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Dear Readers

The evolution of modern society is
conditioned by the complex influence of a
combination of the most important
tendencies and factors that determine the
progressive development of its economic,
political, social and spiritual spheres. This

impact is adequately projected in the

strategic priorities of reforming the public

‘ \ — administration system.

The general theoretical conception of the dynamics of social change is
reflected by the modern paradigm of innovative development of society. In this
paradigm, the influence of these trends and factors is also considered as their
adequate design in the theory and practice of social and public administration,
the key principles of which provide the update of the system of public
administration through a comprehensive mechanism of innovations by the
implementation of government-management reforms.

The current state of socio-economic conditions of the institutions’
activities, in particular of public authorities, is characterized by dynamic
changes in the external enviroment. The global financial and economic crisis,
the instability of the political and legal field, the change in the vectors of
development, make it necessary to search for approaches and create a universal
management style in the system of public administration.

When writing the monograph, the authors’ team chose a combination of
synergetic concepts with a set of approaches, among which today the most
important are: globalization-related, informational, innovative, social,
Europeanisation-related, situational and systemic.

The aspiration of Ukrainian society to progressive transformations on the

basis of European values predetermines the need for a large-scale, timely,



adequate and rapid update of the effectiveness of the public administration
system within the targeted implementation of public management reforms. This
reinforces the need for more in-depth refinement of theoretical and
methodological principles, taking into account the evolution of the theory and
practice of social and public administration, as well as the strategic objectives of
the implementation of the new public administration policy of Ukraine.

The development of the theory and practice of public administration is
based on a set of theories of social management, the main of which are the
concepts of administrative management, human relations, the empirical concept
of management, a new concept of management science, etc. The principles of
these concepts have influenced the development of the concepts of public
administration, among which the modern ones are: the concept of “new state
(public) management” and varieties of the “Governance”. In recent decades,
their principles have been the basis of administrative reforms of different
countries in the world. In the modern world, the implementation of the
principles of the European Strategy for Innovation and Good Democracy is
being established as a further development of the concept of “Governance”. The
reform of the national system of public administration in recent years is in line
with the strategy. The new public administration policy focuses on the
decentralization and reformation of public administration, regional policy and
local government.

Institutional transformations, which occur alongside with changes in the
socio-political life of modern Ukraine, significantly increase the responsibility
of public administration for the consequences of social transformations.

The monograph, presented at your discretion, consists of four chapters
that are logically interrelated and provide a comprehensive view of the
possibilities and mechanisms for ensuring the formation of a modern system of
public administration.

The monograph covers a wide range of issues on a stated topic that are

considered from different points of view, under many angles, taking into



account all aspects of the phenomenon of globalization, as well as the theory and
practice of the public administration system at the state and regional levels. The
publication is intended for civil servants, researchers, post-graduate students,
doctoral students, heads of state institutions and enterprises, public organizations
and associations, a wide range of specialists from various fields, as well as
readers interested in issues related to public administration and local self-
government.

The development of the theoretical and methodological foundations of the
research of modern mechanisms of public administration is carried out in
science in direct connection with theoretical issues of the study of the conceptual
apparatus of public administration, evolutionary processes, which is reflected in
chapter 1 of the proposed monograph.

In chapter 2 of the monograph, attention is paid to the implementation of
modern approaches to public administration, namely: the relationship between
the Project Management methodology and the concept of strategic management
as effective tools of anti-crisis policy of regional development; state regulation
of processes of innovation development and the market of insurance services in
the context of reforming the modern system of public administration.

Practical realization of the main modern approaches and tools for
implementing public administration policy in the conditions of formation of the
information society, taking into account the dominant concepts of e-democracy,
is studied by the authors in chapter 3 of the monograph.

Chapter 4 summarizes the global experience of using best world practices
in ensuring the process of developing and implementing a public administration
policy based on effective mechanisms aimed at the full utilization of the
intellectual potential of society, the creation of a consensus and partnership
system, an open dialogue between public administration, the political elite and
the society.

The proposed collective work is aimed at solving scientific, practical and

methodological issues in the field of public administration at the present stage of



evolution of the society and is intended for scientists, teachers of higher
education, employees of state authorities and local self-government,
postgraduate students, students of economic higher educational establishment.

The material of the monograph can also be used in the practice of public
administration to determine the direction of further improvement of
transformational processes. Familiarity with the peculiarities of effective
modern practices in this field will enable professionals to gain knowledge that
will lay the foundations for the further development of their professional
competencies.

Sincerely,

Prof. Serhiy Shkarlet



CHAPTER 1
THEORETICAL ASPECTS OF PUBLIC MANAGEMENT IN
CONTEXT OF MODERN PARADIGM OF SOCIETY DEVELOPMENT

1.1 Postmodern paradigm of state administration in scientific
and theoretical discourse

The study of social processes, solving problems of managing social
development within the public administration are carried out on the basis of
gradual departure from the classical paradigm and replacing it with a new,
formed within the "postmodern state administration", causing the need to
develop relevant theories, concepts and approaches that would be based on
processes of social interaction between the system of government and society,
affecting the efficiency of state-specific management decisions. So governance
acquires qualitatively new features interdisciplinary scientific field. The study is
based on a sound scientific developments in the theory and methodology of state
administration of such foreign authors as J.C Garcia Zamor and R. Hathor, N.
Henry, J. Green, F. Dobbin, D. Kittl, I. Craib, F. Lane, L. Lynn, N. Lovrich, H.
Miller and C. Fox, J. Moore and H. White, W. Ostrom, K. Papadulis, R.
Ramani, R. Stillman, J. Frederickson, C. Fox, K. Fuchs, A. Harrington, B.
Marshall and H.-P. Muller, P. Sztompka.

In public administration classical paradigm can be distinguished, which
forms the organizational theory, political theory and some research related to
the problems of the structure and functions of the civil service at all levels of
administration. The classical paradigm is characterized with mainly being
focused on theoretical and methodological principles of the theory of
bureaucracy as epistemological paradigm of most academic researchers in the
field of public administration, backed by progressive ideas of classical
management thought 19" - early 20" century, based on the administrative
dichotomy of W. Wilson and the principles of federalism (in its American
version), the ideas of members of management theory and management D.

Waldo, M. Weber, A. Maslow, M. Meskon, G. Simon, D. Smitburg, F. Taylor,



A. Thompson, to pay attention in the context of state administration to J.
Shafritz, B. and B. Fry and J. Raashelders, M. Milyakovich and J.Gordon, C. Ott
and J. Shafritz, J. Cerami.

In second half of the twentieth century classical paradigm of state
administration expanded through the use of political analysis (D. Kettl and
J. Fesler, W. Dunn, D. Rosenblum, R. Kravchuk, R. Klerkin, J. Davis),
motivational theory (P. Denhardt, J. Denhardt M. Aristidzhet), decisions (E.
Downs, D. Stone, S. Maine), the theory of regulation of conflicts and general
principles of the conflictology (L. Nigro, E. Kello), human resources
administration (Hayes, R. Kirmi, J. Kohhborn, S. Reeves), analysis of the
effectiveness of management activities (L. Lynn). This situation actually created
the conditions for convergence of state administration and economics, political
science, organizational theory, although its specificity as a form of social control
is saved and remains valid with relevant issues. The issues of methodological
developments in the field of public administration are relevant too, applying the
methodology of political science, organizational theory and theory of
organizational structures, organizational behavior and leadership, human
resource management, administrative law, economic analysis, etc., which are
gradually adapting to the challenges and problems aspect of the theory to the
actual practice of public administration.

The majority of researches within the classical paradigm of state
administration slightly use to theories of social development and theories of
public management development. Most of the works on problems of
management of social development disclose issues of method through the study
of complex social phenomena, which includes social stability, as the method
used within the public administration methodology, due to the subject of the
investigation. In last case we are talking about the need to expand the scope of
the subject of the public administration in theory. This makes it possible to

rethink the methodology of public administration and going beyond its classical



paradigm, forming the basis for theoretical analysis of social phenomena and
processes.

However, understanding the classical paradigm, as indicated by L. Lynn
[1] contains certain doubts about the possibilities of a paradigm of state
administration, where mindset, focused on traditional bureaucratic paradigm for
management is a basis of such doubts. For L. Lynn it is clear that traditional
bureaucratic paradigm is not only outdated but "caricature" as well, such that
distorts traditional thinking which contains elements of legal awareness, values,
reasonably managerialism. But if management thinking does not apply to
components of theoretical reflection of processes of social development, there
are conditions for the development of revisionism and reductionism of state
administration to preserve the traditions that are contained in the pure practice
orienting of this sphere of social control, forming its unprincipled and anti-
intellectual position. Consequently, the analytical discourse of state
administration loses integrity, consistency and comprehensiveness that will play
within the basic concepts of social development management principle of
irresponsibility which makes explicit the real practice.

In this case, it becomes obvious to shift the major emphasis in public
administration from the classic paradigm that is predominantly pragmatic,
enforced with common manager position as for introducing the elements of
scientific understanding of complex social phenomena and processes within the
paradigm of non-classical science, which are emphasized by F. Lane, V.
Ostrom, R. Stillman, J. Frederickson. The latter can be considered as a
prerequisite for the state administration of social development which subject
area is not limited to a focus on the development and improvement of practical
ways to implement the scientific paradigm and filled with basic theoretical
research that helps to overcome a certain gap and the imbalance of theory and
practice of public administration as an interdisciplinary branch of science. In this
context, one of the key elements of the new paradigm is the ability to state

administrating, in order to regulate the changes taking place in society, meaning
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to provide conditions not only for flexible response, but also to create the basis
for their scientific prediction and the development of effective mechanisms for
managing social change to overcome their side effects.

The scientific opinion of the modern period refers exactly to this. But the
theoretical basis for the analysis of social processes is not as much social and
philosophical or managerial context but traditional approaches for western
public opinion on sociology. P. Sztompka [2] explores the sociology of social
change, pointing at the reflection of modern theory dynamics in enhancing
changes. He notes that at the theoretical level scientific understanding of the
dynamics of social processes took place in several stages: evolutionary, cyclical,
dialectical and post-oriented on development. Within these stages P. Sztompka
is trying to reconsider the concept of the social process, development, progress,
social time, historical tradition, modernity, postmodernism and globalization,
which makes it possible to expand research position in terms of theoretical study
of problems of social development and management. This position leads to the
need for a new approach in which state management would not be limited to
purely public bodies and public authorities as a specific subject of science, and
would bring the theory of government so-called postmodern paradigm. J.C.
Garcia Zamora and R. Hator, N. Henry, J.Green, N. Lovrikh, D. Kittl focused on
the need to expand the theoretical context of state administrating.

Postmodern paradigm of state administration which recently has been
actively developing, is claiming to get the status of academic, trying to
overcome pragmatism and normative of classical paradigm even despite
criticism from its supporters. The basis of criticism of postmodern paradigm is
contained of false statements about a theoretical point of convergence of
administrative practice and theory of bureaucracy within social studies. As
pointed K. Papadulis [3], representatives of postmodern paradigm actually
mixed the principles of rationalism and relativism trying to develop the idea of
Social Sciences reduced to social engineering. According to K. Papadulis,

postmodern paradigm can not get rid of relativism and stay within classical
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positivism on basis of which management develops. So a critical position on
attempts of postmodern concepts of state administration to marginalize the
public administration and social sciences in general, leaving no room to
empirical component of social cognition is important from the point of view of
classical paradigm supporters. But even these observations do not solve the
problem which is common for government - no single comprehensive theory,
which replaces the theory of bureaucracy by M. Weber, which has almost no
connection with current political and organizational theories.

In this context, even the approach of the public administration theory to
the theory of social systems in order to address management of social
development by identifying ways to ensure the sustainability and stability of the
system is not always successful because as noted by K. Fuchs [4], the theory of
social systems is a subject for reductive individualism and dual functionalism
within which adequate human integration is impossible. In order to avoid
dualism, reductionism and mechanistic determinism, K. Fuchs offers a
dialectical concept of social systems based on the concept of self-organization.
Dialectical theory of social self organizing K. Fuchs tries to supplement with the
ideas of structuration theory of A. Giddens, claiming that the structure is
medium and the resulting action (theorem of dual structure), meaning both allow
and restrict social action.

Based on this idea K. Fuchs claims that social systems are "re-creative"
(such that recreate themselves), that is, self-organizing. Re-creativeness is based
on the creative activity of mankind and social structures become valid because
of productive practices and attitude of human factors. In this context the
problem of humanity evolution if considered by K. Fuchs as neo-functional
aspect: he recognizes the existence of important structural element in social
systems that promotes the historical development of society based on the
dialectic of chance and necessity and the principles of order due to fluctuations

in the conditions of instability and bifurcation.
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Charles Fox [5] critics the orthodoxy approach to the state administration,
where procedural practice of pseudo-democratic form of implementation of
control mechanisms by social development aimed at providing specific priorities
(mainly related to the interests of individual political groups) trying to keep the
status-quo which was formed and is convenient for stable relations between the
authorities and society dominates. Disagreeing with supporters of this condition
of state administration, C. Fox opposes their postmodernist theory of
government, believing it is more democratic and ethical, based on the ideas of J.
Derrida, M. Foucault, adapting them to the new project of government in terms
of decentralization policy. In fact, Charles Fox tries to make a revision of the
theory of political governance and identify opportunities for its democratization,
developing the concept of democratic governance.

Exploring the postmodern paradigm of governance, H. Miller and C. Fox
[6] indicate that the postmodern public policy introduces new ways to study the
problems of public administration. Consequently, there are new approaches in
public administration and public policy developing, which are dominated by
technical-instrumental methods. These approaches are aimed at providing
objective analysis of complex problems of social development and public
management within a gradual approach to managerialism. Basically, state
administration as a form of social scientific knowledge in this situation should
cooperate with civil society, reducing the distance between citizens and
government, creating a theoretical research within the context of the conditions
for the adaptation of historic approaches to the analysis of processes of social
development.

Considering this, H. Miller [7] finds it appropriate to develop new
concepts of state administration which should combine principles of
epistemology, evolutionary theory, and theory of discourse within a single
postmodern paradigm of public administration. In his view, this approach is not
contrary to the traditional pragmatic orientation of the government as envisages

as grounds political pluralism and social interaction between the system of state
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administration and society affecting the efficiency of certain state-management
decisions.

The most positive aspect in position of H. Miller is the possibility and the
need for innovative synthesis of disparate theories (in traditional opposition to
the classical and postmodern paradigms), which brings state administration to
new horizons in the development of public policy in the sphere of social
development creating conditions to conceptualize problems of sustainable
development of social systems and social stability.

Basically, there was the rise of social development issues within the
public administration in the second half of the twentieth century, which requires
changing the traditional theoretical and methodological approaches and even
paradigms of understanding social processes. Paradigm shift in government
from classical to postmodern paradigm creates conditions for further
systematization and analysis of social phenomena based on a multidisciplinary
approach considering the specificity of state administration as an independent
scientific field. Considering the systemics of modern society crisis and the need
for regulation of the system of governance and an important priority in the
theory of state administration there is a stability problem of social development -
a theoretical understanding of social stability in the new paradigm of state
administration.

Basically, the nowadays situation in the theory of state administration is
characterized by a gradual transition from classical to modern and postmodern
paradigms. The main impetus for changing of paradigm context revealed the
urgency to develop adequate modern conditions of social development concepts
that define a renewed vision of social management. In the last case, one of the
priorities of theoretical reflection in the theory of government is expanding its
interdisciplinary content and comprehension when scientists actively seek and
apply scientific achievements in such fields as political science, economics,
various social theories, etc. Plus, important step in developing a new paradigm

of state administration is methodical search carried out in different areas of
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theoretical research management community development issues related to the
analysis of social systems and their properties, and first of all, stability (stamina)
and the instability of social systems.

The issue of modern social theory and the theory of origin of the social
world explores J. Craib [8], trying to understand theoretically the social structure
within its action. The consistency of these two theoretical concepts is formed
within the structural functionalism of T. Parsons, neo-functionalism and conflict
theory, supplemented by theories of rational choice and symbolic interactionism.
Remarkable attention is paid to the application of structuralism version of
marxism, and postmodern theory, combined with critical theory of J. Habermas.
Considering this theoretical and methodological saturation, specification of the
subject of social theory complemented with practical content, allows to navigate
the changes in contemporary society, considering their impact on theoretical
thought and effects research approach.

However, sometimes provision of interdisciplinary charges the state
administration with synthetical character, because clear demarcation between
social theory and the theory of government in some cases is difficult to establish.
For example, A. Harrington, B. Marshall and H.P. Mueller [9] point to the
synthetic nature of social theory, where the tangible elements of political theory
and interdisciplinary methodology typical for public administration are
noticeable.

Considering this, R. Ramani [10] refers to the analysis of formation of
social communities and the gradual development of a society, regulated with
mechanisms, which are made at the level of state and political institutions. He
emphasizes the need to respect the correspondence between the existing
mechanisms of government, social development trends and the latest affecting
the change in governance.

On the other hand, the actuality of use of an interdisciplinary approach is
demonstrated by J. Wolf and G. Vemsli [11], who refer to the analysis of the

crisis of the American political system disclosed in government crises associated
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with the absence of higher levels of political and government consensus on goals
conserning social development. The main idea developed by J. Wolf and G.
Vemsli becomes the central position of public administration in the management
of social development, hence the need to compensate for inadequate growth of
political leaders. In this context, the researchers propose to review the
relationship between public administration and civil service and civil society
that they serve trying to determine the possibility of the system of government
structural balance between change and stability of society to maintain a
sustainable democracy.

J. Herrera [12], who examines the relationship between technology and
international politics, arguing that international politics is shaped by the
technologies which are crucial, considering the pace of technological change in
society significantly extends the traditional paradigm of governance in their
trials. J. Herrera, based on the theory of international relations and historical
sociology, suggests a complex theory of historical relationship of technology
and international politics, getting new results in the analysis of political
economy and security relevant to the governance of social development
demonstrating the possibilities of interdisciplinary approach. In this context they
analyze system of changes made within the modern paradigms (primarily non-
materialistic understanding of the structure), which approximate the theoretical
understanding of technology in public policy, government, international policy
in the sphere of social appears relevant in order to reach a new management
practices complex social systems.

As part of a general public perspective, M. Daley and H. Silver [13]
analyze the concepts of social exclusion and social capital indicating origin
because of confusion or overlap of one another concept of social exclusion.
Thus, usually social isolation is reduced to the problem of capital which reduces
the possibility of public policy because the basis of a theoretical tradition does

not understand processes which include specific social phenomenon. In this
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respect, the researchers put in a context social relationships and social networks,
criticizing the policy of “decisions”.

A little different point of view is given by J. Chopra [14], who believes
that governance mainly manages changes in the pursuit of “socially defined”
social values trying to preserve the appearance of openness and transparency. In
theoretical analysis of this question J. Chopra refers to the analysis of the
process of forming public policy of government and civil society in terms of
improving the management component of the interdependence of the two
systems on the role and responsibilities of political leadership and heads of
public authorities.

In this aspect, the limited application of the classical paradigm of
government to the current problems associated with the dynamic changes in the
social environment and the need for adequate responses to changes in the social
system, which requires more theoretical grounding in the theory of government
than traditional pragmatism, should be mentioned. Thus, examining issues of
institutional changes in the theory of J. Burke and D. Helven [15] concludes
synthetic organization that determines its functional structure that can be
recombined whereby the latter depends on the cultural and institutional
resources of the organization. In fact, it is the theory of creative syncretism
which researchers consider as the basis of changes based on the
phenomenological approach which in part explain the emergence and
consolidation of institutional norms and values in society. Although the concept
of experience as a basis for understanding social phenomena within
institutionalism brings ideas of J. Burke and D. Helvena to some extent to
pragmatism of J. Dewey, especially in terms of understanding social norms.

In this context F. Dobbin [16] criticized organizational theory pointing out
that the analysis of indifference within it leaves a convincing classical approach
of P. Bourdieu. But in practice it appears that this approach and organizational
theory actually applied fragmentally, unlike modern "paradigmatic" as key

projects in modern management.
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From the point of view of theoretical understanding in government
sustainability of social systems and their development institutional theory on
which it 1s possible to highlight specific levels of emergence and transformation
of stability and thus determine the specific mechanisms of state-administrative
regulation of social development in order to ensure social stability is important.
It is advisable to refer to the opinion of J. Mor and H. Whyte [17] who explore
social institutions as a set of mechanisms that combine three types of social
distributions: microsystems social interaction with meso- and macrolevels of the
organization. The basis of this approach is the principles of empirical research
and binary correlation that linked researchers with new strategies for strategic
studies of mechanisms based on a number of analytical methods. This allows
John. H. Mora to promote and justify two main hypotheses: institutional stability
(in terms of the ability to respond to changes flexibly) directly correlates with
the general level of structural relationships that combine the levels of their
significance representative bodies and implementing bodies; institutional
changes, characterized by a large number of connections, defined as stable in
terms of sustainability to comparison of significant number of specific forms of
a particular institutional space.

The use of symbolic interactionism towards classical studies of industrial
bureaucracy by Goldner to expand the boundaries of institutionalism has been
performed by T. Hallett and M. Ventreska [18]. According to the researchers,
modern institutionalism and symbolism are not antagonists, but rather may be
combined with the framework of “human institutions approach” that focuses on
local and outside the local involvement and relationships. T. Hallett and M.
Ventresky note that this approach is constructive in terms of understanding that
institutions are the foundation of social interaction, as their basis, the principles
of social interactions (“interaction building”), and an understanding that
institutions are created and developed under the influence of social interaction.

In the last case, the researches move their focus from the theoretical

courses to the methodological problems of the analysis of public processes. Such
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situation is the model for the day-to-day state management which actively
participates in the field of methodology. Although there is a problem here that
needs special attention because it clearly emphasized the direction concerning
analysis of social systems and society as a whole, so its parts slowly get a status
of separate subject of state administrating theory. It also should be mentioned
that in the everyday state management there is no general concept which could
combine theory and methodology in terms of concrete paradigms without
sorting them according to the level of interdisciplinary performance and specific
scientific use.

This assertion is based on the development of D. Hitchins [19] who states
that there is no single scientific theory combining a set of different ideas of
scientists and summarize their methodological research and development hence
the preservation of dogma in science. As an alternative approach in this case, D.
Hitchins believes is systematics and analysis of socio-technical systems which
development is due to the emergence of the concept of chaos and disaster that
set limitations on the use of a specific methodology for analyzing complex
phenomena and processes giving the dynamic changes in the present conditions
of social life as a limiting condition for scientific knowledge. D. Hitchins offers
unified hypothesis that uses entropic configuration or unified concept since the
systems are either real, those that can be perceived or understood through
reduction to chaos from which they are conceptualized and defined. Unified
hypotheses are trying to understand complex systems through the study of all
types: physical, chemical, biological, social, environmental, etc., not trying to
criticize question of loyalty or disloyalty management.

D. Hitchins offers seven principles of building a unified system of
hypotheses which include reaction system, system connectability, adaptation of
unity in diversity, limited variety, preferential model and the cyclic sequence.
The combination of these principles is a life cycle plan which is not a single
system but a set of open systems that interact and can be displayed. These

principles point to the causes of association in the set, the emergence of chaotic,
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catastrophic, or priority linear interactions of each, based on their stability
causes the decline or collapse and regrouping their main components. As D.
Hitchins offers to represent these principles in the form of taper / transition state,
the unified system of hypotheses is actually the sum of principles, but not a
specific basis for describing the stages of the life cycle of the system and causes
the transition from one to another. Important in this context is the possibility of a
unified system of hypotheses to analyze a wide range of economic, political,
social, organizational and technical systems.

Sometimes researchers emphasize the connection not only of the state
management of other social sciences in research methodology, but also in the
theory. S. Polinedou [20] establishes fairly clear parallels between the
development of social theoretical thought and governance that leads to the
development and distribution in classical and modernist theory of governance,
the approximation of classical theories of government to behavioral and social-
psychological theories. An important development in the theory of government
according to S. Polinedu is comparative methodological principle that develops
in the work process.

Another leading theoretical principles of research the processes of
management of public development is the theory of hegemony, especially
quantitative theory of hegemonic stability which is the basis of scientific
forecasting changes in domestic and foreign policies on economic development
taking into account the component of national security which is getting actual in
the conditions of integration and globalization. Considering the current changes
in the international economic situation and the need to adjust hegemonic
stability theory, V. Conavay [21] points to the urgency of its modification in
terms of upgrading the methodological basis of economic research at all levels
of governance and society.

Question of levels of society and its state within the methodology of
public administration actively takes interdisciplinary but still the leading idea of

adapting this methodology to the specific governance as specific management
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practices social development remains. Attempts of T. Jacob [22] to pay attention
to the appropriateness of the search for new models of development perspective
of the relationship of government and civil society actors in governance should
be noted as well. In this context, T. Jacob resorted to the analysis of modern
society at all stages of its development defining features of state management in
each of them.

Quantitative methods are used not only in government but also in public
policy, management of non-profit organizations, etc., have become the subject
of research of J. Miller [23]. The scientist emphasizes the importance of theory
of building and testing, increasing the role of information and analytical research
tools in solving complex problems of social development and public
management effectively the potential of visualization, planning and
implementation of research projects and opportunities analysis, using
quantitative methods in public administration, not only in theory but also in
practice. A bit further on this approach is D. McNabb [24] who by exploring the
issues of quantitative and qualitative methods in public administration drew
attention to the need to supplement its methodology of critical approaches. K.
Young [25] agrees with J. Miller pointing to the need for a unified position of
scientific research system in public administration through the use of a wide
range of methods and techniques manufactured by other sciences in the
implementation of research projects. It is about the possibility of using
systematic research methods in solving traditional problems of public
administration at the theoretical and practical levels.

In terms of theoretical studies of problems of state social development,
and also considering the idea of D. Hitchins for the public administration
development of paradigm theory of social stability it is important while it allows
to specify a system of hypotheses on issues of social development within a
unified theory of social stability in the new paradigm of state management along
with the conceptualization of design research which includes linear, logical

organization responsible for systematizing goals and objectives of the study are
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grouped accordingly. According theoretical and methodological research, the
structures are equal, explaining the logic of research and existing problems of
scientific results; forming the concept of research and analysis methodology to
apply a particular subject and object; providing scientific foresight and problem
solving application of scientific results (modeling, quantitative methods, etc.),
the analytical level of understanding of the phenomenon or process that specifies
the theoretical achievements; reveal the implications and prospects for future
research. In terms of theory and methodology of government accentuation it is
important to note that most research procedures related to the analysis of
complex processes and phenomena are super theoretical that characterize not
only the specifics of the research object or subject but also makes specific set of
methods and their practical application in the development of state-making.

The need and feasibility of combining governance and methodology of
social science also is indicated by J. Chopra, analyzing the problems of research
in public administration. R. Arora [26] considers modern public administration
as a product of certain evolutionary processes linking its growth with the
development of information and communication technologies. He stresses the
need to replenish the theoretical and methodological arsenal of government
research new approaches that develop within an interdisciplinary and
comparative analysis that enables developing and offers new dimensions of
understanding and solving the problems of public administration. R. Arora sees
this opportunity in the development of innovation in state administration.

Taking into account the complexity of the phenomenon of society as a
system and the need for verification of theoretical positions, many researchers
also refer to the methodology of “exact” sciences trying to adapt to the needs of
government methods of mathematical and statistical modeling, dynamic analysis
etc., in different ways and at different levels of state social system. Thus, J.
Woldendorp and H. Kiman [27] as an empirical analysis introduce dynamic
analysis of the interaction between the different categories of subjects and

institutions besides interactive behavior of relevant subjects within an
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institutional context turns to be a heuristic basis, that allows to use dynamic
institutional analysis for research policy in the socioeconomic sphere (as well as
in other areas of policy) promoting formation of methodological compromise in
interdisciplinary studies including comparative, overcoming the gap between
quantitative and qualitative approaches.

Exploring the issues of theoretical and methodological understanding of
global human development, R. Smith states that multileveled statistical models
of studying the effect of civilization zones and instrumental impacts on human
potential are important in terms of identifying the potential of human
development at the country and society [28]. R. Smith bases on the UN Human
Development indicators — indexes, synthesizing a level of education, life
expectancy and income. He also adds to this group the indexes of the level of
development, political democracy, corruption, internal conflicts, evaluating
them as instrumental factors. It is important that political freedom is combined
with civil responsibility which is the basis of regional differences in the
assessment of human development and understanding of the fact that civilization
zone and corruption immediately become destabilizing factors as leading to
shifts in the structure of societies and deformation of social and political life.

In work of N. Bellomo, M. Vertolli and M. Delital [29], the applicability
of the modeling of complex social systems of mathematical modeling in
mathematical kinetic theory within active parts, leaving the possibility of
analyzing mathematical models in social terms is proved. The researchers
conclude that the possibility of such a model to describe the process of influence
social policy and allocation of public goods to the general trends of society is
evident even in spite of the existing theoretical and methodological pluralism in
modern science.

Due to methodological context formed in the present government, it can
be argued that the priority of theoretical reflection science is the study and
analysis of society as a whole system with its inherent characteristics. In fact,

one could argue that the study of social processes, problem solving, managing
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social development within the public administration should be based on a
gradual departure from the traditional paradigm and its replacement with new
one formed within postmodern public administration causing the need to
develop relevant theories, concepts and approaches. Getting rid of the
bureaucratic orientation of the traditional paradigm which reflects insufficient
social problems, a new paradigm of governance should apply to the field of
contemporary social postmodern studies within which the public administration
acquires qualitatively new features interdisciplinary scientific field.

Theoretical studies in modern state administration are aimed at
establishing the nature of various phenomena of society as actual givens, as
specific phenomenon that is seen mainly as a specific subject of governance, the
analysis which applies an interdisciplinary methodology. Thus one of the main
problems in the plane conceptualize management community development
within the modern paradigm of governance is the issue of stability and
sustainability of social systems which at the level of total scientific abstraction
can beconsidered as social stability, which provides theoretical understanding of
this complex phenomenon from the perspective of equality of stability /
instability development.

On the basis of the research the classic, modern and postmodern paradigm
of public administration is highlighted. Fundamentals of the classical paradigm
were laid in the writings of W. Wilson (1880), which distinguishes public
administration as an independent direction of administrative science. Later (till
1950) based on the concept of scientific management theories of bureaucracy,
organization, motivation, introduced the theory of government, the classic
paradigm focused on solving the problems of society, politics and relationship
management, administration and civil service federalism. Besides the main
components are the classic paradigm of political theory and the theory of
organizational behavior and leadership, economic analysis, policy analysis,
decision-making and more. As a result, the classical paradigm is characterized

as practice oriented, rational, single dimension unit and linearity.
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The second half of 1950s there is the concept of “new state management”
(J. Frederickson) which became the basis for the formation of modern paradigm
that focuses on the analysis of social conditions of society, problems of
uncertainty and instability of the environment, developed the principle of
separation of powers and on the development of administrative ethics. Modern
governance paradigm is introduced with theories of social development
management, conflict of rational choice, international relations, hegemonic
theory, critical theory of J. Habermas, structurational theory of A. Giddens. Also
principles of historical sociology, managerism and institutionalism are
important. Modern paradigm is characterized by technologism, nonlinearity, and
indeterminism.

Active application of “post non-classical” science principles (nonlinearity,
indeterminism) in public administration in late 1970s initiated the formation of
postmodern paradigm that draws attention to the development of complex
systems and management problems intersystem interactions, questions of
geopolitics and global governance. The basis of this paradigm was the concept
of “postmodern public administration” (Charles Fox, H. Miller) within which is
a synthesis of principles synergy of values, universalism, social engineering,
structural functionalism of T. Parsons, neofunctionalism, praxeology,
organizational cybernetics, neoliberalism. Postmodern paradigm of government
represented evolutionary, postindustrial theories, theories of discourse, symbolic
interactionism, chaos and catastrophes, creative syncretism quantity theory of
hegemonic stability and so on. The main characteristics of this paradigm are:
relativism, instrumentalism, innovation, interdisciplinarity.

Directions for further researches should be the study of historiography of
the science of public administration in Ukraine, developing a single concept,
combining theory and methodology within a particular paradigm, not separating
them by the level of interdisciplinary representation and certain scientific

peculiarity of use.
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1.2 Origin and theoretical basis of New Public Management

New Public Management (NPM) is the label given to a series of reforms
from the 1980s onwards, to improve the efficiency and performance of western
governments and/or public sector organizations.

Nowadays there are many modern concepts of public administration to
individual needs and values of different countries. Searching for the optimal
model for Ukraine continues because together with society changes, according
to new conditions, and its integral part - the public administration. As the
response to the crisis in public administration, built on the principles of
centralization, became the NPM which has found expression in actions and
changes, not the resistance. NPM is a model of governance based on the
borrowing practices of corporate governance which apply in business and non-
profit organizations. We believe that it is necessary to note a significant
difference between the implementation and functioning of management models
in different countries. Ukrainian model of management has not been fully
formed yet, but has featured of the European that should be considered in
selecting methods of management which can be used in Ukraine. It should be
mentioned that the issues solutions of public administration system in Ukraine
are in the right direction.

NPM model is associated with intra initiatives in the second half of the
70s of the 20" century of the Prime Minister of Great Britain Margaret Thatcher
and US President Ronald Reagan. Proposals on reorganization of public
administration similar to the model of market institutions were formulated in the
US in 1980-1990. The Commission of the US Vice President Al Gore noted that
government institutions in America had turned ineffective and closed for a
public monopolies and offered to carry out a full reform of the public
administration. Later the model “aimed at the result” to the public sector was
implemented. Under the result the services provided to citizens and their

organizations which provided the satisfaction with the functioning of
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government system were understood. In 1993 the US government began to
implement reforms called “reinvention”. These reforms have had wide-ranging
goals - the government had redefined the role of government and its relationship
with citizens.

Now we can also hear the definition of “new managerism” which means —
ideas of management. Changes based on the so-called the three E (economy,
energy and efficiency) and significantly influenced the management role
understanding in determining public policy and public servant status.

The main substance of the NPM is to introduce government work all best
theories and methods of operation used in business. It should be noted that there
is a certain standard model that could work in all countries. Usually these are
general approach and position, and every country is looking for own
implementation ways according to their own challenges. NPM aim is to
minimize government intervention in the economy and maintaining it in the
areas where the public considered the feasibility of its presence [1].

In addition, NPM provides management with the minimization of
government, de-bureaucratization, decentralization, market orientation in public
service, privatization and others. The above mentioned distinguishes it
significantly from the traditional management model, the model of
administration. Within NPM are also created new management approaches and
concepts of “post-bureaucratic paradigm”, “public managerism”, “market
governance”, “entrepreneurial government” and others [2]. Consequently, NPM
opposed to the concept of the administrative state and used to describe the
content of the concept of government “guidance” rather than “administration” or
“management”. Management in this case means a system of cooperation of
public, national and international institutions, private, public and mixed
structures to ensure that the public interest and solving social problems [3].

Scholars and practitioners are unanimous that the private sector is more
efficient than the state in the allocation and use of resources, and therefore

governance may also be more effective if used the example of the private sector.
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The difference between the private sector and government is overlooked. It
means that in the absence of competitive pressures in the public sector will be
suboptimal allocation of resources. Although this model has several directions,
all directions are aiming at efficiency and usefulness to society.

Implementation of this model in Ukraine is an extremely difficult task. It
should be noted that management must: 1) be a professional way to deal the
problems of organization and optimal allocation of resources; 2) be based on
scientific knowledge about how to fix problems in most effective way.

As noted above, the main differences of the NPM are, firstly — in the
application of business processes and market mechanisms to the public sector,
secondly — use of management technologies which are developed by private
companies.

The mentioned information applies to the resources reduction and
governance — decentralization, delegation of public authority to the market
structure, reducing costs of the state apparatus through its restructuring,
watching its duties and refusal from some of them which belongs to the social
security of population.

It is proposed to use tender, contract system in the civil service, the
introduction of payment for certain services as a direction of mechanisms
improving of public financial management and budget [1].

A list of the basic principles of new governance were published by K.
Huda in a book «A public management for all seasons?»:

— 'hands-on professional management' in the public sector — Active, visible.

Discretionary control of organizations from named persons at the top,

“free to manage” (Accountability requires clear assignment of

responsibility for action not diffusion of power);

— explicit standards and measures of performance — Definition of goals.

Targets, indicators of success, preferably expressed in quantitative terms,

especially for professional services (Day and Klein 1987; Carter 1989).
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Accountability requires clear statement of goals efficiency requires “hard
look™ at objectives);

greater emphasis on output controls — Resource allocation and rewards
linked to measured performance; breakup of centralized bureaucracy-wide
personnel management. (Need to stress results rather than procedures);
shift to disaggregation of units in the public sector — Break up of formerly
“monolithic” units, unbundling of U-form management systems into
corporatized units around products, operating on decentralized “one-line”
budgets and dealing with one another on an “arms-length” basis. (Need to
create ‘“manageable” units, separate provision and production interests,
gain efficiency advantages of use of contract or franchise arrangements
inside as well as outside the public sector);

shift to greater competition in public sector — Move to term contracts and
public tendering procedures. (Rivalry as the key to lower costs and better
standards);

stress on private sector styles of management practice — Move away from
military-style “public service ethic”, greater flexibility in hiring and
rewards; greater use of PR techniques. (Need to use “proven” private
sector management tools in the public sector);

stress on greater discipline and parsimony in resource use — Cutting direct
costs. Raising labour discipline, resisting union demands, limiting
“compliance costs” to business. (Need to check resource demands of
public sector and “do more with less™).

In the manuscript of D. Osborna and T. Heblera «Now the Entrepreneurial

Spirit is Transforming the Public Sector» scientists proved the presence of new

conditions indissoluble link between politics and administration, as well as

systematic principles that underlie the theory of NPM:

catholic Government (to adjust instead following by “downstream”),
government of communal property (the power instead of service),
competitive government (introduction of competition in delivery service),
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the managing government (controlled transformation of management
organizations),

the results-oriented Government (funding investment to results but not to
inputs),

government managed by client (meets the needs of the customer, not the
bureaucracy),

enterprising government (earning instead of spending),

the previous government (prevention (prophylaxis) of trouble instead of
treatment),

the decentralized Government (from hierarchy to participation and
interaction).

The scientists identify two trends in NPM reforms: economic —

mercerization (introduction of the state apparatus market mechanisms in a wide

sense) and organizational — less bureaucratic, which contains the following

elements:

changing the principles of governance organizational structure
(decentralization and deconcentration),

changing structure and content of government functions and structure;
arrival of forecasting, strategic analysis, assessment and planning,
marketing resources, products, customers, human resources agencies,
financial management, etc.,

changing of units principles (teams, committees and working groups)
based on qualifications rather than formal criteria,

changing the planning reporting and controls system,

changing the system of assessment, promotion and monitoring of
personnel,

changing the system of rewards, installation, depending of their results,
establishing the dominance qualification criteria for promotion and

recruitment,
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— increasing of staff mobility,

— the abolition of the instructions and rules that hinder the achievement of
objectives,

— review and cancellation kinds of work and operation not focused on the
final result,

— total orientation to productivity and quality of work and services,

— reduction of the administrative staff.

Christopher Politt [4] generally considers that NPM is example of
managerism, and notes that it is more an ideology than a theory. It is noted that
all discussed principles of NPM aimed to reduce the government quantity and to
use knowledge which is based on business philosophy.

In modern science of management NPM perceived sometimes as “general
management” which provides the basis of similarity in public and private
management. The question of responsibility (accountability) or response (with
respect to political leaders or to the population) which in this perspective should
be in the center of public authorities concerns look less significant. Instead,
NPM is based on increasing management opportunities through using
management techniques borrowed from a private sector.

It should be noted that the NPM proponents emphasize about separation
of commercial functions from nonprofit, political and advisory functions from
service provision and regulatory functions. An important component of NPM
advocates discipline and frugality in the use of resources. It is considered that
mentioned is too important for Ukraine because discipline in this matter is
completely absent.

Within NPM was found that the power authorities are not able to respond
to modern challenges according to which began to develop the model of good
governance. The basic principles of this model recorded in 1997 in documents
of UN Development Program (UNDP) [5]:

— participation (all citizens should have the right to vote in decision-

making),
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— the rule of law (honesty and impartiality of the legal structures),

— transparency (the free flow of information that is available to everyone),

— ability to respond (institutions and processes are all stakeholders),

— focus on consensus (model mediates between different interests for reach
agreement),

— parity (all men and women have equal opportunities in increasing or
maintaining their own well-being),

— the effectiveness and efficiency (processes and institutions satisfy the
needs in the best use of resources),

— accountability (those who make decisions are accountable to the public
and stakeholders),

— strategic vision (leaders and the public have a wide and relatively long-
term perspective according models and human development).

It means the relationship between the state and citizens. It should be noted
that communities in Ukraine need to learn how to make decisions and not shift
their responsibility to the central government.

So, we would like to form the scheme of their own vision of basic
education NPM levels (Fig. 1.1), based on foundation of “public administration”
and which competes with such areas as good governance, the policy network
and others.

In turn, we agree with the authors that claim that NPM has already
reached its extremum and is currently declining. In 2005, Patrick Dunleavy,
professor of political science and public policy within the government
department of the London School of Economics (LSE) published an article
entitled «New Public Management is Dead — Long Live Digital-Era
Governance» (Dunleavy et al., 2005). As the title of this article suggests,
professor Dunleavy proposes that the organisational paradigm of new public
management has become obsolete [6]. Professor Dunleavy is critical of new
public management. Because there is new public management, there must have
been “old” public management.
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Old public management, new public management, good
governance, policy network and others

Public management as the foundation of further
development

Manageme

Public
Administration

To manage

Fig. 1.1 Basic level of formation NPM

The traditional theory of public management — without the term new —
stated that politics is important for understanding how public organizations
operate. Initially, public organizations were studied with the help of theories
originally developed to explain the workings of the private sector as there was
not enough knowledge about the functioning of public organizations in a
political context. Public management theory brought politics into the analysis
[7].

Economist Ha-Joon Chang in his book «Bad Samaritans» says that NPM
increases, instead of decreasing, corruption and, as a result of increased contacts
functionaries of the public sector with the private, creating additional conditions
for bribes.

It is also mentioned that the effectiveness of NPM observed only in
certain sectors of public administration (water, health). The problem is in
difficulty determining exactly what has improved as a result of system changes.

Thus, from our point of view all scientists, proponents of NPM and

opponents, are right, but the main thing should be noted — for replacing NPM
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has come new theories and approaches that better suit for current requirements

of humanity, there is still using some effective tools NPM (about which was

mentioned before) in management practices which contain its negative effects

(see Ha-Joon Chang «Bad Samaritans») [8], which were discovered in the

reform process of other countries may lead to positive changes in Ukraine.
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1.3 The economic essence and evolution of the category of “human
potential” in context of public management

In the system of factors of the national wealth the productive forces which
are generated by population, are the real asset that can provide a high level of
development and prosperity of the state even in the relative scarcity of their
natural resources. This thesis is well-established and well-known in modern
economic research. However, dynamic changes in the area of human existence
cause loss of relevance of traditional for “human capital” concepts idea of a man
as a resource which is “consumed” in a specific way in the process of production
or social nature.

Theoretical principles on human capital offered by T. Schultz [1], [2],
G. Becker [3] and others authors made a breakthrough in economic science in
due time. But at the current stage of development of civilization there is a
gradually shift in scientific interest favourable to their intensification and
expansion with the use of more advanced terminology (e.g. living standards,
quality of life, human development) oriented to a person, the conditions of his or
her formation and improvement, rights and freedoms as a prerequisite for
achieving economic prosperity. Therefore, the category of ‘“human
development” has become more popular among the contemporary authors’
study. It not only contains within itself these aspects but also allows fully reflect
the unique and exceptional importance of a man to ensure the release of the
national economy into a trajectory of high-tech, creative growth within
sustainable development.

Despite the relevance and practical value of human potential its research
tools have not yet been fully formulated and require deeper scientific
justification. In the late 1990s, G.B. Solnceva and G.L. Smolyan argued that
usage of this notion has “vague and mainly publicistic context” [4, p. 59]. But
since then nothing much has changed. Currently there is neither generally
accepted terminology interpretation of “human development”, nor analytical
approaches for the development of methodology for its assessment. Nor is there
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any single measure to determine the level of its development. Decision-making
mechanisms in governmental regulatory activity related to the economy on the
principle of a balanced private and public interests remains not sufficiently
worked out. This results in a need to continue scientific research for further
development of the theoretical basis of the concept of human development
acceptable to address not only current but also forward-looking problems in the
system of national economy promotion.

Although the theory of human development is notable for relative novelty,
its basic tenets have deep roots. The search for ways to improve the certain
aspects of effectiveness has existed since prehistoric times. First profound ideas
about human development emerged in the works of the ancient sages, including
Ancient Greece. Thus, in the writings of Aristotle the idea of secondary
importance of economic development and its supporting role in achieving the
ultimate goal was launched. In “Nicomachean Ethics” philosopher wrote:
Wealth — this is not the desired good because it is useful, that is, it exists to serve
something else”. To explain the purpose of economic development Aristotle
used the term “eudaimonia” (eydaimonia) as a condition of the highest good,
which comes as a result of proper mental and physical human being and
promotes universal prosperity and welfare. He used this term to study the
subject and the ultimate goal of science of the state: ... we felt that science of
the state was a supreme good, because that's what this science is mostly focused
on to create the citizens of certain quality, that is virtuous and those that perform
wonderful deeds” [5].

Of course, this theory is rather abstract and contains elements that go far
beyond this study as it includes a specific view of human nature and
philosophical rumination on virtue. However, it carries the progressive vision of
the quality of human life as a set of specific activities that have the appropriate
value for the public welfare and their potential implementation using

instruments of state influence. But Aristotle's ideas had remained forgotten for a
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long time, because economics from the outset took care of issues of enrichment
for a nation.

At the end of 19™ century quality of life was associated mainly with the
possibility of consumption and welfare of the nation identified with economic
wealth. That is reflected in the ideas of the representatives of classical political
economy. This idea can be seen in the research of A. Smith who defined the
wealth as one of the possible ways to improve the life. Nevertheless scientist
recognized that “... no society can flourish and be happy if the most significant
members of it are poor and unhappy” [6, p.17]. Smith noted the importance of
population diversified development because daily grind and limited vision
threaten, ultimately, national interests [6, p. 557]. The state was given a central
role which according to Smith was assigned functions of human development
including through the provision of public education: “Education of ordinary
people in the civilized and commercial society ... requires attention and
assistance of the state ...” [6, p. 558].

J.St. Mill, developing the ideas of A. Smith in line with humanism, wrote:
“Man serves the purpose for which wealth exists. But his acquired abilities,
which act only as agent and which are implemented only through the work,
rightfully can be attributed to capital category” [7, p.151].

Based on the analysis of predecessors’ economic ideas, Marx argued that
the main capital that is a source of added value formation (and hence the growth
of national income — note of the authors), is a man, his creative skills
accumulated over many generations [8, p.221].

Further development of scientific statements which now form the basis of
the theory of human development was directly or indirectly held within many
economic schools. For example, there is a provision in a study of one of the
founders of neoclassical economic theory A. Marshall as follows: “Production
of the wealth — is only means to support human life, to meet its needs and to

develop its forces — physical, mental and moral. But the man himself is the main
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means of producing such wealth, who also serves as the ultimate goal of
wealth.” [9, p. 210].

J.M. Keynes considered development and implementation of human
capabilities, empowering of personal choice as the most important conditions for
economic growth: “... individualism ... extremely expands opportunities for
personal choice ... This diversity keeps traditions, embodying the most
appropriate and successful range of previous generations ... and being a servant
of experience in the same way as tradition and imagination, it is the most
powerful means to achieve a better future [10, p. 239].

Summarizing the views of Adam Smith and his followers we can say that
a person is slowly coming to be seen not just as a producer of national wealth
but also as its integral part. However, despite the progressive ideas of reputable
economists, views that have been initiated and developed by the supporters of
the theory of economic development had been dominating on the general
political level of the majority of industrialized countries up to 1980s. Its main
message can be sent through the rhetorical question posed by one of the most
prominent representatives of this trend W.A. Lewis: “Is it true that economic
growth is desirable?” ... The author provides positive response to it, claiming that
the result of economic growth will be “a huge increase in the material and
cultural level of the population” [11, p. 431]. Although this quote implies that
economic growth is not an end but rather a mean to achieve other goals of a
social nature such ideological conviction led to the fact that the accumulation of
wealth in the form of financial and material capital was seen as a versatile and
leading factor that determines the progress of society. However, surprisingly that
factor analysis of the sources of growth of material wealth summarized the
researchers to a new perception of the role and importance of a man in economy.

The point is the conceptual drawing of the human development theory
took place over “human capital” category. Works of American economists T.
Schultz, H. Becker, B. Weisbrod, J. Mincer and others have served as the

impetus to its allocation. The sequential search for sources of increasing
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productivity had allowed T. Schultz to identify unknown parameter — “residual
factor” which was later identified as ability to work which is being acquired and
developed for a lifetime [1], [2]. Thanks to scientific research of T.Shultz’s
followers, especially G. Becker, the definition of human capital as a
combination of knowledge, skills, qualifications which are available and
inseparable from their carrier — a man and allow to perform dual function of
means of production and durable goods, was formulated [12].

Human capital relates to the use of resources, and therefore — to the costs.
To ensure investment in human capital for its accumulation and expanded
reproduction, future benefits should offset the necessary costs. According to the
theory of “human capital”, its accumulation can be exercised in various forms.
The most obvious of them is the accumulation of capital (development of
abilities and skills) during school and after school, as well as the acquisition of
knowledge and skills in the course of occupational activities. Such is even a
preliminary and accompanying family education. There are other forms: health
care (investment in health), migration, acquiring information about the
economic performance, labor market and other forms that ensure the
development of intellectual and physical abilities and their feasibility, efficiency
of work. You may accept or not to accept such logic, but let's face it, the concept
of “human capital” has become a landmark in the overall trends concerning
attitudinal change in respect of education, health, culture and other areas of
social infrastructure in terms of resource provision [13, p.13]. Scientific
achievements in the theory of human capital are valuable primarily through
proper understanding of the importance of knowledge, competencies, skills, and
so on, as a fundamentally important source of economic growth that had
previously were perceived as unproductive, and thus as futile in terms of
profitability and, therefore, unattractive to investors.

Considering the preconditions for the terminology allocation of “human
potential”, attention should also be drawn to the research of the representatives

of humanistic psychology, which began in the 1960s. Thanks to such scientists
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as A. Adler [14], AK. Sagan [15], A.Maslow [16], G. Murphy [17], J.
Nunnalli, [18], C. Rogers [19] and others, belief in the huge untapped potential
of mankind was gradually being cultivated in society. The latter, in the case of
the creation of appropriate conditions, is able to overcome significant barriers
and considerably increase productivity. The central idea within the
psychological approach to understanding of human development is hierarchical
sequence of motifs sets focused on gradual use the full potential of human
capabilities with the meeting of lower level needs of, known as “Maslow
pyramid” [16].

The value of psychological approach as a way to understand the economic
substance of human development is awareness of the possibility of targeting the

processes of formation of human potential to improve human performance

(fig. 1.2).
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Fig. 1.2 The spectrum of human performance and capabilities of its

development
Every personality during the lifetime is able to enforce a vast variety of
behavior patterns, which include knowledge, skills, competences, ranging from
simple (such as reading skills in their native language) to more difficult

(learning foreign languages). Depending on the natural and acquired abilities to
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perform certain tasks, the individual pattern of behavior can be displayed as a
point that lies in the range of low to maximize performance. Although the
spectrum used in the scheme may seem too simplistic, it shows that the pattern
of behavior which is closer to the point of maximum performance will be more
effective and show better results than those that are closer to the extreme left
point. Thus the main purpose of the productivity growth or commitment to
maximum performance it is not so much to create conditions for changing its
vector from the negative to the positive direction as to stimulate people to go
beyond the standard level in order to achieve optimal, close to the maximum,
level [20, p. 3].

Scientists who studied human development, had a common belief that
people generally use only a small part of it. The study supporters of this idea
was built on an effort to achieve its maximizing, so there was movement for
human potential resulting in the establishment of the so-called “growth centers”
in USA during the 1960-1970. Over there various methods of activation of
“peak experiences” and “vitality” were practicing for a fee. The result of such
practices, as expected, was to be a positive growth of creative customers.
However, in the late 1970s this movement began to curl. His supporters were
subjected to sharp criticism for incorrect and insufficient validity of practice in
mobilizing, unlocking human potential. Beyond the analysis were also questions
about the possibility of forming and effective use of human potential [21, p.89].

However, the development of the fundamental principles of humanistic
psychology was a major contributor to rethinking the role of the human factor in
economic processes. As opposed to the supporters of the theory of economic
growth, a plethora of scholars appeared. They constructively criticized the
stereotype of prioritization the task of achieving economic growth and,
consequently, of secondary importance and dependence on it freedoms, social
support [22], [32]. Thanks to the persuasive arguments of supporters of the
concept of human development, a man is coming to be seen not only as a

functional component of the economic mechanism, but as a major source of
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national wealth [33]. And the use of “human development” category to study
and identify patterns of development of the national economy is promoted.

It was noted in the work of the ideological leader of the human
development concept A. Sen: “Countries with high GNP per capita can
nevertheless have astonishingly low achievements in the quality of
life...Economic prosperity is no more than one of the means to enriching the
lives of people... Moreover, the level of development of human development
determinants (education, health, the degree of realization of human rights and
freedoms etc.) directly influences the socio-economic progress of the state”.
Thus, A. Sen launched the theory of human development, which focuses the
goals of public policy must be subordinate to the purpose of higher level — the
development of human capabilities, free choice of a set of alternatives to their
use over a lifetime. Government would act as creator of favorable “background”
for human development, namely: improving nutrition, education, health care and
overcoming barriers to self-fulfillment (e.g. participation in public life, public
associations etc.) [30].

Sen’s ideas have been world-widely acknowledged. “The real wealth of
the nation — is its people. The goal of development is to create environment
conducive to a long, healthy and creative life. This simple but important truth is
often forgotten in achieving physical and financial well-being” — was announced
in 1990 in the first report of UNDP [34]. This had allowed to create one of the
most intelligent products — the concept of human development, which replaced
the concept of providing minimum needs set out in the Social Security
(Minimum Standards) Convention of International Labour Organization in 1952
[35].

The concept of human development is to create such political, economic,
social, cultural and environmental protection which would allow people to
ensure the material well-being and opportunity to enjoy a healthy and creative
life long enough. It is based on four main principles that reflect productivity,

equity, sustainability and empowerment.
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Productivity — people should be able to improve productivity of their own
work, to participate fully in the process of income generation and to work for
fair and adequate compensation because economic growth is one of the
components of human development models.

Equity — all men from birth should have equal opportunities, so any
barriers that inhibit people from opportunities in the economic, social and
political life and, consequently, obtaining the relevant benefits, are liable to
liquidation.

Sustainability — access to capabilities should ensure a harmonious
combination of economic, social and environmental interests of both present and
future generations.

Empowerment — development should be provided by combining the
efforts of people to realize their interests, so it is necessary to provide full-scale
participation of people in decision-making processes and other processes that
affect their lives [36, p.32].

As it was rightly noted by Mahbub ul Haq — one of the most eminent
researchers in the field of human development, the initiator of annual reports on
human development — “Today the concept of human development is the most
holistic model of development. It includes all development issues, including
economic growth, social investment, empowering people, meeting the basic
needs and the organization of social protection systems and all other aspects of
life” [37, p.13]. In other words, the concept of human development organically
combines in itself the best achievements of previous economic theories, forcing
them to serve for the benefit of a man. The main differences of the concept from
other theories are reflected in table. 1.1.

It 1s clear that ontological ideas about human potential, its nature,
structure and level of government will influence the strategy of its formation and
use [38, p.53]. Given the relative novelty of the research economic category, the

formation of adequate logical conclusions about the meaning of human
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development processes in the system of the national economy has yet to be

specified.

Table 1.1

Comparative analysis of basic economic theories and concepts of human

development
Theories |The role of a man| The ultimate goal | Indicators of goal The task of public policy
name achievement
The theory of | The driving force, | Improving quality | Physical growth of | Distribution of goods, services,
economic |factor of economic|  of life in the GDP / GNP cash flows, creating special
growth growth conditions of the conditions for specific sectors and
continuing growth industries, as well as the
of the population implementation of the system of
preferences
The theory of | The good of long- The rising of human| Productivity growth | Development of unattractive for

human capital

term use, which
requires spending
and investment

capital cost, income
of the owner and of|
the society

the private sector spheres of social
infrastructure, where human
capital is accumulated and
developed

The concept of]
basic needs

Beneficiaries of
economic growth,
the recipient of

Improving the
living conditions for]
the poorest sectors

Poverty reduction

Providing of minimum social
benefits, employment, provision of
minimum required social services

use

benefits of society in education and health
The concept of| Beneficiaries of | Maximizing of The degree of Creating the conditions for the
well-being | economic growth, welfare satisfaction of people functioning of the market
the recipient of with their lives. mechanism of formation of

benefits Standard of living | welfare, its adjustments according

to changes in the conditions of
development, societal norms and

values

The concept off  Means and The growth of The level of Building of institutional system
human purpose of human capabilities | implementation of | and budgetary framework, which
development development |and their expanded | and freedoms and | allow to achieve the desired ratio

choices of man

between different types of social
spending

Analyzing the content of the most common theoretical approaches to the

definition of “human capital” and its structure, it is difficult not only to come to
definitive conclusions regarding the economic substance of human potential, but
also to provide a holistic view of its differences from the category of human
capital.

Recent studies show that this is often the dominant approach (is seen in
the works of A.A. Verenikina [39], Zh.V. Derii [40], 1.D. Zakirov [41], I.V.
Soboleva [42], K.K. Colin [43, p.3], E.S. Kotyrlo [44, p.2], L.V. Rudych [45,
p.171] and others) to determine the human potential as a certain set of functional

properties of the human person that had already been accumulated, that is a

46



stock that is used in different areas to meet different needs, achieve certain
goals. Such determinations are pretty reasonable from the viewpoint of human
potential capitalization when the functional properties of its carriers are
identified and fully implemented in a variety of activities. We mean they take
into account only the actual component of human potential. But in terms of
actualization human potential can be not only factual, but also prospecting and
latent. For example, in Big explanatory dictionary of modern Ukrainian
language, the term “potential” is defined at the same time as the set of all
available means, opportunities, productive forces, and so on which may be used
in any industry, region, area; stock of anything, reserve; hidden ability, force for
any activity that may occur under certain conditions [46, p. 1087]

Prospecting human potential is relatively certain human potential, which
1s under formation, but has not been implemented yet, only projected and
programmed in various projects of social and economic development. The latent
(hidden) human potential is potential, which is not defined, not found and not
claimed by society at this stage of development, but such a potential that may
appear in changing external conditions [47]. These components certainly should
be taken into account, since any economic system sooner or later reaches the
point where prospecting potential turns into actual and latent forces involvement
is a factor for further development, and sometimes a condition of survival. This
is particularly important in developing measures of state regulation, reserving a
special place for these components of human potential. Although it is impossible
to predict when and how they will work, but at the right time knowing where
potentials are hidden we can use them.

One of the possible expressions of the human capital is used by
A.B. Doktorovich: “Human Potential of society is the stock of knowledge,
experience, information, motivation, confidence accumulated by society,
including cost and spiritual, moral, unselfish relations based on spiritual beliefs,
traditions, consciousness, responsibility, honesty, friendship and love, which

play a role in the workplace, but may be involved more to ensure functioning of
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the socio-economic system in extreme conditions (war, natural disasters, the
global financial and economic and other crisis)” [48, p. 400]. This interpretation
like previous, focuses on the specific properties of human potential to ensure the
sustainability of society through the actual stock of properties and qualities.
However, they extend the understanding of this category, without limiting its
scope achieved progress, pointing to the important ability of functional
properties of human potential to extend beyond obsessive.

In addition, the focus of the above-mentioned researchers is mostly on
internal structure of human potential, i.e. the functional components that allow it
to perform certain tasks to achieve a specific goal (reproduction, social
development, etc.). This, in turn, closely approximates the concept of human
potential to the human capital and leads to terminological uncertainty, when the
same content is embedded in fundamentally different concepts. Potential
approach to the definition of human capital also is used by Korolenko R.V. [49,
p.191].

Because such examples are not exceptional, it should be emphasized that
although the theory of human capital often serves as a methodological basis for
the analysis of phases and factors of human capital reproduction, from the
standpoint of state regulation of the economy these categories are fundamentally
different.

However, the use of the “opportunities” concept as a key to characterize
the human development does not always fully reflects its specific features,
sometimes creating an unnecessary focus on the achieved level of development
of a “human essence”. This creates the false impression that the qualitative
features of human potential are fixed in time waiting occasional moment
(favorable conditions) for its expression. But the fact human potential is
consistent “dynamism, ability to develop, strengthening its role in the world
community” [38]. It is a “alive and living substance, which expresses itself,
reminds itself all the time, but in different situations differently”, acting at the

same time as a source of human activity, and one of its assets, and its stock [47,
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p. 35-36]. The kind of human potential we deal with as well as its carrier,
subject should be clearly defined: population of the country, of some regions of
the country; some social communities; small social groups or only individuals.
Considering options for structuring of the human potential, it may be
noted the prevalence of functional and subjective approaches in the scientific

literature (fig. 1.3).
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Fig. 1.3 Approaches to the structuring of human potential

With regard to the subjective approach, a number of scientists do not
consider human capital at a level different from society as a whole. For example,
E.A. Kataytseva believes that “human capital — is the only substance that is the

basis of life as all of its parts — personal potentials and of itself as a whole” and
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thus its independent existence “as the total of the parts, and the parts of the total”
1s impossible [47].

T.I. Zaslavskaja notes that “the idea of the potential is a co-dimensioned,
first of all, to a nation-state. It is applied neither to the individual nor to a small
group, but it is suitable for the use in relation to the large social systems —
countries, nations, states, classes, large cities or regions” [52, p.13].

Although these authors’ postulate of the impossibility of reducing of
aggregate amount of human potential to the amount of individual personal
potentials, seems only logical, A.L. Ivanov perspective about the “reality of the
existence (and hence the feasibility of allocation and a separate study — note of
the authors) of individual human potentials” should be accepted [38, p.33]. So
pretty reasonable is allocation within a subjective approach of four kinds of
capabilities, each of which is a relatively independent of the others, but in
certain circumstances can interact with them. These are: potential of individuals;
Potential of groups (the potential of social groups, groups whose activities are
carried out in the organizational framework of a limited social space); potential
of various social communities (socio-demographic, socio-territorial, socio-
professional, social class, whose representatives life activity is not governed by
formal and informal institutional framework and takes place in different
locations, fields of social space); the human potential of the entire population of
the county as a special kind of social integrity. The last of these potentials is a
type of human potential and is not identical to the total capacity of human
society [38, p.33].

Subjective approach to structuring defines possibilities and limits of
targeted intervention in human potential. It is worthwhile provide a statement of
T.I. Zaslavskaja about the “inertia” of this societal sign of society because it is
“fixed in such physical and spiritual qualities of the citizens, much of which
depends on the gene pool of the country, the conditions of socialization of new
generations and features of national culture. The nature of mentality, values

structure, types of personalities are changing relatively little during the life of
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people. They are largely passed from generation to generation”. Therefore, not
only greater effort should be made to increase human potential by improving
individual structural components, but substantial time required [52, p.12]. It
follows that direct impact could be provided just on individual potential and on
potential of small groups, different social organizations (companies and
associations in various forms), while the human potential of large social
communities may be formed only indirectly.

In the context described above, we attach such a meaning of “human
potential” notion: it is complex set of functional properties of the society whose
opportunities for their realization depend on the current socio-economic
conditions, resource support and other factors, manifest themselves in the
volumes and directions that are crucial for achieving the highest social goal —
providing full longevity in an environment comfortable for free, harmonious and
creative development of a human being.

Harmony as part of a proportionality of the parts of the whole implies
optimal balance of spiritual and social principles in human life, i.e. human
harmony with itself, with other people and the nature. Harmonious man most
fully uses the original “safety margin” of his life, his vital potential. He is able to
completely fulfill his life's purpose: to increase the “safety margin” in general, to
accumulate human capital of societies, to develop himself, to live more full
inner life [53, p. 236].

Summarizing, we can say that human development is an important issue
on the agenda of the international community, which is the logical consequence
of socio-economic and political processes and ideological shifts in vision of the
human being. When competition between national economies is moving beyond
traditional factors of competitiveness, exectly human potential is that socio-
economic nature, which plays a leading role in the future development of the

country.
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CHAPTER 2
MODERN APPROACHES TO THE TRANSFORMATION OF PUBLIC
MANAGEMENT PROCESSES: STATE AND REGIONAL LEVEL

2.1 Project approach to implementation of enterprises’ anti-crisis strategy
within the regions’ public policy

During recent years the number of small businesses in Chernihiv region
has increased, namely from 4712 units in 2010 to 5835 units in 2013 (93.8% of
the total number of enterprises). According to preliminary data this index
amounted to 5780 units in 2014. In 2013 the number of medium enterprises
decreased by 46 units as compared to 2012, and amounted to 380 units (6.1%).
According to preliminary data by the end of 2014 this index also amounted to
380 units. The work of small and medium businesses has a social effect for the
region in the form of new work places. In 2013 the average number of employed
workers amounted to 37.1 thousand persons working at small businesses. As a
result of poor socio-political situation in the country, labor market has
undergone changes. The number of employed workers at medium enterprises
was decreased during the period of 2010-2013, namely from 78.8 thousand
persons in 2010 to 61.6 thousand persons at the end of 2013.

Small and medium businesses provide economic benefit to the region in
the form of budget receipts. In 2013 revenues to local budgets from small
businesses increased in most districts and towns and amounted to 353.1 million
UAH (hryvnias) (22.2% of the total number). The role of medium businesses in
the formation of local budget receipts has increased. Total income to the local
budget from the medium business amounted to 358.2 million UAH (22.5% of
the total number) by the end of 2013 which is more by 102.7 million UAH in
comparison with 2012.

Thus, small and medium enterprises influence the formation of almost
half of income to the local budget. Therefore, in times of crisis economy and
decentralization the development of enterprises is an important factor in

ensuring the viability of the region. It causes the necessity to use modern
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systems of support of small and medium businesses in the conditions of unstable
environment.

According to the Regional program of development of small and medium
enterprises for 2015-2016 it is necessary to support business in accordance with
the following directions: 1) arrangement of regulations; 2) providing with
financial, credit and investment support; 3) arranging of resource and
information provision; 4) establishment of business support infrastructure; 5)
improving of providing administrative services system. These directions should
be implemented at the regional level.

The following Ukrainian scientists researched the problem of
management of small and medium enterprises: I. Mantsurov [1], T. Berezyanko
[2], A. Butenko [3], R. Umerov [4], O. Shubin [5], etc. However, less attention
is paid to the use of small and medium enterprises as a factor of regional
economic effect provision. The peculiarities of small and medium businesses
management were studied by such scientists as A. Habiby and D. Coyle [6], W.
Baumol [7], G. Eliasson and M. Henrekson [8], D. Isenberg [9], etc. However,
less attention is paid to the use of such modern approaches as synergetic,
project, process, etc.

A large number of articles and separate book editions are dedicated to the
problems concerning the creation of a project office. With regard to regional
project office special attention should be paid to [.A. Osaulenko’s work where
he suggests to establish a regional project management office to run regional
projects portfolio [10]. At the same time such office is suggested to perform
only coordinating functions, and the question of initiation of such projects and
their support during implementation are not considered, that does not lead to an
integrated project approach. Also, the problem of establishing regional project
office work is analysed in V.M. Molokanova’s work but it is focused on
methods of project portfolio forming, and the functions of project office are not
considered [11].

Our research is based on the following hypotheses.
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Hypothesis 1: The effectiveness of crisis management of small and
medium businesses depends on the level of development and usage of modern
approaches (management according to “maturity models”, synergetic approach,
project approach, etc.) which should ensure the viability of enterprises in times
of crisis.

A maturity model of strategic crisis management may contain the
following levels: level 1 — a company has no experience of crisis management,
there i1s no methodology; level 2 — a common methodology of crisis
management appears; level 3 — the crisis management system completely stands
out from the other systems of the enterprise; level 4 — an objective analysis of
crisis management procedure is done, all criteria for assessment of the
effectiveness of anti-crisis measures implementation are determined; level 5 —
the existence of an effective system of enterprise crisis management. A maturity
model of strategic crisis management should ensure the transition from the

initial to the complete maturity level of crisis and strategic management systems

(Fig. 2.1).
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Fig. 2.1 The scheme indicating the agreement of maturity levels

of crisis and strategic management systems

a) — the systems are at the primary level of maturity, b) — the systems are at different levels of
maturity; c) — both systems are at the highest level of maturity,; I — the crisis mana%ement system,; Il —

.
strategic management Ssystem; % — an array of mastered knowledge; — an array of

unlearned knowledge; S, — i-level of maturity of crisis management system (i=5); S, — j-level of
maturity of the strategic management system (j=5).
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The total capacity of the array of mastered knowledge by means of adding
together the capacities of mastered knowledge of strategic and crisis
management systems can be expressed with the help of the following equation:
S=8: +8,

A high value of mastered knowledge indicates a high level of maturity
and viability of the enterprise. Method of indices calculation is mathematical
modeling.

The model is reasonable to be used in the cause of small and medium
enterprises of Chernihiv region management to ensure their viability, the
possibility to cope with crisis or prevent it.

A synergistic approach to crisis management of enterprise is based on the
fact that during the period of disbalance (crisis) fluctuations appear in enterprise
management system, i.e. aberrance in operation of elements from a normal state
of functioning [12]. The fluctuations can be internal (relationships between
people, use of resources), or external (relations with stakeholders, subjects of
region control, etc.). Aberrance of elements is determined by the change of
indices characterizing their functioning. Such aberrancy can be found in

different amplitudes (Fig. 2.2).
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Fig. 2.2 Aberrance system element index

Fluctuations in a particular element index value generally do not ruin the
balance of the system (system remains stable). If index value of the system

element appears beyond a critical point, there is disbalance in the system. In this
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case, if the fluctuation is beyond a critical point, bifurcation appears, when the
system can qualitatively change its trajectory, i.e. to organize or ruin itself,
which indicates way out of crisis for the enterprise.

Synergetic approach is reasonable to use in the cause of crisis
management of small and medium enterprises of the region, as well as for the
organization of cooperation between enterprises and system of the region. This
will cause a synergistic effect in the form of reduced costs and additional cash
receipts from businesses and provide regional economic benefit concerning
regional policy.

Hypothesis 2: While managing a region in times of crisis and
decentralization it is necessary to use a project approach that will make it
possible to improve the system of regional management and to increase the
efficiency of regional economic policy. The relevance of the hypothesis from a
scientific point of view lies in the necessity to create models and methods of
management of the region development and the formation of systems of
professional project management, which will enhance the effectiveness of
regional economic policy.

Of late years a number of measures are done in Chernihiv region to attract
direct foreign investments into region economy. Representatives of various
international investment funds and institutions as well as representatives of local
authorities and commercial structures are invited to investment forums and
roundtables. As a result the readiness to finance some viable offers in various
sectors of economy was found out on the one hand and unpreparedness of our
region to attract these funds on the other hand, because of almost complete lack
of professional approach to the development of definite projects. Also, the
experience of organizations and institutions trying to participate in grant
programs on their own shows the following problems: uncertainty in their own
abilities to prepare and implement projects; poor support from public authorities;

insufficient information awareness about new programs of investment fund, etc.
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Today there are Department of economic development and Department of
investment development and capital construction in Chernihiv region, which
keep records and control of projects implementation in Chernihiv region.
Recently Center of State-private Partnership Utility was established on the basis
of Department of investment development and capital construction; it aims at
searching for investment partners for enterprises of Chernihiv region and
supporting projects. Analysis of these departments’ activities demonstrates
nearly complete absence of professional approach to project management
because of no specialists. Therefore a professional approach can only be applied
through attraction of highly qualified specialists.

In order to solve these problems the establishment of a regional project
management office (RPMO) is suggested (Fig. 2.3); its main aim, first of all,
will be formation of project culture in region and assistance in successful
development and implementation of projects in order to ensure rapid

development of various economic spheres.
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Fig. 2.3 A conceptual model of regional project office
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RPMO will be given a “branded” service, which is very important today,
when project approach does not exist on regional public administration level
because of incompetence and underestimation of professional management
effectiveness of such projects. “Brand” means the project support starting from
the very beginning (when idea appears) up to the complete end and project
reports arrangement, which will make customers sure to generate ideas and
improve their wellbeing. Taking into consideration the innovative activity nature
we suggest to form such an office on the basis of the competence approach,
which is based on specialist’s competencies and knowledge.

The level of project management specialists’ competence is confirmed by
international certificate. According to the structure shown on Fig. 3 RPMO will
combine functions of offices of such types as “advisor” and “repository”. In
addition, the office should become ““an older brother” for its customers, and they
will develop a relationship of trust.

The effectiveness of this model can be assessed by the success rates of
completed projects at regional level, through assessment of the level of formed
project culture of the region, as well as using known indicators of economic
development of the region.

The main function of the project management office should be to establish
the cooperation between stakeholders of projects and maintain effective
communication in order to achieve synergistic effect and open new
opportunities. This function can be realised by means of modern information
technology applications.

Conceptual scheme presenting project management (Fig. 2.4) includes
project management office functioning. This model is based on the following
five elements of project activity [13]:

— systematic approach,
— project life cycle,
— intellectual space of knowledge about project,

— project stakeholders,
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— use of general management skills.

The scheme presents project management office built on the basis of the
Kerzner project management maturity model [14]. This model includes different
convergence layers used to connect other parts of a project; these layers make it
possible to create innovative management methods and models.

Media convergence layer contains the approximation, agreement of
various requirements, restrictions and possibilities concerning a project that are
specified by stakeholders and environment. The systematic presentation of a
project being formed by stakeholders, the core of values of all members should
be defined and fixed in the form of project documentation, and innovative

methods of convergence of project participants’ values should be applied.
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Convergence of system components layer contains the integration
processes of coordinated informational, organizational, logistical and
administrative components of a project and a basic institution (institute of higher
education). Of course, it is not desirable to integrate these systems fully, because
it can make it complicated to control the main parameters of the project during
its implementation. It is necessary to separate the projects of different functional
subdepartments of institute of higher education, though the same resources can
be used by them.

Convergence of professional skills layer combines competencies that are
peculiar to various types of professional activity involved in the project. In
addition, it is necessary to take into consideration the combination of
professional, philosophical, methodological and human components of a modern
specialist. These components are the basis for convergence of methodologies
which makes it possible to introduce innovative project methods and models.

It is also necessary to take into consideration the fact that project team and
stakeholders responsible for cyber security projects constitute a virtual,
motivational space, in which stakeholders devote themselves to their project,
being in different geographical, cultural, special and organizational
environments, and cooperate sharing their points of view on the project content,
planning, control and communication within that project. The quality of an
intellectual space influences significantly the project execution.

In addition, cyber defence projects are carried out under the aegis of
international organizations, within which misunderstandings and contradictions
caused by cultural peculiarities of participants from different countries often
arise. Thus, using convergence methods will help to overcome these problems
and lead to understanding between project participants.

Hypothesis 3: The formation of mechanism of cooperation between small

and medium businesses on the one hand and regional management system on the
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other hand will increase the efficiency of realization of business strategy in
times of crisis.

The relevance of the hypothesis from a scientific point of view lies in the
necessity to form models and methods to determine the mechanism of
cooperation between enterprises of small and medium businesses and regional
management system in the process of formation of strategies of project
development and management within these strategies, which will provide the
effectiveness of regional economic policy. Regional system of Chernihiv region
consists of a combination of economic entities, the larger part of which is small
and medium businesses. A significant part of the regional economic effect is
provided by revenues from enterprises activity (data are given in hypothesis 1).
Therefore, the effectiveness of regional economic policy is predominantly
determined by the efficiency of small and medium businesses, and influences
enterprises.

In order to improve the system of cooperation between representatives of
small and medium businesses and regional management system a reformation of
local government and decentralization of authority are carried out in our country
today. The improvement of regional economic policy in Chernihiv region can be
done by means of changing budget and tax policy; planning, forecasting and
programming in the region; use of natural resources and disposal of regional
property, etc.

Data concerning indices value of regional economic policy (budget
revenues, volume of credits, investments) and indices of small and medium
enterprises for 2010-2014 will be received from Main Department of Statistics
in Chernihiv region and on the basis of enterprises reporting. Data necessary for
the assessment of synergistic effect of regional businesses will be received on
the basis of their reporting analysis. Data analysis methods are the following:
mathematical, statistical, financial analysis, software modeling. There are some

other methods which can be used; among them are methods of systematic and
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morphological analysis, method of economic analysis for the defining economic
efficiency of making such structures taking into account synergetic approach.
The model of cooperation between anti-crisis strategy of enterprises and
strategy of regional development. Management system for managing region
consists of management systems for managing economic entities, the strategy
for managing region influences the strategy for managing enterprises. On the
other hand, the results of economic activity of enterprises determine gross
regional product volume, the competitive ability of the region and regional

effect in general (Fig. 2.5).
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Fig. 2.5 The correlation between the strategy for managing region

and the strategy for managing enterprises

As can be seen in the figure, the system for managing region functions
according to a certain strategy, determining the general direction of
development, normative administrative, financial, investment, resource,
information and infrastructural kinds of support and appropriate limits for n
enterprises (where n is a number of enterprises in the region).

The effectiveness of anti-crisis strategy implementation (at the completion

of the investment project) (E) can be calculated on the basis of effectiveness
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coefficient with the following formula: E=K, K, K., where Kp is a coefficient
indicating use of money: K, =r/@= F/(iP,- ‘B; + iﬂi -B,-J,
i=1 i=1
where I is a budget cost of the project; @ is a sum of spent money; P; B;
are planned quantity and cost of i-th resource; /{; is an amount of saving/over

expenditure of i-th resource; n is a number of types of resource; K is a quality
m k

coefficient: K, =K,,-K,, => 11, /1, -w,-> I/, -w,
Jj=1 g=1

where K, 1s a quality of s work; K, is a quality of a product; 174, 11 ;, and
w; are actual, planned value and unit weight of the j-th parameter of works; I7,,
I1,, and w, are actual, planned value and unit weight of g-th parameter of a
product; m, k are a number of parameters of work or products respectively; Kc is
a coefficient of synergetic effect:
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where K., K., are coefficients of the effect as a result of changing
investment requirements and time; B, B, are planned and actual cost of a
resource; ¢, f; are planned and actual time; /1, is a number of resources
transferred from an enterprise; 4l,,, 1s additional investments; A, At,, At, are
time saving for a project fulfillment, placement of contracts, etc. If E>1, then
introduction of anti-crisis strategy is an effective approach.

The assessment of regional effect will be carried out on the basis of
economic analysis of the reporting indices. The model should be used in the
formation of programs concerning support of business, development strategy of
the region.

On the basis of actual performance of the enterprises with the help of the
calculations done by means of special or standard software tools it is possible to
make appropriate predictive models concerning usage of production potential.

Taking into consideration these models as well as analyzing the appropriate
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stored database information, it is possible to make proper and timely changes in
the process of projects realization by appropriate manufacturers. A maturity
model of strategic crisis management will make it possible to receive economic
effect at enterprises, to maintain the viability that will provide regional
economic benefit concerning regional economic policy. A synergistic approach
to crisis management of enterprise is reasonable to use in the cause of crisis
management of small and medium enterprises of the region, as well as for the
organization of cooperation between enterprises and system of the region.

Conceptual model of regional project office will make it possible to
develop and run ideas concerning the development of the region in the form of
projects through the project office, to justify the further development and
implementation of RPMO.

The model of cooperation between anti-crisis strategy of enterprises and
strategy of regional development will make it possible to assess the synergistic
effect while realization of anti-crisis projects, as well as the effect of cooperation
between the enterprises and the region. This will provide the regional economic
effect concerning regional economic policy.

Thus, the proposed models are focused on providing opportunities for
small and medium businesses to find out the ways out of crisis or to prevent
crisis, to ensure their viability that will provide regional economic effect within

the realization of regional economic policy.
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2.2 Government control of local innovative centers

The main distinguishing feature of modern structural transformations of
economy is a transition to postindustrial society. For this period characteristic
mastering and distribution of the sixth technological mode, that in the second
half of 20" of century radically changed not only character of production but
also structure of society.

The important feature of this process is that he takes place in the
conditions of globalization, forming of single (but differentiated) global
scientifically-technological, socio-economic and ecological space at gradual is
displaced to the spotlight in the acceptance of radical technological and
economic decisions from national on a global, under governmental level.

In accordance with existent practice the important stage on a way to an
innovative economy 1is development of national strategy of innovative
development. Such strategies envisage confession at governmental level of
innovations the vital factor of the economy growing, creation of new
organizational structures, that take into account system character of innovations,
use of new mechanism of prognostication and determination of priorities,
passing to new strategy of stimulation of innovations, expansion of horizontal
and vertical co-ordination of innovative politics, strengthening of her regional
level and others like that.

Introduction of national strategy of innovative development of economy
envisages the wide circle of measures: public policy of support of scientific
researches, determination and support of priority directions and institutes and
others like that. One of inalienable constituents of this process support of local
formations that would unite the different institutes involved at all stages of
innovative process geographically comes forward local innovative centers.

To our opinion, national strategy of innovative development is the
concerted totality of administrative decisions that influence on innovative

activity of country and have long-term consequences.
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In accordance with existent practice development of strategy of innovative
development of country envisages previous authentication of the state as the
economically motivated social organization that has a certain goal of
development. It is envisaged also, that on all levels of stimulation of innovative
development to the major tasks there is forming and adjusting of process of the
optimal use of resources on a way to the achievement of the put aims. Thus
decision space can be divided into three categories: strategic, administrative and
operative [1].

Strategic decisions must be related rather to external, than with the
internal problems of country foremost with positioning of itself in the world
market of distribution of commodities and services. The problem of self-
appraisal of the state and search of new directions of the development swims out
from here. Thus strategic decisions must determine further administrative
(administrative) and operative decisions.

Administrative (or administrative) decisions are related to structurization
of resources of territories and industries, with the aim of not only optimization
of their use but also with the decision of general tasks of strategy. Certain part of
these decisions relates to conditioning of functioning of branch and geographical
markets of commodities and services, that does possible certain organization of
material, power and informative streams in the national productive-
technological system.

The primary purpose of operative decisions is optimization of operations
in relation to maximization of income, in particular by allocation of resources in
functional industries and nomenclature of producible products. As key decisions
here come forward question of pricing, marketing strategy, providing of
necessary levels of supplies and loading of powers, accumulation and selection
of facilities on research and technological development.

Concordance all requires three levels of decisions permanent monitoring
of the real parameters and innovative performance indicators, and also

mechanism of correction of strategic decisions to begin track with the level of
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forming of decisions of top (strategic) level. Modern scientists distinguish the

types of strategies of innovative development, described in a table 2.1.

Table 2.1
Strategies of innovative development of country
Type of strategy Essence of strategy of innovative development Countries
strategy will be
realized in that
Strategy of Use of present foreign scientific and technical | Japan in a post-

"transference", or | potential through the purchase of licenses to high- war period
strategy of efficiency technologies for mastering of producing of
"inheritance" competitive products that is already produced in the
developed countries.
Strategy of Use of own cheap labour force and scientific and | South Korea,

"borrowing", or
strategy of leader

technical potential, mastering of production of goods,
that came true before in more developed countries,

China and row
of countries of

technologies and gradual increase of the own technical providing | South-east Asia
of production.
Strategy of Use of own scientific and technical potential, creation The USA,

"increase", or
innovative-breach
strategy

fundamentally of new types of products, that pass
ahead modern standards on a one or two generation,
achievement of integration of fundamental and
applied science.

countries of
Western Europe

On the basis of walkthrough of going near classification of strategies of

innovative development certainly,

that as

classification signs

can be

distinguished: role of the state and private to the sector of economy in relation to
initiation of innovations, scales of scope, correlation of fundamental and applied
researches and developments, innovative processes, type of the economy
growing, type of innovations that is inculcated with the aim of providing of
innovative development of economy.

The aim of strategy of innovative development of leading countries of the
world is an assistance to development of scitech, increase of innovative activity
that provides the competitiveness of national products in the world market,
defensive capacity of country, improves an ecological situation, and also assists
to development of venture long-term business. Coming from this aim, the state
determines priority directions of development of innovative activity and elects
the basic ways of support of organizations that work on implementation of the
government innovative programs.
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Strategy of innovative way of development of the state can not be attained
without creation of favourable economic terms for high technology enterprises.
A primary purpose is an assistance to midsize and small business, providing
production new technologies and hi-tech productions of local innovative centers.
At the same time success of development of local innovative centers depends on
correctly select strategy of public policy. The aim of state support consists in
work of effective mechanism that will provide maximal effectiveness of local
innovative centers and will assist to development of innovative sphere of
national economy.

For the increase of innovativeness of economy of Ukraine in a period
2007-2009 within the framework of the state strategic planning the different
subjects of national economy were the worked out projects of strategies of
innovative development countries on a long-term prospect, comparative
description of that in part of ground of role of local innovative centres is driven
to table 2.2.

Considerable attention is spared in the projects of Ukrainian strategies of
innovative development to the local innovative centers, concrete suggestions of
measures and mechanisms are however absent in relation to an assistance to
development and forming of new local scientifically-technological formations.
The general lines of public policy and possible scenarios of development of the
innovative system of Ukraine that will become the result of the quality forming
of innovative infrastructure are only outlined in these documents. It
predetermines the necessity of development of national strategy of development
of LIC, sent to creation of new type of innovative infrastructure able to provide
the competitiveness of local technological parkes and business-incubators on the
basis of the use of home scientifically-technological potential, to assist the
quality economy growing.

It was certain that national strategy of development of local innovative
centers is the system of aims, principles, tasks and methods of influence, sent to

development and realization of effective organizationally-economic mechanism
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of development of local innovative centers as one of the main factors of

development of national economy.

Table 2.2

Projects of strategies of economic development are in the context of

providing of innovative development of Ukraine and role of LIC

Name of strategy Developer, Essence A place of LIC in
year strategy
Scientifically-technological
A Public- and ignovative politics is Creat@on of LIC is
National strategy political §xam1ned as one of N examined as one of
of development association instruments of providing of foregropnd Job§ ona
"Ukraine - 2015" "Ukrainian economic development on way to innovative

forum", (2007)

condition of forming of
effective state innovative
strategy.

development of
Ukraine.

Creation and

Strategy of . . . development of LIC
. The innovative system is .
economic .. . are important
Ministry of examined as separate part of | . . .
development of direction of increase
. Economy of | economy, development of .
Ukraine 2020 to: . ) . ) of competitiveness of
Ukraine, that will provide claim of .
strategy of . . national economy and
. (2009) innovative model of .
national forming of the
o development. . . .
modernisation national innovative
system.
An innovative sphere is an
interdisciplinary sphere that
Strategy of prnaty p' Harnomyertscs on
. . State agency of | cares of complete life cycle .
innovative strengthening of state

development of

Ukraine of
investments and

of competitive commodity
and touches all spheres of

support of LIC as

Ukraine on 2009- . basic objects of
development, | human existence and . .
2018 and on a (2009) divity. Main prioritv of innovative
, activity. Main priority o .
period 2039 J ) P v infrastructure.
development is a creative
man.
Realizable estimation the
) IHHOBATHBHOCTI economies,
Strategy of Committee on . .
. . ) outlined basic challenges .
innovative questions It is marked on

development of
Ukraine is on

2010-2020 in the
conditions of
challenges of
globalization

science and
formation of
Verkhovna
Rada of
Ukraine,
(2009)

that form long-term external
and internal pre-conditions
of perspective development
of economy, certainly
directions, mechanisms and
concrete measures in
relation to practical
introduction of strategy.

strengthening of state
support of LIC as
basic objects of
innovative
infrastructure.
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Strategy on the essence must take into account the challenges of
globalization, to that belong: necessity of providing of steady development of
country, pressure of the new technological modes on the productive system,
influence of demographic changes in the structure of population. This strategy
has leans against complex approach, to create all necessary terms for
development of local innovative centers (legal, economic, institutional, political
and others like that), and that is why her forming is directly related to innovative
politics and government control of local innovative centers.

As in Ukraine local innovative centers are presented by two basic types
are TexHomapku and business-incubators - expedient is an analysis of foreign
experience in relation to their state support, and also comparison of the obtained
data with Ukrainian realities. Today more than two thousand technology parks
and business-incubators function in a world economy. The their most is
concentrated in the USA, People’s Republic of China, Russian Federation,
Great Britain, Germany and others. Analysing the system of state support of
development of local innovative centers of foreign countries, the basic factors of
success were distinguished (table 2.3).

Thus, it 1s possible to mark the most effective measures of state support of
local innovative centers of the world countries:

— development of national strategy of development of local innovative
centers, that is based on the B3aemoy3ropkeHnx government programs;

— creations of the system of legislative and normatively-legal acts that
regulate activity of LIC,

— developments of the effective system of co-operation of research and
productive potentials are on the basis of state contracts,

— providing close to the interrelationship of LIC with universities and
research institutes, by a production and financial and credit establishments
through the mechanisms of the general financing and state-private

partnership,
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Table 2.3

Factors of success of state support of local innovative centers foreign

countries

Name of the
state

Factors of success of state support of LIC

United States
of America

Close connection of LIC with universities and state research centers on the basis of
the special government programs; tax deductions, transparent regulator mechanisms;
the ramified system of public and local organs is from initiation of creation of local
innovative centers; row of the governmental programs, sent to co-operation of
education, science, production and state, based on principles of state partnership;
market mechanisms; the system tying up of aims of the national programs is in
relation to development of key technologies from the decision of tasks of financing
of research; three basic mechanisms of the budgetary financing of research works :
underbacks, contracts and agreements about a collaboration; participating of LIC is
in a global competition, as a state financing is given only on the initial stage.

China

The concerted planning and state program development is from support of LIC; tax
deductions are for a term of 5-7; "favourable vacations" are for national enterprises
on 1, and for joint ventures - on 2.

Russian
Federation

Sponsorship of by federal, local and regional budgets; assistance of power to
TexHonmapkaMm in creation of own material and technical base, in financing of
preparation of specialists, in support of innovative projects of small enterprises that is
included in Texnomapku; mechanisms of state-private partnership are at creation of
LIC; having a special purpose selection of budgetary facilities of Haykorpamawm;
grant of Haykorpamam in property or in the management of objects that are in federal
property; a grant to the organ of local self-government of Haykorpana of separate
state plenary powers is with the simultaneous transmission of material and financial
resources; forming of scientific and technical and socio-economic growth of science
cities fund.

Germany

Integration processes, aimed at perfection and reformation of the systems of
development of innovative structures, assistance to commercialization in a scientific
sphere; ecight different state agencies of earth of Gessen formed the special
incorporated organ, main in activity of that support of innovations must become in
small and midsize businesses at regional level.

Japan

Fixing is at legislative level of conception of creation of TexHomomiciB; long-term
program development from creation in the small cities of country 26 zones of the
newest technologies, the aim of activity of that is an exit of economy on the duty
stage of technological presentation, and also stimulation of socio-economic
development of peripheral prefectures; state support of local combination of
education, science and production; almost 50% budgetary charges are on financing of
LIC; creation of center of integration of industry, universities and government.

France

Co-ordination of efforts of federal and regional governments is from an assistance to
development of LIC; hard ecological requirements, that is pulled out to the
businessmen that decided to place subdividing into territory of LIC; assistance to the
collaboration of research institutes and LIC; grant of infrastructure to the graduating
students of post graduate course, that create private enterprises, executing the
functions of business-incubator.

Finland

State support of combination of education, science, production and financial sector; a
grant of Oe3ormarHux subsidies, underbacks is under experience projects on
competitive basis; participating of LIC is in a global competition; absence of any
privileges is for those, who creates and enters innovative developments; absence of
tax deductions.
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— the budgetary financing of activity of LIC is through the system of tax
deductions, underbacks, contracts and agreements about a collaboration,
but partial - for creation of competition and terms of stimulation of
development,

— assistance to forming of scientific potential is in universities, help to the
students, graduate students in realization of innovative projects,

— application of market mechanisms is in combination with transparent
politics of government.

As illustrates experience of the considered states, LIC serve not only for
stimulation directly of scientifically-research activity but also by the means of
commercialization of her results, for this reason development of local innovative
centers must be base on principles of the system and integrity, id est for the
valuable and effective functioning identically necessary are absolutely all links.
Exactly with the aim of providing of such complex development of LIC
important is making of only integral strategy and active voice at her realization
of both business representatives and public organs of power, in particular on
regional and local levels.

The state must be an organizer and participant of the active innovative
converting into the economy of country through the mechanisms of adjusting
and management local innovative centers. It requires legislative efforts not only
at the level of realization of innovative politics of the state through an
acceptance and implementation of the having a special purpose economic and
scientific and technical programs, and also and at the level of creation of legal
soil for international cooperation, forming of corresponding organizational
mechanisms.

The optimal variant of development of innovative environment is
adjusting of close contact between the state (directly interested in the increase of
innovations that promote socio-economic prosperity of citizens), education (in
the person of higher educational establishments that come forward as a source of

innovative ideas) and business (able to carry out financing of innovative
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developments). Possibility to carry out an afore-named task gives creation to the
network of local innovative centers due to the association of capital and
scientific and technical potential [19].

The strategic task of the state consists in the concentration of financial and
intellectual capital on new priority directions, creation of large competitive
technology parks and financially-industrial corporations — national economic
leaders able to perform the duty of indicators of development. For activation of
innovative activity of only market mechanisms on the modern stage of
development of Ukraine, as experience of the developed countries testifies with
the protracted history, the purposeful regulative functions of the state are needed
in a scientific and technical sphere.

As government control of local innovative centers is component part of
general mechanism of government control of national economy on the whole,
then necessary is authentication of essence and economic filling of government
control of national economy. Problem of the complex finding out of essence of
adjusting of economy, forms and methods of government control, him basic
models in the process of evolution of the economic system is one of basic at
finding out optimal ways of her development. The kernel of economic
mechanism on the modern stage is government control of economy. As an
economic system is formed from a few subsystems, many elements and greater
amount of components, and each of such subsystems and them structural
elements is different after the essence, the methods of government control
substantially differ.

Government control of national economy is purposeful and active
influence of public and state organs of management on functioning and
development of the integral economic system by the use of economic laws and
decision of economic contradictions by means of certain totality of forms and
methods [20].

Regulative activity of the state just envisages adjusting of economic and

social relations with the aim of realization of certain goals (Figure 2.6). Basic
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from them (that also logically formulated from the given determination) is
providing of development of national economy that is also the result of activity

of local innovative centers, as be marked in a previous paragraph.

Providing of stable development of
national economy

Rational use of resources

Primary purposes Achievement of macroeconomic
of government efficiency
control national
economies Increase of competitiveness of home
commodities

Realization of social aims of
development of society

Fig. 2.6 Primary purposes of government control of national economy

Coming from the brought description over of government control of
national economy and features of influence on her of local innovative centers,
under government control of local innovative centers it costs to understand
totality of methods of direct and indirect influence of the state on development
of local innovative centers with the use of instruments of the legislative,
administrative and economic adjusting for providing of them effective
functioning and development. To the specific aims of government control of
local innovative centers it follows to take:

— providing of activity of local innovative centers,

— balancing of state and private interests,

— avouching for of necessary level of quality of projects of local innovative
centers, their accordance the actual necessities of national economy.

A purposeful public policy in relation to creation of the proper terms for
development of innovative centers assists the increase of competitiveness of

home productions. Local innovative centers — technopolises, technology parks,
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business-incubators, and also informative systems, backing of innovations funds
are created with active state support, in particular, venture, developed system of
preparation and in-plant training of specialists in industry of management —
allow to extend the scales of innovative processes, bringing over new
participants to them [25]. Thus, development of local innovative centers is
provided by the state by the improvement of mechanism of the state financing,
search of flexible methods of management on the basis of state-private
partnership, grant in the use of lot lands on the favourable terms, strengthening
of intercommunication between the subjects of innovative activity.

Government control of local innovative centers comes true by means of
methods and instruments the use of which result in the receipt of desirable
results.

On a form influence on local innovative centers the methods of
government control can be divided into the methods of direct and indirect
influence. The methods of direct government control will be realized by means
of instruments of public authorities. The chart of government control of local
innovative centers is presented on Figure 2.7.

A major role government control of economy is played by economic
methods that carry out as direct, so, and the mediated influence on functioning
local innovative centers. Administrative - are the methods of direct action, that
provide realization of economic methods, creating for this purpose necessary
terms through the system of normatively-legal acts that are the instruments of
legal methods.

Legal frameworks of adjusting of local innovative centers in Ukraine are
made by the system of legislative acts. In 1991 first in the CIS was passed an act
“About bases of public policy in the field of science and scientific and technical
activity”, that afterwards, in 1998, was transferable to Law of Ukraine “On
scientific and scientific and technical activity” [26]. On initiative Ministry of

science and technologies there was the prepared order of President of Ukraine
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Neof 17/96-pm, that supported initiative in relation to creation and functioning

in Ukraine of technology parks and innovative structures of other types [27].

An aim of government control of LIC is
providing of necessary terms for the
achievement of development of LIC and high
level of quality them innovative products.

J L

Methods of government
control of LIC

Methods of direct } [ Methods of indirect

influence influence

Administrative Economic Legal methods
methods methods

v -

- determination - off-budget - laws;
of strategic financing; - state orders.
aims of - tax deductions;
government - state crediting;
control of LIC; - are state

- the government guarantees for
programs; crediting;

- government - common
order of financing of
projects of LIC; projects of

- state single- LIC;
sourcing; - -privilege

- licensing and crediting.
patenting.

N A 4
s s T

Instruments of government control of LIC

Fig. 2.7 Chart of government control of local innovative centers
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On the basis of this order it was ratified by Cabinet of Ministers of
Ukraine of “Statute about the order of creation and functioning of technology
parks and innovative structures of other types”, that determines the general
order of creation and functioning of technology parks and innovative
structures of other types, them legal status, bases of mutual relations of
participants of these structures [28]. In 1999 was passed an act “About the
dedicaded mode of investment and innovative activity of technology parks”,
according to that sixteen technology parks operate by the state on January, 1,
2014 [29].

On the modern stage a considerable step forward establishment of
national project became “Technopolis is creation of infrastructure of innovative
development and high-tech”. Resolution of Cabinet of Ministers of Ukraine is
“Some questions of preparation to realization of national project “Technopolis”
is creation of infrastructure of innovative development and high-tech and his
constituents” from 31.10.2011 Nel014 [30] defined that a project envisaged
creation of infrastructural complexes of innovative development with certain
specializations in industry of high-tech. A project is creation of five
infrastructural complexes of innovative development “Technololis” in five
centres of Ukraine (Kyiv, Kharkiv, Lviv, Dnipropetrovsk). Realization of
national project “Technololis” comes true due to money of private investors or
state enterprises that belong to the sphere of management of the State agency
from investments and management national projects.

However, it should be noted that absence of the formed approach of the
systems, scientifically reasonable conceptual principles and only structured "tree
of aims" of public scientifically-technological and innovative policy is not
compensated by the increase of amount of legislative and normatively-legal acts,
numerous changes and adding to them. Both world and home experience is
testified, that than legal norms change more often, that they are executed less
effectively. A Normatively-legal base of adjusting of activity of local innovative

centers is contradictory enough, in addition, in full answers principles of

81



economy that is base on knowledge. Effective legal framework of functioning of
venture capital is absent for today as a market institute, and procedures of
creation of separate subjects of innovative activity are groundlessly complicated.
Imperfection of legal base of adjusting of activity of technological parks and
other innovative formations strengthens the practical worker of halt of the
separate articles of laws in force legislative acts. The possible way of
overcoming of the marked problems development of Pandect will become about
scientific, scientifically-technological and innovative activity that will allow to
create the integral legal system of adjusting of the marked spheres of activity.

In world practice the most widespread economic instruments of
government control of activity of innovative centers are such [31, c. 239]:
extension of research and investment tax credit; reduction to the tax is on the
increase of innovative charges; “tax vacations” are during a few years of work
on the income got from realization of innovative projects; decline of rates of the
income tax sent to realization of research and designer works; favourable tax
treatment of the income, got as a result of the use of patents, licenses, now-
how and other assets that enter in the complement of intellectual property;
reduction of taxable income is to the amount of costs of devices and equipments,
that is passed to higher educational establishments, research institutes and other
innovative organizations; deduction is from the taxable income of payments
in benevolent funds, activity of that is related to financing of innovations; put
of share of profits of innovative organization on the special accounts with next
favourable tax treatment as the use on innovative aims; there is free delivery of
licenses to the commercial use of the inventions, patented during budgetary
researches and such that are property of federal budget; other privileges and
financial stimulators.

To the local innovative centers of Ukraine for implementation by them
innovative projects a legislation is envisage state economic support by a way:
complete or partial interest-free crediting due to money of the state budget of

Ukraine and money of local budgets of projects of technology parks, industrial
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parks, technopolises and small innovative enterprises in composition business-
incubators; complete or partial indemnification (due to money of the state
budget of Ukraine and money of local budgets) of percents, that is paid by
Technopolis, technology parks and business-incubators to the commercial
banks and other finansial establishments for crediting of innovative projects;
grant of state guarantees to the commercial banks that credit creation of
technopolises; indemnifications of charges are on development of co-operation
between small and middle innovative business entities and large enterprises;
government order on delivery by the scientific parkas of products,
implementation of works and grant of services; state single-sourcing on
irretrievable basis for arrangement of industrial parks; release from the
inpayment of import duty on a scientific, laboratory and research equipment for
technological parks and scientific parks.

It should be noted that through contradiction and inconstancy of
normatively-legal base of government control of innovative activity in Ukraine
some economic instruments of influence on activity of local innovative centers
exist only formally and does not operate, or their action is anniented. Yes, by
Law of Ukraine "On making alteration in Law of Ukraine "On the state
budget of Ukraine on 2005" and some other legislative acts of Ukraine"
from 25.03.2005 practically there were anniented privileges for the home
special (free) economic zones and technological parks [32]. From February,
2006 renewal of favourable tax treatment took place to technology parks by law
Ukraine Ne3333 - IV from 12.01.2006, according to that sponsorship of projects
of technological parks was envisaged through the input of the budgetary
program of support of activity of technological parks [33]. The realizable release
of this Law substantially differs from previous that did not change this Law so
fundamentally. In the release of Law “On the dedicaded mode of innovative
activity of technology parks” from January, 12, 2006 tax deductions on a

valueadded are already absent [33], in him privileges are certain as subsidies.
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Thus, from Law [33] a basic important privilege - privilege is withdrawn
on a tax value-added due to that basic development of technological parks came
true and basic developments of projects were executed. A privilege on an import
duty is not substantial, and the privilege of sum of the income tax got during
realization of projects of technological parks envisages producing and
realization of innovative products already. Another difference is that the
dedicaded mode gets to not activity of technology parks and to their workers,
but certain innovative projects, and realization of project can not be founding for
the decline of tax obligations after the basic type of activity of performer of
texnonapky. The favourable terms of taxation within the framework of the
dedicaded mode have the special value self for Ukrainian technology parks,
because they have practically absent the direct state financing. From these
privileges most ponderable was a privilege from VAT, that in the last release of
base Law was anniented.

The analysis of existent methods and instruments of government control
of local innovative centers in Ukraine allows to enduce main modern problems
of government control of such structures (Figure 2.8) the decision of that must
provide effective development of local innovative centers in the future.

The conducted analysis of the system of government control of local
innovative centers proved in Ukraine, that measures accepted in the field of
given did not have system character. There is a necessity of strengthening of
support of development of local innovative centers from the side of the state,
that conditioned by their meaningfulness for the economy of Ukraine in the
period of market transformations.

By the primary objective of government control of local innovative
centers making of effective mechanism must become in Ukraine, to provide
their maximal effectiveness and assist to development of innovative sphere of
national economy. By effective means national strategy of development of local
innovative centers will combine the complex compatible going near the legal,

economic and administrative methods of government control of local innovative

84



centers and individual going near the terms of development of different types of

these structures, can become for the achievement of this aim.

Problems of government control of local innovative centers in Ukraine

A 4
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Fig. 2.8 Basic problems of government control of local innovative centers

in Ukraine
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Such combination is possible at application of not only measures of
innovative politics of the state but also monetary policy, public policy of support
of small business, public policy in the field of education, science and scientific
and technical activity, as development and functioning of local innovative
centers possible at terms co-operations of the state, scientific cells, higher
educational establishments, productive enterprises and financial establishments.
The conceptual chart of government control of development of local innovative

centers in the system of national strategy is represented on Figure 2. 9.

State
[
Public innovative policy

1T ] [

Monetary Public policy A public policy A public policy is in

policy of support of is in the field of industry of education

small business science and
scientific and
technical activity Higher
[ educational
Credit Businesses Research establishments
establishments institutes

Local
innovative
centers

National strategy of development of local innovative centers

1 1 1 1 1

Correction Ground and Estimation of Determination Forming of
of strategy introduction development of factors of aims of
of strategy of LIC development development

Fig. 2.9 A conceptual chart of government control of development of local

innovative centers in the system of national strategy
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A public innovative policy is a complex of legal, organizationally-
economic and other measures of the state, proper terms for development of
innovative processes in an economy, stimulation of introduction of results of
innovative activity sent to creation in a production, exactly a public innovative
policy determines basic priorities, directions and principles of innovative
development of country. According to the current legislation of Ukraine to basic
principles of public innovative policy providing of co-operation of science,
education, production, financial sphere behave at development of innovative
activity and assistance to development of innovative infrastructure. Exactly
these principles can be realized through national strategy of development of
local innovative centers.

Influence of monetary policy on development of local innovative centers
shows up in stimulation of creation of the specialized innovative banks, and also
funds of the long-term crediting of functioning commercial banks by
establishment of corresponding privileges from taxation of money that is
invested for the achievement of technological changes; to differentiation of rate
of income tax commercial banks, depending on directions of the use of
resources, by a decline — in case of their long-term crediting of hi-tech projects,
and increase — in case of insetting of money in the highly profitable operations
of financial market; creation of the system of the favourable refunding of
commercial banks that give favourable credits for realization of projects of local
innovative centers; input of the state system of insurance of risks of innovative
activity due to the specially created insurance company and others like that.

As local are the structures of creation of small innovative enterprises, the
public policy of support of small business directly influences on terms them
effective functioning. In particular, basic directions of public policy in the field
of development of small and middle enterprise in Ukraine are bringing in of
small business entities to implementation of the scientific and technical and

socio-economic programs, realization of supply of products (works, services) for
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state and regional necessities; providing of state sponsorship of small and
middle enterprises by the input of the government programs of crediting, grant
of guarantees for the receipt of credits, partial indemnification of interest rates
on credits and others like that; assistance to development of infrastructure of
support of small and middle enterprise, namely: tekhnoparks, tekhnopolises and
business-incubators.

A public policy in the field of science and scientific and technical activity
envisages socio-economic, organizational, legal terms for forming and
effective use of scientific and technical potential, including state support of local
innovative centers as subjects of scientific and scientific and technical activity;
creation of the system of the informative providing of scientific and scientific
and technical activity, integration of education, science and production.

A public policy in industry of education will assist to development of
local innovative centers in part of training of highly skilled personnels
scientifically and scientific and technical activity for development and
realization of innovations, and also preparation of professional managers for
effective organization of functioning of local innovative centers.

Dynamic innovative development and economy growing on the basis of
strategy of development of local innovative centers must come true on a
background perfection of state administration in scientific and technical,
imnnovative, educational and financial industries. For the achievement of
substantial positive changes in this direction necessary forming of only strategy
of development of local innovative centers, that provides for: perfection
institutional bases of public scientific and technical and innovative policy;
overcoming of disconnected and apartness of educational, scientific
establishments and production; to provide creation of only technological and
informative infrastructure for science and innovative enterprise in Ukraine as a
network of local innovative centers; creation of institutional basis of market
stimulation of innovative development; perfection of the system of the state

financing of innovative processes, mechanisms of government order is in a
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scientific and technical sphere, and also monitoring of efficiency of financing
and realization of scientific and innovative projects.

Thus, it is possible to come to the conclusion, that government control of
local innovative centers is the system of methods of direct and indirect influence
of the state on development of local innovative centers with the use of
instruments of the legislative, administrative and economic adjusting for
providing of them effective functioning and development. The main problems of
government control of local innovative centers in Ukraine are dispersed and
contradiction of normatively-legal acts, stop of action of economic stimuli of
influence and absence of the complex going near adjusting of activity of these
structures. The effective means of decision of these problems forming of only
national strategy of development of local innovative centers, that will allow to
connect government control in the areas of science, education, production and
money-and-credit system in the only organizationally-economic mechanism of

development of national economy by an innovative way, will become.
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2.3 State regulation of insurance service market of Ukraine

Transitional economy increases the risk of all areas that require active
measures to create a market of insurance services as well as the effective and the
balanced state intervention in the reform process. Thus, the objective of the
development of the insurance market requires elaboration and implementation of
a holistic mechanism of state regulation and support of the insurance business,
providing certain guarantees of investment activities of insurers. In the current
economic conditions insurance market plays one of the main roles in providing
the protection of the entrepreneurs and legal bodies' property interests and long-
term investment in the real economy of Ukraine.

In recent years the development of insurance business in Ukraine is being
accompanied by improvement of the regulatory framework, the introduction of
new insurance products, the using of measures to enhance the reliability of
insurance companies and insurance intermediaries [6, p. 235].

One of the most important problems of the Ukrainian insurance market is
the legal providing system and government regulation of insurance activity that
need to be improved, whereas the current legislation of Ukraine is not
completed. In addition, there is no clear vision of the strategic development of
the domestic insurance market and its individual components. Formation of the
developed insurance market of Ukraine will provide favorable conditions for
market transformation and sustainable development of the national and global
economy and international relationship, which determines the relevance of the
research topic.

Ukrainian insurance industry is on the second place by the level of
capitalization among other non-bank financial markets. The development of the
insurance market, as an integral part of the Ukrainian financial market, depends
on the list expanding of insurance products and services, increasing their
competitiveness, increasing requirements to order the creation of insurance

companies, further integration into international structures, the involvement of
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the insurance market to solve the most important economic issues about the
development of the country.

The questions of the development of theory and practice of insurance
market formation were analyzed and researched by such scientists as V.D.
Basylevych, O.D. Vasylyk, M.V. Mnich, T.A. Oral, N.V. Tkachenko [6], D.O.
Tishchenko, [7] A.F. Filonyuk [8], L. Shirinyan. But the current crisis of the
market economy and the necessity to exit the insurance market at the global
level has caused an urgent need to develop the advanced proposals related to the
development of the insurance market and its regulation.

Insurance industry of Ukraine stays in the process of gradual integration
into the world market, that's why the questions of the current insurance market
and search for areas of improvement are not explained well enough and needs to
be studied deeply.

As the result of the research, there will be the deep analysis of current
trends in the insurance market of Ukraine and identified areas of improvement
of its functioning.

The insurance market is extremely complicated multi-level system that
consists of a number of interrelated and interdependent subsystems, such as
insurance products, rates, sales organization and creating demand, infrastructure
and so on.

Insurance market is a special sphere of monetary relations, where the object
of sale serves a specific service — insurance protection, emerging supply and
demand for it [8, p.73].

State supervision of insurance business in Ukraine is being completed in
order to follow certain requirements of the legislation of Ukraine on insurance,
more effective development of insurance services, protecting the interests of
policyholders and insurers avoid insolvency.

Creation of a stable insurance market that can compete under globalization
and is able to provide to Ukraine the rightful place on the world market is a

strategic task of the state.
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Public policy should be directed precisely on the concentration of the
insurance market. In addition to improving the system of state regulation of the
insurance market today there was also the need to improve public policy in the
field of economy of Ukraine. In particular, those are the formation of legislation
and efficient mechanism for regulation and supervision of the insurance market
as one of the necessary components which are already adapting Ukrainian
insurance legislation to European and international standards.

The insurance law is the base for the construction insurance market in the
country. It should define the general principles of insurance, forms of
organization of state insurance regulation and so on.

One of the important areas to improve state regulation of insurance activity
in Ukraine is the creation of effective demand for insurance services. This issue
should be addressed, on the one hand, by the formation of citizens with the
organization of insurance protection through insurance, on the other hand, by
rising living standards that will facilitate the creation of conditions to meet this
need. If during the early formation of the insurance market in our country the
main focus of government regulation was focused on the organization of access
to this type of activity, today more attention should be paid to financial
conditions of already working insurers, compliance with laws and other legal
norms in order to respond to possible failures in their work in time. This will
give the step to increase the stability of the national insurance system and
increase the authority of the insurers to potential consumers of insurance
services.

According to the National Commission for State Regulation of Financial
Services Markets, the total number of insurance companies as of 30.09.2016
amounted to 323, including insurance companies “life” — 43 companies,
insurance companies, ‘“non-life” — 280 companies. As of 09.30.2015 — 368
companies, including insurance companies “life” — 50 companies, insurance
companies, “non-life” — 318 companies [1]. Changes in the number of insurance

companies in Ukraine are shown in Fig. 2.10.
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There is a tendency to reduce the number of insurance companies, for
example, in 9 months of 2016 compared to the same period in 2015, there was a
decrease by 45 insurance companies.

Gross premiums received by insurers for insurance and reinsurance risks
from insurers and re-insurers for 9 months of 2016 amounted to 24844.2 million
UAH, including 9469.6 million UAH (38.1%) — submitted by individuals;
15374.6 USD (61.9%) — received from the entities [5]. In comparison with 9
months of 2015 to 3 125.5 million UAH or 14.4% of revenues increased gross
premiums (Fig. 2.11), the amount of net premiums written increased by 2 842.0
min UAH, that is 17.0%.

The increase in gross premiums touched almost all types of insurance, for
instance: motor insurance (CASCO, MTPL, “Green Card”) (an increase of gross
premiums at 1 085.6 million UAH — 19.0%); life insurance (increase in gross
premiums at 483.9 million UAH — 32.2%); health insurance (increase in gross
premiums at 317.3 million UAH, that is 21.5%); insurance third party liability
(increase in gross premiums at 267.0 mln UAH, or 26.6%); and risks of natural
phenomena (increase in gross premiums at 263.2 million UAH -18.4%);

property insurance (increase in gross premiums at 243.0 million UAH —9.5%)),
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accident insurance (increase in gross premiums at 221.3 million UAH — 59.0%));
medical expenses insurance (increase in gross premiums at 209.5 million UAH
— 58.7%); credit insurance (increase in gross premiums at 189.8 million UAH —
64.6%); cargo and luggage (increase in gross premiums at 123.3 million UAH —
4.6%) [5]. Dynamics of the structure of net premiums for 9 months 2015-2016 is
shown at Fig. 2.12.

The data shows that during 9 months of 2016 there was a significant level
of competition in the market of insurance other than life insurance, while the life
insurance at the market monopolization seemed available enough.

Redistribution in the structure of net premiums as on 30.09.2016 was held
for the following types of insurance as life insurance from 9.0% to 10.1%
compared to the same period of 2015, credit insurance from 1.3% to 2.3 %,
accident insurance from 1.8% to 2.8%, medical expenses insurance from 2.1%
up to 2.7%. Thus, there was a decreasing process in the structure of net
premiums for the following types of insurance: insurance of financial risks from

10.8% to 8.0%, cargo and baggage from 7.2% to 4.8%.
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The amount of companies which formed insurance reserves for September
30, 2016 amounted to 19.5 billion USD. This is 12.9% more than at the end of
the third quarter 2015. Provisions for life insurance companies amounted to 7.5
billion USD, technical reserves to other insurers — 12 billion USD, respectively,
20.9% and 0.08% over the same period last year.

As a result of Natskomfinposluh attempts to improve the reliability of
placement of insurance companies’ reserves, their structure unbelievably
changed. The largest share in reserves of life insurance companies (IC 43)
belongs to the government securities (47.3%) — in the reporting period it
increased from 2.2 times to 3.5 billion. The share of bank deposits in reserves of
life insurance companies (40.4%) decreased from 8.8% to 3.5 billion.
Significantly, the share of corporate securities — shares (0.3%) and bonds (1.4%)

in the reserves for life insurance - by 93.1% and 69.1% to 20.4 million and
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101.3 million UAH accordingly, especially by removing "junk securities". In
contrast, the share of claims to reinsurers by 2.7% to 107.7% to UAH 197.1
million [2].

Total assets of insurance companies as for September 30, 2016 amounted
to 55.4 billion USD. This figure has decreased comparing to the previous year
up to 8.6% - whereas it was 60.6 billion USD. Despite the reduction of their
quantity, life insurance companies increased their assets - from 9.5 billion to
10.7 billion, or 13.3%. Thus, a characteristic feature of the balance and,
furthermore, the assets in the life insurance sector, is that 70% of the assets of
insurers are providing life insurance reserves and in almost all companies these
assets meet the quality and diversification of established Natskomfinposluh.

The implementation of effective state regulation of insurance today is a
very important issue, because the conditions of the insurance sector can be one
of the leading parts of the financial system, functional capacity, which is aimed
at preventing or minimizing the negative effects in case of various insurance
risks, as well as the formation and use of its own investment potential, which
generally provides welfare, stimulates the activity of businesses and enhances
eco term security.

Nowadays, the National Commission for state regulation of financial
markets is the specially authorized body, entrusted with the functions of control
and supervision of the activities of the insurance market and the implementation
of state policy in the field of insurance. However, it should be noted that in
recent years the issue of creating a single financial market megaregulator by
turning down the departmental controls, as happened in most major countries,
was not considered only for a one time.

This issue causes various poignant discussions among the academics and
practitioners about its feasibility of implementing an integrated system of
regulation of the financial sector of the national economy, which leads to having

controversy in the formation of the conceptual bases of improvement of state
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regulation of insurance and determination of the conditions to enhance the
functioning of the insurance market of Ukraine.

The idea of creating megaregulator financial market is not new to the
world's economy. Indeed, the megaregulation model is quite a common model
of supervision of the financial sector in most major countries.

Before having created a single financial regulator in these countries there
were some regulatory institutions of different segments of the financial market,
but the result of the introduction of a new universal model of regulation of the
financial markets demonstrates the formation of a coherent and simplified
regulatory framework necessary for the effective management and development
of the financial system.

The main factors for reforming the system of state regulation of the
financial market of Ukraine were the signature of the Association Agreement
between Ukraine and EU in 2014, the approval of the Strategy for Sustainable
Development “Ukraine — 2020, the purpose of which is to introduce European
standards in Ukraine of living and the Ukrainian step to the leading positions in
the world, and the development and adoption of the comprehensive program of
Ukraine's financial sector by 2020, the provisions of which define a
comprehensive restructuring of the financial sector and in accordance with new
approaches to supervision and regulation of the financial services markets.

Reform of state regulation of the financial market of Ukraine meets modern
world trends of consolidation of control and supervisory functions in a single
institution and is the basis which creates conditions for economic growth and the
implementation of tasks towards integration into the European and world
community. However, this process can only take place through evolution,
implying gradual transition to an effective system of state regulation, which will
take into account the good practices of the European Union in this area

The EU insurance regulation is based on:
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— first Council Directive 73/239/EES of 24 July 1973 about the
harmonization of the laws and regulations concerning the taking up and
pursuit of direct insurance other than life insurance,

— second Council Directive 88/357/EES of 22 June 1987 about the
coordination of laws, regulations and administrative provisions that relate
to direct insurance other than life insurance, which defines provisions to
facilitate the effective exercise of freedom to provide services and
amending Directive 73/ 239/EES,

— third Council Directive 92/49/EES of 18 June 1992 about the coordination
of laws, regulations and administrative provisions relating to the 172 direct
insurance other than life assurance and amending Directives 73/239/EES
and 88/357/EES Council Directive 73/240/EES of 24 July 1973 concerning
the abolition of restrictions on freedom of establishment in direct insurance
other than life insurance,

— directive 2009/138/EU of the European Parliament and of the Council of 25
November 2009 “About the beginning and pursuit of the business of
insurance and reinsurance, including solvency II”” and other legislative acts
of the EU.

Several features of state regulation of insurance introduced by these
directives had not found their reflection in the Law of Ukraine called “About the
insurance”. However, their implementation in Ukrainian legislation has
significantly improved the effectiveness of state regulation of the Ukrainian
insurance market.

It is necessary to consolidate in the Ukrainian legislation as an additional
ground for refusal regulator to issue licenses for insurance the close links
between the insurance company and other natural or legal persons, if the
regulator will have the reason to believe that this relationship will hinder the
effective exercise of its supervising functions. These rules which are in Article 8
of First Council Directive 73/239/EES [14], can greatly reduce the risks of

corruption while performing control of their powers. Nowadays, the procedure
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of issuing the licenses for insurance verification involves the check of the higher
economic management education of the insurance company, but does not
include the check of its links with officials of the regulator. At the same time, if
the lack of economic education in the management of the insurance company
only harms it and has the bad influence on the customers, the corrupt
connections cause damage throughout the insurance market, and even more
throughout the whole system of public administration, leveling its supervisory
function and discrediting it.

Also it would be necessary to borrow the powers of the regulator from EU
law, which in exceptional circumstances would give it the opportunity to restrict
or prohibit the free disposal of the assets of the insurance company if the state
regulator has the reason to believe that the financial situation of the insurance
company will go down in the future (if either insurance of the company does not
comply with the requirements of the state to establish adequate reserves of
insurance or their volume decreased, and if the regulatory solvency margin falls
much lower than level of the guarantee fund of the insurance company).
According to the Ukrainian legislation, the nowadays regulator is an opportunity
to reorganize the insurance company. However, the European approach seems to
be much more restrained because it allows the regulator to intervene more time
without bringing the matter to the restructuring, and also avoid bankruptcy
ahead of the organization. In addition, by giving the regulator the possibility to
limit the disposal of assets of the insurance company in case of doubt in its
financial condition and solvency would significantly reduce the number of
dangerous criminal as fictitious bankruptcy (regulator would not allow the
company to transfer assets to nominees).

Noteworthy are also the provisions of Art. 15 (a) of Council Directive
73/239 / EES [14], which provide requirements for insurance companies that
carry credit risk insurance, to establish a reserve alignment. We believe that the
improvement of Ukrainian legislation on insurance should happen by the

development and adoption of a qualitatively new Law of Ukraine “About the
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insurance” — the editorial, in which the Ukrainian law insurance, including state
regulation of insurance, will be harmonized with the European one, and not by
making certain changes to existing legislation (which are only temporary
problems). The adoption of the new law will solve a number of issues related to
the need to harmonize the Law of Ukraine “About the insurance” and the Civil
Code of Ukraine, laws “About the Financial Services and State Regulation of
Financial Services”, “About the compulsory insurance of civil liability of
owners vehicles”, “About the private pension provision” and other regulations.

The process of state regulation of insurance service can greatly improve
administration restrictions on the legal form of the insurance companies. If the
insurance company only creates a joint stock company, information on their
activities will be opened, as their statements could be published in the media
and, also, on the website of the National Commission on Securities and Stock
Market will also be opened about the owners. This will enable
Natskomfinposluh to effectively control the insurance companies and
policyholders - the ability to monitor the results of these companies freely,
without further recourse to them.

The proposed changes do not only fully comply with the latest global
trends of regulation of insurance services as well as trends of change the
legislation of Ukraine this direction (the new version of the Law of Ukraine
“About securities and stock market”, the amendments to the Law of Ukraine
“About Banks and Banking Activity”).

According to the new version of the Law of Ukraine "About insurance", the
state must issue permits to improve cross-border insurance. Thus, in our opinion,
the legislation should prohibit cross-border insurance, except of insurance of
risks relating to maritime shipping, commercial aviation, space rocket launches
and freight (including satellites) if property interests are the object of insurance
that are related to the goods being transported, and / or the vehicle in which they
are transported, and / or any responsibility, arising from such a transportation.

Implementation of mediation in favor of non-resident insurance companies for
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insurance of such risks may be allowed. After a transition period (e.g., five
years) the prohibition of brokering insurance brokers in Ukraine can cancel that
can provide relevant obligations to Ukraine to join the WTO improving the
needs and issues of state regulation of financial services in reinsurance. The
above line of financial services has not resolved Ukrainian legislation yet.
However, professional reinsurance exists almost in all countries and, according
to EU Directive 2005/68 / EU such activities may have been regulated under the
same principles as the ordinary activities of insurance companies. Thus, the
same principle of regulation should be incorporated in the Ukrainian legislation.

The reform of public administration of financial services market in Ukraine
(including insurance) must be accompanied by the introduction of a new order
of registration of the insurance company, the order that is closer to the European
standards. In addition, the legislation is advisable to introduce the obligation of
the insurance company to systematically apply body performing state regulation
of non-banking financial services, list of related persons in order to exercise that
authority prudential supervision of the insurance company. The need for such
norms based on international practice, which shows that the majority of
bankruptcies were caused by insurance companies is the conclusion of many
agreements to unreasonably favorable conditions for insurers, what undermined
the solvency of the insurance company.

Within the public administration reform of insurance markets, branches of
insurance companies for non-resident insurance activity in Ukraine must obtain
a license from the relevant government regulator. The fundamental difference
from current procedures for authorization must explain that the state can control
on-line to obtain information about the financial condition of the insurance
company non-resident located outside Ukraine, and cooperate with relevant
foreign regulators. One of the conditions of insurance companies-residents are
signing a memorandum of understanding with foreign regulators.

The effective state management of markets is impossible without a clear

definition of the "substantial participation" concept. World practice shows that
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shareholders of insurance companies have a very significant impact on their
activities, so in terms of quality and adequate management these companies
could become insolvent due to inadequate actions of the shareholders. In the EU,
the USA, Canada the recognized threshold that defines a shareholder of the
insurance company as the owner of significant share is 10% package of shares.
Taking into account the features of corporate legislation of Ukraine, a new
version of the Law of Ukraine “About insurance” will be advisable to set
thresholds stakes of 25%, 50%, 75%, transfer of ownership which requires prior
permission of the state regulator in the financial services. The essence of the
prior consent of the state regulator of financial services to replace the owners of
significant share of the insurance company is that the regulator must know in
advance the next owner, since the change of ownership changes for individuals
who influence the policy of the insurer.

At the legislative level, the state should also be introduced to the demands
of corporate management insurance company. Among these requirements, the
availability list of mandatory controls the insurance company is included.
International experience demonstrates the need for legal regulation of corporate
governance, as this is the only way to achieve transparency and protection of
insurance policyholders against possible poor management. State regulator the
Financial Services will have to monitor the compliance of the corporate
governance requirements of state insurance company.

The control over the activities and financial performance of insurance
companies needs strengthening of certain legal. For example, it may be
appropriate to set up the duty of the insurance company to make an annual audit
of the external auditor. The external auditor must be independent and included
in the register of auditors to conduct audits of financial institutions. In addition
to the standard duties of the external auditor of the new Law of Ukraine “About
insurance” expedient to introduce a duty to inform the public regulator of

financial services in the event that the external auditor has reason to believe that
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the financial condition of the insurance company deteriorated, the internal audit
system is working properly or have any other violations of insurance laws.

Most Ukrainian insurance questions for adaptation to EU legal provisions
apply to all types of insurance. However, while adapting the legislation of
Ukraine (particularly in public administration insurance markets), it is necessary
to take into account the fact that the European laws state regulation of some
specific insurance is characterized by certain specifics and availability of their
regulatory sources. This is especially true of this segment of the insurance
market, as life insurance. Ukraine does not have specialized legal act that would
define the specifics of state regulation of insurance services for life insurance.
As for the EU, for a long time the EU accepted a large number of directives that
regulate the issue of life insurance. This created a significant number of conflicts
and contradictions between them. There is a need for harmonization of EU
legislation on this issue in a coherent and logical directive. As a result, 2002 was
approved by the European Parliament and Council 2002/83 / EC of 5 November
2002 concerning life assurance [13]. This Directive contains a definition of an
insurance company, which prevents insurance companies from third countries
operating within the European Community, through the use of the freedom to
provide services approved in the EC Treaty [1, p. 21]. The Directive applies to
both individual and group life insurance policies, but does not apply to the
management of group pension funds. The directive also differentiates
agreements that customers placed their own initiative, and all other contracts
that require a higher level of consumer protection, particularly on the part of
state regulation of financial services.

Comparing to European, the Ukrainian legislation contains fewer types of
life insurance. In particular, there are no such species (in this case, if the activity
is subject to supervision of the competent authorities):

— insurance system, the essence of which is to create a group of people and
implementation of a common fund payment to the person who will exist

longer than the rest of the members of the fund,
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—  payments system, the essence of which is to advance the implementation of
agreed lump sum or periodic payments as consideration for that person
assumes the obligations set a specific time [3, p. 57].

There are differences with the model of public administration services and
insurance markets in the legalization life insurance. The directive 2002/83 / EC
established the requirement to provide information on existing majority
shareholders before the authorization (Art. 8). Changing the amount of shares
owned or will be owned by the majority shareholder, requiresto inform the
competent authorities upon reaching certain thresholds (Art. 15). In addition,
this article establishes the requirement legal entity that intends to engage in
insurance activities, inform the competent authority of the majority shareholders
(legal or natural persons) or members who are directly or indirectly related to
the subject. In addition, people who intend to become majority shareholders of
the insurance company shall notify the competent authority of the size of their
future share in the insurance company if their share will be equal to or greater
than 20%, 33% and 50% of the total votes of shareholders.

Unfortunately, in Ukraine, this rule can not be implemented in the near
future as part of the article 2 of the Law of Ukraine “On insurance” are allowed
to the first create insurance institutions in the form of stock, full, limited
partnership or additional liability according to the Law of Ukraine "On Business
Associations". In our opinion, such a variety of legal forms of business
companies complicates the state regulation of the insurance market and
supervision of insurance activities. It would be appropriate to address long
European practice under which insurance companies only formed a joint-stock
company, which is enshrined in the law of most countries.

After consolidation of the Ukrainian law rules on the company as the only
form of legal entity that can conduct insurance activities, it is possible to provide
the national regulator in the financial services broad powers to control the

majority shareholders of the insurance company.
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According to the directive 2002/83 / EC, mandatory state requirements are
also established to invest insurance reserves and rules of investment
diversification. In article AOR Law of Ukraine “About insurance” indicated that
the costs of insurance reserves should be placed on the basis of safety,
profitability, liquidity, diversification, and also lists the categories of assets. In
addition, the law states that restrictions on the maximum amount of assets in
each category, quality requirements such assets, requirements concerning the
availability and the credit rating of the assets of certain categories and / or banks
and issuers that have placed the funds of insurance reserves established by the
competent authority in the field of state regulation of non-banking financial
services. [12]

However, European legislation such as the Directive 2002/83 / EC does not
give state regulators discretion to change the requirements for quantitative
indicators of insurance reserves. Article 24 of Directive clearly specified
percentage thresholds, which should benefit the insurance companies when
investing their assets. [13]

Requirements for investing the assets of insurance companies in
accordance with the European practice of government financial market should
be established by the Verkhovna Rada of Ukraine at the level of the law of
Ukraine, not subordinate regulatory acts (as investment assets of the insurance
company directly affects the level of financial stability and the likelihood of
bankruptcy, and therefore one of the key issues in the field of financial policy).
Just do not meet acquis communautaire requirements for the establishment of
minimum guarantee fund of an insurance company. According to the second
paragraph of Article 30 of the Law of Ukraine “About insurance” the minimum
capital of insurance company which deals with types of insurance other than life
assurance set equivalent of 1 million euros and the insurance company engaged
in life insurance — 1.5 million euros at the exchange rate of currency Ukraine. At

the same time in point 2 of the Directive 2002/83 / EC it is stated that the
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guarantee fund insurance company that provides life insurance to be almost
twice that amount to at least EUR 3 million.

Despite the necessity to bring Ukrainian legislation in line with EU
standards, we can not consider it appropriate to increase the value of the
guarantee fund of the insurance company to European standards immediately.
The reason is a significant difference between macroeconomic indicators of EU
member states and Ukraine, as well as general weakness and the development of
the insurance market (especially life insurance) compared to the EU member
states.

Consequently, the current insurance market of Ukraine in its development
1s characterized by certain disadvantages and some achievements, including the
shortcomings of the insurance market include:

— imperfect system of legal support and state regulation of insurance,

— the absence of domestic market development of insurance service strategy
and what it consists of,

— the lack of qualified experts of insurance business,

— a decrease in demand for insurance companies due to the deteriorating
financial condition of the population,

— the lack of reliable long-term instruments and safeguards and return of
investment,

— inability (under the law) to deposit insurance reserves in hard currency,
leading to impairment of insurance reserves, due to the instability of the
currency,

— the lack of confidence of individuals and entities to the insurance
companies,

— the lack of quality and timely statistical information, and the lack of
detailed information and analytical materials on the status, and problems of
formation of the insurance market of Ukraine.

The positive trends of the insurance market include:
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— strengthening of the insurance market by bringing players who do not
meet the solvency and reliability,

— assets of insurance companies that remain in the insurance market of
Ukraine, to meet the quality and diversification of established
Natskomfinposluh,

— improvement of insurance culture among managers and the public.

Ukraine stays far behind in the process of bringing the regulation of
insurance activities in line with international standards. As the liberalization
shoes, the Ukrainian insurance market is the closest to the national type. In the
process of market liberalization, there are lots of stages, leading conservative on
the open market. According to this periodization, Ukraine is in the process of
limited liberalization nowadays. So, nowadays, the Ukraine's insurance market
is under development, so has both definite advantages and numerous
disadvantages: growth of the insurance market stay behind the growth of the
economy and its part of GDP is insignificant. But the Ukrainian insurance
market has huge resources for its development.

The scientific research allows to state that Ukraine's insurance market is an
effective means of redistribution of funds that were previously collected for
further investment in the development of the economy.

Analysis of the integration processes in the insurance market of Ukraine
suggests the insufficient degree of development and the need for further
liberalization, designed to facilitate the integration of international financial
center.

In Ukraine as in the global insurance market, there is a process of
increasing the capitalization of national insurers merge insurance, banking and
industrial capital. Trade liberalization insurance services entering Ukrainian
insurers in foreign markets, but the presence of national insurance capital is
negligible to them.

Consequently, nowadays the state regulation of the insurance market in

Ukraine is still not fully meet European standards. His adaptation must be
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accompanied by a change in a number of legal acts in the field of insurance (in
particular, the development and adoption qualitatively new Law of Ukraine "On
insurance") and the implementation of them European standards. At the same
time, the improvement of governance in the financial services markets should
not be limited to the mechanical transfer of legislation familiar to European
countries on Ukrainian soil. All public administration reforms of financial
market should be conducted, according to the realities of the Ukrainian
economy.

Government policy of insurance should be based on strengthening the
foundations of the market participants, improvement of the regulatory
framework, implementation of international principles and standards, and
focusing on solving the above problems impeding the progressive development

of the national insurance market.
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CHAPTER 3
MODERN PRACTICES OF COMMUNICATIVE PROCESS IN PUBLIC
MANAGEMENT: NEW CHALLENGES AND OPPORTUNITIES

3.1 E-governance and quality of information in the state authority system

The development of public administration and local government in Ukraine
is accompanied by a significant increase in information flows related to the
exchange of information necessary to make effective management decisions. The
task of improving the efficiency of public administration and local government
defined by the ability to analyze information and prepare it for decisions making
and monitoring their implementation. In this regard, implementation of the model
of "electronic government" should be seen as a tool to transition to a new quality
of public administration and local government.

Information is an important resource for organizations. The data collected
by organizations is growing in volume and complexity. As such, they are
abandoning traditional methods and relying more heavily on information systems
to aid in the analysis and utilization of time-sensitive data and organizational
knowledge. Information systems are popular in the government administration and
local government. They improve effectiveness and efficiency afforded by real-time
decision support. Information technologies, including Internet-based information
systems, are playing vital and expanding roles in public administration.
Information technology can help all kinds of government systems improve
decision making, and workgroup collaboration. Information technologies and
systems are an essential ingredient for success in today’s dynamic global
environment [15].

Today every stage of development of society is determined by the degree of
information technologies. The important stage of development of these
technologies is the information society. The distinguishing characteristic of the
information society is the freedom of access to information and freedom of its
dissemination. This contributes to the improvement of democratic procedures,

increase business activity, development of fair competition, ensuring consumer
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rights. It also prevents the threat of “oligarchization” of economy, bureaucracy and
inefficiency monopolistic structures, poses a barrier to the degradation of the
economy and corruption. There is also a determination that the information society
is a society, in which the crucial roles play: the acquisition, processing, storage,
transmission, dissemination, use knowledge and information, including through
technical capabilities that are constantly being improved.

Public administration and local government are characterized by the use of
modern computer technologies that ensure timeliness, accuracy, relevance and
reliability of management information. Development of public administration and
local government systems is realized in the direction of knowledge-intensive
administrative work. It imposes special requirements to civil servants in the
development of modern management, the use of information technology.
Information is a resource without which we cannot use modern management
techniques [3]. This requires continuous improvement of information systems in
public administration. Results of information technology can be strategic and
tactical. Tactical can reduce costs of management process. Reduced costs
associated with reducing the complexity of information processing, reduction of
consumables, storage and working space. Also is reduced the interaction of
government and citizens. Strategic results, which associated with improving the
quality of management decisions, raise the public confidence to the government
and reduce costs for maintenance of power. This is the strategic objectives and the
core of e-Government. Information system of public administration is seen as open
to cooperation with other information systems.

The traditional model of governance is based on the principle of hierarchy,
but the transition to an information society leads to a radical rethinking of the role
and structure of public administration. In addition, globalization leads to the fact
that the state authorities of various countries often interact on multiple levels from
local to higher. In many countries the responsibility for services to the public
transmitted from the central authorities to the local and regional level [1]. The tool

of solving many problems caused by the use of hierarchical model of public
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administration is e-Government. E-Government is seen as a new trend of using the
Internet and 1s the main way of spreading information technology and realization
of ideas of information society. The introduction of e-Government requires
analysis of situation with all its components, and analyzing the readiness of the
public administration and local government to use modern information
technologies in their work [7].

Analysts of World Economic Forum (WEF) published a report on the
development of the information society in the world (The Global Information
Technology Report 2015). The report describes recent changes in Networked
Readiness Index for different countries, have been assessed the factors, policies
and institutions that allow countries to make full use of information and
communication technologies (ICT) to improve the competitiveness and prosperity.
According to the Networked Readiness Index for 2015, in dozen of leading
countries with the most effective use of information technology included
Singapore, Finland, Sweden, the Netherlands, Norway, Switzerland, USA, United
Kingdom, Luxembourg, Japan. Ukraine now stands at the 71 position. Its closest
neighbors are Moldova - 68, Romania - 63, Slovakia - 59, Hungary - 53, Poland -
50.

The Networked Readiness Index determines the level of ICT development
in the world. It consists of subindexes such as Environment, Readiness, Usage and
Impact. They describe the roles of government, business and society in shaping the
environment for ICT. Figure 1 shows a chart that displays the key indicators of
ICT development in Ukraine [20].

The structure of the indicators of ICT development include: 1) political and
regulatory environment, 2) business and innovation environment, 3) infrastructure,
4) affordability, 5) skills, 6) individual usage, 7) business usage, 8) Government
usage, 9) economic impacts, 10) social impacts. The blue line on the graph
represents the state of ICT in Ukraine, gray line - the status for the group of
countries with below average incomes. Chart shows that in Ukraine the highest

value of these indicators are: affordability and skills related to the information
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systems and technologies. The worst situation with the indicators that characterize:
political and regulatory environment, business usage, government usage, the

economy and social impacts.

1. Political and
regulatory environment

10. Social 2. Business and innovation
impacts 6 environment
5
9. Economic 3. Infrastructure
impacts

8. Government

4. Affordability
usage
7. Business 2. Skills
usage
6. Individual usage
=0= Ukraine Lower-middle-income group average

Fig. 3.1 Main indicators of ICT development in Ukraine

Ukraine showed the highest ranking position of the Networked Readiness
Index in 2009 (position 62). Then over the next two years were lost 28 points, so
that in 2011 our country has moved to the 90 position among 138 countries. In
recent years, given the expansion of the countries participating in the rating,
Ukraine is included in seventh dozen countries and concedes CIS countries and
Eastern Europe.

The foundation of implementing the concept of “e-Government” is a
document management system for regional government. In Ukraine the
effectiveness of vertical and horizontal cooperation between authorities plays a

huge role in the effectiveness of the regional authorities. The implementing of

115



document management systems and document archives will improve the
document management and decision making in regional government, transparency
and control of administrative decisions as a whole [2].

For study the flow of government documents are used the scheme of
information flows that take into account the main sources of information that
comes to the organization as well as consumers of information. The sources which
send information from local governments are: Cabinet of Ministers of Ukraine,
Presidential Administration, Verkhovna Rada of Ukraine (Parliament), Central
Executive Authorities, Regional and City State Administrations, other local
governments, organizations, enterprises and citizens. The consumers of
information are the same agencies, organizations, central and local authorities,
citizens.

Research results in the public administration and local government for few
years show that the number of processed documents is increased. During the
period from 2010 to 2014, this number increased 1.7 times. Research conducted in
the Local authorities in 2001-2009 years show an increase in the number of
documents in 2-2.2 times, corresponding growth rate fixed in subsequent periods
[5].

Studies show that against the background of preservation quantitative
composition of civil servants we can see steady growth in the number of
documents processed by the system of public administration and local
government. Using of powerful computer systems offsets the high workload for
staff. However, a quantitative increase in the documents flow does not improve the
quality of decisions made. The state of government system and the need of its
improvement indicate that the system “mechanically” increases quantitative
performance but not the quality of management decisions.

Under Article 133 of the Draft Law on Amendments to the Constitution of
Ukraine (concerning the decentralization of power) Ne 2217 dated on 01.07.2015.
Administrative and territorial structure of Ukraine consists of administrative units,

communities, districts, regions. The territory of Ukraine is divided into
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communities. The community is the primary unit in the system of administrative
and territorial structure of Ukraine. Some communities make up the area. Article
140 states that the local community executes local government both directly and
through local governments through self-regulation of public affairs of local
significance and management within the Constitution and laws of Ukraine.
Community council is an executive representative body of local government. The
executive bodies of local self-government communities are controlled and
accountable to community council [6]. Decentralization of power requires the use
of new management methods using modern information technology. A new
approach to governance also requires improved mechanisms for its
implementation. The main feature of the new system of government is that it
decreases the management influence from the national level. At the same time
there is a problem of coordination of executive bodies in the system of local
government that do not create a hierarchical structure consisting of administrative
units.

The current system of state and local governments based on the principles
of functional (hierarchical) management approach associated with delegation of
authority and responsibility through the functions. The function is seen as a
subsystem of an organization allocated on the basis of similarity of work. It is a
system of delegation of authority and accountability that permeates the entire
organization. However, horizontal links between structural units are weak, and
vertical - are strong. The civil servant doing his job and he is responsible for his
functions. He is not interested in the functions and results of the work of parallel
departments. The main disadvantage of this approach is the isolation departments
from one another, which leads to monopolization of decisions; to high
specialization of workers, that does not allow them to see emerging problems in
general; the criteria of performance for functional department are chief's
assessments, not the results of the business process; the inefficiency of information

support of life cycle processes, etc.
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The weakening of the hierarchy in the system of government requires the
use of other methods of control in organizations that would coordinate the
activities and use horizontal integration without subordination to each other. In this
case, the most appropriate is a process approach to management, which is
associated with delegation of authority and responsibility through business
processes where business process is stable (repetitive) activity, which transforms
resources (inputs) into results (outputs). The advantage of this approach is that the
technology business process description ensures transparency of all operations and
allows analyzing the possible consequences of failures at some stage of work, time
to find and fix the error. Another advantage of the technology is possibility to
manage operating costs. Process approach to management allows managers to
identify and manage key processes in the performance of the organization to
integrate disparate actions of functional departments and their efforts to obtain the
overall result. The main provisions and advantages of the process approach set out
in the international quality standard ISO 9000.

In 2014 was issued a new standard ISO 18091: 2014 “Quality management
systems — Guidelines for the application of ISO 9001:2008 in local government”,
which explains how the quality management system is implemented in public
administration and local government. According this standard the typical examples
of local government processes are: strategic management processes to determine
the role of the local government in the socio-economic environment; provision of
resources and the capacity to provide the product/service of local government;
processes needed to maintain the work environment; preparation, revision and
updating of development plans and work programs; monitoring and measurement
of the product/service provision process; f) transparent internal and external
communication processes; processes to address emergency preparedness and
response to crises [14].

The process approach is a management strategy. When managers use a
process approach, it means that they manage and control the processes that make

up their organizations, the interactions between these processes, and the inputs and
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outputs that tie these processes together. It also means that they manage these
process interactions as a system. Using of a process approach within a single
organization provides allocation of horizontal processes (business processes) and
their participants, the appointment of one of the participants as a process owner,
the delegation of authority and responsibility. In this case, a matrix organizational
structure is used. The matrix organizational structure is one of the primary forms
of structures that are adopted by organizations to carry forth their work. In this, a
structure 1s adopted that groups employees according to the functions and
products. A matrix organizational structure combines two types of organizational
structures namely the product organizational structure and the pure functional
structure to create a unique blend of work environment. This structure and design
1s most useful for when the assignments are project driven, because in this, several
professionals with distinct functioning powers will be hired to carry forth the
functions. Participants of horizontal process are subordinate to both functional
managers and owners of the process. It is associated with the use of two
simultaneous approaches to managing regular activities - functional and process.
Coordination of several organizations activity requires availability of governing
body on functional basis, which could serve as a functional manager. This body
may be a management system of electronic government (e-Government) is based
on computer technology that will allow realize management process within the
powers granted to authorities at the national level.

Compared with the functional approach, according to which the
organization is divided into departments that are responsible for a specific
function, process approach integrates these functions on the basis of the concept of
“creating value for the consumer”. There are essentially three types of processes:
individual process which individual employee performs; functional or vertical
process, reflecting the organization vertical, business-process, or horizontal
process that crosses the horizontal system of organizational activity and represents

a set of interrelated processes, providing the final results [4].
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The integrated processes chain represents the internal customers, and each
subsequent integrated process (and its separate operation) specifies the
requirements for the previous one. The system of government can be represented
as a network of interrelated processes; functional processes are linked with
business-processes, each process consists of other subprocesses up to the
individual servant. The success of the government system depends on how
consumers of different processes are identified in the network and how well and
efficiently they are satisfied. For efficient operation of system which represented
as a network of relationships “consumer — suppliers” is necessary that the supplier
be respectful to the customer requirements.

Experience shows that such a management structure is most effective. It
provides process management team which consists of all the leaders of integrated
processes who included in the cross-functional processes. Focus on process means
that the main factor is prevention, not correction of errors. The impact on the
process, not the outcome of the process, is the basic concept of process
management. This can be done, given that the process converts inputs into outputs
of the system. For implementing e-Government as a coordinating body it is
necessary to create architecture model for e-Government applications. By the term
electronic government, we understand the e-Government simplification and
execution of information, communication, and interchange processes within and
between governmental institutions, and also between the governmental institutions
and citizens or organizations. The focus is put on electronic governmental services
and all public transactions directed at citizens (taxation, social facilities,
employment service, social security, official ID cards, health services, etc.) and at
companies (taxes, company start-ups, statistical offices, customs declaration,
environmental performance, public procurement, etc.) [16].

The implementation of e-Government is bound by organizational
requirements which must be taken into consideration: cross-administration
interaction - when implementing e-Government, Ukraine must face the problems

of a de-centralized administration structure because the de-centralized
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administrative units are largely independent of central government; optimization
of administrative processes - the successful introduction and implementation of e-
Government calls for the examination of grown processes, existing rules,
processes and structures must be adapted and simplified in a suitable manner
taking technical and legal circumstances into consideration; qualification of staff -
the use and updating of standards, along with the development, operation and
correct handling of IT-supported systems, calls for the continuous exchange of
information and training; involvement of users - the use of e-Government is
strongly dependent on customer acceptance of the services offered, full utilization
of the savings potential of e-Government is contingent upon the online services
provided being accepted and used by potential users [19].

Interaction relations: the different partners involved in e-Government can
be distinguished: Government to citizen (G2C) - this situation refers to the
electronic interaction between citizens and administrations, this area also covers
non-profit and non-governmental organizations; Government to business (G2B) -
this term covers electronic relations between administrations and business;
Government to government (G2G) - this application covers the vast field of
electronic relations between different public agencies and institutions of the public
administration sector.Services are rendered to citizens, business and other
administrations. The focus in this case is on the G2C and G2B interaction
relations. The users of e-Government services usually do not differentiate between
the central, regional levels of government and local government. Instead,
companies and citizens tend to expect standardized and consistent e-Government
services.

The introduction of e-Governing in Ukraine at this stage allows to reach the
level of enhanced web presence in development of e-Government and provide
services to organizations and population using information and communication
technologies; introduce information and communication technology in many areas
of public administration and local government, such as interaction in the local

government system, with organizations and individuals; start the transformation of
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the system of government, where information and communication technologies
contribute to the transformation of the public sector. At the same time there are a
number of unresolved issues in legal, organizational and technical support.
Informational sphere develops slowly and not systemically, leading to the loss of
Ukraine's position in the world rankings. This requires the formulation and
implementation of a single and coherent public policy. For quality improvement
and acceleration of development of e-Government in Ukraine needs to develop a
long-term model of its implementing to the provision a detailed schedule for all
responsible authorities for the implementation of tasks assigned to them; ensure
cooperation between the executive authorities, local governments and civil society
through the use of new information and communication technologies; to ensure the
development and implementation of model pilot projects on introduction of e-
Governance at regional level; ensure the functioning elements of e-Government, to
create long-term budget planning and funding in the area of e-Governance; to use
foreign experience for development of e-Government.

However, the most significant challenge is the improvement of the system
of government by implementing of new management techniques that would allow
effective use of modern information and communication technologies. One such
method is the use of a process approach that involves the use of a system of
processes within an organization, together with the identification and interactions
and managing them to obtain the desired result. Process approach proposed as the
basic approach in international quality standards ISO 9000, particularly for the
authorities at the local level in ISO 18091: 2014. Implementation of process
approach in the public administration and local government with the involvement
of the opportunities and benefits of e-Government will improve the efficiency of
government administration in Ukraine to ensure the implementation of ideas of
information society.

The effectiveness of decision-making processes in government
administration is dependent upon the quality of the information. Public servants

have to assimilate masses of data and convert that data into information.
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Information is most important resource for an organization. Developments in
computer technology made possible for public servants to select the information
they require, in the form best suited for their needs and in time they want. This
information must be accurate, concise, timely, complete, well presented and
storable. Therefore it is necessary to use quality management systems in the
decision-making process which are based on the concepts of ISO 9000 and TQM
(total quality management).

The study of the nature and characteristics of the information used in the
information systems of state authorities, substantiation of principles of formation
of information resources in public administration, researching information
problems of administrative activity in conditions of informatization shows that the
efficiency of information systems is largely associated with the quality of
information used for decision making. To achieve high information quality we
must create a system of quality management for information that will allow her to
work in accordance with the requirements ensuring consumers - users of
information systems and consumers information product.

The standards reflect the concept of practical importance of quality in the
production of goods and services. Requirements for quality systems define
international standards ISO 9000. For example, the standard ISO 9001:2008
“Quality management systems — Requirements” states requirements which explain
when an organization must demonstrate that it is capable of effectively and
efficiently meeting customer, statutory, and regulatory requirements. Nowadays
modern methods of quality management are combining total quality management
(TQM) and Lean Six Sigma technologies.

The ISO 9000 family of standards has been developed to assist
organizations, of all types and sizes, to implement and operate effective quality
management systems. The ISO 9000 series of standards is the international
standard for quality management. The objective of this series of standards is to aid
supplier quality assurance and to provide a common, authoritative and widely

accepted standard by which to evaluate and compare the potential of firms to meet
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acceptable levels of quality and reliability. The word potential is vital here, since it
looks at the system and not the product. Quality management systems can assist
organizations in enhancing customer satisfaction. Customers require products with
characteristics that satisfy their needs and expectations. These needs and
expectations are expressed in product specifications and collectively referred to as
customer requirements. Customer requirements may be specified contractually by
the customer or may be determined by the organization itself. In either case, the
customer ultimately determines the acceptability of the product.

The quality management system approach encourages organizations to
analyze customer requirements, define the processes that contribute to the
achievement of a product which is acceptable to the customer, and keep these
processes under control. A quality management system can provide the framework
for continual improvement to increase the probability of enhancing customer
satisfaction and the satisfaction of other interested parties. It provides confidence
to the organization and its customers that it is able to provide products that
consistently fulfill requirements. Quality is seen as the degree of customer
satisfaction. Quality metrics reflect characteristics of a product.

Quality of information has many specific features that distinguish it from
material objects. On the one hand, information is a reflection of reality, but on the
other - information is recorded on physical media. The first component is difficult
to quantify in terms of quality and require qualitative approaches, and the second -
meets all requirements of the facility, which is the result of the production process.
Also in relation to the first component, the main issue is the relation between
information and reflection of reality. However, there is no consensus as to what is
the nature of this connection.

The terms “data” and “information” do not mean the same thing. Data is the
raw material in the production of information. Information, on the other hand, is
facts or conclusions that have meaning within a context. Raw data is rarely
meaningful or useful as information. To become information, data is manipulated

through tabulation, statistical analysis, or any other operation that leads to greater
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understanding of a situation. For data manipulation we use information systems
[11]. For the user of information system is important to obtain information that
would meet its requirements. User's requirements are reflected in product
specifications. For assessment of information quality we can use quality metrics.

The development of the science of information is a shift from quantitative
approaches Shannon and Wiener to the qualitative characteristics of information.
If the first approach is concerned the theory of communication on the basis of
technical means, the second - on the study of social information, its qualitative
aspect. At present there is no universally accepted definition of information. Most
often information is defined as messages, news, data, facts, the signals and so on.
Such definitions indicate the various parties notion of information that allows
reveal only some of its aspects

Information technologies, including Internet-based information systems, are
playing vital and expanding roles in government administration. Information
technology can help all kinds of public administration bodies improve the
efficiency and effectiveness of their governance processes, managerial decision
making, and workgroup collaboration. This benefit occurs irrespective of whether
the information technology is used to support product development teams, support
processes, transactions, or any other activity. Information technologies and
systems are an essential ingredient for governance success in today’s dynamic
global environment.

There is a classification of information systems. When information system
applications focus on providing information and support for effective decision
making by managers, they are called management support systems. Providing
information and support for decision making by all types of managers and
business professionals is a complex task. Conceptually, several major types of
information systems support a variety of decision-making responsibilities:
management information systems, decision support systems, and executive
information systems. Management information systems (MIS) provide information

in the form of reports and displays to managers and many business professionals to
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support decision making. Decision support systems (DSS) give direct computer
support to managers during the decision-making process. Executive information
systems (EIS) provide critical information from a wide variety of internal and
external sources in easy-to-use displays to executives and managers. For example,
top executives may use touch-screen terminals to view instantly text and graphics
displays that highlight key areas of organizational and competitive performance.

Several other categories of information systems can support either
operations or management applications. For example, expert systems can provide
expert advice for operational chores like equipment diagnostics or managerial
decisions such as loan portfolio management. Knowledge management systems
are knowledge-based information systems that support the creation, organization,
and dissemination of business knowledge to employees and managers throughout
a company. Information systems that focus on operational and managerial
applications in support of basic business functions such as accounting or
marketing are known as functional business systems. Finally, strategic information
systems apply information technology to a firm’s products, services, or business
processes to help it gain a strategic advantage over its competitors [15].

These classes of information systems are used in government. The
experience gained business management system is used in the system of
government. This is especially true of information systems that are able to solve
problems business management and public administration. It is important that
these systems provide qualitative information for public servants.

Information quality (IQ) (also called Quality of information or Qol) is a
multidimensional concept that encompasses critical relationships among multiple
attributes, such as timeliness, accuracy, Relevance/appropriateness,
availability/accessibility, reliability or objectivity, = completeness, Level of
detail/conciseness, The presentation of information, Value of information and
others. Together, these attributes contribute to the validity of the information.
Quality information is the cornerstone of sound agency decision making and

inspires trust in the justice system and in the law enforcement entities that use
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information. Such information enables agencies to perform their jobs efficiently
and effectively [9]. It is various aspects of the information and the accuracy and
validity of the actual values of the data, data structure, and database/data repository
design. Traditionally, the basic elements of information quality have been
identified as accuracy, completeness, currency, reliability, and context/meaning
[13].

Timeliness of information reflects the length of time between the
information's availability and the event or phenomenon it describes. Timeliness is
a concept that material should be sufficiently current to ensure that any
determination based on the record will be accurate and fair [10]. Information must
be on time for the purpose for which it is required. Information received too late
will be irrelevant.

Accuracy is the degree of closeness of a measured or calculated quantity to
its actual (true) value. Information needs to be accurate enough for the use to
which it is going to be put. To obtain information that is 100% accurate is usually
unrealistic as it is likely to be too expensive to produce on time. The degree of
accuracy depends upon the circumstances [21].

Relevance/appropriateness is how suitable a resource might be to an
individual's needs. Relevance can be measured in terms of system performance or
from the point of view of the user: the system view of relevance is that it is a
measure of how well an information object matches a query, given the
representation of the object and the system capabilities; a user view of relevance
takes into account a deeper knowledge of the user's needs beyond what is stated in
the query [12]. Information should be relevant to the purpose for which it is
required. It must be suitable. What is relevant for one manager may not be
relevant for another. The user will become frustrated if information contains data
irrelevant to the task in hand.

Availability/accessibility is the property of being accessible and usable upon
demand by an authorized entity [9]. Availability refers to ensuring the timely,

reliable access to data and information services by unauthorized users. It also
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refers assurance that information, services, and IT system resources are accessible
to authorized users and/or system-related processes on a timely and reliable basis
and are protected from denial of service [17].

Reliability or objectivity deals with the truth of information or the
objectivity with which it is presented. We can only really use information
confidently if you are sure of its reliability and objectivity. Data reliability is the
accuracy and completeness of computer-processed data, given the uses they are
intended for.

Completeness refers to the extent that relevant records are present and the
fields in each record are populated appropriately. Information should contain all
the details required by the user. Otherwise, it may not be useful as the basis for
making a decision. Ideally all the information needed for a particular decision
should be available. However, this rarely happens; good information is often
incomplete. To meet all the needs of the situation, you often have to collect it
from a variety of sources [8].

Level of detail/conciseness — Information should be in a form that is short
enough to allow for its examination and use. There should be no extraneous
information. Clearly there is a trade-off between level of detail and conciseness.

The presentation of information is important to the user. Information can be
more easily assimilated if it is aesthetically pleasing.

Value of information — The relative importance of information for decision-
making can increase or decrease its value to an organization. Validity refers to
whether the data actually represent what you think is being measured. Validity
encompasses the entire experimental concept and establishes whether the results
obtained meet all of the requirements of the scientific research method [18].

The above properties are general properties. There are also information
properties that belong to the group of quality properties. They are: purposefulness,
effectiveness, fixity, invariance, frailty, broadcast, reproducibility, multiplicativity,
variability, multipotency. There are also special properties: adequacy, pithiness,

sufficiency, stability, topicality, targeting, nonadditivity, noncommutativity,
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nonassociativity, concentrations and performance. Information also should be
available within set cost levels that may vary dependent on situation. If costs are
too high to obtain information an organization may decide to seek slightly less
comprehensive information elsewhere.

For the improving the quality of administration in the state power system is
important to assess information that public servants use for the decision making.
They can use ABC-analysis for assessment of information quality. ABC analysis
is an inventory categorization method which consists in dividing items into three
categories (A, B, C): A being the most valuable items, C being the least valuable
ones. This method aims to draw managers’ attention on the critical few (A-items)
not on the trivial many (C-items). This method use The Pareto principle: 20% of
population owns 80% of nation’s wealth; 20% of employees cause 80% of
problems; 20% of items accounts for 80% of firm’s expenditure. The ABC
approach states that a company should rate items from A to C, basing its ratings on
the following rules: A-items are goods which annual consumption value is the
highest; the top 70-80% of the annual consumption value of the company typically
accounts for only 10-20% of total inventory items; B-items are the interclass
items, with a medium consumption value; those 15-25% of annual consumption
value typically accounts for 30% of total inventory items; C-items are, on the
contrary, items with the lowest consumption value; the lower 5% of the annual
consumption value typically accounts for 50% of total inventory items.

Steps for the classification of information attributes are: 1) find out the
result of the evaluation of attribute of information in points; 2) list out all the
attributes and arrange them in the descending value; 3) accumulate value and add
up number of points and calculate percentage on total inventory in value and in
number; 4) draw a curve of percentage items and percentage value; 5) mark off
from the curve the rational limits of A, B and C categories.

Research of information quality was done in Chernihiv regional state
administration. The totality of the properties has been divided into three groups:
Group A, which is 20% of the most influential properties; Group B - 30% less
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influential; Group C - 50% of properties which are less important. The analysis
was conducted using expert methods, where each of the experts was evaluated
each property. Next by average estimates of each property was conducted ranking
of results. As experts were involved public servants. Studies show the Group A
includes properties: presentation of information, timeliness, accuracy, relevance,
adequacy, effectiveness. The group B includes pithiness, purposefulness, targeting,
level of detail, reliability, availability, performance, sufficiency, completeness. The
group C includes properties: fixity, invariance, frailty, broadcast, reproducibility,
multiplicativity, variability, multipotency, stability, topicality, nonadditivity,
noncommutativity, nonassociativity, concentrations.

The most common sources of information in public administration are:
national level of government administration, local level of government
administration, legislation governance, appeals and results of control in public
administration, problem and emergencies. ABC-analysis allows determine
properties specific to each source of information. The research results are shown in

Table 3.1.

Table 3.1
Information sources and properties of information
Ne
Information Sources Properties
n/n
National level of government .
1. accuracy, relevance, effectiveness

administration

The local level of government

presentation of information,

> administration adequacy, accuracy

3. | Legislation governance effectiveness, relevance timeliness

4. | Appeals relevance, effectiveness, adequacy
Results of control in public accuracy, timeliness, relevance and

> administration adequacy

6. | Problem and emergencies adequacy, relevance

130




Studying the properties of information shows that information for effective
decision-making in public administration must to have properties such as:
accuracy, relevance, effectiveness, presentation of information, adequacy and
timeliness. Based on the analysis of quantitative and qualitative characteristics of
information in the executive branch may be proposed definition of information in
public administration, as a documented information on events and phenomena in
the society, the state, the natural environment that meets the requirements of
accuracy, relevance, effectiveness, presentation of information, adequacy,
timeliness and selected to provide state-management functions.

Information communication technologies allow public service to become
cheaper, faster and more democratic. Information system means by which people
and organizations utilize technologies, collect, store use and distribute information.
Good information system is used to provide important information for decision
making. The information technology may be used for the processing, storing or
distribution of data. Data as a row material for the production of information and
information as a result of this production must be qualitative. Quality management
system provides a best solution for automating decision-making process. It
provides a solution for identifying corrective actions, issuing risk assessments and
identifying risks. Quality Management System establishes a vision for the public
servants, sets standards, builds motivation, sets goals for employees, helps fight
the resistance to change within organizations and helps direct the corporate
culture.

We can use different methods to assess the quality data and information.
One of the most effective methods is an assessment of information attributes. The
proposed method of ABS-analysis allows determine the most important properties
of information. These properties can be studied also with respect to different
sources of information. The results of analysis will help to evaluate the
information obtained to make decisions and select the most important and
necessary information. Ultimately such analysis allows improving the quality of

management decisions.
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3.2 Development of information systems in public administration as
component of e-governance

Public administration system uses information as a resource for making
effective management decisions. Providing required information resources for
information systems that use advanced technology can significantly accelerate
management processes and ensure high quality of decisions. Information systems
provide great opportunities for increasing the productivity of information
processing. However they are often not used in full, that requiring more research in
this area. One of these problems is to improve the functioning of the public
administration through the use of qualitative information resource and modern
technologies of information processing.

Information is one of the most important resources in public administration.
Information is generated through the transformation of data. In information
system a clear distinction is made between data and information. Data are used
for the production of information. Data is a raw fact and can take the form of a
number or statement such as a date or a measurement. It is necessary for public
administration to put in place procedures to ensure data are recorded. A common
definition of information is that it is data that have been processed so that they are
meaningful [11]. This requires a process that is used to produce information which
involves collecting data and then subjecting them to a transformation process in
order to create information. However, in the public administration as a raw
material for information mainly used already processed data. These data are the
information resources for further processing. The processed information is used to
make decisions. Decision making in public administration is a process by which
public servants respond to opportunities and threats by analyzing options, and
making decisions about goals and courses of action. [7]

Law of Ukraine “On the National Informatization Program” defines
information resource as a set of documents in information systems (libraries,
archives, databanks, etc.). It defines information product (products) as the
documentary information prepared and intended for requirements satisfaction of
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users. The main types of information resources that established by law in our
country defined in the law of Ukraine “On information”. As to the content the
information shall be split as information: on physical person; as reference and
encyclopedia information; on environment (ecological information); on goods
(works, services); science and technology information; tax information; legal;
statistics; sociological; other types of information.

Information on physical person — ID (Identification data) data, other
information or information pool about a physical person. It is not allowed to
compile, store, use and disseminate the confidential information about the person
without his agreement, except the law specified cases, and only in the national
interests, economic welfare and human rights defense. Confidential personal ID
information is: nationality, education, marital status, faith, health, address, DOB
(Date of birth), POB (place of birth). Everyone has a free access to personal info
except the cases set by law.

Reference and encyclopedia information — systematized, documented
promulgated or otherwise disseminated information about society, social being
and environment. Key sources of reference and encyclopedia information are:
encyclopedias, dictionaries, guides, ad notes and advertisements, maps, e-
databases and data pools, archives of information services, networks and systems,
as well as certificates issued by authorized organs and self-governance, citizen
associations, organizations, their staff and automated information and telecom
systems. Legal regime of reference and encyclopedia information shall be
specified by the laws of Ukraine and international treaties/agreements.

Information on environment (ecology info) — info/data on: environment
status and its components, including genetically modified organisms and
interaction between these components; factors that affect or may environment
components (substances, energy, noise, radiation, as well as activities or events,
including administrative, agreements on environment, policies, legislation, plans

and programs); status of health and personal security, living conditions, status of
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objects of culture and constructions to a degree they may be affected by
environment components.

Legal regime of the information on environment (ecological information)
shall be specified by the law of Ukraine and international treaties/agreements. The
information on environment, except the information about the location of military
facilities, may not be classified as information with limited access.

Information on goods (works, services) — info/data about quantitative,
qualitative and other characteristics of goods (works, services). The information
about effect of a good (services, works) on life and health of people may not be
classified as information with limited access. Legal regime of the information on
goods (works, services) shall be specified by the laws of Ukraine and international
treaties/agreements.

Science and technology information — any information and/or data about
domestic and foreign achievements in science, technology and manufacturing
obtained in the course of science and research, development, design and
technology, production and public activities that can be recorded on material
media or retrieved electronically. Legal regime of science and technology
information shall be specified by the law On Science and technology information,
other laws international treaties/agreements. Science and technology information
1s open for access if it is not stipulated otherwise by Ukraine laws.

Tax information — data pool created and obtained by the parties to
information relations in the line of duty and necessary for control organs to
perform under the Tax Code of Ukraine. The legal regime of the tax information
shall be specified by the TCU and other laws.

Legal information is any information on law, legal system, sources,
implementation, legal facts, legal relations, legal order, torts, counter measures and
prevention thereof. Sources of legal information are the Constitution of Ukraine,
other laws and bylaws, international treaties/agreements, international law norms
and principles, legal acts, media publications, public speeches, other sources of

information on legal matters. To ensure physical/legal persons’ access to
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legislation and other normative acts the state shall ensure the publication thereof in
mass print runs shortly after their enactment.

Statistics information — documented information that provides quantitative
characteristics of mass events/processes that occur in the economic, social, cultural
and other spheres of life. Official state statistics (OSS) information is subject to
systemic promulgation. The state guarantees that parties to information relations
have an open access to OSS, save the information with limited access as stipulated
by law. The legal regime of the state statistics info shall be specified by the law On
SS, other laws international treaties/agreements.

Sociological information — any documented information about the attitude
towards some persons, developments, events, processes, facts, etc. Legal regime of
sociological information shall be specified by the laws of Ukraine and
international treaties/agreements.

There is a relationship between the concepts of information support,
information resources and information. Information resources are the subject of
work being done in the administration system. Information is seen as the product
of the work. Information support includes information resources, information and
methods of information base. They are: classification and coding of information,
methods of referenced data, creating databases and databanks. However, this
approach to the definition of an information resource concerns the information
base of automated information systems and ignores the fact that in addition to it
there are other sources of information used in the administration system in
decision-making. This is the information carriers which are the staff working in
the organization and means that are not used by the information system. For
example, material objects used as examples to provide more information than what
1s in the documents, photographs, drawings, etc.

The system of public administration uses different kinds of information.
Therefore it is reasonable to believe that all kinds of information are "information
resources". Information resources have all users who are in the structure of public

administration agencies. Each department of the public administration agency uses
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several types of information from different sources. Information is provided from
global information systems, public information resources, industry, associations,
organizations belonging to the sphere of influence of the public administration,
information resources individual professionals. Informational resources should
also include archival information that has lost its relevance, but can be used to
analyze trends that occur in the processes taking place in the public administration.
The System of public administration uses various types of information carriers.
The most important of them are paper and electronic carriers.

The suppliers of information resources in public administration are: global,
regional, corporate information networks; central government; local governments;
civil servants; associations, enterprises and organizations; political formations;
social community; citizens. Document is the most common form of information
resource in public administration. It may be paper or electronic. Also, information
is stored in the form of facts related to the special structure in the information
system. Another form is the memory of people. The man is a source of expert and
professional information, which is used for decision making. Therefore, for the
public administration is offered as information resources consider the following
types: documents, facts, people and special kinds of information resources.

Generalized scheme of the information process in public administration
agency is shown in Figure 3.2. The scheme reflects procedures in the automated
system that provides information for decision making.

Information system collects information from the external and internal
environment and generates an information resource. The information comes in the
form of documents and facts which are selected according to the criteria of
representativeness, accuracy, timeliness, relevance, adequacy, -effectiveness.
Selected information is used to create information resources. These operations
make personnel of information department. Resources are used for the decision
making. The Decision Making process includes the stages of analysis, generate
alternatives, selection criteria, assess alternatives, choose among alternatives and

implement the chosen alternative. The stages of generating alternatives and of
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choosing selection criteria are performed by specialists of the functional
departments. Information after processing by specialists in the form of alternatives

and necessary additional information comes to administrator who makes decisions.

Knowledge of personnel of information Knowledge of Experience of
department specialists of functional ~administrator
External
v departments
documents * ¥
and facts i i -
Coliec?on arfld F.o;matl(;r.l of Information Choose among
— 5 L5 . > .
§e ec lon.o fniormation processing alternatives
information resources
+ 7'}
Internal Goals Decisions
. documents
Economic
and facts
Resources v Results
—> Object of administration —

T 1

External impacts

Fig. 3.2 Scheme of the information process in public administration agency

Based on preliminary analysis we can suggest definition of information
resource in government administration and the principles of its formation.
Information resource in government administration is an aggregate of documents,
facts, knowledge, special kinds of information in information systems of public
authorities, which are available for immediate use and are lawfully collected for
the purpose of government administration.

To ensure effective functioning of information systems in public
administration is necessary to ensure the compliance of a number of principles in
forming an information resource:

— the selection principle — information resource should be formed according to
the criteria of representativeness, accuracy, timeliness, relevance, adequacy
and effectiveness of information,

— principle of development — the information resource must improve in

accordance with the requirements of government administration,
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— the principle of permanent increasing — information resource must fill up the
necessary information base for solving new administration problems,

— the principle of activeness — insufficiency of information and emergence of
contradictions leads to the need of the development of resource,

— principle of integration — the need of consolidation individual components
of an information resource into a single system that provides their
interrelated and interdependent interaction,

— the principle of disposable input and multiple uses — the inputting of
information must be complete and sufficient for its use to all users who have
the correct access rights,

— principle of security — the presence of different levels of protection and
access to information,

— the principle of flexibility — possibility to respond to changes in the
environment and adapt to them,

— the principle of interaction with other resource information systems,

— the principle of decentralization of structure information resource — through
the use technology of distribution information is necessary bring closer the
information resources unto the places of their using.

Information resources provide processes in information systems of
government that produce information for administrators, decision makers.
Condition of this resource is one of the most important factors that affect the
efficiency of public administration.

One of the general trends of society and state development is transfer to
informational society based on wide implementation of information-
communication technologies (ICT) in all man activity ranges. Among plurals of
modern ICT, that determines this progress, the particular place is taken by the
“electronic document” technology [10]. An electronic document is any electronic
media content that is intended to be used in either an electronic form or as printed
output. Information recorded in a manner that requires a computer or other
electronic device to display, interpret, and process it. This includes documents

139



(whether text, graphics, or spreadsheets) generated by a software and stored on
magnetic media (disks) or optical media (CDs, DVDs), as well as electronic mail
and documents transmitted in electronic data interchange (EDI) [6]. Electronic
Document Management system is used for tracking, managing and storing
documents. EDM (Electronic Document Management) is the management of
different kinds of documents in an organization using computer programs and
storage. An EDM system allows an organization and its users to create a document
or capture a hard copy in electronic form, store, edit, print, process, and otherwise
manage documents in image, video, and audio, as well as in text form. An EDM
system usually provides a single view of multiple databases and may include
scanners for document capture, printers for creating hard copy, storage devices
such as redundant array of independent disks systems, and computer server and
server programs for managing the databases that contains the documents.

EDM may be needed in organizations that capture and store a large number
of documents. EDM may be combined with or integrated into other applications. It
may be combined with a workflow management approach. Capture may include
document imaging and optical character recognition (OCR). In the context of
regulatory compliance, Electronic Document Management must address the
following: how long documents should be retained; where documents should be
stored; how changes to documents can be traced; how documents can be recovered
if a disaster should occur.

An Electronic document management software application can be used to
create a single view of all an organization's documents and provide workflow tools
to monitor and control modifications. In such a system, it's important that
document in all formats, including multimedia, are tagged and indexed so they can
be found quickly by keyword or full text search.

The implementation of electronic document management in public
administration is the first step and foundation of implementing the concept of
"electronic government". It will provide an effective document management at all

stages of their life cycle - from preparation and registration before issuing
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resolutions, reports and submitting to the archive. Implementation of an automated
process makes it possible to reduce the time to prepare the documents; reduce the
movement of documents and increase the efficiency of their performance; identify
the responsible for the execution of the document and determine how much time
government servant needs to process the document; effectively organize search
documents, including if having minimal information about it; generate reports and
monitor the movement of documents and workflow management decisions based
on the data of the reports; bring the document in line with national standards of
Ukraine; collaborate with citizens and third parties on a "one stop shop".
Implementing electronic document management provides legal significance of
documents using digital signatures. The system also provides data protection.

Electronic Document Management is a form of Database Management
System. An Electronic Document Management System (EDMS) - is a system
that ensures the orderly creation, access management and dissemination of
electronic documents, and provides control over the flow of documents in the
organization. Electronic document management systems are meant to provide
support throughout the life cycle of a document.

System of Public administration uses information as one of the most
important resources. Information system forms an information resource from the
external and internal environment. Information resource can be defined as a
combination of documents, facts, knowledge, people, and special kinds of
information in information systems of public authorities. It is available for
immediate use and lawfully collected for the purpose of providing information
management. As to the content the information shall be split as information: on
physical person; as reference and encyclopedia information; on environment
(ecological information); on goods (works, services); science and technology
information; tax information; legal; statistics; sociological; other types of
information. Defined scientific principles formation of information resources in
government administration such as: the selection principle, principle of

development, principle of permanent increasing, principle of activeness, principle
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of integration and principles of disposable input and multiple uses, security,
flexibility, interaction, decentralization.

The information in government agencies is represented in various forms and
combination of these forms provides a complete picture of situations and
problems. The most important form is document. A document management
system is a system used to track, manage and store documents. Performing of all
procedures in the implementation of document management system is more
effective if we use computer technology. An electronic document management
system (EDMS) provides the technology and methods needed to capture, manage,
share, and secure information within an organization. Benefits of electronic
document management system in government administration: efficiency and
productivity in business processes; compliance with regulatory, legal, and quality
requirements, consistency and repeatability of business operations, faster process
cycle times; elimination of paper-based costs, storage fees, and shipping; improved
business continuity planning. Using EDM increases the efficiency of the
government administration and ensures high quality of decisions.

According the Constitution of Ukraine the State shall ensure protection of
rights, freedoms and legal interests of citizens. Everyone shall have the right to
address individual or collective appeals, or to personally recourse to public
authorities, local self-government bodies, to officials, and officers of these
bodies obliged to consider the appeals, and to provide a substantiated reply
within the period determined by law. This right is enshrined in Article 40 of the
Constitution. The right for appeal is an important constitutional and legal means
of protection, and one of organizational-legal guarantees of the rights and
freedoms of citizens. An appeal of citizens is one of the forms of popular
participation in governance, the possibility of active influence of the citizen on
the activities of state authorities and local self-government. Furthermore appeal
is the way to restore the violated rights of the citizen by providing to the

government bodies of complaints and motions.
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The practical implementation of the right for appeal is governed by the
Law of Ukraine “On citizens’appeals”. This Law regulates issues on practical
exercise by the Ukrainian citizens of their constitutional right to submit to
bodies of state power and civic associations, according to their statutes,
suggestions regarding improvement of their activity, to reveal their performance
drawbacks, to appeal actions of officials, state and civic bodies. This Law sets
forth the mechanism for ensuring citizens participation in state administration,
solution of issues related to interests of a particular individual or the community
as a whole [5].

Ukrainian citizens shall have the right to apply to any bodies of state
power, bodies of local self-government, as well as enterprises, institutions,
organizations and their officials with appeals on the implementation of their
social and economic, political and personal rights and legal interests and a
complaint about violation thereof.

Depending on the context, appeals from the citizens are divided into the
following categories: solicitations, complaints and proposals. Solicitation is an
appeal from a citizen with a request to promote the implementation of his/her
civic rights and interests enforced by the Constitution and the current legislation
of Ukraine. According to the Law, complaint is an appeal from a citizen with a
request to restore his/her rights and protects legal interests violated by actions or
decisions of officials. Proposal should be understood as an appeal from a citizen,
which provides advice or recommendations for activities of bodies of state
power and bodies of local self-government, as well as opinion on regulating
social relations and living standards of the citizens.

According to the Law, subject to appeal are decisions or actions of bodies
of state power or bodies of local self-government, which results in:

- violating rights and legal interests or freedoms of a citizen,
- establishing barriers for a citizen in implementing their rights and legal

interest or freedoms,
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- illegally imposing any obligations upon a citizen or illegally bringing
them to account.

The Law establishes that citizens can apply both in Ukrainian and in any
other language. The body that has been applied to shall reply in the same
language.

Appeals appropriately compiled and submitted according to the
established procedure are subject to mandatory acceptance and consideration.
Written appeals, which do not indicate the place of residence or are not signed
by the applicant, as well as those not indicating the authorship, shall be
recognized anonymous and are not subject to consideration. Bodies of state
power, bodies of local self-government, as well as institutions, enterprises and
organizations shall consider appeals objectively and timely, verify the facts
presented thereby, pass decisions according to the current legislation and ensure
their fulfillment. Appeals shall be considered and solved within the deadline that
does not exceed one month from the date when they were submitted; appeals
that do not require additional examination shall be considered immediately, but
not later than fifteen days after the date when they were submitted.

Appeals are part of the overall documentation, which circulates in the
system of government [4]. The structure of incoming mail that came to
Chernihiv regional state administration in 2015 shows that Official documents
make up 53.3% of the total number of documents, information and other
documents — 28.6% and letters of citizens — 18.1%. The largest share in the
regional state administration correspondence is the correspondence with
ministries and other Central authorities, in second place — correspondence with
the Cabinet of Ministers of Ukraine, taking into account the regulations, orders
and other documents, which is 17%. In the third place there is a correspondence
with district state administrations, which represent 16% of the total incoming
flow. The share of documents from regional departments, institutions and

organizations is 14%. In General, correspondence with regional Executive
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authorities and other state agencies and organizations of the region is 40% and
the correspondence with the higher authorities — 54%.
Analysis of outgoing correspondence, which was registered in Chernihiv
regional state administration in 2015, is shown in table 3.2.
Table 3.2
The structure of outgoing correspondence, registered in the

Chernigov regional state administration in 2015

Sent correspondence 23965
Including:

Orders of the Chairman of regional state administration 1195
Letters 3953
Information and answers to letters: 5264
Responses to applications and complaints of citizens 2264
Telegrams, cards, lists, ballots: 11051
Documents with a signature stamp of chipboard: 129
Responses to inquiries and information 109

The largest number of correspondence - 60% was sent to the district state
administrations and Executive committees of the cities of Chernihiv, Nizhyn,
Pryluky and to regional Council, regional offices and other structural
subdivisions, enterprises, institutions and organizations of the region. This is a
proactive sending of administration instructions to the lower structural units.
Proactive correspondence with higher authorities is 40%. Among them, the
largest volume of correspondence sent to ministries, government departments
and other Central authorities. This is due to the fact that the regional state
administration directs requests for explanation and clarification of activities of
relevant bodies. Correspondence with the Cabinet of Ministers of Ukraine is 7%
of correspondence regarding orders.

The analysis of correspondents who received responses in 2015 shows
that the highest number of them - 53% are ministries, government agencies and
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other Central agencies. This suggests that incoming correspondence with these
bodies is on the first place, therefore for regional state administration is
necessary to send responses to these letters, orders, and requests.

Second place is shared by the Administration of the President of Ukraine
and the Cabinet of Ministers of Ukraine, correspondence with these bodies is
20% of the total number of correspondence. This is also consistent with the fact
that incoming correspondence from the Cabinet of Ministers of Ukraine is 17%,
and from the Secretariat of the President of Ukraine — 6%. It should be noted
that the largest number of responses to the letters were sent to the higher
authorities. In relation to proactive correspondence most of the letters were sent
to the regional structures. This corresponds to the logic of subordination and
hierarchy of authorities. In the General structure of outgoing correspondence,
registered in Chernihiv regional state administration, the most numerous are
telegrams, postcards, lists, bulletins — 46.11%. Information and responses to
emails are 21.97%, responses to requests and complaints of citizens are 9.45%,
the proactive correspondence - 16.5%.

According to the Law of Ukraine “On citizens’appeals” the Chairman of
regional state administration and his deputies conduct personal reception of
citizens on schedule, which is posted in the regional state administration.
Citizens can also contact the administration in writing. In the apparatus of the
Chernihiv regional state administration created a Department on work with
references of citizens, which is its structural division and is accountable to the
Deputy Chairman who 1s the chief of apparatus. The main tasks of the
Department is the organization of personal reception of citizens, ensuring the
consideration of written complaints received in the regional state administration,
control over the solution to the issues raised, a summary and analysis of the
proposals contained in them, to develop proposals aimed at elimination of the
reasons generating justified complaints and comments of citizens, rendering of
methodical and practical assistance of the district state administrations, local

self-government bodies, structural subdivisions of regional state administration,
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territorial units of Central Executive bodies, enterprises, institutions and
organizations irrespective of forms of ownership on questions of work with
appeals of citizens [1].

The numbers of written and personal appeals to the regional state

administration are shown in Figure 3.3.
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Fig. 3.3 Dynamics of citizens 'appeals for the period of 2011-2015

The analysis shows that over the past five years, the number of written
appeals of citizens tends to increase, and the number of citizens who turned a
personal appointment - to decrease. This is due to factors such as the political
situation in the country, the demographic situation in the region and
administrative and territorial structure. For example, the largest number of
appeals was received in 2015, when the country was at a new stage of
redistribution of power between political forces. Another reason for change in
the number of written complaints was the beginning of work of the
governmental hot line "Social contact center". Many citizens began to turn
directly to the website of the Cabinet of Ministers. Next problem is that the
average age of the population of the region is quite high, so the majority of

citizens who apply to the regional state administration — pensioners and the

147



elderly. This encourages them to apply in writing, not to come on reception to
the regional state administration. The analysis shows that about 31% of citizens
'appeals to regional state administration are from the citizens of Chernigov and
69% from citizens living in the region. And Vice versa almost 57% personal
citizens 'appeals are from citizens of Chernihiv and 43% from the citizens of
region.

For the purpose of improvement of work with appeals of citizens,
enterprises, institutions, organizations, physical persons-entrepreneurs, bodies of
local self-government by the Cabinet of Ministers of Ukraine of 09.06.2011 Ne
589-p approved the Concept of creation of National system of processing of
addresses to Executive bodies. In the framework of this system based on state
institutions "Government contact center" are merged existing telephone hotlines,
help telephone services of Executive authorities and centers that created in the
Autonomous Republic of Crimea, oblasts, cities of Kyiv and Sevastopol. For
this purpose it is necessary to establish regional contact centers, public
institutions and to ensure their interaction with state institution “Government
Contact Centre”. To ensure the implementation of this Concept by the Cabinet
of Ministers of Ukraine of 18 January 2012 No. 21 approved the Regulation on
the National system of processing of appeals to the Executive authorities and
Typical regulations of the contact center of the Autonomous Republic of
Crimea, regions, cities Kiev and Sevastopol [3].

The regional contact center is a budgetary institution, which belongs to
the sphere of management of regional state administration and is the subject of
the National system of processing of appeals to Executive bodies. The main task
of the contact center is to ensure prompt consideration of the Executive
authorities of the complaints filed by citizens, enterprises, institutions and
organizations, physical persons — entrepreneurs, local governments according to
a single phone number and via the Internet. The application of information
systems related to network technologies increases efficiency of interaction

between citizens and power. These models of interaction such as C2G (citizen-
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to-government) and G2C (government-to-citizen), allow significantly improve
the dialogue between the authorities and citizens [2].

Chernihiv regional state administration should develop infrastructure of
the contact center pursuant to the letter of the state institution “Government
Contact Centre”, dated on 11 April 2012 as No. 2237. To solve this problem is
proposed to create a number of subsystems, namely: subsystem for processing
the call queue; call registration subsystem; processing subsystem requests; the
subsystem of the analysis of complaints; subsystem integration; a subsystem of
the web external user access.

Processing subsystem the call queue is responsible for automatic
distribution of phone calls between the operators of the contact center and has
the following functions: setting and selection of various algorithms for call
distribution; distribution of calls on the selected algorithms; establishment of the
incoming call in the queue in which the call is to release the operator. The
registration subsystem is intended for audio recording of conversations that take
place in the contact center and has the following functions: audio recording of
conversations that take place during the work shifts; prompt the administrator
connection to the current conversation of the operator; saving the call
information in a database; the ability to find and listen to the audio recording of
the conversation.

Subsystem processing enables the registration and processing of
applicants and has the following functions: registration of applicants; monitoring
the consideration and execution of requests; the preservation of the history of
consideration of applications and interaction with applicants; search for
questions in the knowledge base by category and key words to improve the
quality of service of the applicants. The subsystem of the analysis of complaints
provides search and aggregation of information accumulated in the database
system, and formation of analytical documents: reports and maps. Data on

which the subsystem enables the analysis of the distribution of references by
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topics, regions, bodies of Executive power, the urgency of the issues,
consideration of appeals of the Executive discipline of the Executive authorities.

Subsystem integration enables communication regional contact Centre
with the Government contact Centre via a secure communication channels
according to certain rules, mechanisms and exchange format. Subsystem web
access external users of the system provides receiving and processing of
applications submitted by the experts of the contact center to staff of the relevant
Ministry or Executive body.

For the implementation of e-governance it is necessary to determine
approaches to e-government systems responsibilities. There are three possible
approaches to e-government responsibilities: Centralized when decisions are
taken at the most senior or central level; Decentralized when decisions are taken
at some level lower than the most senior; typically by individual work units
within the organization or even by individual staff. The latter may also be
referred to as end-user computing, where the individuals within the public sector
who make use of outputs from e-government systems (the internal end users) are
also those who operate and/or develop and/or manage those systems; Hybrid -
Decisions are taken at both senior and lower levels, either separately or in an
integrated manner [8].

Potential benefits of a centralized approach are: achievement of scale
economies — centralized approaches allows most activities to be undertaken
more cheaply per unit; avoidance of duplication — one main intention of
centralized approaches is to have a single version of any particular e-
government system for the whole organization, and to store any item of data
once and only once, sharing resources — a well-planned centralized system holds
data used across the organization in one place, allowing all staff to access it.

Potential disadvantages of centralized approaches: heavy time
consumption — centralized decisions and actions can be more time-consuming
than for a decentralized approach; limited ability to meet user needs - centralized

approaches necessarily mean that priority goes to those e-government systems
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which are seen as important by some select and centralized staff group;
inflexibility — the greater the amount of central planning that has gone into an e-
government system decision, and the longer that decision is therefore intended
to provide guidance for the organization, the less flexibility it offers the
organization to cope with differences between local units, or with internal or
external changes.

Potential benefits of a decentralized approach: greater fit between systems
and local needs — the closer the proximity of user and developer, the less the
communication gap and the more likely it is that the developed system meets the
users’ real needs; faster system development — the less the organizational
distance between system user and system developer, the faster development of
that system is likely to be; perceived lower costs — the costs of decentralized
approaches are greater because of many initially unrecognized indirect costs.

Potential disadvantages of a secentralized approach: barriers to sharing
data — decentralized approaches can create e-government systems in different
work units that are mutually incompatible; barriers to sharing other resources,
including human resources — there may also be an inability to share other
resources if work units are allowed to set up their own separate e-government
systems; duplication of effort — decentralized approaches also tend to be very
costly because units will often duplicate what others are doing; lack of learning
and control — in addition to the extra direct costs that duplication imposes, there
is an indirect cost of lost learning opportunities and limited cross-fertilization of
ideas; failure to achieve scale economies — decentralized approaches make many
e-government-related activities more costly, from buying computers, to
gathering data, to training staff, to system operation and maintenance; summary
of problems — all of these problems can be largely summarized as: higher-than-
desirable costs and/or a lower-than-desirable scope of public sector activities.

Analysis of centralized and decentralized approaches shows that in the
conditions of decentralization of power in Ukraine needs to maintain a balance

between centralization and decentralization of governance. Therefore, the most
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appropriate is a Hybrid approach to e-government systems responsibilities.
Hybrid Approach Content: the most common hybrid computing architecture is
the client/server model, in which computing power is divided between the
central servers and the local client workstations; a hybrid approach to systems
development can involve a division of responsibilities, for example, defining
certain types of e-government system as suitable for central development, and
others as suitable for decentralized/end-user development; standards for
procurement bring many immediate and obvious benefits to public agencies; a
common hybrid approach is to centralize the planning of training for core e-
government systems. Other training needs may be met, as requested, by end-user
support centers or by informal training methods. There may also be central
provision of access to open and flexible learning systems such as CD-ROM- or
Internet- or intranet based training packages [12].

For the successful implementation of e-governance is necessary to use the
Customer Centric e-Government System. Such system provides services through
delivery channels to customers and to be operated by internal users (designated
functionaries for processing) of the system, whenever required. The customers
could be citizen, employees, government users, business users, etc. The
following system characteristics considered for study of customer centric e-
Government system: system consists of Hierarchical structure of functions,
processes and activities; functions are the functional requirements of system
envisaged; processes embed the procedures of government; activities contain the
actions to be performed based on policies/rules/acts; external users (customers)
request the system for services like information, certificates, licenses, permits,
payment of taxes/fees; requests are processed by the system; internal users
perform necessary activities during processing; responses generated as outcomes
for customer requests are delivered [9].

Electronic government refers to the utilization of information technology,
information and communication technologies, and other web-based

telecommunication technologies to improve and/or enhance on the efficiency
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and effectiveness of service delivery in the public sector. One of the most
important constituents of e-Governance is the model G2C that refers to relations
government bodies with the citizens. The goal of Government to Customer
(G2C) e-Governance is to offer a variety of ICT services to citizens in an
efficient and economical manner, and to strengthen the relationship between
government and citizens using technology. The using of this model ensures
citizens participation in state administration, solution of issues related to
interests of a particular individual or the community as a whole. The
introduction of the unified electronic system “appeals of citizens”, implemented
through various instruments, such as the establishment of regional contact
centers appeals to the Executive authorities. They should be considered as a
component of the e-Government of bodies of Executive power and provide
appropriate mechanisms for the integration. The creation of the National system
of processing of appeals to the Executive authorities at the local level, as a
Customer Centric e-Government System, will allow to implement a mechanism
for electronic governance in the work of Executive bodies with the public; to
ensure responsiveness to issues raised in the appeals of members of the public;

to improve the efficiency of public administration.
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CHAPTER 4
INTERNATIONAL EXPERIENCE AND COOPERATION
AS A VECTOR REFERENCE POINT FOR THE DEVELOPMENT
OF THE PUBLIC MANAGEMENT SYSTEM

4.1 The foreign experience of public-private partnership in agriculture

The economic systems of most countries in the current development are
not purely market, but mixed economy with the dominant role of private
enterprise interaction with the public sector, and in some countries are very
different degrees and forms of government intervention in private business.
Development of PPPs relations in many countries are based on the formation of
a new institutional structure of the economy and make significant changes in the
relations between the state and business in the context of the liberal-conservative
doctrine. Changes occur in the direction of correcting the proportions of national
income distribution in favor of profits and businesses by eliminating barriers to
the integration of business. Review the experience of foreign countries with the
implementation and development of relations between the PPP in order to
stimulate development of agriculture allows identifation of the promising areas
of forms and mechanisms of their implementation in the interests of the state
and the private sector. Many countries around the world to solve the problem of
providing the population of their states create modern agricultural food
businesses based on the principles of public-private partnerships.

There is no one widely accepted definition of public-private partnerships
(PPP). The PPP Knowledge Lab defines a PPP as "a long-term contract between
a private party and a government entity, for providing a public asset or service,
in which the private party bears significant risk and management responsibility,
and remuneration is linked to performance".[14] PPPs typically do not include
service contracts or turnkey construction contracts, which are categorized as
public procurement projects, or the privatization of utilities with a limited

ongoing role for the public sector.

155



Public-private partnerships have contract periods of 25 to 30 years or
longer. Financing comes partly from the private sector but requires payments
from the public sector and/or users over the project's lifetime. The private
partner participates in designing, completing, implementing and funding the
project, while the public partner focuses on defining and monitoring compliance
with the objectives. Risks are distributed between the public and private partners
according to the ability of each to assess, control and cope with them.

Although public works and services may be paid for through a fee from
the public authority's revenue budget, such as with hospital projects, concessions
may involve the right to direct users' payments, as with toll highways. In cases
such as shadow tolls for highways, payments are based on actual usage of the
service. In cases involving wastewater treatment, payment is made with fees
collected from users.

Private-sector technology and innovation help provide better public
services through improved operational efficiency. The public sector provides
incentives for the private sector to deliver projects on time and within budget. In
addition, creating economic diversification makes the country more competitive
in facilitating its infrastructure base and boosting associated construction,
equipment, support services and other businesses.

The private partner faces availability risk if it cannot provide the service
promised. For example, the company may not meet safety or other relevant
quality standards when running a prison, hospital or school [8].

Demand risk occurs when there are fewer users than expected for the
service or infrastructure, such as toll roads, bridges or tunnels. If the public
partner agreed to pay a minimum fee no matter the demand, that partner bears
the risk [1].

Pressure to change the standard model of public procurement arose
initially from concerns about the level of public debt, which grew rapidly during
the macroeconomic dislocation of the 1970s and 1980s. Governments sought to

encourage private investment in infrastructure, initially on the basis
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of accounting fallacies arising from the fact that public accounts did not
distinguish between recurrent and capital expenditures.

The idea that private provision of infrastructure represented a way of
providing infrastructure at no cost to the public has now been generally
abandoned; however, interest in alternatives to the standard model of public
procurement persisted. In particular, it has been argued that models involving an
enhanced role for the private sector, with a single private-sector organization
taking responsibility for most aspects of service provisions for a given project,
could yield an improved allocation of risk, while maintaining
public accountability for essential aspects of service provision.

Initially, most public—private partnerships were negotiated individually, as
one-off deals, and much of this activity began in the early 1990s.

PPPs are organized along a continuum between public and private nodes
and needs as they integrate normative, albeit separate and distinct, functions of
society — the market and the commons. A common challenge for PPPs is
allowing for these fluctuations and reinforcing the intended partnership without
diminishing either sector. Multisectoral, or collaborative, partnering is
experienced on a continuum of private to public in varying degrees of
implementation according to the need, time restraints, and the issue at hand.
Even though these partnerships are now common, it is normal for both private
and public sectors to be critical of the other's approach and methods. It is at the
merger of these sectors that we see how a unified partnership has immediate
impact in the development of communities and the provision of public services
[15].

The exceptional importance of public-private partnerships as an effective
tool for implementing policies for agricultural development is determined by:

— first, the development of agricultural production and infrastructure in the
interests and with the active participation of business,
— secondly, increasing the efficiency of state property and budget funds

allocated for support agriculture;

157



— thirdly, incentives to private-sector business development in areas that
have the greatest potential for good economic growth. These trends are
reflected in their specific cost of a state budget, legislative initiatives and
developing strategic programs of public-private partnerships.

It should be noted that the huge capital invested in agriculture is primarily
due to accelerating scientific and technological progress. In particular, state
support to agricultural r activities in the European Union up to 1053 dollars per
hectare.[13]

Global leadership in implementing PPP belongs to UK, USA, France and
Germany.

Generally it is advisable the following schemes institutional cooperation
in the sphere of relations of the private sector and the state, which significantly
differ by the method of forming partnerships and the scale of changes.

For the first scheme the forming of PPP took place by adapting the
existing institutional framework with the objectives, priorities and directions of
economic policy conditions. The experience of UK, USA, Canada, Japan, Latin
America and New Zealand shows the interpenetration of new principles, norms
and rules of partnership between the state and private business institutions
operating in a changing economic policy of government regulation or in public
administration changes.

The second scheme is related to the formation of new institutions that
meet the new economic conditions and determine the new location of the state in
regulating economic and social relations. This scheme is being implemented in
Eastern Europe and the CIS [6].

Despite the conceptual differences between the operation of the above
schemes, common features of foreign practices implementation of PPPs in the
agricultural sector are developed and streamlined regulatory framework that
governs contractual relations in various fields and allowing more fully to take
into account the variety of operating conditions in different areas. It should be

noted that the legal framework of foreign countries mainly defines PPP as any
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form of cooperation between government and private business, which aims to
implement, as a rule, infrastructure projects. In most European countries there
are no specific laws governing the relationship between participants is PPP
regulation carried out on the subordinate level. This PPP projects are not
initiated in the areas where conditions (legal, organizational, technical, social,

economic, etc.) are not formed (fig. 4.1).

Model based on lack of N PPP projects are
specialized complex of 1 governed by the general
regulations law

Model 1
Austria, Malta,

Kazakhstan,Netherlands,Switzerland

N\

The model of balanced Branch regulations
regulation of PPPs certain ) directing relations of PPP
aspects

Model 11

Great Britain, Spain, Denmark, China,Italy,RSA,
Belarus,Azerbaijan

comprehensive profile that regulates relations in

The model based on a : Unified specific legislation
special legal act all areas of PPP

Model I1I

Australia, Greece, Poland,
Russia, Canada

The model of duplication or A large number  of
contradiction : regulations in the field of

PPP at the macro- and
mesolevel

Model IV

Brazil

N N N
VS RS

Fig. 4.1 Classification of legal regimes PPP models [2:4]

Let's review the forming of PPPs world experience in the agricultural
sector of several countries. It should be noted that the model of public-private

partnership and a mechanism of their implementation in each country is formed
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according to their national circumstances. The difference also is in the
composition and structure of the participants and the nature of relationships that
are presented in each partnership model (table 4.1).

The main problem faced by national economies of many countries in the
process of establishing relations of public-private partnership is to coordinate
contradictions and public sector business and minimize the risks of each party
PPP project. Often, in order to minimize risks in the implementation of PPP
projects, the following forms of state support as government guarantees and
direct contingencies (budget subsidies) are used, which are based on the
payment of certain sums from the state in cases stipulated by the agreement.
This 1s especially up-to-date for small business relationships and states that play
an important role in developed countries. As the experience of leading countries
points in order to encourage partnerships in agriculture only institutional
changes in the public sector are insufficient. Equally important is increasing
social capital system according to the perspective of integration structures in
agriculture. According to researches the social capital includes the ability of
individuals to form a relationship of trust, cooperation and common purpose.
Therefore, it is closely linked with cooperative and interactive relationships that
are fundamental for the effective functioning of the integration of businesses on
the basis of PPP [15]. Social capital as a factor of partnership promotes the
formation of new groups, strengthening confidence in networks and information
flows, organizational culture changes. The greatest development of cooperative
relations is in Denmark, Norway, Sweden and Finland. The system based on the
joint activities of cooperatives and corporations is reflected in the functioning of
agriculture business in France and Japan [13].

According to research by L. Moldovans in the United States, Canada,
European countries, big business is not permitted directly to agricultural activity.
It can invest only in terms of partnership with farmers, though, such as the US
and Canada system of vertical integration in the form of industrial and trade

corporations are dominant in the food market [4].
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Table 4.1

International experience of PPPs formation in the agricultural sector

Country

Directions PPPs in agriculture

USA

The US government and the cooperation of private business particularly widespread and has
considerable support at the municipal level state hierarchy. The authorities did not actually
take part in the investment programs of agriculture, private investors have very high activity.
Significant widespread agro-industrial clusters (wine cluster in southern Washington, a
cluster of food in Southeast Ohio Cheese cluster in Vermont, poultry biotech cluster). In 2007
the Programme introduced an innovative partnership in the agriculture technologies that
formed around existing programs and technology transfer implemented Agricultural Research
Service.

Great Britain

The appropriate legislation is absent that restricts the department or public body in matters of
contracts. Compensation costs of the private investor are connected with the proceeds from
the operation, or with payments from the budget. The most common forms of PPP are
concession and agreements .

Canada

The latest trend in this country is the formation of clusters that combine traditional
agriculture structures with companies that specialize in tourism, information and
communication technologies, the production of renewable energy, nanotechnology and more.
Today eleven structures operates, including: biopharmaceutical cluster in Montreal;
agricultural biotechnology cluster in Saskatoon; Farm Tourism Cluster of Alberta; Natural
healing technology cluster in Ontario and others. At the state level provides support such
initiatives: the creation of specialized research infrastructure, providing highly qualified
personnel, organizational support for the creation of new companies and their expansion,

Australia

Focusing on innovative development of agribusiness. Support scientific research by
providing competitive grants and tax incentives. Development and implementation of
programs to promote multinational companies in the establishment of research facilities.

India

Public-private partnership is seen as an effective tool to accumulation of significant
investment flows in terms of implementation of large and long-term projects aimed at
reforming and agriculture development by upgrading transport and logistics infrastructure
and support education. Much attention is paid to supporting the introduction of scientific
innovation, research in the field of botany and genetics, modernization of irrigation systems.

Russia

The agriculture is one of five areas in which the largest number of investment projects based
on PPP are realized. (industry, housing, road construction, development of territories). An
active role in this process is played by the regional and municipal authorities, their goal - a
joint activity with business to attract extra-budgetary funds for rural infrastructure
development, housing, training for the industry. The authorities in the field by combining
regional investment programs have the ability to solve the complex several objectives: to
develop agricultural production and support the social infrastructure of the village.

Belarus

One of the common forms of cooperation between the state and business in Belarus is a state-
private enterprises as joint stock companies engaged in production and economic activity
based on the integration of private and public capital. One of the main tasks facing the States
to the partnership in the form of a joint venture, is a task to maximize management efficiency
total capital of the company in which there is no parallel traditionally mostly isolated
operation of public and private property, and their close interaction.Basically, this processing
industries with Russian capital.

Compliance with environmental requirements of agricultural production is

controlled by codes of proper agricultural practice. For example, the Brazilian

government has a policy of nationalization tracts of land and promoting them to

farmers, providing soft loans, contributing to the formation of cooperatives,

creating infrastructure for public funds and so on. They have to do it under the

pressure of social and economic problems caused by long-term exploitation of
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land by large companies in their interests. The partnership between small
businesses and government are often formed in conditions of preferential
support. Under this form of partnership guarantees granted to small businesses
from different public or private financial institutions, connecting with the
implementation of national aid to this group of producers. For example, in the
United States in the form of guarantees 10 mln dollars are isolated annually, not
to mention other forms of public-private partnerships implementation. The
cooperation between the state and small businesses involves the possibility of
small enterprises of modern technology, creating new jobs in the agricultural
sector, the growth of exports. This model combines the operation of both market
and administrative tools. Strengthening administrative controls observed in
conditions of the supply and demand for food imbalance [2].

Similar instruments of public-private partnerships are used in Poland,
which operates the National fund credit guarantees, which guarantees loans to
small and medium sized enterprises, and a network of regional funds to support
agricultural regions. Concessional lending is popular in Denmark, especially in
supporting of organic agriculture. By the way, the trend of recent years in major
EU countries is supporting of organic agriculture. For example, in Austria and
Sweden the state centers for farmers producing organic produce are established
for certification, marketing and advertising activities [3].

In Latin America, until recently, the main form of cooperation between
the state and business in the development of the agricultural production was a
large-scale participation of public sector investment in infrastructure projects.
Note that all these projects are implemented with the help of the state capital,
and by attracting private domestic and foreign capital [11].

The successful experience of many countries confirms the viability and
practical value of cluster theory M. Porter, whereby the groups of companies
with related industries and institutions that cooperate and complement each
other can significantly enhance national and regional competitiveness in the

global market [5]. Many empirical researches studies have shown that the
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average salary and employment in clustering regions significantly exceed
similar performance areas where no such formations. As a result the clustering
economy has become a global trend that has gripped developed countries (USA,
Canada and Euroepan union), newly industrialized countries (China, India,
Mexico, Indonesia) and countries with transition economies (Hungary, Slovenia,
Russia, Kazakhstan, etc.) [3].

As specific examples of the successful use of cluster approach to build
and enhance potential of agriculture activity are cluster associations in Canada.
The latest trend in this country is an active formation of clusters that combine
traditional agriculture structures with companies that specialize in tourism,
information and communication technologies, the production of renewable
energy, nanotechnology and more [3], [10]. The other examples of such
agricultural cluster formations are in Poland (Agro-tourism and vegetables),
cheese-making clusters in Ecuador, Peru, Mexico, Brazil nut cluster, wine
cluster in southern Washington, a cluster of diverse production food in Southeast
Ohio, Cheese cluster in Vermont, poultry biotechnology cluster (USA), flower
cluster in Holland, oil-seed cluster in Argentina and others [11].

In particular, in the Netherlands, one of the government's program “Vision
Logistics” was the project “Clustering in pig” which provides the investment for
territorial association of individual family farms with breeding pigs, starting
with the development of new breeds of pigs for fattening for industrial
processing. The project aims at minimizing logistics transport costs and creating
conditions for centralized collection and use of organic fertilizers [7], [12].

Thus, there are several key points that contribute to the development of
relations of public-private partnerships in the agricultural sector of foreign
countries:

— legal framework and a stable political environment conductive to the
formation of a unified strategy of PPP,
— the presence of regulatory authorities, whose sole owner is the state,

experienced staff which united the working group monitoring the
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implementation of PPP projects (eg, National Council for Public-Private
Partnerships (USA), PPP Centrum (Czech Republic), Partnerships UK
(United Kingdom), Irish Government's Central PPP Unit (Ireland),
Canadian Council for Public-Private Partnerships (Canada), Public Private
Partnership Approval Committee (India), National Treasury's PPP Unit
(South Africa), etc.) [14],

support stakeholders by taking into account the interests of private sector,
finish users, which is achieved by providing an open dialogue between
partners,

careful selection of partners - involves the assessment of capacity,
performance and time frame, ROI and risks, and takes into account the
experience, financial stability, political and legislative assessing or
auditing environment,

a stable state economic policies to encourage private business initiatives
and support the application of PPP - subsidies mechanisms, low political
and social risks.

So, the public-private partnership always operates within certain legal

institutions, rules and regulations.

References

[1]

[2]
[3]

[4]
[5]
[6]

Akintoye A. Public-Private Partnerships: Managing Risks and Opportunities [Text] /
A. Akintoye, M. Beck, C. Hardcastle. — Oxford, UK; Malden, MA: Blackwell Science,
2003.

Ball R. The Private Finance Initiative in the UK [Text] / R. Ball, M. Heafey, D. King //
Public Management Review. — 2007. — Ne 9 (2). — Pp. 289-310.

Blanc-Brude F. Public-Private Partnerships in Europe. An Update. Economic and
Financial Report [Electronic resource] / F. Blanc-Brude; European Investment Bank. —
2007/03. — Available at: http://www.eib.org/attachments /efs/efr 2007 v03_en.pdf.
Braylovskiy 1. A. Analysis of the use of public-private partnership in the SIC [Text] /
I. A. Braylovskiy // Vestnik universiteta "Turan". — 2014. — vol. 4 (56). — Pp. 9-15.
British East India Company [Electronic resource]. —  Available at:
http://studentorgs.vanderbilt.edu/modelun/guides/BritishEastIndiaBackgroundGuide.pdf
Broadbent J. Public Private Partnerships: An Introduction [Text] / J. Broadbent,
R. Laughlin // Accounting, Auditing & Accountability Journal. — 2003. — Vol. 16. —
Ne 3. — Pp. 332-341.

164



[11]

[12]

[13]

[14]

[15]

Bull B. Public-Private Partnerships. The United Nations Experience [Text] / B. Bull //
The International Handbook on Public Private Partnerships / [G. A. Hodge, G. Greve &
A. E. Boardman (eds.)]. — Cheltenham: Edward Elgar, 2010. — Pp. 479-495.

Comission of the European Communities. Green Paper on Public-Private Partnerships
and Community Law on Public Contracts and Concessions [Electronic resource]. —
Available at: http://europa.eu.int/comm/internal-market/publicprocurement/ppp_en.htm.
Developing Public Private Partnerships in New Europe [Electronic resource] /
PricewaterhouseCoopers Study. — 2004. — Available at: http://www.pwc.com/
Dmytrychenko L. State-private partnership: essence, foreign experience, and
mechanism of realization in Ukraine [Text] / L. Dmytrychenko, I. Braylovskyi, K.
Millier // Journal of Eastern European and Central Asian research. — 2014. — Vol 1. —
No 3. —Pp. 1-7.

Evans J. Public Private Partnerships: A new Direction in Australia. The Twenty-
Seventh Annual AMPLA Conference [Text] / J. Evans. — Adelaide [South Australia],
2003.

PPP Models [Electronic resource]. — Available at:
http://www.kdmconsultancy.com/en/pppModel.php

Public private partnerships [Electronic resource] / HM Treasury. — 2008. — Available at:
http://www.hm-treasury.gov.uk/documents/public_private
partnerships/ppp_index.cfm.

Public-private partnership handbook [Electronic resource]. — Philippines: Asian
Development Bank, 2008. — Available at: http://www.adb.org/documents/public-
private-partnership-ppp-handbook.

Webb R. Public Private Partnership: An Introduction [Electronic resource] / R. Webb,
B. Paul. — Canberra: Parliament of Australia, 2002. — Available at:
http://www.aph.gov.au/binaries/library/pubs/rp/2002-03/03rp01.pdf.

165



4.2 State support of economic cooperation of China and Ukraine
enterprises

Chinese economy is the first economy in the world by the produced added
value. China concentrates significant investment, innovation, scientific and
technical potential. At the same time, China is interested in developing
cooperation with Ukrainian partners, despite the considerable potential in many
areas of the national economy. Despite the fact that Ukraine and China
established strategic partnership in 2011, the amount of attracted Chinese
investments in Ukraine decreased and promising innovative projects were
"frozen". Thus, there is a need to develop scientifically based recommendations
for the introduction of new mechanisms to enhance investment and innovation
cooperation between Ukraine and China.

The topical issues of Ukrainian-Chinese cooperation in trade-economic,
investment and innovation are studied by domestic scientists R. Moldavchuk, I.
Odotiuk, A. Goncharuk, S. Koshovyy, Y. Yaroshenko, and foreign scientists M.
Kaszmarski, L. Zuokui, etc. However, the problems of intensifying investment
and innovation cooperation between Ukraine and China should be
conceptualized with the latest position, given the current challenges of global
development and the difficult political and economic situation in Ukraine.

The creation of favorable development conditions for the business climate
in Ukraine remains one of the most urgent tasks. The amount of foreign direct
investment (equity) in the economy of Ukraine on 1% of July 2015 totaled USD
42851.3 million and 1000,5 USD per capita (excluding the temporarily
occupied territory of the Autonomous Republic of Crimea, Sevastopol and the
part of the zone of counter-terrorist operations).

From January to June 2015 the foreign investors invested USD 1042.4
million in Ukraine, and took out 351.3 million USD of direct investments (share
capital). Reduction of the share capital cost due to reassessment, losses and
requalification amounted in 3604 million USD, including USD 3539.3 million
lost due to exchange rate difference.
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In the year 2015 the investments floated from 133 countries. The EU
countries made USD 33154.9 million of the investments (77.4% of total share
capital), the other countries of the world scored USD 9696.4 million (22.6%).
More than 83% of direct investments accrue to ten major countries-investors:
Cyprus — 12274.1 million USD, Germany — 5489 million USD, the Netherlands
— 5108 million USD, Russia — 2685.6 million USD, Austria — 2354.3 million
USD, UK — 1953.9 million USD, the British Virgin Islands — 1872.6 million
USD, France — 1539.2 million USD, Switzerland — 1371.2 million USD and
Italy — 966.6 million USD.

At the same time the amount of Ukrainian direct investments (share capital)
to the foreign countries economies on the 1 of July 2015 totaled 6254.4 million
USD, including the EU countries- 6015.4 million USD (96.2%), and other
countries of the world - 239,0 million USD (3.8%). Direct investments from
Ukraine were injected to 46 countries around the world, mostly to Cyprus
(93.0%).

The requirements of the Ukrainian direct investors for the debt instruments
to the enterprises of direct investment abroad made up 218 million USD on 1
July 2015. The amount of direct investments (capital share and debt instruments)
in the economy of the countries of the world totaled 6472.4 million USD.

Ukraine and China (PRC) declared strategic partnerships. China has
recognized Ukraine as a sovereign state December 27, 1991, and a week later,
January 4, 1992, two countries established diplomatic relations. China
consistently supports the sovereignty and territorial integrity of Ukraine.
Ukraine steadily remains committed to the policy of "one China" (Moldavchuk
R., 2016).

According to the Ministry of Foreign Affairs of Ukraine, the legal base of
bilateral relations consists of 295 documents: 177 documents in the main list
(agreements and contracts) and 118 documents in additional list (protocols of
intergovernmental committees, subcommittees, contracts for military training,

etc.). Countries support active inter-parliamentary relations.
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Trade and economic cooperation between Ukraine and China is regulated
by the Agreement between the Government of Ukraine and the Government of
China on Trade and Economic Cooperation (1992), according to which the MFN
status is established to levy customs duties on exports and imports of the both
countries, taxes and other internal meeting.

Foreign trade cooperation between Ukraine and China is governed by the
Trade and Economic Cooperation Agreement between Government of Ukraine
and Government of the People’s Republic of China (1992) that states the setting
of most favorable regime regarding the duties levy for exported and imported
goods of both countries as well as taxes and other domestic dues.

2014 showed the goods turnover between Ukraine and China (data of the
State statistics Service of Ukraine) 8.1 bln USD. The exported goods amount
from Ukraine was 2.7 bln. USD showing decline of 0.6%, imported goods
amount was 5.4 bln. USD and declined 27.4%. Bilateral foreign trade balance in
favor of China made 2.7 bln USD.

The leading positions of Chinese imports in 2014 were as follows:
mechanical equipment, machines, installations and mechanisms (30.8%), textile
and textile items (15.3%), nonprecious metals and produced items (10.2%),
polymer materials, plastics and rubbers (8.6%), various goods and items, mostly
furniture, lightings, toys etc. (6,5%), shoes, hats, umbrellas (6,5%), chemicals
(5.7%).

The leading positions of Ukrainian exports for 2014 continued the
traditional trend and were as follows: minerals - mostly iron ores, slags and
ashes, energetic materials etc. (65.9%), animal or vegetable fats and oils
(12.9%), phytogenous products, mostly grains (8.7%), timber and produced
items (7.0%), mechanical equipment, machines, installations and mechanisms
(2.0%), nonprecious metals and produced items (1.1%). The other goods
positions of Ukrainian exports to China did not exceed 1% of the total export

structure.
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Six month of 2015 showed the trade turnover between Ukraine and China
on the level of 2.67 bln USD. Goods exports amount from Ukraine made 1.14
bln USD (-12.8%), imports amounted to 1.53 bln USD and declined 28.4%.
Bilateral foreign trade balance in favor of Ukraine made 390.44 min USD.

The growth of Ukrainian goods export to China was at the account of
export supplies increase of phytogenous products, mostly grains, by almost 8
times (727%), mechanical equipment, machines, installations and mechanisms
by 23% and animal or vegetable fats and oils by 14%. As per 01.01.2015 the
amount of Chinese FDI in economy of Ukraine made US 24 million (above
amount shrank by US 1.6 million since the beginning of year). The greatest
share of investments was allocated to the industrial enterprises — 30.5%,
including wood processing industry (20%), agriculture (20%), transport (15%),
wholesale and retail trade (14%).

The dynamics of foreign trade in goods and services between Ukraine and
China is described by the data in Table. 4.2.

Table 4.2

Dynamics of foreign trade in goods and services between Ukraine and

China, billion USD
Relative First First
Relative
2012 2013 2014 2015 | change,% | quarter | quarter
change,%
(2015/14) 2015 2016
Export 1.858 2.760 | 2.719 | 2.439 -10.3 .698 .593 -15.0
Import 7.924 | 7.533 5.456 | 3.898 -28.6 1,100 1,076 2.1
Commodity
) ) 9.782 | 10.294 | 8.176 | 6.339 -22.5 1.798 1.670 -7.1
circulation
Balance -6.067 | -4.773 | -2.737 | -1.459 - -0.402 0.483 -

Based on the data from the Ministry of Economic Development and Trade of Ukraine, Calculations author

(Ministry of Economic Development and Trade of Ukraine, 2016)

As it is seen from the data presented in Table 4.2, the dynamics of foreign

trade in goods and services between Ukraine and China during 2014-2015 tends
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to decrease. In 2015, the volume of total turnover compared to the previous year
decreased by 22.5%, including exports decrease by 10.3% and imports — by
28.6%. The balance between exports and imports is negative for the national
economy of Ukraine (Ministry of Economic Development and Trade of Ukraine,
2016).

In 2014-2015, the main part of Chinese imports was mechanical equipment,
machines, equipment and mechanisms (30.8%), textiles and textile products
(15.3%), non-precious metals and its goods (10.2%), polymeric materials,
plastics and rubber (8.6%), footwear, headgear, umbrellas (6.0%), chemical
products (5.7%) (State Statistical Service of Ukraine, 2016).

The main item of Ukrainian exports to China in 2014 -2015 remain mineral
products (mainly iron ores, slag and ash, energy materials, etc.), which share
was 65.9% of total exports to China; fats and oils of animal or vegetable origin
(12.9%), vegetable products, mainly cereals (8.7%), wood and wood products
(7.0%), mechanical equipment, machines, equipment and mechanisms (2.0%),
non-precious metals and its goods (1.1%) (State Statistical Service of Ukraine,
2016).

The promising strategic area of economic cooperation with China is the
direct involvement of Ukraine to the initiative of the Chairman of China to
develop the Silk Road economic belt.

Analyze the state of investment cooperation between Chinese and
Ukrainian entities. Dynamics of Chinese investment in Ukrainian economy is
described by the data in Table 4.3.

As it is seen from the data presented in Table 2, the growth of Chinese
investments in Ukraine's economy in 2014-2015 is negative, which means that
investors from China withdraw their investments (and downsized the economic
activity). The maximum positive index of attracted Chinese investments was
recorded in 2013, but this amount - only 6.9 million USD - is extremely scarce
comparing the opportunities of Chinese investors and Ukrainian economic

potential. Cooperation between the entities in the investment field is limited by
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high risk of economic operations in the national economy of Ukraine (The State
Statistical Service of Ukraine, 2016).
Table 4.3

Dynamics of Chinese investment in Ukraine (end of year), million USD

2010 | 2011 | 2012 | 2013 | 2014 | 2015
The increase during the
0.9 2.2 33 6.9 -1.6 -3.7
year
Accumulated amount 13.1 15.3 18.6 25.5 239 | 20.2

Based on the data from the Ministry of Economic Development and Trade of Ukraine and The State Statistical
Service of Ukraine Calculations author (Ministry of Economic Development and Trade of Ukraine, 2016, The
State Statistical Service of Ukraine, 2016)

Data on the structure of Chinese investments into the Ukrainian economy is

presented in Table 4.4.

Table 4.4

Structure of Chinese investments in the Ukrainian economy (at the

beginning of the year)
2015 2016
million million
USD % of total USD % of total
Total 21.014 100.0 20.152 100.0
Agriculture 4.808 22.9 6.130 30.4
Transport, mail 3.630 17.3 3.936 19.5
Industry 4.531 21.6 3.261 16.2
Trade 3.271 15.6 3,085 15.3
Construction 1,234 5.9 1.152 5.7
Tourism, travel 0.205 1.0 0.194 1.0
Real estate 0.160 0.8 0,142 0.7

Based on the data from The State Statistical Service of Ukraine. Calculations author (The State Statistical

Service of Ukraine, 2016)
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The data in Table 4.4 shows that Chinese investors actively invest in the
most attractive branches of Ukrainian economy - agriculture, transport and mail,
industry and trade. At the same time, the attracted Chinese investment in some
economic activities in 2015 (manufacturing, trade, construction, tourism and
travel, real estate) decreased over the previous year, which lead to decreasing for
the index of investments borrowed from China for the whole economy (The
State Statistical Service of Ukraine, 2016).

Chinese telecom equipment manufacturers Huawei, ZTE, Xinwei opened
their offices in Ukraine. The offices of Ukrainian companies - GC
"Ukrspetsexport", JSC "Motor Sich", JSC "FED", "Creative Group", "Korum
Group" are opened in China (Ministry of Economic Development and Trade of
Ukraine, 2016).

The following promising infrastructure projects, can be implemented by
Chinese investment and (or) by export credits from China, can be selected
(A.Goncharuk, 2016; V.Povoroznik, 2015; Kaszmarski M., 2015; Zuokui L.,
2014):

— implementation of the contract for the the national project "Air Express -
organization of railway passenger traffic Kyiv - the international airport
"Boryspil" and construction of other infrastructure of the Kiev region"
(project cost - 372 million USD),

— 1mplementation of joint projects within the framework of the
Memorandum of Understanding between the Ministry of Agrarian Policy
and Food of Ukraine and the Export-Import Bank of China on cooperation
in agriculture amounting 3 billion USD,

— implementation of joint projects in the energy sector under the Loan
Agreement between NJSC "Naftogaz of Ukraine" and the Bank of China
in the amount of 3.6 billion USD (including construction of coal
gasification at the Odessa port plant, modernization for a number of

Ukrainian CHP, construction of a gas interconnector between Poland and
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Ukraine, modernization Shebelynka GPP of JSC
"Ukrgazvydobuvannya"),

— implementation of pilot social on housing with mortgage lending in Kiev
amounting 1 billion USD under the Memorandum of Understanding on
cooperation in the construction of affordable housing in Ukraine between
the Ministry of Regional Development, Construction and Housing and
Chinese state company CITIC Construction Co., Ltd.

The Parties shall maintain and develop cooperation in the innovation,
science and technology. Within the framework of Intergovernmental
Cooperation, Subcommittee on Scientific and Technical Cooperation,
Subcommittee on Cooperation in Space Industry and Subcommittee on
Cooperation in the Field of Education. The following areas of cooperation in the
field of innovation, scientific and technical activity are identified as the
priorities: energy, aviation, shipbuilding, environmental management,
development of aerospace, information and communication technologies, as
well as the preparation and training of graduate students and young scientists.

The implementation of the third five-year program of cooperation in the
space sector (2011-2015) is continued. The fourth program (2016-2020) is being
developed.

The analysis of economic exhibitions, fairs and publications testifies that
Chinese partners are interested in implementing a series of economic initiatives
in investment and innovation (A.Goncharuk, 2016; V.Povoroznik, 2015;
E.Yaroshenko, 2015):

— to develop the "road map" for the implementation of Chinese initiative to
create "Silk road economic belt",

— to increase in purchases of high-tech products and high technologies.

— to involve Chinese partners in joint projects in the development and
implementation of nanotechnology,

— o accelerate the implementation of DC "Ukrspekeksport" high-tech

contract concluded in 2008.
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At the same time, Ukrainian side also has a number of interests, including:
large-scale involvement of direct Chinese investment for investment and
innovation projects in Ukraine,
creation of joint ventures and production clusters for the production of
high-tech products in the field of aerospace, power engineering,
automotive; further implementation of projects in the space sector,
creation of Ukrainian-Chinese innovation center or industrial park in
China,
organizing presentations of economic, investment and innovation
potential for the regions of Ukraine in China,
receipt of grant aid from the Government of China for the implementation
of social projects through procurement and delivery to Ukraine of
innovative medical and rescue equipment.

Cooperation between Ukraine and China in the fields of sciences and

technology, space and education is in the priorities of our bilateral relations.

The Sides are completing the third Programme on Space Cooperation (for

2011-2015) and are working on the new fourth document.

In 2012 a renewed Agreement on cooperation in education field was signed

between the Ministries of education of Ukraine and China, according to which

the state students exchange quota was increased to 100 scholarships.

There are already 5 Confucius institutes in different universities (Kyiv,

Luhansk, Kharkiv and Odessa) and the sides planning to open new ones.

Several Ukrainian centers are functioning in China. Recently were

established the following centers:

Ukraine-China Centre on transfer of shipbuilding technology was created
by Science and Technology University of Jiangsu province and Ukrainian
National Shipbuilding University of Mykolaiv in 2012 in Zhejiang
Province,

Shevchenko Centre on Ukraine-China cultural relations was opened in

2014 in Tianjin and the Center of Ukrainian studies named after Taras
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Shevchenko was established in the University of Foreign Studies and in
Dalian University of Foreign Languages (Liaoning Province).

During 2014-2015 the Ukrainian government implemented a set of
measures to create a whole new level of business environment, which is to
provide economy revival and steady development in Ukraine.

Owing to this fact, In the World Bank rating Doing Business 2015»
according to the indicator of the easiness of doing business, Ukraine occupies
96 position among 189 countries of the world (112-in 2014).

Legal framevork for investment and development of private-state
partnership is set up in Ukraine. The legislation of Uktaine determines the
guarantees for investors’ activity, economic and organizational foundation for
the realisation of private-state partnership.

National regulations of investment activity are implied on foreign investors
on the territory of Ukraine, equal bussiness conditions with local invesrors are
granted. Foreign investments are not subjected to nationalization.

In case of shut down of investment activity foreign investor is guaranteed
return on investment in its genuine form or in the currency of investment, tax
free as well as revenues from the investment in monetary or commodity form.
The state also guarantees unhampered and immediate abroad transfer of
revenues and other funds in foreign currency legally obtained due to foreign
investmens.

To enhance the protection of foreign investments the Washington
Convention of 1965 on the Settlement of Investment Disputes between States
and Nationals of Other States was ratified by the Law of Ukraine No. 1547
addopted on 16 of March 2000.

The Commissions for the assistance on the pre-trial settlement of disputes
with investors that might be created by the executive authorities and local
authorities as temporary advisory consultative bodies to facilitate pre-trial
settlement of disputes between an investor and executive authority (local

government) are aimed at solving the disputable issues.
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The intergovernmental agreements on promotion and mutual protection of
investments are signed and ratified by the Verkhovna Rada of Ukraine with
more than 70 countries of the world.

For the purpose of proper implementation of national foreign policy and
foreign economic priorities, promoting Ukrainian exporters on foreign markets,
protection of their economic and trade interests abroad as well as attraction of
foreign direct investment in the economy of Ukraine the Council of exporters
and investors has been operating at the Ministry for Foreign Affairs of Ukraine
since April 2013.

For the aim of activation and realization of the investment potential of
Ukraine, increasing foreign investments amounts, priority investment projects
support, investment environment improvement, guarantee of the protection of
investors’ rights, assessment in effective cooperation of investors with state
authorities, in December 2014,by the decree of the president of Ukraine the
National Investment Council was formed.

Aiming at the search of viable mechanisms of foreign investments
involvement to Ukraine the government regularly holds business forums with
foreign investors’ participation. Indicated measures are to contribute to improve
the investment image of Ukraine and to provide growth of foreign investment
amounts and capital investments in the economy of the state.

The intensification and diversification of investment and innovation
cooperation between Ukraine and China is promising. Ukraine and China have
great potential for further expansion of investment and innovation cooperation,
since they have mutual interests in this area.

It is necessary to intensify the work of the Commission for Cooperation
between the Government of Ukraine and the Government of China, including
the Subcommittee on Trade and Economic Cooperation, Subcommittee on
Scientific and Technical Cooperation and the Subcommittee on Cooperation in

Space Industry.
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It is supposed to create a monitoring mechanism for the investment and
innovation cooperation between Ukraine and China, including the ability to
resolve the problems of Chinese investors in Ukraine. Such a mechanism should
be created in a short time at the level of experts within the framework of the
Subcommittee on Trade and Economic Cooperation.

It is required to adopt a management decision on the opening Ukrainian
trade and economic missions in China, which should inform potential Chinese
investors about the opportunities of economic and investment cooperation with
Ukrainian partners and provide information, advice and legal assistance to
Ukrainian business structures conducting business in China.

The authorities of Ukraine (especially the Foreign Ministry and Ministry of
Economic Development) have to study and propose concrete pragmatic
solutions for joining Ukrainian side to the China initiated project "One zone.
One way" that will expand the traditional scope of cooperation, ensure greater
mutual openness of markets for goods, services and technologies.

Chinese investors, what is not surprising, are actively investing in highly
profitable industries. And the interest in cooperation manifests itself even in
times of high risk. Thus, Summit (Conference) on investment and innovation
cooperation between Ukraine and China, including the exhibition of promising
investment and innovation projects would be helpful. This event is advisable to
conduct in two rounds (one round in each of the countries). If successful, the
said Summit should be conducted annually.

The further increase of cooperation in scientific and educational fields,
including academic exchange programs will be useful. The funding for the
implementation of the above initiatives should be envisaged in the budget of

Ukraine.
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4.3 Security control features of the insurance market of the European
Union countries

Integration into the single European insurance market suggests a wide use
adopted in the international practice of accounting standards, information
transparency, solvency assessment and capital adequacy. The openness of
insurance markets determines the development of cooperation and
communication between insurance regulators to ensure protection of the
interests of policyholders and the stability of the socio-economic development of
the country.

Review of foreign scientific literature and legislative documents suggests
that the system of insurance regulation of the European Union allocates a certain
set of activities that are aimed at ensuring the security of the insurance market,
since it is generally aimed at creating conditions for its safe operation and the
prevention of the negative impact of threats. The system of insurance regulation
of the European Union can be considered exemplary from the point of view of
security, which is based on the principles of stability of legislation, ensuring
effective interaction between the Executive and the legislature, the inevitability
and compulsory application of sanctions in case of violation of laws.

On 25 March 1957 an agreement to create a common market in several
countries of western union was signed in Rome, which later was turned into the
European Union. Under the agreement, over the next twelve years it was
necessary to develop and adopt a single legislative regulation of economic
relations in the participating countries, the directives in various sectors of the
economy, aimed at defining a single, among which there was a dedicated
Directive for the regulation of the insurance market. Deepening the integration
movement of the European countries necessitated the establishment of a General
legal framework for the functioning of the insurance market. Among the existing
approaches the model has been chosen, which created a single insurance market
with the retention of features of national legislation, including tax policy and the
state supervision of insurance activity.
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The basic steps of creating a single European insurance market can be
identified, respectively, before the adoption of the directives on insurance,
implementing "freedoms", adopted by the Treaty of Rome. These directives
have gradually liberalized the activities of the insurers of the countries—
participants of EU, and also provided the freedom of choice of policyholders of
insurance companies, no matter in what state it is in. To study the process of
developing a unified legislative platform for the insurance community in the
European Union we have grouped in Fig. 4.2 the basic EU directives for the
regulation of the General insurance market.

The harmonization and unification of the insurance legislative framework
of member countries of the European Union has become a key prerequisite for
creating a single insurance market, which provides General guidance for
conducting insurance business in a competitive environment, the safety
regulation of the insurance market and protection of the interests of
policyholders.

European insurance legislation is based on EU Directives to regulate
insurance activities in the following areas [9]: Non-Life (General, or "term life"
insurance); Life (life Insurance); Accounting (Bookkeeping and financial
reporting); e-Commerce (E-business); Insurance groups (Insurance groups);
Financial conglomerates (Financial conglomerates); Insurance mediation
(Insurance mediation); Motor insurance (vehicle Insurance); Reinsurance
(Reinsurance);  Solvency  (Solvency); Winding-up  Liquidation and
reorganization of insurers); European Insurance and Occupational Pensions
Committee (European Committee for supervision of insurance markets and

pension schemes); International agreement (treaties).

180



1973

1979

1988

1990

1991

1998

2002

2009

O

Directive 73/239/EEC First Council Directive "On the coordination of laws, regulations
and administrative provisions relative to the base and the insurance business,
a oreat life insurance"

Directive 79/267/EEC "On the coordination of laws, regulations and administrative
provisions regarding the establishment and implementation of the activities of life
insurance"

Directive 88/357/EEC Second Council Directive "On the introduction of norms that
contribute to the realization of the right of freedom to provide services"

Directive 90/619/EEC Council Directive "On the coordination of laws, regulations and
administrative provisions relating to direct life insurance"

Directive 90/618/EEC "On the liability insurance of
owners of vehicles"

Directive 91/674/EEC "On insurance reporting” ("The European
Insurance Accounts Directive"/IAD

Directive 91/675/€C mono crBopenns Komirer 3i crpaxysanns (Insurance Committee /
C) — peryJsiTOpHOro Ta 3aKOHO/JaBYOT0 OpPraHy YIIPaBiliHHs

e/

Directive 91/675/EC concerning the establishment of a Committee on insurance (Insurarg
Committee / IC) — the regulatory and legislative body of the control

Directive 98/78/ EEC "The Insurance Groups Directive" on the supplementary supervision
of insurance companies which are members of the insurance group

Directive 2002/12 EEC of 5 March 2002 "On the requirement of solvency for the
companies life insurance (replaced by Directive 2002/83 of the European / EEC)

Directive 2002/13/EC introduced changes in Directives 73/239/EEC in respect of
determining the margin of solvency for insurers carrying on insurance other than life
insurance

Directive 2002/12 EEC of 5 March 2002 "On the requirement of solvency for the
companies life insurance (replaced by Directive 2002/83 of the European / EEC)

Directive 2005/68/EC "concerning reinsurance, and changes in directives 73/239/EEC,
92/49/EEC, 98/78/EC 1a2002/83/EC"

Directive 2009/103/EC «Motor Directive»

Directive 2009/138/EC "Solvency 11"

the division of insurance organizations, organizations

providing life insurance and term life insurance
- a uniform classification of types of insurance
composition of insurance reserves and allocation of

- unified requirements to the establishment and
assets covering insurance reserves
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Fig. 4.2 Basic EU directives for the regulation of the General insurance market*
*Source: compiled and supplemented by the author on the basis [4], [7], [8]
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In a unified legal framework there has been established the strategic
foundations of the security of the European single market. The key task and
direction of the regulatory influence of European legislation is to protect the
interests of insurance consumers and provide protection against fraud. This is
considered as the basis for a safe development of the European single market.
As shown in Fig. | three generations of directives are aimed at monitoring the
solvency of insurance companies ("solvency"), protection of the rights of
consumers of insurance services regulation of insurance intermediaries, etc.

"Solvency" is a fundamental and all-encompassing revision of the existing
Directives in the field of insurance. The main goal of this project is to enhance
the protection of policyholders in the EU. The project takes into account current
developments in insurance, risk management, financial management,
international financial reporting etc. [1, p. 189].

One of the main goals of the project is to design and implement based on
the assessment of investment risk system of requirements to own funds of proper
entities of the insurance market. Risk assessments will be the basis of
requirements to amount of capital. Another important point is the improvement
of the supervision of insurance companies by means of harmonizing the
methods and instruments of control.

Purposes of "Solvency I" was a revision and updating requirements,
standards of solvency of insurance companies. Today, the EU has been
gradually developing and implementing the project "Solvency II", which is
designed to solve a wider range of problems.

According to "Solvency II" requirements to the norm of solvency for
European insurance companies have been updated and improved as a result of
the implementation of the project "Solvency I Directive" (Directive 2002/13/EC
of the European Parliament and of the Council of 5 March 2002 amending
Council Directive 73/239/EEC on the requirements to the solvency margin for
insurance, except life insurance; Directive 2002/83/EC of the European

Parliament and of the Council of 5 November 2002 on life insurance) in 2002.
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“Solvency II” covers all insurance and reinsurance companies in the case

that [12]:

profit from the annual total volume of written premiums of the company
exceeds 5 million €,

the total amount of technical reserves, including gross income from return
of amounts that are reimbursable, in accordance with the reinsurance
treaties and the special obligations of legal entities if exceeds 25 million €,
the total volume of technical fund of the insurance company, a member of
the group if exceeds 25 million €,

the activities of insurance companies for insurance or reinsurance. Which
include insurance of risks of responsibility, akrediteerimine and financial
losses, except when the latter are additional risks of another class;

the activities of insurance companies for reinsurance services. The financial
value of which exceeds 0.5 million € of total written premiums or 2.5
million € of gross income from the refund of the amount of technical
reserves which are recoverable, in accordance with the reinsurance treaties
and the special obligations of legal entities, or more than 10% of the total
volume of premiums written or over 10% of the gross income from the
refund of the amount of technical reserves which are recoverable, in
accordance with the reinsurance treaties and the special obligations of legal
entities [12].

If any of these amounts were exceeded within three years, the terms of

“Solvency II” are applied starting in the fourth year. It can be argued that the

“Solvency II” takes into account the size effect in the activities of insurers or the

principle of proportionality of the size and scope of responsibility: small

organisations should not have large costs for risk calculation and reporting. The

establishment of more stringent requirements for capital adequacy and risk

management for major insurers will reduce their risk of insolvency, loss of

customers and market disruption.
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The structure of the project “Solvency II”” was developed by the European

Committee of control over insurance markets and pension schemes (CEIOPS —

Committee of European Insurance and Occupational Pensions Supervisors). The

structure of the “Solvency II” consists of three components (tab.4.5), covering

quantitative and qualitative requirements of solvency and market discipline.

Among the quantitative requirements remain essential requirements for the

amounts of the MCR and SCR, among quality — the presence of the insurer's

own risk assessment and solvency, compliance with market discipline,

information disclosure system.

Table 4.5

Structure of the basic requirements of “Solvency II” Directive

2009/138/EC*
Component 1
(quantitative requirements of alitati Com_ponentz f ol C‘f(mpgneﬂtl?'
solvency) (qualitative requirements of solvency) (market discipline)

The requirement to minimum of
required capital (MCR)

Implementation of effective risk management
including internal control and internal audit
in the company

The requirements for adequacy
calculation of capital required
solvency capital (SCR)

Self-assessment of risk and solvency (ORSA)
to determine and measure the risks associated
with events in the short and long periods,

Requirements for reinsurance and
other procedures to reduce risks

which may affect the risk management and
solvency

Transparency to
strengthen market
mechanisms

Requirements to calculation of
own capital

General requirements for the implementation
of a transparent governance structure and
decision-making and management of
companies

Requirements for
public disclosure
with the aim of

Rules of calculation of technical
reserves

The implementation of the actuarial function
regarding the calculation of capital with the
aim of management based on risk assessment

strengthening the
discipline

The principle of "reasonable
conduct" in the requirements for
investments, freedom of
investments

The matching of assets and liabilities of the
insurer

Providing

Activities of the Supervisory authorities at
EU level, transparency, rights and obligations

of the regulators

reporting to
supervisory
bodies

*Source: [11], [12], [13]
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Component 1 (quantitative requirements). “Solvency II”” establishes two

methods for estimating the margin of solvency: the European standard formula

and internal model, independently developed by the company and agreed by the

regulator of the country.

The requirements for the formation of regulatory capital consist of two

levels that is similar to the terms of the “Solvency I”:

minimum capital requirements (Minimum Capital Requirements — MCR).
In case of non-compliance with the insurance supervision body will have
the right to revoke the license to conduct insurance activities immediately;
capital adequacy requirements to ensure the solvency or the so-called
required solvency capital (Solvency Capital Requirements — SCR). The
availability of the necessary solvency capital is a key requirement of
solvency, which is based on risk assessment. In case of non-compliance
the insurance Supervisory authority may require the financial recovery
plan, to appoint representatives to the governing bodies of the company,
to limit the use of assets and to apply other sanctions [12].

The requirement of minimum required capital MCR in the “Solvency II”

1s similar to the requirements concerning the minimum guarantee Fund MGF in

the “Solvency 1”. However, the amount of MCR in accordance with the

“Solvency II” is increased and :

2.2 million € for organizations that are engaged in non-life insurance
including captive insurance companies, except for covering all or some
risks of liability, and surety (when it should be at least 3.2 million euros),
3.2 million € to organizations involved in life-insurance including
controlled insurance company,

3.2 million € for reinsurance companies, except for controlled re-
insurance companies, in which the minimum required capital will be not

less than 1 million €,
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— the sum of the values determined in subparagraphs 1 and 2 for insurance
companies in case of the simultaneous holding of life insurance and non-

life insurance [13].

The most difficult is the calculation of the required solvency capital
(SCR), which must contain the individual risk elements collected together. Note
that the value of the indicator SCR is not constant, but will vary depending on
the risks dealt with by insurance company. Thus, the SCR becomes a random
variable and can be described using the distribution function that determines the
probability of possible values of SCR. Therefore, with the aim of promoting
high quality risk management and harmonization of regulatory capital
requirements with industry features SCR should be defined as economic capital
that has to refrain insurance and reinsurance organizations, with a guarantee that
bankruptcy will occur not more often than once in 200 cases, or alternatively
that these organizations will have the opportunity with a probability of at least
99,5%, to meet its obligations to policyholders and beneficiaries over the
following 12 months.

Component 2 (qualitative requirements) provides for the procedure of
inspection control. Supervisory authorities assess not only financial
performance, but also strategy, key business processes, risks of the insurer. If the
Supervisory authorities will assess the level of capital calculated in accordance
with the “Solvency II” as insufficient, they will have the right to demand its
increase. At the same time, they have the right to apply sanctions to managers
and owners of the company, and to conduct onsite inspections. In addition, each
insurer should have its own risk assessment and solvency, which is, on the one
hand, a tool for insurance companies, helping them to make the right decisions
when performing insurance activities, on the other hand, a tool for Supervisory
authorities aimed at identifying the riskiness of the portfolio.

The financial regulation of insurers by the EU authorities deserves special
consideration. For this we consider what the capital structure of the insurer and

its own funds comprises of. On the one hand, own funds (VC) equal to the
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difference between the market value of the assets and the market value of
liabilities, on the other — the amount of own funds equal to the amount of
regulatory required solvency capital (SCR) and surplus capital (NK). And
regulatory required solvency capital (SCR) more than the minimum required
capital (MCR). The value of SCR 1is not included in own funds and is formally
calculated value. The condition of solvency is SCR > MCR, VC > SCR.

When using the regulator of the insurance market three-tier assessment
can be argued that the insurer receives:

— red card — removal from the market, if NK < 0 and SCR < MCR or VC <

SCR,

— “yellow card” warning and sanctions, if NK > 0 and SCR = MCR or NK =

0 and SCR > or VC MCR = SCR,

— “green card” is authorization to continue activities if NK > 0 and SCR >

or VC MCR > SCR [12; 13].

So speed and light weight method of intervention can be applied on any
review date, not only on the results of the annual report. In our opinion, this
method is expedient to implement the financial regulation of the insurance
market in Ukraine.

Component 3 (market transparency). To ensure that the internal model of
the insurer or reinsurer is working correctly, it is necessary to establish a close
contact of companies with Supervisory bodies to disclose information. EU
insurers are obliged to publish annual reports about their financial condition,
including, in particular, description of the business and the corporate governance
system and assessing its adequacy, the risk profile of the insurer, risk exposures,
valuation methods of assets and liabilities, structure and quality of equity
capital, the size of the MCR and SCR, information about any mismatch MCR or
SCR during the reporting period. The majority of insurers in the EU publish full
financial report for the standard forms on their official websites on the Internet.

So, the given approach to monitoring the solvency of insurance

organizations operating on the European single market is in compliance with the
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capital adequacy. The margin of solvency of an insurance company is
determined by mapping its assets existing at a certain time commitments, as well
as calculated the amount of free from funds liabilities. In case of insufficient
capital the state of an insurance organization from the perspective of solvency is
described as critical. In such a situation, public authorities must apply
appropriate responses.

Fig. 4.3 shows a diagram of the last stage of introduction of “Solvency
I”, which demonstrates the evolution of this process. It shows the complexity of
the process, and therefore, the mechanical implementation of “Solvency II” in
domestic practice is not advisable because it can lead to negative consequences

for the insurance market of Ukraine.

The last stage of implementation
- Solvency II takes effect from 01.01.2016 1
- The European Parliament adopted the Omnibus II 11.03.2014 g.
- Events of the 2nd level must comply with Omnibus II

January 1, 2016

11.03.2014 Takes effect
The EP adopted The draft delegated acts
the Omnibus IT (DAs) (level 2)
Approval The adoption of
Technical
. . . latory
The text is studied by The beginning of 2015 regu
L The Adoption Of standards (RTS)
lawyers and linguists DAs

Beginning December- March July - Oct- March-
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T. Govorushko states [3] that the approach to assessing the solvency of

insurance companies provided by Directive 2009/138/EC, has significant
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differences from the existing requirements in Ukraine. It is necessary to
highlight the narrow focus of the latter in the calculation of standards of
solvency in connection with the account only the premiums, as the only which
reflects the risks of insurance companies. According to N. Pazuria the
ineffectiveness of this approach has been proves in practice mt European Union,
where 85 insurance companies that were under the control of the regulatory
authorities due to a mismatch in capital requirements Solvency I 20 went
bankrupt [6].

Common practice of introducing a policy on disclosure of information by
insurers in Europe is the establishment by regulators of Minimum standards of
information disclosure with the mandatory requirements regarding the format,
nature, frequency and purpose of disclosure. In this context, special attention
deserves the fact that the vast majority of systemic risks for the insurance sector
may also be related parties, which the regulator does not have information
sufficient to take appropriate action. With this aim it is mandatory to establish
the possibility of obtaining relevant information from external experts (auditors
and actuaries) [1, p. 195].

The enforcement of insurers Minimum standards of information
disclosure is possible only in the case of the establishment of appropriate
conditions and at the management level of the financial institution that is
responsible for the implementation of appropriate risk models, and at the level
of state control of financial institutions (for example, by reducing the rating or
setting requirements for capitalisation).

The conditions of information disclosure according to the principles of
Solvency II is possible through the modernization of existing technologies or the
introduction of more modern IT systems that are better adapted to the new
requirements. Today in Europe the process of integration of new information
systems for analysis and more effective financial control of insurance
companiesi s based on the principles of Solvency II. New IT programs enable

insurers to adhere to all aspects of the Directive, while simultaneously
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improving the strategy and effectiveness of the activities. Risk managers,
external regulators and its managers must understand the rules and build a joint
strategy to achieve this risk management quickly that would take into account
the calculations of required capital, risk management and financial reporting.
Modern technologies make it possible to consolidate data, make calculations,
predictions in different areas of the organization and to generate reports and
external regulator, and management of the company.

In Europe there are many programs offered by insurers to improve
management capabilities and increase the automation of business processes
through the implementation of EIOPA, the latest set of quantitative reporting
templates are Quantitative Reporting Templates (QRTs) and Quantitative Impact
Study for Solvency II (QIS 5), which helpsto calculate and represent groups of
insurers efficiently, and at the solo entity level solvency capital requirements
(SCR) are based on the standard formula.

Regular reporting under Solvency II includes private accounts for
managers in the form of regular Supervisory report (RSR Regular Supervisory
Report) and public disclosure to all interested parties in the form of a report
solvency and financial condition (Solvency and Financial Condition Report,
SFCR).

In general, the report SFCR and RSR combine qualitative information on
the status of risks and associated capital adequacy of the insurer and description
of risk management processes.

Quantitative reporting takes the form of quantitative reporting templates
(QRTs). QRTs collects information on the balance sheet assets, the requirements
for solvency capital (SCR) is minimum capital requirements (MCR), technical
provisions, information regarding the change analysis and reinsurance. Each
form must be filled in the manner prescribed by EIOPA. To this end each of the
statements attaches special files with explanations. For large insurers, there is
some additional information required for the purposes of financial stability,

reported in the QRTs. A list of the main analytical tables of Quantitative
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Reporting Templates (QRT) is given in Appendix C. A full set of QRTs should

be provided to managers quarterly and annually.
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Fig. 4.4 Comparative characteristics of the tools of providing security
of the insurance market

On an annual basis certain QRTs must be publicly disclosed within the

SFCR (Solvency and Financial Condition Report). They provide information

about the Solvency II balance sheet; of the premium received, claims and

expenses; own funds; SCR (Solvency capital requirements), and for small
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insurers, the MCR (Minimum capital requirements) and information regarding
the technical reserves. Reports on a quarterly basis do not require public
disclosure.

In this study it is necessary to explain the requirements of national
legislation to the solvency of insurance companies and capital adequacy. To
ensure the solvency the Legislation of Ukraine also provides for the calculation
and comparison of the "actual margin (margin) solvency" (POF or FMP) and
"regulatory reserve (margin) solvency" (WIP or NMP) of the insurer, under
FMP > NMP codition. To achieve the maximum solvency level tendency to
increase the magnitude of the assets should be maintained and decrease of
intangible assets and liabilities [4]. According to the Law of Ukraine “On
insurance” from 07.03.1996 Ne85/96-BP's own funds must make up the
difference of the market of assets and liabilities, the magnitude of the NMP is
not part of its own funds and is a calculated value. [4]

Therefore, in the author's opinion, the current method of determining the
solvency of the insurance company only reflects the amount of equity on a
specific date of calculation, and therefore requires substantial improvements
taking into account leading practices of EU.

Also, according to the Law of Ukraine “On insurance”, the domestic
insurers must have not a minimum guarantee Fund (“Solvency 1”) or the
minimum required capital (“Solvency II”’) but the so-called minimum capital
(MSK). MSK for life companies should reach 1.5 million euros for non-life
companies up to EUR 1 million. In the domestic legislation there are no criteria
for the minimum required capital but there is for specified minimum share
capital. After Ukraine's accession to the WTO the requirements for the
authorized capital became more severe for life companies (increase to 10 million
euros) and exist without significant changes for non-life-insurers [4].

Comparative characteristics of the construction of safety management
system of the insurance market in Ukraine and the European Union from a

position of financial regulation are shown in Fig. 4.4.
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So, the domestic legislation in regulating the safe development of the

insurance market is based on the European model of “Solvency I”” and does not

meet modern requirements of the European Union, which complicates the

process of integration into the European single insurance market. To speed up

the declared policy of accession to the European community it is necessary to

harmonize domestic financial regulations of the insurance market with the

relevant EU directives.
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