2P lending are as follows: savings on transaction
costs and variable nature of determining the loan cost and its maximum amount.
The main disadvantages of P2P lending include the high probability of a deposit
default (especially amid crisis).

Table 4
Characteristics of Classes of Individual Borrowers under P2P Lending
Class of
an Indi- Ch C Credit Risk | Interest Rate
. aracteristics
vidual Level Level
Borrower
1 The financial status is high: qualitative and Low Below
(high) [ quantitative indicators that characterize the the average
current solvency of an individual borrower market bank
and his/her financial capacity to fulfil the loan level
obligations are not lower than their optimal
values or exceed these optimal values. A
borrower has a job and «good» credit records
on the date of application submitted for P2P loan.
2 The financial status is good: qualitative and | Medium At the level
(medium) | quantitative indicators that characterize the of the middle
current solvency of an individual borrower market bank
and his/her financial capacity to fulfil the loan or higher level
obligations correspond to the optimal values,
but there are some negative trends: changing
the job with worsening conditions, growth
of liabilities of an individual borrower. A
borrower has a job and «good» credit records
(or did not take loans in the past) on the date
of application submitted for P2P loan.
3 The financial status is satisfactory: High Significantly
(low) | qualitative and quantitative indicators that higher than
characterize the current solvency of an the average
individual borrower and his/her financial market bank
capacity to fulfil the loan obligations do not level
always correspond to the optimal values. A
borrower has a job and did not take loans in
the past on the date of application submitted
for P2P loan.
4 The financial status is poor: qualitative and | Maximum Denial
(critical) | quantitative indicators that characterize the of granting
current solvency of an individual borrower a loan
and his/her financial capacity to fulfil the
loan obligations are significantly below the
optimal values. A borrower is unemployed
and has «bad» credit records on the date of
application submitted for P2P loan.

Source: Prepared by authors
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Table 5
Probability of Default of an Individual Borrower
under Ordinary Circumstances and amid Crisis

Class of an Individual .Probablhty of Default
Borrower Ur}der Ordinary Amid Crisis
Circumstances
1 0.10-0.30 0.15-0.35
2 0.31-0.60 0.36 —0.70
3 0.60 —0.99 0.71-0.99
4 1.0 1.0

Source: Prepared by authors

Conclusions. 1. Due to the high volatility of financial markets, the assessment
of credit risk in P2P lending is a relevant issue for both domestic and foreign financial
institutions.

2. The suggested technique of assessment of individual credit risk of an
individual borrower is based on neural technology. It is recommended to use certain
quantitativ e and qualitative indicators for credit scoring.

3. Depending on the level of individual credit risk of an individual borrower,
a class of a debtor, which in turn affects the amount of the P2P loan and the interest
rate, is determined.

4. The probability of default of an individual borrower increases amid crisis
significantly. It is recommended to consider the impact of environmental factors in
the P2P lending decision-making process.
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Kamepon Barmanriiu, Bosiogumup boounis, Jlapuca Mapueniok

PO3BUTOK P2P KPEJJUTYBAHHSI B YMOBAX KPU3U

Anoranis. CywacHuii posButok P2P kpexnTyBaHHS TOB’s3aHUM 3 mpoOiIeMOro
(opMyBaHHS Pe3yIETATUBHOI MOZAETI OIIHKK KPEIUTHOTO PU3HUKY TO3HYaTbHIKA (Pi3HIHOT 0COOM.
[Ipu 11pOMy BaXkJTMBE 3HAYCHHS MAIOTh HE TIBKU (PIHAHCOBI Ta HE(iHAHCOBI MOKA3HUKHU OIIHKH
ITATOCIIPOMOXKHOCTI MMO3UYAIbHUKA, a i YHHHUKK 30BHIIIHBOTO CEPEIOBHIIA ITi]] YaC 3AIHCHEHHS
uiei ouinku. B opanHapHHX yMOBax OIHKa iHIUBIIYaJIbHOTO KPEIUTHOTO PU3UKY THIIOJIOTIYHO
BIZIPI3HAETHCS BiJI aHAJOTIYHOI OLIHKK B Mepiof Kpu3u. B poOOTI 3ampomoHOBaHO MiaXia 10
BUPINICHHS NPOOJeMU pe3yJbTaTUBHOIO BU3HAYEHHS I1HIMBIIyalbHOTO KPEIUTHOTO PH3HKY
mo3uyaIbHUKA-Pi3udHO0i 0cobm y mporieci HaganHs P2P kpenuty. ABTOpH Bin3HA4aroTh, mo P2P —
KpPEOUTYBaHHS Ma€ PsiJ] IIepeBar y MOPIBHIHHI 3 TPAAULIITHUM KPEANTYBAHHSIM, a CaMe: KOHTAKTH
MK iHBCCTOpaMI/I Ta MO3WYaJIbHUKAMH ITPOXO/STh IBH/IIIIE, OCKIJIBKH MIOBHICTIO 3A1HCHIOIOTHCS Ha
cneuianizoBaniit [Hrepuer nnaT(bole YHaCHUKH KPEIUTHOI yroau (iHBecTOpH Ta noanaannKn)
€ plBHOHpaBHI/IMI/I CTOPOHAMH, SIKi HE TIOB’sI3aH1 Mi’K COOOI0 IHIIMMHM TOCTIOIAPCHKUMH 3B’ I3KaMH;
IHBECTOp PO3MIIYE PeCcypcH Mij OUIBIIY BiJICOTKOBY CTaBKY, HIX 32 0aHKIBCBKUMHM JICTIO3UTAMHU;
BiI[CYTHiCTB JIOAATKOBUX KOMICIHHHMX TITaTeXiB (yYaCHHKH ITOBHHHI TUTBKH 3aIlUTaTHTH TEBHY
KOMICII0 OHJIalH- nnaTQ)ole 32 MOXIIMBICTh BHKOPHCTOBYBAaTH Ii CepBic); depes BlIICyTHlCTB
Tpam/mmrmx MOCEPE/IHUKIB (6aH1<13) M03UYAJIbHUK OTPUMYE CIIOKHMBUMI KPEIUT 3a BiJHOCHO
HU3BKOIO BiZICOTKOBOIO CTaBKOIO; IHBECTOP CAMOCTIHHO BU3HAYA€ MMO3MYAILHUKA Ta CyMY KPEIHTY.

ABTOpamMH pO3pOOJICHO AJITOPUTM BU3HAYEHHS KPETUTHOTO PU3HMKY, CyMH Ta BiJICOTKOBOI
craBku 3a P2P kpeauryBaHHsM.

JIms KpenuTHOTO CKOPWHTY MO3WYalibHUKA — (i3ndHOI ocodu (kpiM (izmaHOi ocobm, sKa
€ Cy0’€KTOM TOCMOAAPIOBAHHA) 3aIPOTIOHOBAHO BHKOPHCTAHHS NMEBHUX KIUTBKICHUX Ta SIKICHUX
MOKa3HHKIB.

Hanano xapakTepucTUKy KJaciB Mo3M4aibHUKIB — (i3nuHux 0ci0 3a P2P kpeauTyBaHHsIM.

Bukianenuii ki cnpsiMoBaHuit Ha SMEHIIIEHHI PU3HKY IHBECTOpa Ta CTabiIbHUI PO3BUTOK
P2P kpemuTyBaHHS y Tepiof] eKOHOMIYHOI HecTtaOunbHOCTI (Kpm3m). Lled miaxim 3acHoBaHO Ha
TEOPETHKO-METOIOJIOTIIHOMY IHCTPYMEHTAapii TEOpill irop Ta HEHPOHETITKOTO MOJICITIOBAHHS.

Knwouosi cnosa: P2P kpedumysanHs, pusuxu, OYiHKa, Kpusda, UMOSIpHicmb Oeghoimy,
ingecmopu
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Abstract. The article is devoted to the practical analysis of reforming the land market in
foreign countries from the temporal and legal aspect in the context of explaining the possibility and
expediency of its application in Ukraine.

The article deals with the problem of reforming of the land sale market in the context
of foreign countries, taking into account of the temporal legal aspect, which is reflected in the
chronological, systematic improvement of the scientific and legal positions, depending on the
national peculiarities of the economy, politics and legislation of the countries.

The article focused on the analysis of successful land reforms in the developed democratic
countries. We analyzed the structure of land management and the system of land auctioning, which
are the part of state regulation in most countries.

Firstly, the article focuses on the realization of a stable economic and legal foundation for a
free land market, which is variable in the context of economic liberalization. The free land market
has a very wide «chain of consequences», which indicates hard direct proportional dependence
on the current situation in the country’s economy. Therefore, a «must have» logical step before
implementing the reform is a desire to stabilize the economy. In the article we analyzed other
external factors that may adversely affect the land market in Ukraine.

The important form of regulation of the land market is to limit the maximum and minimum
area of a land that can be purchased by one owner. The territorial interconnection between the
maximum area for sale and the territory of the states has been expanded, as well as the political and
economic course of development of agricultural production, which, taken together, are the most
common factors for establishing such restrictions.

We paid attention to the fact: when countries choose scenarios for land market reform, they
should focus on long-term territorial development strategies that exclude economic planning for
agricultural land leases.

As a result, it is noted that the repeal of the moratorium on the sale of agricultural land
is economically feasible and theoretically justified. Accordingly, we fully support the existing
legislative initiative in Ukraine to open up the agricultural land market.

Keywords: land market, moratorium, land purpose, agroholding, land reform

Introduction. The problem formulation is based on the enactment of a Law of
Ukraine «On Amendments to Certain Legislative Acts of Ukraine on the Circulation
of Agricultural Lands» by Verkhovna Rada of Ukraine on March 31, 2020. It should
be noted that it was an active debate in society on the expediency of opening the
agricultural land sale market since enactment of this law in the first reading. The terms
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of land ownership were also discussed. This situation seems quite logical considering
that Ukraine has prolongated a moratorium on agricultural land sales for many years.

Fundamental decisions about opening or closing markets usually are subjects
of careful estimation because those decisions can affect financial and economic
social relationships at the state level. The process of estimation includes estimation
through the prism of the experience of other countries that have already successfully
implemented such reforms. The land sale market is no an exception. This process
necessitates the development of an appropriate scientific basis for the land sale
market implementation.

Analysis of recent research and publications. In the process of research
a large number of works of scientists have been analyzed, such as: L. Vranken,
M. Hartwigsen, Z. Lerman, B. Gemeda, B. Girma Abebe, F. Eckardt, L. Mjes,
S. Goytia, G. Dieterich, A. Vasile, B. Haerlin, S. Fuchloch, and others.

The purpose of our article is to analyze the experience of reforming the land
sale market in different countries in terms of temporal legal aspect in the context of
explaining the possibility and expediency of its implementation in Ukraine.

Formulation of the main material. On the basis of data obtained from
the analysis of the scientist’s achievements, we can make a conclusion that the
beginning of agricultural land reforms in the developed countries of the West
began in the late 1950’s. It is associated with the liberalization of the economy and
foreign markets. The United Kingdom has the longest history of the agricultural
land market. In the U. K. acts of purchase and sale of this type of land have been
making for over 200 years. Most scientists believe that land market reform is being
lobbied by the governments of the countries as a result of the urgent need to take
out existing agricultural farm ownership from the shadow and the need to expand
the existing agricultural land cadastre.

Except these reasons, it is also necessary to refer to the primary sources of
legal initiatives for opening the agricultural land market in Ukraine. Decisions of
The European Court of Human Rights are the important precedents for Ukraine.
Enforcement of the Decisions of The European Court of Human Rights is mandatory
for Ukraine.

On May 22, 2018, The European Court of Human Rights (ECHR) made
a decision in case «Zelenchuk & Tsytsyura v. Ukraine» (2018). This Decision
established that the Ukrainian legislation which establishing a moratorium on
the sale of agricultural land contradicts to Article 1 of the First Protocol to the
Convention for the Protection of Human Rights and Fundamental Freedoms. This
Decision of the ECHR could be called resonant. According to the court’s decision,
Ukraine has the choice: the moratorium has to be abolished and interference into
property rights will be canceled, or the moratorium will be maintained or replaced
by alternative measures, with mandatory removal of the contradiction of the
Convention. It causes importance of evaluating of existing models of successfully
implemented land sale markets for systematically adaption of existing Ukrainian
legislation to new conditions.

L. Vranken emphasizes that members of European Union have differences
in the regulation of land exchanges (Swinnen et al., 2016). There are several
categories of land sale market rules.

1. Measures to protect a renter.

2. Measures to protect the owner-cultivator.

3. Networks for the protection owner of the non-agricultural farm ownership.

4. Avoiding of fragmentation of agricultural land.

Scientist also gives a classification of the systems of regulation of agricultural
land markets in different countries.

1. Countries with a strongly regulated land sale market, such as Slovakia,
Hungary, Poland and France.

2. Countries with moderately regulated land sale markets, such as Austria,
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Belgium, Italy, Portugal, Slovenia, Lithuania, Latvia, the Netherlands and Sweden.
These countries usually have one type of regulation.

3. Countries with less regulated land sale markets, such as Germany, Romania,
Finland, the United Kingdom, Greece and Ireland.

Some researchers (Kvartiuk & Herzfeld, 2019) note that the Land Code
of Ukraine contained liberal positions on the land sale market at the time of
enactment, but establishing of moratorium on land sales became a barrier to the
implementation and providing of land ownership for citizens. It is a violation of
their constitutional rights and freedoms. Another aspect noted by the authors was
that the Ukrainian economy was also affected by the fact that the rules of market
relations stopped function properly. It means situation when land as capital moves
to more efficient land users.

M. Hartvigsen (Hartvigsen, 2015) notes that majority of Central European
countries have implemented land law reforms and land markets opening since 1989.
At the same time countries provide a land consolidation by embodiment of small
landowners. It is stated that the program and mechanism of land consolidation is
directly proportional to the legal land market.

At the same time, some authors (Kuns et al., 2016) argue that the land
consolidation in the post-Soviet area is not an option to solve the problem. Real
conditions of agricultural production should have a long-term perspective and not
exist in the context of short-term leases and cooperation agreements. Therefore,
unless the conditions change, large-scale stock market funded agricultural
companies would not play an important role in the future of food production in the
Commonwealth of Independent States members.

Atthe same time, Z. Lerman (2017) notes that the most striking feature of land
reform in the post-Soviet area was the overall transition from collective to individual
land ownership in agriculture, which was accompanied by the privatization of legal
land ownership. Nowadays, the pace of agriculture and the achieved level of recovery
are higher in countries that pursued a strong individualization policy (Caucasus,
Central Asia), whereas in countries with less thorough individualization reforms
(European CIS), recovery happened slowly. For ensuring continuous improvement
of families’ incomes and overcoming poverty, politic measures have to be applied
for promoting of increment of very small family farms and encouraging access by
small farms to market channels and services.

Many researchers also pay attention to other aspects of the land sale market.
For example, B. Gemeda, B. Girma Abebe, F. Eckardt (2019) emphasize on studying
of the nature of urban expansion and development in terms of land speculation
and urban lengthening. Urban territory extends to neighboring peripheral areas,
speculators keep their land off the current market, so land and building developers
have to skip it and homebuyers must go further distances to buy new land and
homes. This extra distance causes wasting additional costs by increasing the cost of
development, exploitation and fare.

L. Mjes, (2019) notes that cadastral systems provide important information
for the public and private sectors. For better understanding of the functions and
consequences of a cadastral system, we have to understand its development.

According to S. Goytia (2019), in the majority of developing countries, rapid
urbanization has forced a large portion of the urban population to turn to informal
land markets of real estate. Informal developments are usually built without
construction or regulatory requirements. Owners don’t get any rights to property
because of lack of basic infrastructure services. This phenomenon is widespread in
areas where not enough of serviced land at affordable prices.

Poverty is often blamed for the development of informal markets. But too
strict land-use rules also play a central role in land prices rising in the formal sector.
High land prices make the substitution effects and force lower-income households
to move to the informal sector.

78 ISSN 2786-491X (Print)



PHILOSOPHY, ECONOMICS AND LAW REVIEW. Volume 1, 2021

G. Dieterich (2018) finds that the price paid for land is dependent on many
factors, including the current economic and social situation, national and regional
urban and legal policy, especially at the municipality level. Municipalities initiate the
development and creation of constructional land by zoning within their land use plans.
Municipalities and the Church maintained their land during the development process.

A.Vasile(2017),B.Haerlinand S. Fuschlos (2016) suppose thatthe accumulation
of land in the hands of several owners (concentration of land or capture of land) can
be considered as dangerous and at the same time widespread phenomenon in Central
and Eastern Europe. Favorable conditions for land concentration and capture of land
may be due to existing rules or to deficiencies in existing rules. Researches show that
these processes have intensified in recent years in the European Union in general and
in the new Member States in particular (Kay et al., 2015).

Analysis of European experience found that about 3% of large agricultural
land (over 100 hectares) belongs to owners who own 52% of the total agricultural
area. At the same time 75% of small agricultural owners (less than 10 ha) own only
11% of existing agricultural land (TNI, 2016).

However, despite existing scientific researches, this issue still needs further
study and rethinking. In particular, scientists have not investigated the question of
the experience of reforming the land sale market in foreign countries in terms of
temporal-legal aspect in the context of explaining the possibility and expediency
of its application in Ukraine.

Agricultural lands are an important foundation for building a market
economy. This is especially striking when the state positions itself on the world
market as an agricultural country. As a result of a review of scientific sources, it was
found that opening of the land sale market significantly revitalizes the country’s
economy and also allows it to receive additional budgetary revenues annually.
At the same time, each individual country made its own adaptive and balanced
scheme of realization of agricultural land markets. In the author’s opinion, positive
experience for Ukraine is establishment of special control bodies to carry out price
control and administrative control of agricultural land markets. For example, the
state-owned company «Bodenververwertungs- und verwaltungs GmbH» (BVVG)
was established in Germany. In France land markets have been controlled by the
Society for Land Development and Rural Settlement since 1960 (3, p. 16). There
are many reasons for creating such a market intermediary. First of all, it provides
free and equal market conditions and accelerates the process of implementation of
land purchase plans.

However, there is no reason to believe that there will be a quick solution to
the issue of implementation of a real and legal agricultural land market. In Mexico,
the process of allocating and purchasing of 100 million hectares of agricultural
land has taken almost 100 years. In Brazil, the solution to this problem has been
taken 30 years. The experience of land privatization in the countries of the former
USSR, before the moratorium was established, was completely unpredictable.
145 million hectares have been privatized here over 10 years (1991-2001) (Lerman,
2017). This process is easily explained by the fact that the few CIS members
(Ukraine, Russia, Latvia and Lithuania), which have chosen the way to dismantle
collective farms and liberalize markets, have created the conditions for purchase of
land at a reduced price. That is the reason why the Verkhovna Rada of Ukraine has
adopted a moratorium on the sale of agricultural land. This was aimed at stopping
the irreversible processes of mass alienation of land.

The moratorium in Ukraine has ended on January 1, 2020. In the interstrice
before the adoption and signature by the President of the law «On Amendments
to Certain Legislative Acts of Ukraine on the Circulation of Agricultural Lands»
on March 31, 2020 (according to the law Ne 2178-10) there is a legal vacuum and
uncertainty of the procedure for alienation of agricultural lands. However, even
after the adoption of the law, remain many controversial aspects.
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First of all, there is a lack of a fundamental and consistent land market strategy
in Ukraine. Earlier we noted that majority of European countries concentrate their
efforts on the development of farms and small businesses. This politic is reasonable.
When country has a quit small zoning area for agricultural land, it is easier to
formulate and control agricultural product pricing in the presence of large numbers
of separated farms. However, if there are specialized agroholdings, it makes the
conditions for the displacement of small farms and for forming of monopoly
segments of markets. Those conditions should not arise in equal market relations.
Therefore, the infusion of capital of international companies in the form of the
formation of structural units of non-resident agricultural holdings in countries with
limited resource of agricultural land is irrational and unprofitable in the long run.
Such a strategy is effective in countries with hundreds of millions of hectares of
agricultural land (USA, Russia, Mexico, Brazil, China, India). These countries are
major exporters of agricultural products because they have high yields. At the same
time, territorially smaller countries need to have a support program for their own
producer, and if there is an import of a certain volume of products, they must form
a united national pricing policy.

It is impossible to avoid the danger of monopolization of the agricultural
market by agricultural holdings, as well as the significant danger to the environment,
soil depletion, destruction of the natural ecosystem, deterioration of product quality
due to the use of genetically modified technologies etc.

In the author’s opinion, saling of agricultural land with an area of up to
10 thousand hectares to one owner for individuals and legal entities (according
to the law Ne 2178-10), since 2024, this legislative approach would be illogical
approach. This is evidenced by the experience of European countries and existing
government and budget support programs for farms, which have been adopted
annually since the reporting year of the introduction of the moratorium.

However, it should be noted that the opening of the land market is an extremely
important step for Ukraine in terms of filling the state budget and ensuring the realization
of land ownership rights by citizens of Ukraine. We argue that the adoption of the
moratorium on the sale of agricultural land does not comply with the Constitution of
Ukraine. It was noted above that the adoption of the moratorium also did not comply
with the Convention for the Protection of Human Rights and Fundamental Freedoms.
The moratorium restricts the inalienable right of a citizen and interferes into making of
private-law relationships between citizens, which should be institutionally outside of
public law (Zelenchuk and Tsytsyura v. Ukraine, 2018). The existence of the moratorium
is contrary to the rules of national and international law, which are fundamental in most
countries of the world. At the same time, in the temporal-legal dimension and in the
context of existing legal reality in Ukraine, the moratorium was critically necessary to
preserve national security at the time of its adoption.

Ehereby, the moratorium was a temporary measure aimed at certain
restrictions on citizens’ rights. The main task for Ukraine during existing of the
moratorium was to create all the necessary conditions for the implementation of
a free and transparent market for agricultural land. However, we noticed that by
2020 the government had not proposed a proper long-term agricultural land market
development program, which led to a consistent extension of the moratorium.
Some authors have noted (Kvartiuk & Herzfeld, 2019, p.14) that a long-term
restriction of ownership leads to the malfunctioning of the agro-industrial complex.
This situation occurred in the Republic of Kazakhstan, in which less than 1% of
agricultural land was sold de facto. Accordingly, this situation leads to the inert
display of the crop market, where dominate short-term agrarian projects, such as
oilseed or grain crops. Such a restriction may also be reflected in the mind of the
landowner. The user does not have a responsible attitude to the allotment area, and
this stops the creation of institutions of a responsible owner, which are extremely
important in the post-Soviet countries.
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It should be noted that most European countries today have a land market
open to foreigners (Hartvigsen, 2015). For example, in Bulgary land for agriculture
could be bought by a legal or private person who has been in the country for more
than five years, a company from the country with which Bulgaria has concluded an
international agreement, as well as from EU countries.

In Estonia, foreigners were almost immediately allowed to participate in the
purchase of land for agricultural use. At the same time, in Poland partial restrictions
on the participation of foreign capital in the purchase of agricultural land existed until
May 1, 2016, afterwards it was only eventually abolished for EU citizens. In Romania,
after the country’s accession to the EU in 2007, a seven-year moratorium on the sale of
land to non-residents was introduced. The moratorium was lifted in 2014. In Croatia,
foreigners do not have access to agricultural land. In Ireland, non-EU legal entities have
to get the approval of a Land Commission. In Spain, there are no restrictions for the
purchase and sale of land for foreigners. In the context of our research, the experience
of Germany is interesting. There the process of land market formation was carried out
in several stages. In the first stage of land reform land was not sold but only leased for
12 years. In the second stage the state land was sold at preferential value, first of all, to
those who lost their lands in 1945 or were already involved in agricultural production.
In the third stage lands, which was still in the state fund, were sold on market terms
through auctions. There are no land restrictions for German nationals and foreigners.

In Switzerland, the conditions for the purchase of land include the citizenship
of the EU, one of the countries of the European Free Trade Association or
Switzerland residence permit (Kuns et al., 2016). Therefore, we can say that in
the first stage many European countries had restrictions on the nationality of land
purchasers. At the same time, today almost all EU countries allow the purchase of
agricultural land by citizens of other EU countries.

This information allows us to conclude that restricting the purchase of land
by foreigners is not only the Ukrainian practice. However, in most countries this
measure was positioned as a temporary necessity for a certain period. In Ukraine
this provision is enshrined as a permanent (not temporary) rule. Even the new
proposals, that give hope for foreign investors to enter the market after the
referendum, do not look convincing. Despite all the risks posed by the purchase
of agricultural land by foreigners, banning such operations on a permanent basis
in the face of severe foreign investment deficits is a short-sighted position. We
consider it necessary to note that in some countries the alienation of agricultural
land is permissible. It means that land use restrictions are based on the fact that the
permit for the purchase of agricultural land is issued only to persons who have a
professional qualification in the field of agriculture, who are agree to reside in the
designated territory and to carry out agricultural activities by their own forces.

In particular, in Italy, France and Germany land-usage control consist of that
landowners must obtain permission from the competent public authorities toimplement
land agreements. Public authorities are empowered to prohibit the conclusion of an
agreement due to lack of special education or experience, as well as to modify the
terms of the agreement in part of its validity, land prices, etc. (Babchenko, 2016).

It follows from the above that most scholars emphasize the need of introducing
the open market for agricultural land for any market economy. The doctrine suggests
that the land lease strategy is ineffective because it does not lead to long-term economic
design and this significantly impedes foreign investment. We note that developed
countries governments are trying to create the conditions for long-term investment plans,
which requires an open land market, including for foreign investors. In such a situation,
maintaining the status quo and the moratorium on the sale of agricultural land can lead
to consistent negative consequences not only for the economy and the environment,
but, above all, for the realization of the land ownership rights of individuals.

In terms of foreign economic policy, the weakened position of large
agricultural producers who are forced to use large portions of leased land is an
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advantageous in the short-term perspective and creates the illusion of security
and regulation of the market. Probable liberalization of the land sale market and,
consequently, the rise of land prices encourages these enterprises to reconsider
their land access strategies. These businesses may even be reorienting from short-
term business models of production that are geared toward exporting grain crops
and oilseeds, to the production of long-cycle products, including the opening
of ancillary producs, such as livestock or fisheries. The liberal land sale market
will probably encourage all interested producers to move to long-term business
models and invest in land and technology. Maintenance of large areas of operating
land on the basis of lease agreements with land part owners requires considerable
administrative effort and expenditure from large agricultural enterprises. Many of
them would optimize existing land holdings with certain parts of the purchased
land, gradually reducing the uncertainty of rent.

When we speak about Ukraine, the main debates focus on the reform
scenarios that lie between the status quo and full liberalization and represent a
balanced interaction between policy objectives and the economic efficiency of
agriculture. Considering what is written above, the most rational initiative seems to
be the phased implementation of the reform against the backdrop of existing public
sentiment. In the first stage it is necessary to restrict the land market to foreigners
only. Contrary this policy of «full liberalization» scenario, renters would probably
pay rent before the land rent is completely reduced.

It is possible to predict that the state will have losses as a result of lowering
the market price for land in the process of gradual liberalization (which is de facto
enshrined in the draft law Ne 2178-10). Part landowners may forego some rental
income and farmers will have to deal with less privatization, rental and tax revenue.
As a result, aggregate economic returns are expected to be lower than in case of
full liberalization.

The phased scenario with elements of restrictive agricultural land market
politic may partially redistribute the welfare of large agricultural producers,
because not all of these entities have the proper amount of administrative resources
to provide mixed ownership of the tenant-ownership formula. Accordingly, those
owners who receive the maximum amount of land ownership will be able to move
to more flexible types of farming. At the same time, producers who will not be
able to obtain land to ownership for any reason will have to stay in the positions of
short-term projects (oil plants, grain crops). It is obvious that the rights of tenant
land users are limited, because in case of landlord’s refuse to sell the land or in case
of the land being sold to another landlord, the tenant may incur significant losses
related to land reclamation, irrigation, soil enrichment etc.

In addition, any policy that imposes permanent restrictions, or excludes
certain entities, causes unforeseen side effects associated with the constant search
for rent, which will be significantly complicated by the right of redemption of the
land by tenants (this principle is enshrined in the draft law Ne 2178-10).

We can conclude that the phased scenario is a compromise for Ukraine,
but by 2024 it will not be able to activate the land market to a sufficient level to
attract investment. However, for today, this approach is non-alternative. We have
emphasized that countries such as Germany, Poland, France and Brazil have also
been opening the land market in stages and the land reform has been going on for a
total of 10 to 30 years. Therefore, despite the attractiveness of the full liberalization
market, it is risky for Ukraine for the following reasons:

* high probability of lack of competition due to the launch of multinational
companies;

* high probability that the population will absolutely not accept the reform
and this can lead to protests and riots. The sale of agricultural land is an unpopular
issue in society amid the populist slogans of individual political leaders;

* it is impossible to rationally evaluate the land market because military
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aggression is currently taking place in the East of Ukraine. In case of aggravate of
conflict and territorial losses, the normal functioning of the land market may be in
jeopardy by the lack of a mechanism for securing property rights in temporarily
occupied territories. In the case of presence of foreign capital, the situation is very
complicated because the dispute will fall within the legal field of international law,
which will negatively affect the prestige of Ukraine in the eyes of international
institutions and other states;

+ the absence of an administrative market intermediary (such an intermediary
exists in Germany and France) will inevitably lead to the emergence of formation
of a shadow land market. Presence of land shadow market is a disadvantage for
replenishing the state treasury;

 from the position of political economy theory, for opening the free land
market it is necessary to ensure fully the functioning of a free and transparent
agrarian market in the country. Effective and understandable market laws must
operate in Ukraine. Unfortunately, no proper legislative framework has been
formed in Ukraine so far;

+ against the backdrop of the worldwide COVID-19 epidemic and the
attendant global economic crisis, the value of tangible assets (which include
agricultural land, oil, gas, real estate) will be inevitably diminished. At the same
time will also increase the value of working capital due to its over-holding (gold,
silver, world currency, bank assets). Accordingly, there is a danger of a gradual
setback in the price of agricultural land. However, this factor is absolute; it will
also affect the rental relationship;

* lack of effective legal instruments for regulating the market already at the
stage of land allocation. From a formal and legal point of view, it is necessary to align
anumber of normative-legal acts, as well as by-laws, for the making of the agricultural
land market. Those rules for unspecified reasons were not mentioned in the draft
law Ne 2178-10. First of all, it is necessary to change the formula for calculating
the value of land in order to reach the market price level. Those changes should be
amended by the resolution of the Cabinet of Ministers of Ukraine «On Approval
of the Methodology for Regulatory Monetary Land Valuation». Equally important
are the amendments to the Law of Ukraine «About the State Land Cadastre» and
to a number of by-laws of keeping the cadastre, in terms of control adherence by
landowners to land boundaries and areas of lands which are obtained in ownership,
as well as the mechanism of imposing administrative sanctions for their violation.

Conclusions. We have analyzed the experience of reforming the land
sale market in foreign countries in the context of finding out the possibility and
feasibility of its application in Ukraine.

According to the results of the study, we conclude that, on the one hand, the idea
of introducing a land market is quite successful in terms of economic development of the
country. On the other hand, the proposed concept has numerous risks and disadvantages.
One of the disadvantages are excessively large land for sale (73% of the country).

The sale of large territory will probably have a significant negative impact on
Ukraine’s national security, with all its consequences, despite the current situation
in the territories of Donetsk and Luhansk regions due to Russia’s aggression. The
position regarding the sale of land to foreign citizens is doubtful and unsuccessful
in terms of ensuring the territorial integrity of Ukraine, at least in the near future.

According to the results of the study, it is necessary:

1. To reduce the maximum area of ownership of agricultural land to one
thousand hectares (instead of 10 thousand hectares defined by the draft law
Ne 2178-10). The project involves the amount of land for sale which will make
conditions for mass speculation in the land sale market and will build a shadow
scheme in the form of a speculative land market. Hence the need to develop and
adopt a separate law to establish a mechanism for controlling land tenure and land
usage within territorial communities.
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2. It is imperative to create a mechanism for long-term lending to farms for the
acquisition of preferential agricultural land at the same time as the land market opens.
To do this, it is necessary to make the legislative changes to the agricultural development
program until 2030, which was approved by the Cabinet of Ministers of Ukraine.

3. It is necessary to establish legal liability for speculative trade in the land
sale market by introducing appropriate amendments to the Code of Administrative
Offenses and the Criminal Code of Ukraine (in cases where unfair competition and
speculation resulted large losses for the state and third persons).

4. It is necessary to create a mechanism of state control over the observance for
adherence by landowners to land boundaries and areas of lands which are obtained in
ownership, as well as a mechanism of imposing administrative sanctions for their violation.

5. Review the concept of land sale market introduction in Ukraine.

Finally, it should be noted that the issue of land market reform requires further
scientific research in order to identify successful experiences and miscalculations
of foreign countries in this area, as well as the problematic aspects of the newly
adopted law of Ukraine and to make recommendations for their elimination.
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Kpucruna PespopoBuu

CBITOBHUI JOCBIJ PE@OPMYBAHHS PUHKY 3EMJIL:
TEMIIOPAJIbHO-ITPABOBUI BUMIP

Anortanisi. CTaTTIO IPUCBSIYEHO aHAII3Y JOCBITY peopMyBaHHS PHHKY 3eMJIi B 3apyOiKHIX
KpalHax 3 HOIIAAY TEMIIOPAILHO-IIPABOBOIO aCHEKTy Yy KOHTEKCTI 3’SCyBaHHS MOXJIMBOCTI Ta
JIOLIIIBHOCTI HOT0 3acTocyBaHHs B Ykpaini. OCHOBHHI aKLIEHT 30CepPE/PKEHHI Ha aHai31 YCIIIIHIX
3eMeJIbHUX pe(opM PO3BUHEHMX JEMOKPATHYHHMX KpaiH. Bylno mnpoaHamizoBaHO SIK CTPYKTYypy
3eMEJIBHOTO YIPAaBIIIHHS, TaK 1 CHCTEMY 3/IICHEHHSI 3eMEJIbHHUX TOPTiB, sIKi B OUIBLIOCTI KpaiH €
YaCTHHOIO JIP)KABHOTO PETYJIIOBaHHA. B cTaTTi 30cepemkeHo yBary Ha HEOOXiTHOCTI MoOymZoBH
CTIMKOTO €KOHOMIKO-TIPAaBOBOTO (PYHIAMEHTY JUIS BUTBHOTO PUHKY 3€MJIi, SIKUH 32 CBOEIO CYTHICTIO €
SIBUIIIEM 3MiHHUM 1 BapiaTHBHHM B YMOBaX JTibepaizarii eKoHOMiKH. BinbHui PHHOK 3eMITi Ma€e JyKe
pO3MIHpEHy IHEPTHICTB, 110 BKa3ye Ha Horo Hp}IMOHpOI'IOpI_III/IHy 3aJICKHICTh BiJl HAsIBHOT cmyaun B
eKoHOMILlI KpaiHu. ToMy JIOMYHUM KPOKOM Iepe/] 3[1CHEHHIM peOopMH € CTabdiizallis eKOHOMIKH.
ABTOp TIAKPECITIOE, 10 HE 3BAKAIOUYM Ha MPUBAOIMBICTH PUHKY ITOBHOI Jlibepatizanii, Horo ciif
BU3HAYaTH PH3UKOBAHUM B YKpaiHi 3 HACTYITHHX IPUYHH: BUCOKA HMOBIPHICTh BiJICYTHOCTI 30pOBOT
KOHKYPEHIIil y 3B 513Ky 3 BUXOIOM Ha PHHOK TPaHCHAIIOHAJHHUX KOMIIAHIi; BUCOKa WMOBIPHICTb
A0COJIFOTHOTO HECTIPUHHATTS pehOpMH HaCEITCHHSM, [0 MOYKE IIPU3BECTH IO IPOTECTIB Ta3aBOPYLICHE;
B IIepioj] BIHCHKOBOI arpecii Ha cxoai YKpaiHi HEMOKJIMBO PAI[iOHAIBHO OLIHIOBATH PUHOK 3eMIII 1
Y BUIIQJIKy 3aroCTpEHH KOHUIIKTY Ta TepI/ITOplaﬂbHMX BTaT HOpPMajbHE (yHKLIOHYBaHHS PUHKY
3eMJTi MoXKe OYTH TTiJ] 3arpo3010 y 3B S3KY i3 BmcyTchno MexaH13My 3a0e3MeueHHs ITpaBa BIACHOCTI
Ha TUMYACOBO OKYIOBAHHX TEPHUTOPISIX; BICYTHICTh aJMiHICTPATHBHOIO PUHKOBOIO MOCEPEIHHUKA,
Takoro skuil icHye B HimewunHi un ®paH1ii, HeBIIBOPOTHO MPHU3BEE 10 IOSBH TIHHOBOTO PUHKY
3eMIi, IO € HEBUTIIHUM JUI TIONOBHEHHS JIePKaBHOI CKapOHUINI; IS BIIKPUTTSA BUTGHOTO PHHKY
3eMJTi HeOOXi1JHO TIOBHICTIO 3a0e3neunTH (DYHKIIIOHYBaHHS BUILHOTO 1 IPO30POT0 arpapHOro pHHKY B
JiepKaBi 3arajiom, J0ci B YkpaiHi He c(hOpMOBAHO HAJICIKHOT 3aKOHO/IaBUOI 0a3H 3 I[bOTO MUTAHHS; HA
¢omni BcecpitHbOI enigeMii COVID-19 Ta noB’s13aH0i 3 HEIO IPOTPECyIOY0] KPH3H CBITOBOT EKOHOMIKH
Oyle HEBIIBOPOTHO 3aHIKYBATUCS I[IHHICTH MaTeplaibHUX AaKTHBIB, BINMOBIAHO € HeOe3leKa
MTOCTAITHOTO PErpecy LiHK Ha 3¢MJIi CLITLCHKOTOCTIONAPCHKOTO IPH3HAYCHHST; BIACYTHICTh €(PEKTUBHUX
IOPUIMYHAX IHCTPYMEHTIB PEryIIOBaHHS PUHKY BXKE Ha €Tarll PO3MOMITICHHS 3eMelTb.

Kniouosi cnosa: punox semni, mopamopii, yilbose NPUsHA4EHHA 3eMelb, A2POXONOUHE,
3emenvha pegopma
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Introduction. Road transport is one of the most important branches of social
production and is designed to meet the needs of the population and social production in
spatial movement. The purpose of public administration in the field of road transport
is timely, complete and high-quality satisfaction of these transportation needs and the
of state defense needs, protection of rights during transport services, safe operation of
transport, compliance with the required pace and proportions and more.

Analysis of recent research and publications. Proper functioning of road
transport is not possible without the existence of a developed and high-quality road
infrastructure, which is just beginning to develop according to global, including
European standards despite 30 years of independence (ie creation) of our country,
and therefore requires both adequate funding and quality public administration.
So to assess the place of highways in the national transport system, a number of
factors that represent public information should be cited. Thus, the length of state
roads in Ukraine is 169.5 thousand km. The network of main routes is spread
throughout the country and connects all major cities of Ukraine, as well as provides
cross-border routes with neighboring countries, of which with a hard surface —
165.8 thousand km; there are still 250,000 km of city streets, the condition of which
is the responsibility of local authorities (Sobkevych, et al., 2013, p. 21). It should
be noted that the general network of highways in Ukraine was actually built by the
end of the 80s and to this day is in a state of mostly reconstruction, with the small
exception of new construction. It is obvious that today the development of public
roads lags behind the pace of motorization of the country at least five times, so the
number of cars compared to the 1980s today has increased 7 times, while the growth
ofroads has increased by 1, 5 times. During 1990-2010, their length did not increase.
It should also be noted that the density of roads in Ukraine is 6.6 times lower than
in France (respectively 0.28 and 1.84 kilometers of roads per 1 square kilometer
of the country). The length of highways in Ukraine is 0.28 thousand kilometers
(in Germany — 12.5 thousand kilometers, in France — 7.1 thousand kilometers),
and the level of funding for one kilometer of roads in Ukraine, respectively, 5.5-6
times less than in these countries. Not surprisingly, in 2017, Ukraine ranked 133rd
out of 148 countries in the ranking of American researchers who asked drivers
of one and a half hundred countries whether they are satisfied with their roads
(N. Antoshchishina, 2013). Thus, the problem of complex administration in the
field of road infrastructure in Ukraine is urgent, which must be solved considering
the international, primarily European experience of effective public management
in this area, which is the subject of research within this scientific article.

The purpose of our article is to determine that public administration
(management) in the field of road infrastructure includes the following components:
the state of legal support for the functioning of road infrastructure in Ukraine and
identify prospects for its improvement; legal grounds, procedure and conditions
for financing road infrastructure in Ukraine and abroad; efficiency of the system of
public administration bodies in the field of road infrastructure and identification of
ways to improve it.

Formulation of the main material.

1. The state of legal support for the functioning of the road infrastructure in
Ukraine and the definition of prospects for its improvement. Thus, the Constitution
of Ukraine, in Article 116 (1996) of the management of state property according to
the law (in relation to road infrastructure) is referred to the powers of the Cabinet of
Ministers of Ukraine. The Law of Ukraine «On Motor Roads» (2005), defines the
legal, economic, organizational and social principles of ensuring the functioning of
roads, their construction, reconstruction, repair and maintenance in the interests of
the state and road users. In particular, it defines the concepts of «highway», «street»,
«road surface», defines the types of roads and their components, road management
authorities and their powers. The novelty of this law is the definition of the legal
status of roads in Ukraine, the classification and procedure for transferring public
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roads to the category of high and general principles of financing the construction,
reconstruction, repair and maintenance of roads.

Concerning normative acts in the field of road infrastructure of Ukraine are the
Laws of Ukraine «On Transport» and «On Road Transport» (2001, p.105), which
define the legal, economic, organizational and social bases of transport (including
road transport and road infrastructure), define the concept and content of the
transport system of Ukraine, governing bodies in the field of road transport and road
infrastructure, types of road transport, general principles of road transport safety, etc.

Laws that determine the sources of financing the construction, reconstruction,
repair and maintenance of public roads are the Tax Code of Ukraine (2011), the
Laws of Ukraine «On sources of financing the road industry of Ukraine» (1991,
p. 648), «On concessions» (2019, p. 235). Thus, the Law of Ukraine «On Sources
of Financing of the Road Economy of Ukraine» defines the legal basis for financing
the costs associated with the construction, reconstruction, repair and maintenance
of public roads and rural roads of Ukraine.

At the by-law level, the issues of public administration of road infrastructure
in Ukraine are regulated by a number of acts. Thus, the Resolution of the Cabinet
of Ministers of Ukraine (hereinafter — the Cabinet of Ministers) of September
16, 2015 Ne 712 (p. 278), defines an exhaustive list of public roads of state
importance. The Resolution of the Cabinet of Ministers of December 20, 2017
Ne 1085 (p. 138) defines the mechanism for directing funds from the state road fund,
which is created as part of a special fund of the state budget and calculations of budget
funding for construction, reconstruction, repair and maintenance of roads in Ukraine.

Some normative acts of the Government of Ukraine define strategic (short-
term and long-term) plans for reforming the road infrastructure sector of Ukraine.
In particular, in the National Transport Strategy of Ukraine for the period up
to 2030, approved by the Order of the Cabinet of Ministers of May 30, 2018
Ne 430-r. (p.533) provides for the development of a priority network of highways,
namely: providing short-, medium- and long-term planning for the development
of highways; identification of key indicators of road management efficiency and
monitoring system for their implementation; introduction of European standards of
design, development and maintenance of roads, improving the quality of road surface
and the validity of the choice of its type, in particular by gradually restoring the
operational characteristics of the road network; improving the quality and durability
of roads on the basis of design and estimate documentation and conclusions of the
feasibility study; increasing the share of paved public roads; development of a network
of road service points to ensure verification of compliance with the requirements of
work and rest regimes of drivers in accordance with the European Agreement on
the Work of Crews of Vehicles Performing International Road Transport (EUTR);
introduction of long-term contracts for the maintenance of roads based on their work
and final results; increasing the number of mobile dimensional and weight complexes
and ensuring effective control over exceeding the dimensional and weight parameters
of vehicles; creation of a competitive environment and a favorable business climate
in the market of transport services, in particular, expansion of the list of services
provided by enterprises of the transport industry, etc.

The order of the Cabinet of Ministers of March 28, 2018 Ne 231-r «On approval
of the action plan to implement the Strategy improving road safety in Ukraine
until 2020» (p. 115) provides for a number of measures aimed at developing road
infrastructure of Ukraine, in particular: arrangement of unregulated intersections
protected turns, and on highways, streets, in places of turn — brake lanes; increasing
the informativeness of highways and their infrastructure; equipping sections of the
road network with a transport fence, in particular one that separates oncoming traffic
directions; application of the newest technical means of the organization of road
traffic with the improved characteristics of perception by participants of movement
and the raised characteristics of wear resistance (a marking, lighting); modernization
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of traffic light facilities; ensuring the safety of roadsides, their strengthening and
cleaning; construction of ring intersections of small radius, etc.; bringing the
requirements for the placement of outdoor advertising on international highways in
line with the European Agreement on International Motorways; strengthening road
safety at railway crossings and approaches to them; lighting of streets and roads with
the use of energy-saving technologies, especially on sections of category I roads
passing through settlements (Report of the State Agency of Motor Roads of Ukraine
on the implementation of the state budget of Ukraine for 2017-2019, 2021).

The Strategic Plan for the Development of Road Transport and Roads for
the period up to 2020, developed by Ukravtodor and approved by the Resolution
of the Cabinet of Ministers of December 21, 2015 provides for the achievement of
the following key goals: modernization of the existing road management system;
reconstruction and / or technical maintenance of the road network; effective
management of the use of the car network; improving the quality and safety of
services for the carriage of passengers and goods, etc. (https://mtu.gov.ua/).

It should also be noted that the share of international legal acts that regulate the
relations of public administration of road infrastructure in Ukraine are agreements
to attract foreign investment in this area. In particular, it should be noted that on July 9,
2018 between Ukraine and the European Investment Bank signed a Financing
Agreement for the Project «Improving road safety in the cities of Ukraine»
(2020, p. 35). According to this project, the Ministry of Infrastructure has been
appointed the responsible executor of the Project, which is provided by the order of
the Ministry of Finance dated 03.07.2018 Ne 596 «On the expediency of preparing a
joint reconstruction with the European Investment Bank. The estimated cost of the
Project (according to EIB experts) is EUR 177 million (excluding VAT), of which
loans: EIB — EUR 75 million; EBRD — 75 million euros; the rest — own funds of
cities, technical assistance. The main task of the Project is to reduce the number of
fatalities and serious injuries in road accidents in urban areas, with special attention
to the two categories of victims — pedestrians and cyclists, improving urban road
infrastructure to reduce road accidents; improving the infrastructure of road
intersections; street renovations: improving infrastructure for pedestrians, cyclists
and public transport and utilities; preparation of itinerary action plans or programs
of wide zones (speed reduction in settlements or near schools); support for the legal
and monitoring framework for the implementation of such measures. The Project is
planned to be implemented in the following cities: Lviv, Odesa, Dnipro, Kharkiv,
Kyiv and Kamyanets-Podilsky (Infrastructure projects in the field of transport
safety. Project «Improving road safety in the cities of Ukraine», 2021).

Given the analysis of regulations that in one way or another regulate the
principles of public administration in the field of road infrastructure and based
on strategic development plans in this area in Ukraine, it is advisable to make the
following legislative changes: adopt the Law «On Road Infrastructure» to define
legal, economic, organizational and social principles of ensuring the functioning
of road infrastructure, directions of its development, reconstruction, repair and
maintenance with definition of clear jurisdiction of specific public authorities
responsible for its maintenance and financing, or supplement the Law of Ukraine
«On Road Traffic» with a separate section such legal bases; to adopt the Resolution
of the Cabinet of Ministers of Ukraine «On the procedure for maintenance of roads
and road infrastructure of Ukraine», which determines on the basis of the Law
«On Roads» types of roads and their infrastructure, and determine the jurisdiction
of each public authority for their maintenance, including jurisdiction: Ukravtodor,
road services of local authorities, local governments.

2. Legal bases, order and conditions of financing of road infrastructure in
Ukraine. At the present, the main source of funding for the development of the
network of public roads is the funds of the state and local budgets (Table 1). The
state budget finances the repair and maintenance of long-distance roads, and local
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budgets are responsible for similar work in cities and towns.
Below are key indicators of planning and spending of public funds to finance
the development of road infrastructure.

Table 1

Financing of the road industry of Ukraine from the state and local budgets in

2017-2019, UAH million (Report of the State Agency of Motor Roads of Ukraine on
the implementation of the state budget of Ukraine for 2017-2019, 2021).

Budget year Amounts (billion UAH) Amounts (billion UAH)
spent from the state spent from local budgets
budget
2017 26,2 2,1
2018 29,3 3.3
2019 44,2 6,2

As can be seen from table 1, the financing of the road sector in Ukraine from
the state budget since 2017 has been increasing proportionally annually by more
than 30%, while the increase in funding from local budgets has been insignificant.
According to Ukravtodor, economic losses due to the unsatisfactory condition of
roads reach UAH 55,000 million per year, ie about 3.7% of GDP. At the same time,
the state budget provided for the repair and development of road infrastructure by
2019 a little more than 1% of GDP.

However, the planned budget funding for this area in 2020 reached the
highest figure of UAH 69.7 billion, of which only UAH 4.7 billion. It is planned to
attract funds from international donors, which is 38% more than in 2019.

In addition, the Cabinet of Ministers approved amendments to the State
Targeted Economic Program for the Development of Public Roads of State
Importance for 2018-2022, according to which the projected amount of funding
for this program is 322.15 billion hryvnias, including from the state road fund
— in the amount of 193.15 billion hryvnias, of which 32.76 billion hryvnias are
provided for repayment of loan liabilities, 7.96 billion hryvnias at the expense
of the general fund of the state budget, 20.26 billion hryvnias at the expense of
international financial organizations, at the expense of investors’ funds — UAH
100.78 billion (On approval of amendments to the State target economic program
for the development of public roads of state importance for 2018-2022: Resolution
of the Cabinet of Ministers of Ukraine Ne 36. Art. 552, 2020, p. 20).

All this indicates that today we are reaching economically sound indicators
of financing the development of road infrastructure in Ukraine, which will bring
this area closer to European standards and increase the level of investment
attractiveness of Ukraine, which will boost the country’s economy.

Below it is expedient to give economic and legal means of formation of
financing of road infrastructure in Ukraine. For the purposes of financing works
related to the construction, reconstruction, repair and maintenance of public roads,
a state road fund is created within the special fund of the State Budget of Ukraine.
The income part of this fund is formed at the expense of: 1) excise tax on fuel and
vehicles produced in Ukraine; 2) excise tax on fuel and vehicles imported into the
customs territory of Ukraine; 3) import duty on petroleum products and vehicles
and tires for them; 4) tolls for motor vehicles and other self-propelled machines and
mechanisms, the weight or dimensions of which exceed the normative; 5) funds
of the special fund of the State Budget of Ukraine, obtained by the state attracting
credits (loans) from banks, foreign states and international financial organizations
for the development of the network and maintenance of public roads; 6) tolls on toll
public roads of state importance, the maximum amount and procedure for which
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are set by the Cabinet of Ministers of Ukraine; 7) concession payments — in the
case of construction and operation of roads on the terms of the concession; 8) other
revenues provided for by the State Budget of Ukraine, in the amounts determined
by the law on the State Budget of Ukraine for the relevant year; 9) tolls for the
passage of vehicles and other self-propelled machines and mechanisms, the weight
or dimensions of which exceed the normative; 10) administrative and economic
fines for violation of the legislation on road transport and administrative fines for
offenses provided for in part one of Article 122-2 and part two of Article 132-1 of
the Code of Ukraine on Administrative Offenses.

In turn, the funds of the State Road Fund of Ukraine are directed to:

1. For financial support of construction, reconstruction, repair and
maintenance of public roads of state importance, as well as the implementation of
design and survey and research work, the creation and operation of information and
analytical system of road management, ensuring the development of production
facilities of road organizations; maintenance of branch medical establishments for
rehabilitation of participants of liquidation of consequences of catastrophe at the
Chernobyl nuclear power plant; conducting tenders and preparation of contracts
for construction, reconstruction, repair and maintenance of public roads at the
expense of international financial organizations, other creditors and investors, co-
financing of these works in accordance with the relevant agreements, monitoring
their implementation and commissioning of roads, road management.

The main administrator of the state road fund, which is directed to the financial
support of construction, reconstruction, repair and maintenance of public roads of
state importance is the central executive body that implements state policy in the
field of road management — State Agency of Motor Roads of Ukraine (hereinafter
— Ukravtdor).

2. A subvention from the State Budget of Ukraine to local budgets to finance
the construction, reconstruction, repair and maintenance of public roads of local
importance, as well as streets and roads of communal property in settlements,
which is distributed among local budgets depending on the length of public roads
of local importance the value of the relevant administrative-territorial unit. This
subvention may be used for construction, reconstruction, repair and maintenance
of streets and roads of communal property in settlements in the amount of not more
than 20 percent of the amount of such subvention approved by the law on the State
Budget of Ukraine for the relevant local budget.

The main administrators of these funds, which are directed to the territorial road
funds, are the Council of Ministers of the Autonomous Republic of Crimea, the relevant
regional, Kyiv and Sevastopol city state administrations (Local executive bodies).

3. For financial support of measures to ensure road safety in accordance with
state programs.

The main administrator of the state road fund, which is used to finance
road safety measures in accordance with state programs, is the central executive
body that ensures the formation and implementation of state policy in the field of
transport (Ministry of Infrastructure of Ukraine).

Expenditures to finance works related to the construction, reconstruction,
repair and maintenance of public roads of local importance, streets and roads of
communal property in settlements are provided annually in local budgets (ie, in the
budget of the Autonomous Republic of Crimea, regional, urban, rural and village
budgets for the current year).

Funds of territorial road funds are directed to the construction, reconstruction,
repair and maintenance of public roads of local importance, streets and roads
in settlements belonging to communal property, as well as to the needs of road
management in areas determined by the Verkhovna Rada of the Autonomous
Republic of Crimea, regional, city, settlement and village councils.

According to the Procedure for directing funds of the state road fund,
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approved by the Resolution of the Cabinet of Ministers of Ukraine of December
20,2017 Ne 1085 (2015, p. 82) financial support for construction, reconstruction,
repair and maintenance of public roads of state importance is carried out through
the following payments:

100 Zq,

A — excise tax on fuel and vehicles produced in Ukraine, which is credited
to the special fund of the state budget in the planning year; B — excise tax on
fuel and vehicles imported into the customs territory of Ukraine, which is credited
to the special fund of the state budget in the planning year; C — import duty on
petroleum products and vehicles and tires to them, which is credited to the special
fund of the state budget in the planning year; D — tolls for vehicles and other self-
propelled machines and mechanisms, the weight or dimensions of which exceed
the normative; E — toll for toll public roads of state importance; Z, — the amount
of payments required in the relevant year for the fulfillment of debt obligations on
borrowings received by the state or under state guarantees for the development of
the network and maintenance of public roads.

The amount of budget funds for the financial support of construction,
reconstruction, repair and maintenance of public roads of local importance, streets and
roads of communal property in settlements, including the arrangement of parking spaces,
stops, parking of vehicles is calculated as a subvention from the state budget to local
budgets (hereinafter — the subvention) between the budget of the Autonomous Republic
of Crimea, regional budgets and budgets of mm. Kyiv and Sevastopol, depending on
the length of public roads of local importance in the relevant administrative-territorial
unit as of January 1 of the year preceding the planned, with at least 80 percent spent
on construction, reconstruction, repair and maintenance of public roads of local
importance, and not more than 20 percent — for the construction, reconstruction, repair
and maintenance of streets and roads of communal property in settlements.

Thus, the peculiarity of financing road infrastructure in Ukraine is as follows:

1) expenditures on financing works related to construction, reconstruction, repair
and maintenance of public roads are carried out at the expense of the state road fund, as a
component of the State Budget of Ukraine, formed by the Cabinet of Ministers of Ukraine
(Government), adopted by the Verkhovna Rada of Ukraine. Parliament of the country),
signed by the President of Ukraine (head of state) in December of the current budget year;

2) expenditures on financing works related to construction, reconstruction,
repair and maintenance of public roads of local significance, as well as streets
and roads of communal property in settlements are carried out at the expense of
territorial (local) road funds as a component of city budgets, villages, settlements
and united territorial communities, which are formed and adopted by local councils
(regions, cities, villages, settlements) and signed by their chairmen.

This distribution of financing of road infrastructure of Ukraine is logical because
public roads are state property, and therefore their financing is carried out from the state
budget, and public administration is carried out by public authorities in the manner
prescribed by the Government of Ukraine; accordingly, local roads (ie those used
mainly by residents of relevant cities, villages, settlements) are municipal property, and
therefore their funding is provided mainly from local budgets, and public administration
is carried out by local authorities in the manner prescribed by the relevant councils.

However, the main problem of proper administration of road infrastructure in
Ukraine, and consequently funding for construction, reconstruction and maintenance
of roads is primarily the lack of a national classifier of roads in Ukraine (road
map of road ownership), which would contain a complete classification of roads
by dividing them. the following categories: 1) public roads of state importance;
2) public roads of local significance; 3) highways of settlements; 4) private roads;
5) highways of state enterprises of closed type, on the territory of which the internal

P = (A+B+C+D+E) x
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movement of transport is carried out.

It should be noted that the first two categories of public roads of state and
local significance acquired their normative definition in the Law of Ukraine
«On Motor Roads» of September 8, 2005 Ne 2862-1V, but this did not solve the
problem of their proper public administration. At the legislative level, only general
features of classifying highways to a certain category are defined, without their
classification and delimitation of areas of jurisdiction (powers of a certain subject
of public administration) for construction, reconstruction and maintenance, which
is one of the significant shortcomings of Ukraine. European integration, investment
and tourist attractiveness, proper use of the country’s transit capacity, improving
the living standards of its citizens.

3. The system of public administration bodies in the field of road
infrastructure in Ukraine. The central executive body in this area is the Ministry
of Infrastructure of Ukraine (Ministry of Infrastructure of Ukraine). The
Ministry of Infrastructure of Ukraine operates on the basis of the Regulation
approved by the Resolution of the Cabinet of Ministers of Ukraine of June 30,
2015 Ne 460 (2014, p. 23).

The main tasks of the Ministry of Infrastructure of Ukraine in the field of
transport are: formation and implementation of state policy in the field of transport,
use of roads; formation and implementation of state policy in the field of traffic safety.

The State Administration of Motor Roads of Ukraine and the State
Inspectorate for Land Transport Safety are among the public administration bodies
with authority over the functioning of road infrastructure. The State Agency of
Motor Roads of Ukraine (hereinafter — Ukravtodor) is the central executive body,
which operates on the basis of the Regulation approved by the Decree of the
President of Ukraine of April 13, 2011 Ne 456/2011 (2014, p. 228). The main tasks
of Ukravtodor are: implementation of state policy, as well as making proposals
for its formation in the field of road management; management of public roads;
informing and providing explanations on the implementation of state policy in the
relevant field; organization of reconstruction, repair and maintenance of highways,
appropriate engineering equipment, placement of road service facilities and other
structures; providing technical regulation in the field of reconstruction and overhaul
of roads; management of state property; exercise of other powers determined by
the laws of Ukraine and assigned to him by the President of Ukraine.

The State Inspectorate of Ukraine for Land Transport Safety (hereinafter —
Ukrtransinspektsiya) is the central executive body that in the field of road transport
ensures the implementation of state policy on safety in public transport, for the
transportation of which issued a license and operation of public roads (2021).
Ukrtransinspektsiya in the field of road transport performs the following functions:
approves the network of international and intercity and suburban public bus
routes that extend beyond the territory of the region (interregional routes), and
maintains a register of such routes; issues permits for international transportation of
passengers and goods; carries out the state control and supervision over observance
of requirements of regulatory legal acts concerning maintenance of safety on motor
transport; issues certificates on the establishment of the bus class according to
the parameters of comfort; issues certificates on attestation of bus stations and
maintains a list of certified bus stations; carries out dispatching control over the
work of road carriers that carry passengers on interregional public routes; issues
license cards for vehicles of the business entity; carries out dimensional and weight
control of vehicles at checkpoints across the state border and on public roads, etc.

4. Directions for improving public administration in the field of road
infrastructure in Ukraine, taking into account the experience of the EU.

In 2018, the Ministry of Infrastructure of Ukraine developed a mechanism
for implementing the project «Safe and high-quality roads», which provides, first,
the introduction of safety audits for long-distance roads by creating an independent
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safety audit and quality control of public roads, banning advertising media within
the right-of-way roads, proper information of road users; secondly, the introduction
of a new model of road infrastructure financing by reforming and filling the State
Road Fund; timely and high-quality repair of roads by giving preference not to pit
repairs of a significant part of the road, but to overhauls by gradually laying a new
pavement (Vdovenko, 2007).

Additional measures to improve public administration in the field of road
infrastructure in Ukraine, taking into account the experience of the EU could be:
1) introduction of the procedure for acceptance of the rebuilt road into operation
with the responsibility of the contractor who won the tender for construction,
reconstruction or repair of the road. years and then for 10 years, which is fully
consistent with the established world practice of road construction and maintenance;
2) determination of the responsible representative of the owner for a separate
category of roads, highway, part of the road, which is possible only with the full-
scale completion of the draft cadastral map of roads of Ukraine; 3) introduction of the
procedure of public control over the expenditure of budget funds for construction,
reconstruction of roads, in particular introduction of reporting to Ukravtodor, local
governments, as well as contractors who won the tender for construction (repair)
of the road to the public, including introduction of public audit procedure and road
repairs.

Also in Ukraine, given the experience of most Eu