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Abstract. In modern conditions, the new challenges have emerged in the economy due to
the introduction of global competitive digital technologies and, accordingly, the transformation of
the economy into a digital format. In industry, digitalization is based on the concept of Industry 4.0,
which provides for its end-to-end digitalization and integration into an intelligent technology
platform. The analysis of the digital economy is relevant in the light of global challenges, the new
economic reality, the development of the theory of digital economy and governance. In today's
economic development, an increasing number of industrial-oriented countries are moving to the
digital way of the development, as the use of digital results allows to produce competitive products
with high added value, to develop related industries (intensifying the multiplier effect) and also it
promotes economic progress, what, of course, ensures the emergence of qualitative changes in all
industrial production. The purpose of the study is to substantiate the directions of foreign concepts
of information (digital) economy. Methodology: the theoretical and methodological basis of the
study are the fundamental and analytical foundations of digital economics research, to ensure the
conceptual integrity To ensure the conceptual integrity of the research we used post-nonclassical
methodology based on the Agile-methodology and Agile-philosophy as a new paradigm of
informational (digital) economics, which represents the methodology of complexity, as well as
systemic, axiological and informational methods and approaches, which allowed to present the
foreign concepts of informational (digital) economics in their entirety. Methods of analysis and
synthesis, generalization and systematization, historical and logical and comparative methods were
used. The scientific importance of the work is that the world experience of forming the concepts of
information (digital) economy, the use of effective mechanisms to ensure the development of a
dynamic digital ecosystem capable of long-term benefits, to develop regulatory mechanisms that
will be attractive to startups and talented professionals with high potential, which will promote the
development of a dynamic digital ecosystem capable of bringing long-term benefits. The value of
the study lies in the development of practical recommendations of improving the digital economy
based on knowledge and digital technologies, which realize new opportunities for society, business
and government.

Keywords: digital economy, concepts, digitalization, Big Data economy, sustainable
development.
JEL Classification: A12, G14, M21.


https://management-journal.org.ua/index.php/journal
https://doi.org/10.26661/2522-1566/2022-2/20-01
mailto:asti09@ukr.net
mailto:pascalinasesa@gmail.com
mailto:pascalinasesa@gmail.com
mailto:pascalinasesa@gmail.com
https://orcid.org/0000-0001-7687-5119

Buhaichuk, O. (2022), “Foreign concepts of information (digital) economy”, Management and
entrepreneurship: trends of development, 2(20), pp.8-19. Available at: https://doi.org/10.26661/2522-1566/2022-2/20-
01

INTRODUCTION

In modern conditions, new challenges have emerged in the economy due to the introduction
of global competitive digital technologies and, accordingly, the transformation of the economy into
a digital format. In industry, digitalization is based on the concept of Industry 4.0, which provides
for the end-to-end digitilization of all processes and their integration into an intelligent technology
platform. This emphasizes the undeniable relevance and practical importance of digital
transformation, justification and formation of digital systems and infrastructure of the digital
economy. The analysis of the digital economy is relevant in the light of global challenges, the new
economic reality, the development of the theory of digital economy and governance. In today's
economic development, an increasing number of industrial-oriented countries are moving to the
digital way of development, as the use of digital results allows to produce competitive products with
high added value, develop related industries (intensifying the multiplier effect), promotes economic
progress and ensures the emergence of qualitative changes in all industrial production.

LITERATURE REVIEW

Analysis of recent research and publications is a combination of a synthesis of many ideas
on philosophical and economic issues, the results of authorial research and collaboration of
scientists who belong to a certain area of the scientific paradigm of information (digital) economy.
These are the works of Donella Meadows, Jorgen Randers Dennis Meadows «Limits to Growth.
The 30-Year Update” (2018), whose contribution was fundamental and whose deep concern for the
world and inexhaustible faith in humanity inspired us to talk about the prospects of the information
(digital) economy. "Growth Limits" models the scenarios of the world economy and answers the
question: what can be done to create a digital society that will bring prosperity. An important role
for us was played by Appello Jurgen's works "Management 3.0. Agile management. Leadership and
Team Management”, James Wumek, Daniel Jones "Lean Manufacturing. How Toyota's production
system will help prevent material loss and ensure the prosperity of your company", Drucker Peter F.
"Challenges for management of the XXI century", which creates the conditions for a new paradigm
of information (digital) economy. The article uses O'Reilly Tim's study "Who Knows”, Porter
Michael’s "Competitive Advantage. How to achieve consistently high results”, Kelly Kevin's
"Inevitable. 12 technologies that shape our future ", Spence Michael's "New Convergence". The
Future of Economic Growth in a Multilayered World” and Stadwell Joe's “Why Asia Succeeded.
Successes and failures of the most dynamic region of the world ", which says that the main task is
to form a sustainable digital economic development. The article is based on the works of
Voronkova Valentyna H., Nikitenko Vitalina A., Teslenko Tatyana V., Bilohur Vlada E., Regina
Andriukaitiene, Roman I. Oleksenko, which expand the subject field of research.

THE PURPOSE OF THE RESEARCH is to substantiate the directions of foreign
concepts of information (digital) economy. Objectives of the study: 1) to analyze the concepts of
digital transformation of the economy, aimed at making qualitative changes in business processes or
ways of doing business (business models) due to the introduction of digital technologies; 2) to
explore the concepts of "Big Data economy" as the basis for the development of digital economy
based on knowledge and digital technologies, which realize new opportunities for the society,
business and government; 3) to reveal the concepts of digital transformation as a factor of
sustainable development, which provide companies with unprecedented opportunities to increase
profitability and improve customer service, help increase efficiency and increase corporate income.
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METHODOLOGIES

The methodological basis is the methods of post-classical methodology, based on Agle-
methodology and Agle-philosophy as a new paradigm of information (digital) economy, which is a
methodology of complexity. Modern concepts of information (digital) economy include a set of
different methods, techniques and generalizations of different approaches, including the
development of software based on an information set of values that can identify the principles,
methods and approaches of modern management. Modern concepts of information (digital)
economy can lead to changes at all stages of improving the search for flexible management tools,
based on AGILE-methodologies as a system of flexibility, complexity, adaptation to the
environment, problems of a balanced world, uncertainty, multi-alternative, open system, which
includes the constant exchange of information with the external environment. It is important for us
to have systematic, axiological and synergetic approaches to solving the problems of digitalization,
which gave the opportunity to identify the impact of values on the formation of a new model of
digital development, the opportunity to outline the problems of digital development. An important
role was played by the method of cross-cultural analysis, which helped to compare the problem of
global warming in all countries to prevent the devastating effects of climate change, to identify
priorities for the formation of digitalization concepts. In our opinion, the axiological approach to
solving environmental problems is the use of information and communication technologies to
develop innovative solutions that require the expansion of cultural functions. Information approach
has provided information on the problems of digital development due to new methods of Big data,
data mining, data science. These principles are designed to overlap and complement each other, as
the model of digital development of the city is a self-adapting complex system that offers to clarify
the causes and consequences and ways to move to the sustainability of society.

ANALYSIS AND DISCUSSION

Concepts of digital transformation of economy

Concepts of digital transformation - a set of views, ideas, principles, methods, techniques for
qualitative changes in business processes or ways of doing business (business models) due to the
introduction of digital technologies that lead to significant socio-economic effects. The basis of
digital transformation is the technological level and digital maturity, which requires the
development of new technologies and appropriate restructuring of business processes. The
transition to advanced solutions is gradual and possible only in the presence of updated material and
technical base. Relatively mature digital technologies and developed infrastructure are already quite
widespread in Ukraine. The process of digital transformation is viewed through the prism of the
introduction and use of advanced digital technologies - the Internet of Things, artificial intelligence,
blockchain, cloud solutions, etc. Particular attention is paid to the collection and analysis of
available information (including large data sets), as well as structural changes in demand for digital
technologies. In the context of the development of digital transformation concepts, the connection
of a broadband connection to data networks remains relevant. The impact of economic
transformations on society is assessed by indicators that characterize the concept of digital
transformation: 1) structure (organizational, managerial and operational processes); 2) data and
information management; 3) innovation (development and implementation of new digital
technologies, information technology management); 4) quality of goods and services; 5)
environment (enterprise resources, regulation); 6) security of infrastructure and data; 7) financing
(costs, return on investment); 8) ethical aspects (attitude to new digital technologies).

This assessment is based on indicators that characterize: the involvement of citizens and
organizations in the digital transformation, including behavioral and business models and other
cross-sectoral value chains; ways and scales of use of advanced digital technologies, including
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quantum, artificial intelligence (Al) and other advanced digital technologies, areas, including digital
development of advanced technologies.

The digital transformation of the economy includes:

1) starting conditions and priorities of online platforms as a key element of digital
transformation; 2) new services and digital channels of interaction of the population with business
and the state; 3) the development of the data industry and new practices and demands within
economic activities and others. The new round of technological development is the most important
catalyst for a new stage of digital transformation, based on growing advances in the development of
advanced technological areas, including artificial intelligence, robotics, blockchain, virtual and
augmented reality technology and others.

It is worth noting the following promising technological areas of digital transformation,
which are not yet in the focus of attention in our country, but at the same time are actively
developing abroad: geoinformation and navigation technologies (spatial data); photonics
technologies; technologies of cloud, fog, dew calculations; cyberbiological systems (including
neurotechnology); authentication and identification technologies (including biometric
technologies); supercomputer and grid technologies. In general, regular updating of priorities is
needed now, in particular with regard to professional foresight research and big data analysis.

The sharp increase in demand has led to a reduction in the time of "exit of advanced
technologies from laboratories.” A typical example of digital transformation is the rapid progress of
quantum technologies. It is expected that in future (3-5 years) their development will provide a new
level of speed and reliability of calculations and data transmission. At the same time, some effective
solutions are already being used, including to solve the most pressing problems. For example,
research on COVID-19 in Canada has been conducted using D-Wave's cloud quantum computing.
Further technological advances will be determined by the ability to form and apply unique
knowledge at the intersection of basic research and applied research. Among the developments, is
the development of deep technologies in the early stages of the life cycle (DeepTech). The prospect
of commercialization increases the attractiveness of this area for venture capital investments that
need to be developed.

The new surge of digital transformation - the accelerated creation and entry into the market
of products and services is expected to be associated with the combination in one solution of
development of different technological areas. Visual illustration - the dynamic development of
systems based on "digital duplicates”, including elements of artificial intelligence (Al), the Internet
of Things, wireless technology, sensors and other technologies, which requires annual growth of
this market. Emerging technologies have led to a new breakthrough based on more mature ones.
Among the examples of the emergence of promising solutions at the intersection of technologies:
quantum Internet of Things, quantum artificial intelligence (Al), etc. The creation of quantum
neural networks will significantly reduce the time of implementation of models, which today will
take several years. As a result, it will be possible to solve complex problems, such as modeling
proteins taking into account their changing structure, to create drugs (including personalized) or
optimizing the molecular structure of substances to develop new types of materials and fuels.

The concepts of digital transformation include the development of the following: fifth (5G)
and sixth (6G) generation wireless networks due to high speed communication and low latency will
dramatically change communication capabilities (up to the implementation of tactile Internet,
telepresence and transmission of 3D holograms) and create "Growth points" in different sectors.
New areas of application will become widespread: real-time monitoring and control of production
processes through immersive audiovisual channels, remote robotic surgery and transmission of
tactile sensations to monitor the patient's condition, complete "digitization™ of all elements of the
farm, routine operations. We estimate that they are most in demand in industry, agriculture,
healthcare and the financial sector. The digitalization of energy has led to the proliferation of
distributed intelligent energy systems and related patterns of resource consumption. High demand in
health care is largely due to the need to address the urgent challenges of combating the COVID-19
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pandemic. The active growth of digital technologies by large financial companies contributes to the
advanced growth of digital maturity of companies in the financial sector.

In most sectors of the Ukrainian economy and social sphere, the digital transformation is at a
relatively early stage. Still in the structure of investments of organizations of various activities,
which account for two thirds of the internal costs of the digital economy, appreciates the equipment.
In recent years, intangible (digital) assets of companies have become a new driver of digitalization -
such as the size and loyalty of Internet audiences, brand recognition and reputation in cyberspace,
digital platforms, software products and related intellectual property.

Today, the digital transformation of the economy is more associated with end-user markets,
where an integral requirement of competition is the improvement of consumer experience,
including through the personalization of goods and services. It is in these conditions that digital
platforms and ecosystems have become widespread, as well as radically new business models based
on them, which are associated with the very emergence of the concept of "digital transformation”.
Recently, however, the importance of the end consumer and the creation of a "value proposition™
aimed at him has been growing in most industries. Companies are becoming customer-oriented,
developing new services and digital channels of interaction with customers and contractors. This
trend is now affecting not only organizations and industries that interact directly with consumers
(B2C), but also those that have traditionally focused on the business sector (B2B). Yet for B2B
industries, the main benefits of digital transformation are still in terms of economic efficiency and
institutional change, such as supply chain optimization. As a rule, they are characterized by high
resource intensity and long investment cycles. In this regard, the effects of digital transformation are
only felt in comparison in the long run. Even among the leading sectors, no more than 38.5% of
organizations use cloud services, 29.6% - ERP systems, 19.6% - electronic sales and only 12% -
RFID technologies. At the same time, the level of implementation of these technologies in some
areas differs between the leading and lagging sectors, which indicates an increase in the risks of
"digital inequality".

2. Concepts of "Big Data" economy as a basis for the development of the digital
economy

The digital economy is a global network of economic and social activities supported by the
platforms such as the Internet and the development of the Big Data economy, which contributes to
the formation of a new economy based on knowledge and digital technologies, in which new digital
skills and opportunities for society, business and the state are being formed. The Digital Economy
as a Big Data Economy is based on digital technologies used to conduct business in the market
based on the Internet and network platforms. It is a complex structure consisting of several levels,
interconnected by an ever-increasing number of nodes, an economy that is able to provide high-
quality ICT infrastructure and mobilize ICT opportunities for the benefit of consumers, businesses
and the state. The Big Data economy is a form of economic activity that results from a billion
examples of networking between people, businesses, devices, data, and processes, based on
intangible assets, massive data usage, multilateral business models, and is the main source of
growth.

"Big Data Economy" as the basis for the development of the digital economy: 1) stimulates
competition, investment and innovation that will improve service quality, expand consumer choice,
create new jobs, which increases labor efficiency, competitiveness companies, reducing production
costs, reducing poverty and social inequality; 2) the economy of the new technological generation,
economic activity in which the key factor in production is data in digital form; 3) processing of
large volumes of these data and the use of the results of their analysis in accordance with innovative
forms of management, which can significantly increase the efficiency of various types of
production, equipment, storage, sales, delivery of goods and services; 4) activities for the creation,
dissemination and use of digital technologies and related products and services.

Data flows are difficult to measure because they are growing rapidly. COVID-19 pandemic
has had a tremendous impact on the Internet traffic, as most businesses and organizations are
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increasingly online. In terms of volume, the most commonly used indicator is the total used
international Internet bandwidth, which allows you to measure the total amount of data transmitted
in bytes. In addition, according to available information, the use of international capacity increased
during the pandemic. Distinctive feature of the "Big Data" economy - large imbalances, digital
gaps. Only 20% of the population of the least developed countries (LDCs) use the Internet, and
access conditions for them are usually relatively low download speeds and relatively high costs. On
the other hand, its use is of a different nature. Thus, while in some developed countries up to 8 out
of 10 Internet users shop online, in many countries this figure is less than 1 of 10. In addition, there
are significant differences within countries. Both raw data and the ability to convert them to digital
intelligence are needed to create value and benefit. Creating added value of data is something that
helps countries to move towards the development of the big data index. As the digital data economy
has evolved, there has been another data gap that has widened the existing digital divide. In this
new configuration, developing countries may find themselves in a subordinate position, and data
and related benefits will be concentrated in the hands of several global digital corporations and
other multinational data control companies. There is a danger that they will simply become raw data
providers for global digital platforms. At the same time, they will have to pay for the digital
intelligence obtained with their data.

Despite the important role that data plays in the developing digital economy, there is no
generally accepted concept of "data”, what is confusing and difficult to conduct analytical research.
Data is a special resource that has certain features that distinguish it from goods and services. Data
is elusive and uncompetitive, while access to data may be restricted by technical or legal means,
leading to varying degrees of exclusion. For example, data collected by major global platforms is
not always available for use by others, giving platform owners a monopoly that allows them to
benefit from this data. In addition, the total cost of data can often be greater than the sum of the
value of individual data, especially in combination with other, additional data. In addition, the raw
data collected may have a "deferred" value, as it may become valuable if the data can be used to
address new issues that did not exist before. The more detailed and detailed the data, the more goals
can be served by filtering, aggregating, and combining the different methods used to produce
different results.

Moreover, the data are multifaceted. From an economic point of view, they can bring not
only private benefit to those who collect and control data, but also public benefit to the economy as
a whole. And the latter cannot be provided by markets alone. In addition, private income from the
use of data is distributed very unevenly. As a result, there is a need to develop policies aimed at
supporting goals of efficiency and equity. However, non-economic aspects must also be taken into
account, as the data are closely linked to privacy and other human rights, as well as national
security issues, all of which need attention.

Understanding data and its flows requires looking at them from different points.

First, there has always been data and information that has developed the archetypes of
sustainable biotechnology business models and has been proven in practice. Second, raw data
collected on certain activities, goods, have no value on their own, but can create value after
grouping, processing and monetization or use for public purposes. Third, the conversion of raw data
into digital intelligence - in the form of statistics, databases, analytical data, information, etc. - leads
to "information goods", which when sold to other countries can be considered in the structure of
trade statistics as services. There are also different taxonomies in which data types are classified
according to different criteria.

The rationale of biotechnology in this case is similar to industrial applications, to increase
the overall efficiency of conversion of agricultural inputs, into products (Peppou, G., 2018). Due to
this these organisations are able to compete on the basis of cost.
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Figure 1. Sustainable biotechnology-driven business model archetypes
Source: Peppou, G., 2018

As the advantage derived is a cost-based advantage this archetype is classified as
‘economic-led’, the primary advantage of adopting biotechnologies is to reduce costs to be able to
compete on price. sustainable biotechnology-driven businesses can reach a sustainable business
model through either operating as an environmentally-led archetype or economically-led archetype.
Broadly organisations operating an environmentally-led business model archetype facilitate some
reconfiguration of the industry value chain they operate in, utilising biotechnology to offer a
product or service distinct to those previously available (Peppou, G., 2018).

Some industrial sectors, such as transport logistics. According Kavecké and Pauzuoliene
(2021), companies around the world are under pressure to apply sustainable development-based
business practices in the value-creation system. The development of the logistics and transport
sector leads to increasing freight flows, an increase in the mileage of freight cars and the
consumption of diesel fuel, which has an impact on the environment by increasing CO2 emissions.
The use of renewable energy sources in the transport sector is still low and the targets have not been
met. Companies should therefore step up their efforts to reduce emissions of pollutants harmful to
health from vehicles in order to improve these indicators. Organizations seeking to reduce negative
environmental impacts should apply green solutions in their activities, thus helping to reduce a wide
range of environmental, economic and social problems. In order to move towards more
environmentally friendly transport, organizations could implement the following green solutions in
their activities: use greener vehicles, alternative fuels, encourage drivers to learn and apply a fuel-
efficient driving style, optimize vehicle routes, reduce waste, etc.

There are important differences in whether data is collected for commercial purposes,
whether it is used by companies or the public sector, to which period it belongs - present or past,
whether it is confidential or non-confidential, or personal or non-personal. Data classification is
important because it is important not only for data management policy and international data flow
management, but also for determining the type of access that must be granted to each data type. Due
to the special properties of the data, they should be treated differently than ordinary goods and
services. In the new context of the digital data economy, concepts such as property rights and
sovereignty are becoming blurred. Instead of trying to determine who "owns" the data, it is more
important to understand who has the right to access, control and use the data. Digital sovereignty is
most often associated with the need to store data within national borders, but the relationship
between the geography of data storage and development is not obvious. Assigning territorial
affiliation to international data flows is also a difficult task.

Data can be better understood in terms of using, rather than trading or sharing. The
information asymmetry inherent in the data economy seems insurmountable because there are no
market solutions to correct it. Contradictions in data ethics also play an important role, including
between value creation through data use and control of population data, as well as between data
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filtering and censorship. As a result, the management of data and its flows is of great importance.
Approaches to regulating data flows - and in the digital economy as a whole - differ widely among
the major economic and geopolitical players in the digital economy, both regionally and
internationally, and with rare exceptions there is no consensus on their interpretation. The three
most popular approaches to data management are the most popular in the world: 1) the approach
used in the United States, which is to control data from the private sector; 2) in the Chinese model
of "data economy" the emphasis is on control over data by the state; 3) while in the European Union
- by individuals on the basis of fundamental rights and values.

There is a friction between these centers today, especially between the United States and
China. In addition, global digital corporations are seeking to expand their own data ecosystems. The
advantage in the field of technological development is being fought for, as its winner will be able to
gain economic and strategic advantages by controlling data and technology, especially in the field
of artificial intelligence (Al). In these conditions, there is a danger of fragmentation of digital space
and the Internet. In general, there is a danger of obstacles in the digital "data economy", which
contradicts the original spirit of the Internet as a free, decentralized and open network. The
fragmentation of the digital data economy hinders scientific and technological progress, as well as
reduced competition, an oligopolistic market structure in some countries, and increased state
influence in others. This can have significant negative consequences for all countries, as
fragmentation will reduce business opportunities, as access to supply chains for users and
companies will be more difficult, and data transfer to other countries will be limited. In addition,
there will be more obstacles to cooperation between different countries.

3. Concepts of digital transformation as a factor of sustainable development. Digital
transformation as a factor of sustainable development provides companies with unprecedented
opportunities to increase profitability and improve customer service. Digitization, which is
described as interfering with the DNA of an enterprise, requires a revision of traditional business
practices and methods. Artificial intelligence and technology (machine learning, natural language
processing, neural networks) have the potential to increase efficiency and increase business
revenue.

The positive contribution of these technologies can be applied even outside the private
sector, as the development of e-government will also increase the speed and efficiency of
administrative processes. As digitalisation grows, similar shortcomings arise in all economies and
societies. Recent research shows that automation and related advances in the use of artificial
intelligence in manufacturing will result in reduced employment opportunities and higher
unemployment (Frey and Osborne, 2017).

Although economic activity, complemented by digital technologies, contributes to value
creation, it will not require the same number of workers, and a significant part of the population will
lose their jobs. To address the potential and existing employment risks associated with digital
technologies, some developed countries are considering a wide range of pilot policies, from the
introduction of general wages to the taxation of robots and data centers to understand the different
classifications of sustainable business models.

Jacob Agwu, U., & Bessant (2021) investigated the literature to understand different
classifications of sustainable business models.

The authors relied on Bocken et al. (2014), who used them to “describe groupings of
mechanisms and solutions that may contribute to building up the business model for sustainability”
(Bocken et al., 2014, p. 45), Bocken, Weissbrod, & Tennant (2016) and They broke down the broad
nature of approaches in sustainable business modeling into a substantial framework. The content of
archetypes includes a wide variety of activities. table contains explanations of the content of
archetypes.

It should be emphasized that digitalisation, combined with evidence-based policies, can
enable the development of digital technologies, complementing the socio-economic prosperity of
the nation. According to the study, business investment in digital technologies is positively
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correlated with the employment of highly skilled workers and negatively correlated with the
employment of low-skilled workers. As low-skilled jobs are at risk in the long run, governments are
faced with the need to provide retraining opportunities. The existing level of technological
capabilities and the ability of enterprises to successfully integrate them into existing business
models, the digital transformation at this stage will mainly help to replace individual tasks, rather
than entire jobs. Automation is mainly about simple and repetitive tasks that allow people to pay
more attention to creative tasks and devote more time to developing their talents.
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Figure 2. Sustainable business model dimensions and archetypes

Source: Ritala, P., Huotari, P., Bocken, N., Albareda, L., & Puumalainen, K. (2018).
Sustainable business model adoption among S&P 500 firms: A longitudinal content analysis study.
Journal of Cleaner Production, cit. Jacob Agwu, U., & Bessant, 2021.

The spread of digital technologies in different societies is uneven, leading to a digital divide
based on gender, geography and age. On average, the number of women pursuing careers in the ICT
sector and improving their skills in programming is much lower. Gender inequality remains a
problem in the subregion and is reflected in science, technology and innovation, where men and
women have unequal access to technologies and related capabilities.

Rural areas tend to have very limited access to high-quality fixed and mobile broadband
infrastructure compared to urban centers. Few older people have the skills and competencies to be
competitive in the digital age. Without access to retraining, there is a risk that a significant part of
the population will be excluded from the digital economy. Sustainable digital infrastructure
combined with digital literacy can help to bridge the gap between urban and rural areas. Inclusive
sustainable development is achievable if women, the rural population and the elderly acquire the
appropriate skills to work with digital technologies. In order to avoid benefiting from digitalisation
opportunities only for certain groups of the population, it is important to ensure a multilateral
approach that links the development of inclusive digitalisation with the 2030 Agenda for
Sustainable Development.

CONCLUSION

Many national initiatives have demonstrated the viability of digitization, but at the same
time have shown that a number of obstacles remain to the full realization of digital potential. These
barriers need to be addressed through targeted policies that address specific challenges to ensure
that digitization efforts complement the longer-term goals of economic transformation and
sustainable development.

In recent decades, the pace of digital economic transformation in most countries has been
limited. To address this issue, governments need to develop clear national policies and action plans
for the digital economy. The initiative should include consultations with the private sector and civil
society, focusing on the initiatives proposed by the Working Group on Innovation and Technology
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for Sustainable Development and the recommendations of the Committee on Information and

Communication Technologies.

Cooperation between scientific and industrial circles can be stimulated by direct and indirect
investments, reform of the management system in the Free Economic Zone and the development of
public-private partnerships in this field. In addition, support mechanisms need to be put in place by
reviewing tax legislation and the public procurement system. These initiatives can be effectively
used to contribute to the Sustainable Development Goals while creating the policy environment and
infrastructure for a comprehensive digital economy.

In this regard, it is necessary:

- to ensure compliance of legal requirements with changes in the socio-economic landscape
caused by digitalization. Currently, the regulatory framework of many countries does not reflect the
requirements and needs of the digital economy; These mechanisms can also attract strategic
investment in countries to finance specific sectors for potential development.

- to increase investment in the development of science, technology and innovation, which
will allow this sector to make a more significant contribution to the creation of highly skilled jobs
and higher incomes. As countries seek for diversifing their economies in order to reduce their
dependence on the extractive industries, investment in digitalisation will contribute to sustainable
economic transformation. It also indirectly solves the problem of "brain drain®, as investment can
stimulate the creation of opportunities.

To full fill this task, it must be prepared:

1. Human resources for the digital economy: expanding the supply of skilled labor by
reforming secondary and higher education, which will transform the labor market to support the
digital economy, create opportunities and incentives for learning.

2. Information infrastructure should be developed and improved in order to further develop
ICT infrastructure and data centers.

3. Information security: ensuring digital security and protection of citizens, as well as public
and private organizations.

4. Digital technologies: identification of measures to support basic and applied research in
the field of digital technologies.

5. Regulatory regulation of the digital environment: development of laws and regulations
supporting the development of digital technologies and their application in the public and
private sectors.

6. Digital public administration: creating a vision and formulating measures for the digital
transformation of the public sector based on new technological approaches.
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3APYBDKHI KOHIENIIi IHGOPMANIIHOI (N ®POBOI) EKOHOMIKHA

Oxcana byraituyk
acnipaum,
Inorcenepnuti HaguaIbLHO-HAYKOBUU THCIMUNLYM
3anopisbkoeo HayioHaneHo2o yHieepcumemy im. FO.M. [lome6ni
3anopiscorcs, Yrpaina

B cydacHux ymoBax B €KOHOMIL 3'SIBUJIMCS HOB1 BUKJIMKH, 3YMOBJIEHI BIPOBAJKEHHSAM
r100abHUX KOHKYPEHTOCHPOMOXHHUX IU(PPOBUX TEXHOJIOTIH Ta, BIAMOBiAHO, TpaHchopmarrii
eKOHOMIKH y 1ubpoBuil popmar. Y mpomMucioBocti nudposizailis CIUPAETbCd Ha KOHIEMIIIO
Ianycrpist 4.0, mo mependavyae ii Hackpi3Hy mHMQpoBi3amiro Ta IHTErpamiro B I1HTEIEKTyallbHY
TEXHOJOTIYHY mIaThopMy. AKTYalbHHUM € aHali3 OUPpPOBOI EKOHOMIKM 3 ypaxyBaHHSIM
r7100abHUX BUKJIMKIB, HOBOI €KOHOMIYHOI pealbHOCTI, PO3BUTKY Teopii mudppoBoi eKOHOMIKK Ta
ylpaBiiHHA. B yMOBax cy4acHOro €KOHOMIYHOTO PO3BUTKY BCe OibIlIa KUIBKICTh MPOMHUCIOBO-
OpPIEHTOBaHMX KpaiH MEPeXOAWTh Ha IU(PPOBHHA NIIAX PO3BUTKY, OCKIIBKH BHKOPHCTAHHS
pe3ynbTaTiB MUQPPOBOI HISUIBHOCTI JO3BOJIAE€ BUPOOIATH KOHKYPEHTOCIPOMOXHY MPOAYKIIIO 3
BHCOKOIO JIOJIAHOI0 BApTICTIO, pPO3BHBAaTH CYMDKHI Tamy3i (MOETbcs TPO  aKTHBI3AIIO
MYJbTUIUTIKATUBHOTO €(EeKTy), CIpHUsie TMporpecy €KOHOMIKH, JIepXKaBu, 110, Oe3MnepeyHo,
3a0e3neuye BUHUKHCHHS SIKICHUX 3MiH BCHOTO TIPOMHCIIOBOTO BUPOOHHIITBA. METOO JOCIIKECHHS
€ OOrpyHTYyBaHHS HampsMiB 3apyODKHUX KOHLENIid iHdopMmariiiHoi (1udpoBOi) E€KOHOMIKH.
MeTomooris: TEOPETHYHOI0 Ta METOAOJIOTIYHOI0 OCHOBOIO JIOCTI/DKEHHS € (DyHIaMEHTalbHI Ta
aHAIIITUYHI OCHOBHM JOCHIMKEHb HHU(PPOBOI EKOHOMIKHM, IS 3a0e3leyeHHs KOHIENTYalbHOI
LITICHOCTI SIKOTO OyJM BUKOPUCTaHI METOAM MOCTHEKJIACHYHOI METOAO0JIOr1, B OCHOBI sikoi Aglile-
metozposnoris 1 Aglile-pinocodis sixk HoBa mapaaurma iHdopmaliitHoi (UPPOBOi) EKOHOMIKH, 10
NPEJCTaBIsiE  METOAOJNOTII0  CKIQJHOCTI, a TaKOoX CHCTEMHHH, AaKcCioJOoTriuHUi  Ta
1H(pOPMAaIIONOTTYHUN METOIH 1 MAXOAU, 10 JO3BOJIUIM Yy BCIH LITICHOCTI MPEACTAaBUTH 3apyOixkKH1
KoHUenmii iHpopmaniiiHoi (1iuppoBoi) eKoHOMIKU. bBynu BUKOpUCTaHI METOAM aHaNi3y 1 CUHTE3Y,
y3arajbHEHHS Ta CUCTeMaTH3allii, ICTOPUYHOIO Ta JIOT1YHOIO Ta MOPIBHAJIBHOrO MeToiB. HaykoBa
BaXJIMBICTh POOOTH MOJIATAE B TOMY, 1O JOCTIIKEHO CBITOBUH AOCBiJl (JOpMYyBaHHS KOHILIELIN
iHpopmaniiiHoi (1MdpoBOi) EKOHOMIKH, BUKOPUCTAHHS €()EKTHBHUX MEXaHi3MiB 3a0e3nedyeHHs
PO3BHUTKY IWHAMIUHOI IU(PPOBOI €KOCHCTEMH, 3AaTHOI MPUHOCHUTH TOBTOCTPOKOBI BHTOIM, IS
YOro pO3BHMBATU PETYIATHBHI MeXaHI3MH, sKi  OyqyTh NpuBaOIMBUMHU [UId CTapTamiB Ta
TaJaHOBUTUX (paxiBI[IB 3 BUCOKMM IOTEHIIAJIIOM, 1[0 CIIPUATUME PO3BUTKY JUHAMIYHOI HU(POBOI
€KOCHUCTEMH, 3/IaTHOI MPUHOCUTH JOBIOCTPOKOBI BHUroAW. LIiHHICTH IOCHIJKEHHS TMOJIATae B
PO3po0IIl MPaKTUYHUX PEKOMEHJAIH 1010 YIOCKOHAIEHHS IM(POBOI €eKOHOMIKH, 3aCHOBAHOI Ha
3HaHHAX 1 IUQPOBUX TEXHOJOTIAX, y paMKaX SKUX peasi3yloTbCsi HOBI MOKJIMBOCTI JJIst
CYCH1JIbCTBA, O13HECY Ta JIepKABH.

KurouoBi cioBa: nudpoBa ekoHOMKa, KOHIENI, 1udposizalis, ekoHomika «Big Datay,
CTaJIM PO3BUTOK
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Abstract. This article attempts to assess the impact of microcredit on the economic well-
being and implicitly the degree of multidimensional poverty of women in Algeria. Based on data
from a survey of 228 microcredit recipients in the department of Boumerdes in Algeria. The study
showed that participation in microfinance services provided by the national agency for management
of microcredit (ANGEM ) could be a tool for women to acquire the capacity to make strategic
choices concerning their lives. By having access to microfinance services, women can set up their
own businesses and consequently improve their status within the household and in their
communities. Only 26 women participated in the survey. Using the Mann Whitney U test, the
results show a significant difference between the impacts generated by microcredit on both genders
based on the asset ownership index where female beneficiaries feel more impacted than male
members do. These results call for further questions. ANGEM is not Micro-Finance Institution
(MFI) like the others. It is a public agency.

Key words: empowerment, impact, microcredit, multidimensional -poverty, gender.
JEL Classification D10, O30, M54, 132.

INTRODUCTION

The economic well-being of the people living in a society is essential for the development of
the country and represent an integral part of the role of government. The contribution of
the microfinance sector to this economic well-being is an important research question. The
microfinance has generated considerable interest among researchers around the world after his
success in multiple economies since 1970. The number of research articles published each year, by
academics and practitioners in ranked journals, has increased significantly in recent times.
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It is recognized that microfinance is important tool for ensuring the transition from the
informal economy to the formal economy (ILO, 2015). Social enterprises constitute a segment of
the social and solidarity economy. One of the main components of the informal economy
according to ILO resolution 204, “the economic units of the informal economy include: a) units
which employ labor of work; (b) units owned by individuals working on their own account, either
alone or with the assistance of unpaid family workers; c) cooperatives and social and solidarity
economy units” (ILO, 2015, p. 5 point 3). It is also accepted that microfinance is one of the
important approach to create a decent work.

One of the recurring contributions of microfinance is the reduction of poverty and the
development of the empowerment of women (Kabeer, 2005, p. 4711). The latter is defined by
Kabeer as "a process by which those who have been deprived of the ability to make strategic life
choices acquire this ability.” In developing countries, women are poor and powerless compared to
men. Women do not always have access to education, the right to claim property and many other
living facilities. Before resorting to the services of microfinance institutions (MFIs), poor women
borrowed in many informal ways, which increases their social vulnerability.

The vulnerability, the probability of physical or psychological abuse, health problems are
some of the serious problems faced by women in developing countries. (Murshid, 2016,
p.1582). Therefore, women economic empowerment increases women security, self-esteem, and
social and economic status; in addition, it improves the standard of living of the whole
family (Gaywala, 2018). According to the World Poverty Clock, among the world’s poor, “65% are
women” (World Data Lab, 2020).

In this sense, and for more than three decades, microfinance programs have been considered
an important development strategy all over the world, particularly in developing
countries. Governments and non-governmental organizations (NGOs) in these countries have set up
various micro-credit programs targeted the poor. Most of these programs intentionally target
women because they have more constraints of access to credit and limited access to the labor
market. They have the “higher loan repayment rates than men”. Similarly, the women are more
likely to share the benefits of the loan with other family members, especially their children. An
increase in social and political awareness, training and skills development of this disadvantaged
group could also be the reasons for targeting women (Kato & Kratzer, 2013, p. 43).

In this study, we postulate that access to microfinance, has a significant impact on the level of
poverty and the empowerment of women in Algeria. With access to microfinance, decision-making
power increases, which brings economic well-being and prosperity to the family. Our aim is to
examine the hypothesis that the impact of microcredit on beneficiaries is more significant for
women than for men. The study is based on a survey of 228 beneficiaries of microcredit from
ANGEM in the department of Boumerdes. We use first, the possession of assets, solvency index
and the index of financial inclusion as dependent variables. Gender represents our stratified
variable.

LITERATURE REVIEW

Empowering women through financial inclusion

Women constitute half of the population in all countries, but their unemployment rate is
higher than unemployment mal-rate in almost countries according to the ILO data. The Arab
countries have the lowest rates of activity. According to the female activity rate, Algeria is among
the last countries in the world in 2019 (ILO, 2020). The empowerment of women was selected as
one of Objectives of the Millennium for developing countries (MDG3). It was reappointed to
the Agenda 2030 of the United Nations all over the world - goal of sustainable development
(ODD5). The economic empowerment of women can be achieved by the financial inclusion.
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The existing literature on the impact of microfinance can be classified into three
categories. The first category examines the impact of microfinance on poverty. The second were
addresses the impact of microfinance on women empowerment. The third series of studies
highlights other effects of microfinance, such as the impact on education, health, nutrition, level of
consumption and asset building.

According to a recent survey (Microfinance Barometer, 2020), MFIs serve 140 million people
worldwide, over 80% of whom are women. Globally, women participation has different roles: as
borrowers, board member, manager and loan officer, is increasing relative to male counterparts in
the microfinance sector. Another study (MIX Market data, 2019) gives an order of magnitude of
MFI clients by region of the world: South Asia (99%), East Asia and the Pacific (80%), Africa
(60%) Latin America (49%), Middle East and North Africa (48%) and Eastern Europe (44%).

Numerous evaluations of MFIs have shown that microfinance services have a positive impact
on women. Some economists (Hashemi, Schuler, and Riley, 1996, p. 652)found that
programs micro credit had significant effects on the different dimensions of women
empowerment. Other authors (Pitt & Shahidur, 1998, p. 989) does not found that microcredit has a
greater effect on the behavior of poor households in Bangladesh where women participating. They
also observed that the participation of women in microfinance programs had a positive impact on
the acquisition of assets by client households. Another study (Rai & Ravi, 2011, p. 918) on women
empowerment and microfinance, found that MFI members women are more independent than the
others women. Finally another author (Rahman, 2009, p. 298) has deduced that the ability of
women (income from their own jurisdiction) is also a major empowering.

From the above literature, we can confirm that women achieve some autonomy by using the
services of MFIs. The difference in results may have a relation with the difference in the socio-
economic environment, to the timeframe, the tools used (method of
measuring economic empowerment), the nature of the studies (transversal or longitudinal)
and socio-political conditions.

Improving the well-being of women in the context of microfinance services

There is a large body of research on the economic impacts of microcredit services (Banerjee,
Duflo, Glennerster, & Kinnan, 2015). Previous research reported mixed evidence of the impact
of microfinance on economic conditions of women (Vaessen et al., 2014). The diversity of results
can partly be explained firstly by two major methodological differences in the study
intervention. First, microfinance programs differ considerably in their services offered (Armendariz
& Morduch, 2010). Second, the study designs differ and include the results of national demographic
survey data. So that controlled trials and randomized behavioral games, or semi-structured in-depth
interviews (Banerjee, Duflo, Glennerster, & Kinnan, 2015). The two main methodological
differences make the comparison of results very difficult.

To integrate the results of previous research and thus acquire a more in-depth understanding
of the well-beingof women in the field of microfinance services. We propose a three-
dimensional model for measuring the well-being of women, which includes: (i) micro dimension,
referring wealth index observed, (ii) the medium level , referring to financial independence
measured by the degree of savings , and finally (iiii ) the dimension at the macro level, referring to
the results women economic performance.

Micro finance in the mena region

According to the World Bank document on poverty and prosperity (World Bank, 2020),
which provides global and regional comparisons, the poverty analysis in Middle East and North
Africa (MENA) is different for two reasons. Firstly, it is the only region where the rate of extreme
poverty increased between 2011 and 2015, from 2.7% to 5%. The number of people living on less
than 1.90% per day has doubled to reach 18.6 million person. On the other hand, it is the first time
that global estimates have been established for this region after several years marked by a lack of
data and problems related to the conversion factors of purchasing power parities in 2011 in some
countries (Atamanov & Tandon, 2018).
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However, the same institution emphasizes that a large part of the population lives in
vulnerable  situations, which  increases its  fragilityto  external  shocks. For  this
region, several countries seem to suffer particularly from extreme poverty: nearly half of the
population of Yemen (Middle East) lives below the poverty line of $ 2 per day. The rates are also
high for Iraq and Syria with 21.41% and 16.9% respectively.

Regarding access to basic financial services, developing countries in the Arab region (except
Gulf countries) have the lowest proportion of adult account holders compared to other regions of
the world in 2011 , the proportion of adults with an account was only 1 8 %. Women are less likely
than men do to have an account in the Arab region (Asli & Leora, 2012, p. 09).

Financial inclusion of women can therefore be a solution to help women increase their
economic participation and create their own income-generating activities. The characteristics of the
region make it a fertile ground for the development of microfinance. Microfinance in the MENA
region is a relatively a new industry compared to other regions (Chehade, Navarro Barnieh, and
Attia, 2017, p. 02). The Alexandria Business Association, launched in Egypt 20 years ago, managed
the oldest program. In other parts of the world, particularly in Asia and Latin America, MFIs have
been in existence for several decades. Thus, by developing microfinance, practitioners and policy
makers in the MENA region can learn from other regions while adapting programs to their own
environment.

Nevertheless, microfinance is narrowly defined, as most services offered by Arab MFIs are
limited to loans. Yet many MFIs in the region are beginning to offer education loans as well as
micro-insurance for death and disability, health and medical insurance, in addition to life
insurance. Despite this deployment of inclusive finance, the MENA region continues to be the
smallest market in terms of borrower reach and gross loan portfolio (Chehade, Navarro, Barnieh, &
Attia, 2017, pp. 5.7).

In the MENA region, microfinance markets are at different stages of development, Morocco
and Egypt in particularly shows higher levels of reach and scale than younger markets in Iraq and
Syria. Morocco and Egypt currently represent 85 % of the total number of borrowers and 73 % of
the total loan portfolio in the region (Khamar, 2019, p. 4). Egypt remains the largest market in terms
of borrowers, while Morocco remains the largest market in terms of portfolio.

Since 1999, when the first survey was carried out in the region, microfinance in the Arab
States has moved from a commercial sector that targets financial performance, to an emerging
industry that is based on social values. However large Gaps appear: most microfinance
institutions in Egypt are both socially and financially successful, while those in Yemen are socially
successful and those in Jordan are financially successful (Adair & Berguiga, 2014, p. 11).

Over the past decade, the sector has seen notable changes as well as areas requiring further
development. The region has seen a significant improvement in terms of awareness of
female borrowers compared to around 36% of borrowers in 1997; women currently represent
almost two-thirds of borrowers in the MENA region (58 %), compared to 63 % for the Asian
region (Khamar, 2019, p. 4). As women also constitute the majority of the world's poor, the
increased focus on women has been accompanied by a general increase in the outreach of
awareness. Despite some instability in the region, the influence of the microfinance sector remains
constant. Group loans were the predominant lending methodology in the past, particularly in
Morocco, Jordan and, increasingly, Egypt, where they are seen as an effective tool for reaching
women. In all other countries, individual loans were largely used. The MENA region enjoys a low
average loan balance per borrower, indicating that MFIs in the MENA region are targeting the low-
income market. While Iraq, Lebanon and Palestine have the highest loan balances and are the only
ones above the regional average of $ 1,100, Palestine is the only country with the average loan
balance / GNI per inhabitant is more than 50%. While benefiting from the largest markets, Egypt
and Morocco also have the lowest average loan balances per borrower (Chehade, Navarro, Barnieh,
& Attia, 2017). The MENA region recorded the highest capital-to-asset ratio and a relatively low
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debt-to-equity ratio. This is because savings products continue to be offered on a limited scale in the
region because of legal restrictions, while deposits constitute a larger share of MFI funding in other
regions (Ben Abdelkader & Mansouri, 2019) .

In Algeria, microcredit is recent. The NGO Touiza introduced microfinance in 1995. The
microcredit regulatory system, established and implemented by the government in 1999, coincides
with the idea of promoting small economic activities. Touiza's experience did not last without
obtaining the approval of the authorities (Benhabib, Smahi, Maliki, & Baha,
2005). The device microcredit was initially built in the Social Development Agency (ADS) created
into 1996 mitigate the social effects of structural adjustment Program (SAP).

Only eight years after an independent agency was created. The (ANGEM) which was created
by Executive Decree n ° 04 - 14 of January 22, 2004. According to Article No. 2 of Order,
“the micro lending is a loan granted to classes of citizens without income and / or unstable incomes
with small and irregular activity”. According to ANGEM, micro lending is designed as “a tool in
the fight against unemployment, poverty and social exclusion *. Regarding the creation of activities
and jobs, micro lending will effects: reducing unemployment, fight against poverty and social
exclusion and to phase out the informal economy (Musette, 2014). ANGEM went through two
stages, with changes made in its text in 2011 by a presidential decree.

Before 2012, ANGEM developed two programs providing interest-free loans as well as non-
financial services: (i) for the purchase of commodities (AMP); (ii) to create an activity, including at
home, not necessarily a business.

After 2012, a change took place in its program. It joins the model of the National Agency for
the Support of Youth Employment (ANSEJ) with mixed funding and tripartite funding with a
ceiling of 1 million Algerian Dinar (DA). According to agency data, a steady increase in activity is
recorded for the two types of "interest-free" financing, whether for the AMP or for the creation of a
business (project).

It was able to reach the threshold of 923,788 projects at the end of 2020, of which nearly
834,896 were dedicated to the MPA. They have generated 1357 764 job positions. From its
inception to date, the agency has reportedly funded around 587,213 women businesses, mostly in
the AMP formula.

Table 1
Financial services provided by ANGEM
Number of loans granted to women 587,213
Number of loans granted to men 336,575
Number of jobs created 1,357,764
Number of beneficiaries of non-financial services 342,323

Source: authors according to ANGEM data (ANGEM, 2021)
METHOD AND DATA

The empowerment economic of women is seen as a process as well as a result. Seen it as a
process allows help us to better evaluate impact, but it is easy to collect data on women's
empowerment as an outcome and it is difficult to measure empowerment as a process. Data
collection (survey and participatory approach) related to the empowerment process takes longer and
may add bias in interpreting responses (Pokhriyal, Rekha & Jaya, 2014). For this, we will treat the
database of a survey by analyzing the impact on three dimensions: the asset ownership dimension to
measure the depth of the impact, the savings dimension to measure the degree of financial inclusion
and the dimension credit and debt to measure the creditworthiness of beneficiaries.
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Our main contribution is to measure the gender effect on the impact of microfinance through a
sample regrouping 228 micro lending beneficiaries in the department of Boumerdes conducted by
the Research center for applied economic for development (CREAD) in 2012.

The population of the department of Boumerdes is estimated at 800,000 inhabitants according
to the 2008 RGPH. It grew by 2.2% between 1998 and 2008, slightly above the national
average. This population is divided between 142,000 households, with an average of 5.6 persons /
household.

The survey includes 90 questions classified under 9 headings. Relate to: (i) the observations
of the interviewer, (ii) the living conditions, (iii) the household equipment, (iv) the individual
characteristics of the promoter before the launch of his activity, (v ) Characteristics of the promoter
and the launch of the activity, (vi) The launch of the activity - situation at the start, (vii) the
financial situation, (viii) the impact of the activity on the individual, on his family, on their
environment, (ix) a general appraisal sheet of the system.

The sample of promoters was established by the technical services of ANGEM. The criteria
used are the year of granting of loans, from 2005 to 2011, according to the two formulas “purchase
of raw materials” (AMP) and for the creation of an activity (project). A second control sample was
withdrawn for promoters who benefited from a loan after 2011, taking into account the reforms
adopted by the government for the system. In total, a volume of 350 promoters, with a loss margin
for each year. 30 executives from Algiers, Tipaza and Blida conducted the survey. The 10
executives of the Wilaya of Boumerdes were mobilized to support the investigators in locating the
people to be investigated. The investigators were able to fill in 228 validated
questionnaires (Musette, Belhouari, Meziani, & Achour, 2013).

In order to test the hypotheses, a non-parametric test is essential; the Mann-Whitney U test
was used to determine whether there were significant differences between women and
men receiving microcredit. This test represent an alternative to the t test for independent samples,
it examines the differences in classified positions ordinal dependent variables in two independent
groups (Nachar, 2008, p. 14). The Mann-Whitney U test is robust to violations of normality and
homogeneity of variance. This test is used to determine if there is a significant difference between
women and men receiving micro lending. Any significant difference statistically suggests
that dependent variable that represent in our case the index of asset ownership, the index of
financial inclusion and solvency index differ significantly between women and men beneficiaries of
the ANGEM program.

RESULTS AND INTERPRETATIONS

Descriptive analysis

This study seeks to measure the impact of gender-split micro lending onthe economic
empowerment of beneficiaries and implicitly the degree of multidimensional poverty. For this,
descriptive analysis is essential to identify our research variables.

The household size isan essential tool to estimate equivalence scales to compare the
two subgroups. It can be seen from the visualization of the datathat 80% of households have
a maximum of eight members. We also note that only 11% of our sample is female against 89%
male.

We note fromthe data thatthe average age of beneficiaries is 56 yearsand 80% of
respondents are under 66 years old, for the marital status of respondents we see that more than 86%
of respondents are married. For the level of education, we see that 95% of respondents does not
access to university, with a rate of 33% completely excluded from the education system. For the
individual situation before access to micro lending program, we note that only 48% of beneficiaries
were excluded from the labor market.
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Impact analysis

Different tests are available to determine whether the relationship between two crosstab
variables is significant according to a categorical variable, which is represented in our case by the
gender of the respondents. The most commonly used test is the Mann-Whitney test. One of the
advantages is that it is suitable for the type of ordinal data. This test is used to determine if there is a
significant difference between women and men receiving micro lending. The impact measurement
will be done in two stages: first on the possession of assets and then on three indices.

Impact on asset ownership

The impact on the ownership of assets includes four tests on four selected items based on the
approach of the deprivation; this dimension includes the degree of participation in the purchase
of goods following refrigerators, a television, a cooktop and a computer. The choice of these goods
is subjective. The significance value contains the information sought. Over the significance value is
negligible, more likely the two variables are different.

The following table summarizes the results obtained for the equipment selected from the
households surveyed.

Table 2
Mann-Whitney test of possession of selected equipment
Mann-Whitney U 2082 23105 | 1280 84
W from Wilcoxon 22182 22210.5 | 13526 90
Z -3.284 -1.722  -2.621 -0.759
Asymptotic significance (bilateral) | 0.001 0.085 0.009 0.448
To. Grouping criteria: Gender

Source : Own compilation

According to the data, 226 ANGEM micro lending beneficiaries interviewed believe that the
microcredit has positively influenced the possession of a refrigerator. In our case, we record a
significance value of 0.001 less than 5%, which confirms the existence of a significant difference
between the possession of a refrigerator between women and men.

According to the data, 225 beneficiaries find that the microcredit positively influenced the
possession of a television. We records a significance value of 0.0 85 higher than 5%, which does
not confirms the existence of a significant difference between owning a TV between women and
men, but it is significant at 10% of error risk

According to the data 176 beneficiaries approves that the microcredit positively influenced
the possession of a stove. The significance level of 0.009 less than 5%, which confirms the
existence of a significant difference between owning a stove between men and women.

According to the data, 70 beneficiaries admit that the microcredit positively influenced the
possession of a computer. The significance value of 0.660 ™ greater than 5%, which confirms the
non-existence of a significant difference in the possession of a computer between women and men.

Impact on the survival of businesses , the financial inclusion
and the a solvency financial

We applied the same test under the same questions about
the degree of significance for beneficiaries and the difference between the two genders. The results
are synthetic in the following table.

First of all, the index sustainability measured by the financial situation of the company
represent an indispensable tool to knowto what degree beneficiaries applies good
governance of their companies. According to the descriptive statistics, we realize that 217
beneficiaries consider that the financial situation of their business is difficult. In our case, it records
a value of 0 meaning of, 114 over 5% which says the lack of a significant difference in the index of
corporate sustainability among both genders.
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Table 3
Mann-Whitney test on business sustainability, inclusion and financial solvency
Mann-Whitney U 1895.5 2397 2298.5
W from Wilcoxon 20616.5 21703 2623.5
Z -1.579 -0.194 -0.625
Asymptotic significance (bilateral) 0.114 0.846 0.532

To. Grouping criteria: Gender

Source: authors from survey data

Second, access to finance and financial capacity are both intermediate outcomes and
components of financial inclusion. Being strictly interrelated, efforts to simply improve financial
access without at the same time improving financial capacity and contextual conditions for
development will be insufficient. They will also be unsustainable given that choosing and using the
most adequate financial product (access) can be complex, if not impossible, as understanding all the
implications in terms of risks, costs and benefits without the skills and knowledge necessary to
make informed financial choices (capacity).

In this sense, financial inclusion represents the main objective of microcredit programs and
it is measured by the degree of savings. In our case, we see that there is no difference in terms of
impact on the index of financial inclusion between the two sexes, according to the Mann-Whitney
test the degree of significance is 0.846 higher than the significance level, which is 5%.

Finally, the development of financial capacity is therefore only one of the intermediate
outcomes of financial inclusion (Deb & Kubzansky, 2012) , where achievement requires a portfolio
of various personalized products and services. Therefore, in order to successfully include the gender
dimension in the financial inclusion program, innovative modes of access to financial services must
be adapted to women and the capacity to use these products must be developed within the
framework of the same action (Arora-Jonsson, 2014). To enable such changes, a radical changeover
would have to occur in the financial market, which is achieved through rigorous financial solvency.

The financial solvency index measured by the respect of loan maturities is an effective
financial tool to identify the sustainability of the microfinance institution. In our case we find that
222 beneficiaries have not bump into the deadlines payment of microcredit, in terms of gender no
difference is observed, according to the Mann-Whitney test the degree of significance is 0.552
greater than the significance limit that is 5%.

CONCLUSION

This article examines the impact of women participation in microfinance institutions (MFIs)
on various indicators of well-being and implicitly the degree of multidimensional poverty using
quantitative data collected at the department of Boumerdes in the center of Algeria, directed by
the center of research in applied economics for developmentin 2013 . The study showed that
participation in microfinance services provided by the National Agency for Management of
Microcredit (ANGEM) could be a tool for women to acquire the capacity to make strategic
choices concerning their lives. By having access to microfinance services, women can set up their
own businesses and consequently improve their status within the household and in their
communities.

This article has examined how participation in services microfinance leads primarily to an
increase in women control over savings and income generated by the company, secondly the
impact on the ownership of assets , third point the self-efficacy measured by the solvency
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index and lastly the good governance of companies managed by women . The results are consistent
with previous research indicating that, there is a significant relationship between participation in
MFIs and the possession of certain assets. The results show that women beneficiaries have more
control over their savings and income than men do.

These results call for further questions. ANGEM is not an MFI like the others. It is a public
agency, with a public service mission that operates according to the public budget, renewed each
year by the state. The number of women beneficiaries of this agency is greater, in particular for
AMP loans, which is a developed activity , most often at home, known in particular for lack of
social security. This type of loan can thus lead, paradoxically, to the dynamics of the informal
economy.

As against the loans related to the projects of creation of micro-enterprises, as ANSEJ model
seems attract men more than women. These micro-enterprises are subject to regulation. The few
women recipients of funding for a project, our sample results from the fact observed for
companies. However, our study provides irrefutable proof that women engaged in the creation of
projects acquire relative autonomy and are more successful than men in the world of micro-business
are.
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MIKPOKPEJIUTYBAHHS I BATATOMIPHA BIIHICTD B AJIDKUPI: YU € 'TEHAEPHE
3HAYEHHA?
TEMATHYHE JOCJJIUKEHHS: HAHIOHAJIBHE ATEHTCTBO 3 YIIPABJIIHHS
KPEIJUTAMM / JETAPTAMEHT BYMEPJAEC

Abdelkrim Zoheir HADEFI Vasy Mehdi BOUCHETARA
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Algeria Algeria
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Y uiii crarti 3po0ieHO crpoOy OIIHUTH BIUIMB MIKPOKPEIUTYBaHHS Ha EKOHOMIYHUI
no0poOyT 1, MobOiuHO, piBeHH OararoBUMIpHOi OigHOCTI XiHOK B Aupkupi. Ha ocHOBI maHuX
onuTyBaHHs 228 olep:KyBadiB MIKpOKPEAUTIB y enapramenti bymepaec B Amkupi. JocmimkeHHsS
MOKa3aJI0, MO Y9acTh y MIKpO(IHAHCOBHX TOCTYrax, IO HAJAIOThCS HAI[IOHAJTHHUM arcHTCTBOM
ynpaBiiHHsa Mikpokpeautamu (ANGEM), moxe crTaTé Ui KIHOK 1HCTPYMEHTOM HaOyTTA
3MATHOCTI POOMTH CTpaTeriyHuii BHOIp MO0 CBOrO JKHUTTA. Maro4ym JOCTyHn JO TIOCIyT
MikpodiHAHCYBAaHHS, >KIHKM MOXYTh CTBOPUTH CBiii BiacHUU Oi3HEC 1, OTXKE, MOKPAIIUTH CBOE
CTaHOBHIIE y CiM'I Ta CyCIiIbCTBI. B onuTyBaHHI B35 ydacTs Juiie 26 XiHOK. BUKopucToByroun
U-tect ManHa-YiTHi, pe3ylbTaTH MOKa3aJId 3HAYHY PI3HUIII0 MIXK BIUIMBOM MIKPOKPEIUTYBaHHS Ha
MPEACTAaBHUKIB 000X CTaTeid Ha OCHOBI 1HAEKCY BOJIOJIHHS aKTUBaMH, A€ KIHKU-OeHediliapu
BIJUyBalOTh OUIBIIMI BIJIMB, HIX 4ojoBIKM. L{i pe3ynbraTu moTpeOYIOTh MOJANBIIUX IMUTAaHb.
AHTEM e € mikpodinancoBoto opranizaiieto (MPO), sk inmri. Lle nepxaBHa ycraHoBa.

Kurouosi cjioBa: po3lmupeHHs MOKIMBOCTEN, BIUIMB, MIKPOKPEIUTYBAaHHS, OaraToBUMipHa
O1IHICTh, TEHTEP.
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Abstract. The purpose of this paper is to investigate the impact of perception of banks’
distributional channel strategies (Human Teller, ATM-Banking, POS-banking, Mobile banking,
internet banking) on customer satisfaction; and the mediating effects of trust in these relationships.
Cross-sectional (survey) data was obtained from a sample of 352 retail bank customers in north-east
region of Nigeria, using pre-validated measures. The ADANCO 2.0.1 analytical package was
employed in conducting the tests of hypotheses. Results indicate that only the human teller and
internet banking channels influence customer satisfaction directly and indirectly through customer
trust; while the influence of mobile banking channel on customer satisfaction is fully mediated by
trust. The research findings have further confirmed the irreplaceability of the human element in the
delivery of banking services. Bank managers should emphasize continuous training and orientation
of employees towards effective service delivery and relationship building. The findings also point to
the need for bank managers to devise innovative means of improving the quality of services through
self-service channels (ATM, POS and Mobile), and communicate such to customers; while putting
measures in place to win the trust of customers for the channels and the entire services of the banks.
This paper contributes to the body of knowledge on customer perceptions and response in a multi-
channel banking environment, and the mediating role of trust, particularly from developing country
perspective.

Key words: customer satisfaction, distributional channel strategies, trust, banks, Nigeria.
JEL Classification: L1, M31, M32.

INTRODUCTION

Developments in the banking and financial services sectors have seen the deployment of
multiple channels for service delivery as a means of creating value and satisfaction for customers.
These channels, comprising both the traditional human teller and the automated delivery channels,
have been predicted as capable to “dramatically change the distributional structure of retail banks”
(Mols, 1998:331), through their influence on the nature and extent of competition for customer
patronage. In the Nigerian banking industry, deployment and availability of multiple channels for
service delivery have long become a major selling point for banks in their communication efforts to
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customers. Evidences to the differentiation powers of multiple distribution channels in the Nigerian
banking industry began manifesting around 1990s when the deployment of automated service
channels (such as the automated teller machines (ATM), Telephone banking, and internet banking)
became a basis for classifying banks into old generation vs new generation banks dichotomies
(Bello et al.,, 2014). Researchers are unanimous in declaring that the emergence of the new
generation banks, with their multiple distribution channel strategy marking a new turning point for
the industry, as it not only forced the older banks to deploy the same technologies, but also made
the banks compete against one another in being the first to deploy subsequent channels as they
evolve.

Available statistics reveals a large-scale adoption of multichannel banking by bank customers
in Nigeria. A report by KPMG (2018) reveals that 65% of bank customers make use of
multichannel distribution, as against only 2% who use electronic banking exclusively. To sustain
this patronage, bank managers have been paying considerable attention to customer satisfaction
with the quality and performance of the channels. In the same vein, several researchers (e.g.,
Adewoye, 2013; Adeyemi, Ola & Oyewole, 2014; Tijani llugbemi, 2015; Oluwagbemi, Abah &
Achimuga, 2011) have conducted researches in distributional channels of banks in Nigeria.
However, a major observation on these studies is that they have adopted a disaggregated approach
by focusing mostly on one (or a combination) of the automated channels, without considering the
traditional channel of human tellers. Thus, creating the need for a study that captures both the
traditional and automated channels, to provide a holistic view of customers’ perceptions of banks’
distributional channel strategies in Nigeria.

From the international perspective, Al-Hawari, Ward and Newby (2009) have also observed
the dearth of studies examining customer service quality responses to traditional and automated
channels in one model. Hence, their study proposed a “comprehensive” model encompassing the
ATM, Telephone banking, internet banking, and traditional channel service attributes (p. 456).
However, the time-lag between 2009 and the present has seen the deployment of additional
channels such as mobile banking and the POS-agent banking, which have their own unique
features; thus, creating a lacuna in the knowledge-base on consumer response to banks’ channel
strategies. Similarly, Patricio et al (2003) had earlier assessed the contribution of individual
channels to customer satisfaction in a multi-channel setting. However, mobile banking was not
included and the authors used interview as a means of data collection with small sample size.
Furthermore, the authors called for quantitative studies in relation to multi- distributional channel.

Beyond the number of distribution channels studied, this study also contributes to the
literature by including trust as a mediating variable. Consumer trust is defined as a psychological
state relating to the customer’s belief that a product or service provider can be relied on and to
exhibit good behavioral intentions in serving the long-term interests of the customer (Crosby et al.,
1990; Morgan & Hunt, 1994), particularly in situations where the customer is exposed to some
degree of risks (Delgado-Ballester, 2004). Pemartin and Rodriguez-Escudero (2020) state that such
positive psychological state “can either trigger or result from” specific actions of transacting
partners; thus, placing trust as an effective mediator of customers’ attitudinal/behavioral intentions.
Trust connection is particularly important to the context of this study, given the reported incidences
of frauds across the traditional and automated banking channels in Nigeria (Bello & Alkali, 2020).
Hence, given the reported growth in customers’ use of the multiple service distributional channels,
it is logical to examine the level of customers’ trust in these channels, and its intervening role in
relation to customer satisfaction with the banking distribution channels.

Based on the foregoing, this study proposes an integrative model to explore customers’
perceptions of banks’ distributional channel strategies, customer satisfaction and the mediating
effect of trust in the Nigerian banking industry. The subsequent section presents a review of
literature focusing banks’ distribution channel strategies, customer satisfaction and trust, along with
the hypotheses development and conceptual framework in section 3. This is followed by discussion
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of the study methodology in Section 4, research results and discussion in sections 5 and 6
respectively; and lastly, implications, conclusions and future studies in Section 7.

LITERATURE REVIEW

Distributional channel strategy for banks could be conceptualized as any means used to
increase the availability and/or convenience of services, which help to maintain existing bank users
or increase their use among current and potential clients (Osuagwu, 2008). Besides the provision of
quality services, banks are also concerned about customer convenience — in terms of location and
timing — of obtaining services. Traditionally, banks’ distributional decisions were centered on
factors like location of headquarters and its proximity to the network of branches, the proximity of
branches to customers, and operating hours (Murowaniecki, 2015). Over the years, innovations in
information and communication technologies have created opportunities for additional channels for
distributing services to customers, via such platforms as the Automated Teller Machine (ATM), the
Point of Sale (POS) Terminals, the mobile banking and internet banking. This development has
given rise to the need for banks to evolve strategies for choosing and combining these channels
along with the traditional human tellers for service distribution, in a manner that ensures customer
positive attributions and satisfaction.

Customer satisfaction

Customer satisfaction is an important issue for marketing organizations (Delacroix and
Guillard, 2016). Marketing literature defines customer satisfaction as reflecting the degree of
positive/negative feelings consumer experiences after using a product or service encounter (Kotler,
2003). Thus, customer satisfaction is said to have taken place when customers’ expectations are
met, or exceeded (Anderson & Fornell, 1994); and the opposite (i.e., dissatisfaction) occurs when
the product or service encounter has fallen short of customer’s expectations. Generally, customer
satisfaction has always been regarded as one of the most important goals/performance measures of
business (Anderson, Fornell & Lehmann, 1994). It is a variable that has significant impact on
customers’ positive post patronage behavior (Islam et al., 2021), culminating into loyalty and
customer retention; and also on business growth and profitability (Dauda & Lee, 2016).

Conceptualizations of customer satisfaction have revealed two major aspects: transaction-
specific and cumulative (Kaura & Sharma, 2015). Transaction-specific satisfaction is allied to the
evaluation of particular service encounter, and tends to vary from one experience to another
(Veloutsou et al., 2005). Cumulative satisfaction on the hand is associated with the overall
evaluation of service provider to date (Kaura & Sharma, 2015). It is often based on all past
encounters with the product or service provider, and usually links the customer’s satisfaction with
service encounters to other facets of the service provider (Veloutsou et al., 2005). For this reason,
most researchers consider customer satisfaction as a ‘snowballing’ construct arising from a
universal assessment of all the features that make up the customer association with the service
supplier rather than being a transaction-specific phenomenon’ (Anderson, Fornell, & Lehmann,
1994; Manon, Sandrine, Isabelle, & Lova, 2017, Thakur, 2014).

Arising from the arguments above, this study aligns with the cumulative perspective of the
satisfaction construct, and views consumer satisfaction as encompassing the totality of consumer’s
emotions/feelings regarding all encounters with the distributional channels to date. Furthermore, the
study also adopts the expectancy-disconfirmation theory of satisfaction (Oliver, 1980), regarded as
the most widely applied theory in satisfaction studies. The theory postulates that customers would
typically “compare a new service experience with some standard that they have developed”
(Barsky, 1992: 53). This process takes place through the interplay of customers’ expectations
regarding the service, its perceived performance, disconfirmation (or confirmation) - resulting from
comparison between prior expectation and performance, leading to satisfaction or dissatisfaction
(Oliver, 1980). Hence, the extent to which the service experience measured up to the preconceived
standard determines whether the customer is satisfied or not with the encounter (Barsky, 1992;
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Holjevac, Markovic & Raspor, 2013). To this end, this study proposes that consumers’ satisfaction
with the respective distribution channels will be based on the comparison between the preconceived
expectations they have formed regarding the channels and the performance they have experienced
while using the channels. The associated hypotheses are presented in the subsequent subsections.

The Human Teller

Human tellers (HT) otherwise known as branch-based-banking or mortar and brick banking is
the first physical point of banking contact. Human tellers are the human element in the banking hall
(Moutinho & Smith 2000). Human tellers help customers withdraw, deposit, transfer money, pay
bills, attend to customers’ problems and facilitate loans among others. Despite proliferations of
different technology oriented bank distributional channels, human tellers have remained an
important channel of distribution. Osuagwu (2008) noted that, high branch-banking network proved
the relevance of human tellers and the channel appeals to large number of customers in Nigeria.
Report from KPMG (2017) shows that 75% bank customers in Nigeria mostly visit bank branches
to lay complaints or engage in financial transactions. A major unique attribute of the Human teller
is its social orientation through face-to-face interaction. It is this social orientation attribute that
perhaps makes most bank customers perceive human teller channel as less risky, since problems
arising from service encounters can be resolved at the point of transaction (Patricio et al., 2003)
indicated that human teller has less risk, because problems are resolved at the point of transaction.
On this basis, the study hypothesizes as follows:

H1: Human teller channel positively influences customer satisfaction.

Point Of Sale (POS) Terminals

The POS Terminal is an electronic device that could be used for verifying and processing
credit card transactions. A Retail Point of Sales system typically includes a computer, monitor, cash
drawer, receipt printer, customer display, a barcode scanner, and a debit/credit card reader. In some
instances, the POS system may also include a weighing scale, integrated credit card processing
system, a signature capture device and a customer pin pad device (Okechi & Kepeghom, 2013).
This combination of accessories elevates the POS as a form of electronic banking platform that
allows customers handle financial transactions without visiting the bank or even the ATM. Various
uses of this form of e-banking include cheque verification, credit authorization, cash deposit and
withdrawal and cash payment, among others. Recently, the POS has gained prominence as means
for actualizing funds transfer and payment at the point of sales such as supermarkets, petrol stations,
hospitals, restaurants, among others. The main advantage of POS is that it enables customers pay
for goods and services without cash, as the purchase price would be debited on the buyer’s card and
credited on the seller’s account (Olanipekun, Brimah & Ajagbe, 2013). In addition, POS-banking is
also made available through agents who set up kiosks in strategic locations in major towns and
cities across the country; and providing easy access to cash for individuals in areas too far from
bank branches and ATMs. Hence, it is expected that customers would derive immeasurable values
from the use of the POS system, thus, increasing the chances for satisfaction. To this end, the paper
proposes the following hypothesis.

H2: The POS banking channel positively influences customer satisfaction.

The Automated Teller Machine (ATM)

ATM is one of the electronic distributional channels deployed by banks that have reduced
banking hall congestion and made it easier for customers to withdraw cash and make other bank
transaction. Narteh (2013) defined ATM as an electronic device, which permits customers deposit,
withdraw, transfer money, pay bills and engage in other financial transaction without being present
in the banking hall. The ATM is widely acknowledged as having achieved large-scale acceptance
and favorable attitude from customers. Leonard and Spencer (1991) associated ATM with
improving the image of banks, just as Moutinho and Brownlie (1989) reported that customers place
high values on the locational advantages of ATM, leading to higher levels of satisfaction. Similarly,
Adeyemi, Ola and Oyewole (2014) in comparing of ATM and human teller, indicated that ATMs
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are mostly located in areas easy to reach for customers, compared to the human teller that needs
banking hall for transactions to take place.

The popularity of the ATM has made it a focus of numerous studies. Hence, despite its
positive links with customer satisfaction in prior studies, some scholars have indicated problems
with ATMs, which could reduce or prevent customer satisfaction. Murdock and Franz have
highlighted some difficulties and security risks associated with ATM, while Mark and Luiz (1995)
reported that customers’ needs more functionality on ATMs to enable them enjoy banking services.
Within the Nigerian context, Alaba (2011) pointed out issues of fraud and lack of knowledge in
using ATMs as affecting its adoption in the country. Other problems with ATMs are high bank
charges, failure of machines and the long process of recovering the stock cash. Nevertheless,
evidences abound that the ATM has remained the most prominent customer-interfacing channel
within the Nigerian banking system (Bello, Danjuam & Udo-Imeh, 2014). Thus, the following
hypothesis is proposed.

H3: ATM banking channel positively influences customer satisfaction.

Mobile banking

Mobile banking (m-banking) refers to all forms of services offered by financial institutions
that make use of technology-enabled portable devices such as mobile phones, smart phones, or
tablets (Makanyeza, 2017; Tam & Oliveira 2017). Mobile banking is regarded as one of the
important recent strategic innovations in retail banking (Tam & Oliveira 2017); and its use cuts
across developed and developing countries (Makanyeza, 2017). Mobile banking has significantly
improved banking delivery through varieties of banking features, such as alerts, notifications and
geographical benefits (Ha, Canedoli, Baur & Bick, 2012), which allows customers to enjoy bank
services anywhere and anytime (Tam & Oliveira 2017). These multiple benefits derivable from
using mobile banking through cell phones increases the likelihood for customer satisfaction with the
banking channel.

M-banking became a prominent feature of the Nigerian financial system due to the
proliferation of Global system for mobile communication (GSM), (Adeyemi, Ola & Oyewole,
2014). Recent data from the Nigerian telecommunication commission indicates that there are about
199,863827 active mobile lines in the country as at January 2021 (www.ncc.gov.ng), representing
over 90% of the country’s population. In the same vain, reports from the Nigerian interbank
settlement scheme (NIBSS) have indicated that mobile channel have attained the status of most
preferred channel having recorded consistent growth over the years; culminating into an increase of
84.6% from 506.16 million transactions in 2019 to 933.66 million transactions in 2020 (The
Punch.com, 2021). This seeming largescale acceptance of mobile banking is consistent with
Adewoye’s (2013) assertion that the channel helps bank to improve their services, thus leading to
customer satisfaction. Therefore, this study hypothesizes as follows.

H4: Mobile banking channel positively influences customer satisfaction.

The Internet Banking

Internet banking refers to banking process that enables a customer to engage in banking
activities with electronically connected internet through bank website provided by the financial
firms, and normally accessed via a the computer and smart phone devices (Shaikh & Karjaluoto,
2015). It is generally regarded as a channel with wide acceptability among customers (Moghavveni,
Lee and Lee, 2018); because it has changed the way customers transact with banks and made it
easier for them to access account, transfer money, pay bills, engage in investment and establish
inquiries as long as there is internet connectivity, from their comfort zones (Lee and Chung, 2009;
Mols, 1998).

The ubiquitous nature of internet banking has attracted research interests on its
adoption/acceptance and customer attitudes. Countless researchers have reported large scale
acceptance as well as a positive relationship between internet banking and customer satisfaction. A
sizeable number of these studies have focused on quality of internet banking as major drivers of
customer satisfaction (e.g., Amin, 2016; Ankit, 2011; Harington and Weaven, 2009; Jun and Can,
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2001; Pikkarainen, Pikkarainen, Karjaluoto, and Pahnila, 2004; Rod, Ashill, Shao and Carruthers,
2009); while some studies have established a link between certain attributes of the internet banking
and customer satisfaction. A typical example of the latter group of studies is Ramseook-Muhuerrum
and Naida (2011), who found that ability of customers to access and perform banking anywhere as
some reasons that attract and satisfy customers.

Despite the wide acceptance and satisfaction with Internet as channel of banking service
distribution, it is not without its share of reported challenges that could reduce or prevent customers
from getting the desired satisfaction. For example, securities issues have been reported as greatly
affecting the utilization and satisfaction of customers (Jun & Cai, 2001; Liao & Cheug 2002;
Ramseook-Munhurum & Naido 2011). Similarly, Chen, Husia, and Hwang (2012) in their study of
evaluating the satisfaction of customers using the internet in Taiwan, recommended that banks
should design a friendly user internet and ensure strong internet security. Notwithstanding these
challenges, the current study aligns with the prevalent position that internet banking is directly
linked to customer satisfaction, to the extent that it is considered to influence customer satisfaction
better than human teller (Polatoglu & Ekin 2001). Hence, the following is hypothesized.

H5: Internet banking channel positively influences customer satisfaction.

Mediating Role of Trust on the Relationship between Distribution Channels and
Customer Satisfaction

Trust is generally conceived as an idividual’s belief in the ability of another, to deliver on
expectations, as well as his/her honesty to act in a manner that would not jeopardize one’s interest.
In business relationship, trust is viewed as customer confidence in vendor’s openness and honesty
in transactions (Morgan & Hunt, 1994; De Wulf, Odekerken-Schroder & lacobucci, 2001). Trust
reduces risk and uncertainty associated with commercial transaction (Huurne, Ronteltap, Corten, &
Buskens, 2017). Delgado-Ballester (2003:574) specifically conceptualize trust as the “the confident
expectations of the brand’s reliability and intentions in situations entailing risk to the consumer”.
This definition identifies two important ingredients associated with trust in business relationships in
general, and banking relationships in particular. These are the ‘confidence’ that the buying party has
in the selling party, and the recognition of ‘potential risks’ that typically pervades every level of
such relationships. Thus, it emphasizes the necessity of the trust element at every stage of business
relationships (Urban, Sultan, & Qualls, 2000). Kim, Ferrin and Rao (2003) underscored this point
when they posited that even for the first time buyer, with no prior direct experience with the seller,
an “initial trust ... formed by indirect experiences such as reputation, recommendation, information
quality of the seller’s websites and so on” are necessary for the buyer to initiate the relationship
(p.312). For this reason, trust is considered as the foundation of any business relationship (Berry,
1995; Kim, Ferrin and Rao, 2003; Urban, Sultan, & Qualls, 2000), and a major influencer of the
consumer’s cognitive, emotional and behavioral responses towards the firm and its offerings.

The importance ascribed to the trust variable has inspired researchers’ interests in studying its
effects in business. Most previous studies have conceived trust as a relationship variable (Kim,
Ferrin and Rao, 2003), and have situated it within the social exchange theory (SET), which
emphasizes that exchanges are mostly based on the expectations of trust and reciprocation between
parties (Blau, 1964). Firms are naturally interested in building long-term profitable relationships;
and the trust element is confirmed as major connection that leads to lasting relationships between
customer and clients (Dwyer, Schurr, and Oh, 1987; Urban, Sultan, and Qualls, 2000), especially
when customer expectations are fulfilled (Urban, Sultan, and Qualls, 2000). The nature of banking
relationships further underscores the importance of trust in service relationships. Banks serve as
custodians of peoples’ funds, and a good measure of trust is required for customers to feel
comfortable ‘safe-keeping’ their hard earned funds with the banks. Zsofia (2009) further likned the
importance of trust in banking relationships to the experiences of financial and economic crises that
have affected customers’ confidence in banks globally. Hence, S/he noted that trust has become a
crusial element and differentiating factor, necessary to create a balanced and persistent relationship.
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The current study proposes trust as mediator between distribution channel usage and customer
satisfaction. This proposition is in line with the popular conception in the literature, where trust has
been widely acknowledged as mediating variable across several disciplines, and most particularly in
the service evaluation (Vlachos, et al., 2009; ). Further more, within the context of banking services,
research findings have confirmed trust as a major influencer of customer satisfaction with banking
services (Lee and Chung, 2009; Kim et al., 2003). More specifically, previous studies on customer
evaluations and response regarding banks’ distributional channels have confirmed trust as effective
mediator between automated service quality and customers’ commitment (Al-Hawari, 2011); and
between service quality and loyalty in e-banking context (Chu, Lee and Chao, 2012). To this end,
this study hypothesize as follows.

H5a: Trust mediates the relationship between human teller (HT) distributional channel
strategy and customer satisfaction

H5b: Trust mediates the relationship between point of sales (POS) distributional channel
strategy and customer satisfaction

H5c: Trust mediates the relationship between automated teller machine (ATM) distributional
channel strategy and customer satisfaction

H5d: Trust mediates the relationship between mobile banking (MB) distributional channel
strategy and customer satisfaction

H5e: Trust mediates the relationship between internet (INTNB) distributional channel
strategy and customer satisfaction

1. Conceptual Model

In regard to prior theoretical review propose the conceptual model was form. As presented on
Figure 1, the proposed model indicated that the latent exogenous variables affect directly the latent
endogenous variable. Therefore, distribution strategy as target constructs is independent variable,
which is represented by five dimensions (HM, POS, ATM, MB and INTNB). Trust is the
mediating variable and customer satisfaction is the dependent variable

e

DISTRIBUTIONAL CHANNEL
STRATEGIES

Human Teller (HM)

Point of Sales Terminal (POS)
Automated Teller Machine (ATM)
Mobile Banking (MB)

Internet Banking (INTNB)

Customer
Satisfaction

Figure 1 Conceptual Framework
Source: Authors conceptualization

METHODOLOGY OF THE STUDY

This study adopted the survey research design, with personally administered questionnaire
as research instrument. A total 450 retail bank customers comprising academic and non-academic
staff from six tertiary institutions in North East Nigeria participated in the study. The survey
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questionnaire consisted of 34 items, measured on a five-point Likert scale, ranging from “strongly
disagree (1), to “strongly agree (5)”. Respondents were required to tick appropriate answers
corresponding to their opinions/evaluations. At the end of the survey, an initial set of 400
questionnaires were retrieved, and subjected to data screening procedures involving missing data
analysis and treatment of outliers. Missing data were identified and treated using the recommended
expectation maximization (EM) technique (Karanja et al., 2013). Similarly, extreme case scores
(univariate outliers) that may have substantial negative impacts on the analysis were removed, and
the Mahalanobis Distance (D) was used to determine and handle multivariate outlying cases (Hair et
al., 2010). Subsequent preliminary analyses to ensure that all data treatment and multivariate
assumptions were satisfied (i.e., normality, homoscedasticity, linearity, test for independence of the
error terms, and multicollinearity) were conducted, leading to the exclusion of 48 responses.
Therefore, a final set of 352 observations were used to detect R? values around 0.005, assuming a
significance level of 5%, and a statistical power of 95%. Moreover, 92 observations are required to
detect a medium effect size of 0.15 with five predictors (as in the case of the current study),
assuming the same significance level of 5% and statistical power of 0.80 (Nitzl, 2016).

Measures

Variables in the study were measured using multi-item, previously validated scales.
Consumer perceptions of distributional channel strategies (independent variable) and trust
(mediating variable) were measured by a set of questions inspired by the intensive study of the
literature (Mohammad, 2020; Strydom & Fourie, 2018). To this end, Human teller and internet
banking channels were measured using five items each, ATM-banking and consumer trust were
measured through four items each; while POS and Mobile banking channels were measured through
six and three items in the questionnaire respectively. Sample item for the distributional channels
reads: “The internet banking services are available 24/7”. The dependent variable (customer
satisfaction) was measured through seven items adapted from Mohammad (2015). Sample item
reads “The distributional channels of my bank meet my expectations”. The questionnaire was pre-
tested through a pilot test using 30 respondents to ensure that the items were reliable, after which
adjustment was made to strengthen the instrument.

Common method Variance (CMV) or Bias

After primary data is collected, it is required to test the common methods variance or bias to
insure whether orderly bias is influencing the data that have been collected (Podsakoff, MacKenzie,
Lee, & Podsakoff 2003). CMV is a common bias in self-administered survey method. According to
Bagozzi, Yi, and Phillips, (1991), CMV appears to be possible when correlation between constructs
is more than 0.9. Table 1 shows the correlation between satisfaction and trust to be the highest with
value of 0.6294. Therefore, it signifies no common method variance or bias from the data used.

Table 1:
Inter-Construct Correlations
Construct HM POS ATM MB INTNB | TRUST ST
HM 1.0000
POS 0.1047 1.0000
ATM -0.0145 0.2592 1.0000
MB 0.3046 -0.0631 | -0.0746 | 1.0000
INTNB 0.3646 -0.0892 @ -0.0567 | 0.5004 1.0000
TRUST 0.4842 -0.0111 @ -0.1087 @ 0.3724 @ 0.5161 @ 1.0000
ST 0.5184 -0.0852 @ -0.0752 @ 0.3555 0.5103 @ 0.6294 | 1.0000

Source: Output from ADANCO software
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2. Partial least squares (PLS) Path Modeling Techniques

ADANCO 2.0.1 (Henseler, 2017) was employed to conduct the PLS-PM based analysis.
The software is a variance-based analytical tool reputed for its ‘superiority’ over covariance-based
SEM counterparts in handling non-parametric and non-normally distributed data (Hair et al., 2014).
The analysis follows the three-stage recommendations of Hair et al. (2017), comprising assessment
of the model fit for the global (estimated) model, followed by evaluation of the measurement (outer)
model — to determine the extent to which the indicator variables align with the theoretical concepts
they are meant to represent. The third stage entails the assessment of the structural (inner) model to
ascertain if the proposed relationships between constructs are in line with the proposed hypotheses.
Details of these analyses are presented below.

Overall Model Fit and Measurement Model results

The major indicator of overall or global model fit in PLS is that the standardized root mean
square residual (SRMR) should not be greater than 0.08 (Henseler, 2016). As indicated in Table 2,
the SRMR for the current model is 0.067. Since this value is within the required cut-off point, the
proposed model has satisfied the fitness criteria.

Upon confirming the model fitness, the study proceeded to assess the measurement model to
ascertain the validity of the research items and constructs they represent. Results presented in table
2 reveals that all measurement items have factor loadings greater than 0.6 (Hulland, 1999), hence,
confirming their reliability. Similarly, estimates from the relevant parameters for construct validity
(i.e., Dijkstra-Henseler's rho (pA), Joreskog's rho (pc), Cronbach's alpha (o)) are all greater than 0.6,
which is the minimum acceptable threshold for SEM analysis in social researches (Bagozzi and i,
1998). Likewise, the average variance extracted, AVE for all the main constructs are greater than
0.5, thus confirming the convergent validity of the constructs (Fornell and Larcker, 1981).
Subsequently, discriminant validity was assessed to examine whether the study constructs are
divergent from one another (Mohammad, 2019). Henseler (2015) recommends the HTMT test as
the best for establishing discriminant validity, and Teo et al. (2008) recommends a threshold of not
more than 0.9 to be used for measuring HTMT. Results in Table 2, indicates that all the HTMT
values for the study constructs are within the acceptable threshold.

Figure 2: Reflective Measurement Model
Source: Output from ADANCO software
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Table 2
Model fit and Measurement Model Results
Value HI195 HI199
SRMR | 0.0676 | 0.0682 | 0.0857
Measuremet Model
Construct | Indicator Loadings | Dijkstra- Joreskog's | Cronbach's | AVE
Henseler'srho | rho (pc) alpha(a)
(Pa)
Human Teller | HM1 0.7112 0.6744 0.8029 0.6733 0.5046
HM2 0.6892
HM4 0.7205
HM5 0.7200
Point of Sale | POS1 0.7826 0.7782 0.8307 0.7397 0.5530
POS2 0.7581
POS4 0.7995
POS5 0.6212
Automated Teller | ATM2 0.8263 0.7934 0.8526 0.7470 0.6596
machines
ATM3 0.7331
ATM4 0.8710
Mobile Banking | MB1 0.7188 0.6093 0.7876 0.6146 0.5529
MB2 0.7429
MB3 0.7682
Internet Banking | INTNB1 0.6578 0.8135 0.8666 0.8075 0.5665
INTNB2 0.7203
INTNB3 0.8115
INTNB4 0.7905
INTNB5 0.7730
Trust | TRUST1 0.7149 0.7374 0.8348 0.7361 0.5584
TRUST?2 0.7768
TRUST3 0.7371
TRUST4 0.7589
Satisfaction | ST1 0.7629 0.8778 0.9031 0.8743 0.5720
ST2 0.7002
ST3 0.7706
ST4 0.6867
ST5 0.7881
ST6 0.8382
ST7 0.7367

Discriminant Validity: Heterotrait-Monotrait Ratio of Correlations (HTMT)

HM POS ATM MB INTNB TRUST ST
HM
POS | 0.1435
ATM | 0.0153 0.3876
MB | 0.4281 0.0649 | 0.0794
INTNB | 0.4904 0.0897 | 0.0682 0.7008
TRUST | 0.6865 0.0101 | 0.1366 0.5124 0.6607
ST | 0.6715 0.0996 | 0.0955 0.4604 0.5951 0.7787

Source: Output from ADANCO software
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Structural Model

To assess the structural model (i.e., relationships among the endogenous latent variables),
Hair et al. (2014) recommends checking for collinearity issues among constructs. Results of the
collinearity analysis revealed that tolerance (VIF) values are generally below the threshold of 5
(tolerance higher than 0.20). Therefore, collinearity among the predictor constructs is not an issue in
this structural model. Having certified the data as collinearity free, the analysis proceeded with
checks on the model’s predictive capability. For this, Chin et al. (2003) recommends assessing the
R? value, which indicates the sum of variance in the endogenous constructs explained by all of the
exogenous constructs connected to it (Hair et al., 2017). Generally, Falk and Miller (1992)
recommend that the variance explained, or R2s for endogenous variables should be greater than
0.1., while Hair et al. (2017) classify R2 values of 0.75, 0.50 or 0.25 for the endogenous constructs
as corresponding to ‘considerable’, ‘moderate’, and ‘weak’ predictive capabilities. The R? values
for the endogenous variable in this study are 0.381 and 0.497 for Trust and ST respectively, see
figure 3 and table 3. These values are well above 0.1 recommended by Falk and Miller (1992), and
also greater than 0.25 classified as weak by Hair et al. (2017). Thus, certifying the model as having
valid predictive capability, and suitable for confirming hypotheses.

[ [ [}
HM
= 02 Lol
TRUST
/ R, » 0,381 -
~
0.012
(W]
POS -0,080
_ 0.259
— 0.395
0.094
(o [ 0.091

ATM 0.346
DDCIB

Figure 3: Structural model

Source: Output from ADANCO software

Tests of hypotheses were conducted based on the recommended non-parametric bootstrap
analysis with 5000 samples (Hair et al., 2017) to assess the path coefficients and t-statistics. Results
presented in Table 3 reveals that only two of the five hypothesized direct effects are significant and
positive. Human teller (B=0.2586; t=5.1908; p=0.0000) and INTNB (B=0.1896; t=3.6842;
p=0.0002) are proven to be positively associated with customer satisfaction; thus providing support
for hypotheses H1 and H5. The test statistics for hypotheses H2, H3, and H4 fell short of the
acceptance criteria; hence, they were not supported.
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Similarly, the non-parametric bootstrap procedure was applied in testing the significance of
the indirect effects for the mediated paths in the model. This process is highly favored above the
Baron and Kenny’s (1986) causal step approach, due to its convenience and versatility in detecting
mediation effects, particularly in SEM analysis (Nitzl et al., 2016; Zhao et al, 2010). Results from
the bootstrap procedure reveal that four out of the five mediated paths are significant. Consumer
trust significantly mediates the relationship between HT and satisfaction (f= 0.1291; t= 4.8790; p=
0.000); as well as the relationship between INTNB and satisfaction (B= 0.1368; t= 4.6614; p=
0.000). In both cases, the 95% bias corrected confidence intervals were above zero. Therefore,
hypotheses H5a and Hb5e are supported. Furthermore, given that the direct effects remained
significant even with the presence of the mediating effects, indicates partial mediation.

For the indirect path between MB on satisfaction via trust, estimates reveal significant
positive and full mediation (B= 0.0373; t= 1.9339; p= 0.0266). This is indicated by the absence of
significant effect on the direct path, and the 95% bias corrected confidence intervals, which were
above zero. Thus, confirming hypothesis H5d. However, the results from the tests of significance on
the indirect paths for POS>ST and ATM->ST through TRUST revealed insignificant effects as
their associated t-values and p-values were below the threshold for acceptance. Also, the 95% bias
corrected confidence intervals for the two paths all included a zero value. As such, the study found
no support for hypotheses H5b and H5c.

Table 3
Structural Model Assessment and Hypotheses Testing
Endogenous R’ Adjusted R?
Constructs
TRUST 0.3806 0.3717
SATISFACTION 0.4972 0.4884
Direct effects
B t-value p-value
HM -> ST 0.2586 5.1908 0.0000™ Supported
POS -> ST -0.0912 -1.8440 0.0652 Not
Supported
ATM -> ST 0.0081 0.1592 0.8735 Not
Supported
MB -> ST 0.0296 0.6097 0.5421 Not
Supported
INTNB -> ST 0.1896 3.6842 0.0002" Supported
Mediating effects
B t-value p-value 95% ClI
HM STRUST-> ST | 0.1291 = 4.8790 = 0.0000 [0.0638, Supported
0.2028]
POS S>TRUST-> ST | 0.0049 @ 0.2302 0.8179 [-0.0483, Not Supported
0.0585]
ATM ->TRUST-> - -1.6595  0.0971 [-0.0827, Not Supported
ST 0.0318 0.0279]
MB TRUST-> ST | 0.0373  1.9339 | 0.0266 [0.0024, Supported
0.0786]
INTNB > 0.1368 4.6614 = 0.0000 [0.0692, Supported
TRUST->ST 0.2177]

Source: Output from ADANCO software
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DISCUSSION

The results of this study extend the understanding on distributional channel strategy and
customer satisfaction, mediating role of Trust in a banking context. The study established that
Human teller and internet banking significantly affect customer satisfaction, while POS, mobile
banking and ATM do not exert significant direct effects on customer satisfaction. Positive influence
of human teller on customer satisfaction is in line with the position of Seck and Phillipe (2003), and
particularly Osuagwu, (2008) who stated that most Nigerian’s rely on face to face banking hall
transaction and have a strong confidence in it. Similarly, significant positive effects of internet
banking on customer satisfaction is consistent with those of previous studies, i.e., Raza and Hanif
(2013), Jun and cai (2001), Pikkarainen et al (2004), Herington and Weaven (2009), Road et al
(2009) and Ankit (2011) who found that quality internet banking services leads to customer
satisfaction across several contexts.

Findings from this study have not confirmed the direct effects of POS, ATM and Mobile
banking on customer satisfaction. Although, these findings are largely inconsistent with those of
previous findings (i.e., Sampio et al., 2017; Seck and Phillipe, 2003), they provide indications that
customers may not be so happy with the performance and quality of services received through these
distributional channels. The reasons for this lack of satisfaction may not be unrelated to what
previous researchers have pointed as problems associated with ATMs and other automated service
channels. For instance, Murdock and Franz highlighted issues of the difficulty of usage and risk,
while Sanda and Arhin (2011) raised issues of customer complaints of high bank charges, unreliable
service, and faulty machines. Specific to this study’s context, Alaba (2011) characterize ATMs in
Nigeria with fraud and other unwholesome practices. This phenomenon is basically same with other
automated service delivery channels, and has become a constant news item on the traditional and
social media.

Findings from the mediation analyses also provide support for the importance of trust in
influencing customer behavior. Results indicated that trust is partial mediator between two
distributional channels (human teller and internet banking) and customer satisfaction, while it fully
mediates that between mobile banking and customer satisfaction. These findings are consistent with
Rizan, Warokka & Listyawati (2014), who found customers’ trust as important mediator of the
effect of relationship banking tactics on loyalty towards the banking services. More specifically, the
full mediation effect of trust between mobile banking and customer satisfaction conforms to Al-
Hawari (2011), who observes that most factors of automated banking channels only have indirect
effect on customer commitment through customer trust and delight.

IMPLICATIONS, CONCLUSIONS AND STUDY LIMITATIONS

Findings from this study have significant implications for banks managers. First and foremost,
the study findings have provided additional confirmation to the importance of the human teller in
bank services, particularly in the study context. As indicated in the results, the channel maintained
significant positive effects on customer satisfaction, both directly and indirectly, with trust only
exerting a partial mediating effect. This finding underscores the irreplaceability of the human
element in banking service relationships (Al-Hawari et al., 2009). Bank managers will need to
implement continuous training and orientation of employees towards effective service delivery and
relationship building.

Similarly, the results further emphasize the need for Nigerian banks to pay more attention to
distributional channel strategies, particularly those aimed at self-service (ATM, POS, Mobile
banking). The fact that these channels do not directly influence customer satisfaction point to the
need for bank managers to device innovative means of improving the quality of services from these
channels. Additional efforts would also be required to communicate these measures to customers in
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order to overcome the learning difficulties that likely impact on customers’ perception and attitudes
towards these channels (Al-Hawari, 2011).

Furthermore, the study findings also highlight the imperative for bank managers to win the trust
of customers towards the banking channels and their services in general. As observed by Kim et al.
(2003), trust is a crucial factor in banking relationships, and it plays important role at every stage of
banking relationship. Consumers need to develop some measure of trust before even deciding to use
any of the distributional channels, and this trust is further strengthened when the quality and
performance levels of the channels meet or exceed customer expectations. Bank managers should
consider instituting security and safety measures, as well as customer feedback mechanisms to help
alleviate all negative issues impacting on customers’ trust for the channels.

The study acknowledges the following limitations. First, the study sampled customers from the
north-east region of Nigeria. Although, the respondents are considered cosmopolitan, extended
studies covering more regions and other territories may provide additional insights and improve
generalizability of findings. Secondly, the study focused on retails customers only. Future studies
may examine the relationships from corporate customers’ viewpoints to account for differences in
usage patterns. Finally, even though this study has assessed most of the distributional channel
strategy in retail banking. It will be appropriate for future studies to approach it from Omnichannel
strategy perspective (Mainardes, Rosa and Nossa, 2020).
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Mera nmaHoi poOOTH — IOCHIAWTH BIUIMB CIOPUHHATTS CTparTerii OaHKIBCHKUX KaHAJIIB

po3noniny (MOACKKUN Kacup, O0aHkoMar-O0aHKiHT, POS-0aHKIHT, MOOUIbHHMIA OAaHKIHT, THTCpHET-
OaHKIHT) Ha 3aJ0BOJICHICTh KJIIEHTIB; a TaKOX OINOCEPEIKOBYIOUMI BIJIMB JOBIpH B LHUX
BimHOCHHAX. J[aHi KpOC-CEKIIHHOrO (OMUTYBaIBHOTO) MOCIIKEHHS OyJI0 OTPUMAaHO Ha BHOIpPII 3
352 po3apiOHMX OAaHKIBCHKHUX KIIEHTIB y MIBHIYHO-CXigHOMY perioHi Hirepii 3 BUKOpHCTaHHSIM
MOTIEPETHBO TEePEBIpeHUX 3axo/iB. JJIst mepeBipKH TimoTe3 BUKOPUCTOBYBABCS aHAIITUYHUHN MAKeT
ADANCO 2.0.1. Pe3ynbratu NOKa3ylTh, IO TIAbKM KaHaJIM OaHKIBCHKOIO OOCIYrOBYBaHHS 3a
YYacTIO OIEPAIlifiCTIB Ta IHTEpHET-OAHKIHTY BIUIMBAIOTh HAa 3a/JI0BOJICHICTH KIIIEHTIB MPSIMO Ta
OTIOCEPEIKOBAHO 4Yepe3 JIOBIpY KIIEHTIB; TOAI SIK BIUIMB KaHAIy MOOUTHHOTO OaHKIHTY Ha
3aJIOBOJICHHSI KJIIEHTIB TIOBHICTIO OIOCEPEAKOBAHO JOBipOr0. Pesymbratu MOCHimKeHHS Ie pas
MIATBEPINIM HE3aMIHHICTh JIOJACHKOTO ¢akTopa y HagaHHI OaHKIBChKUX mocayr. KepiBHHKH
0aHKiB MOBHHHI MPUAUIATH 0COOJIHMBY yBary MmocTiiHOMY HAaBYaHHIO Ta OpIi€HTAIll MPaliBHUKIB Ha
edeKTUBHE HaJJaHHS MOCTYT Ta NOOYI0BY BIAHOCHH. Pe3ynbTraTtu qOCHiIKeHHS TaKOX BKa3ylOTh Ha
HEOOXITHICT a1 MEHE/KEepiB OaHKIB pO3pOOISATH IHHOBAIMHI CIIOCOOM TIiJBHUIICHHS SIKOCTI
MOCIyr uepe3 KaHalmu caMooOciyroByBaHHs (OGankomaru, POS Tta MOOUIbHI mpHCTpoi) Ta
MOBIIOMJISITH TIPO 1€ KJIIEHTIB; BOJHOYAC HEOOXIIHO BXKMBATH 3aXOJlIB JIJIi 3aBOIOBAHHS JIOBIpU
KJIIEHTIB IO KaHAJIB Ta BCIX MOCIyr OaHkiB. Ll cTaTTst poOMTh BHECOK y CKapOHMUYKY 3HAHb MPO
CHOPUMHATTS Ta peakilii KIIE€HTIB y 0ararokaHalbHOMY OaHKIBCBKOMY CEpEIOBHMILI, a TaKOX MpO
MOCEPEHUIIBKY POJIb IOBIPH, OCOOIHMBO 3 MOTJISAY KpaiH, 0 PO3BUBAIOTHCS.

KurouoBi ciioBa: 3a10BOJICHICTh KIIEHTIB, CTpaTerii po3MOIiUIbUMX KaHAliB, JOBipa, OaHKH,
Hirepis.


https://doi.org/10.26661/2522-1566/2022-2/20-03

MANAGEMENT AND ENTREPRENEURSHIP: TRENDS OF DEVELOPMENT
ISSUE 2 (20), 2022

ECONOMICS
RECEIVED:
21 March 2022 UDC 338.43.02:[658.8:005.21]
ACCEPTED:
22 April 2022
RELEASED: DOI 10.26661/2522-1566/2022-2/20-04
14 June 2022

FORMATION OF EFFECTIVE PRODUCT DISTRIBUTION CHANNELS AS A
LOGISTIC SYSTEMS ECONOMICS COMPONENT OF AGRICULTURAL COMPLEX

OF UKRAINE
Viktor Shishkin Tetiana Pavliuk

Zaporizhzhia National University Zaporizhzhia National University

Zaporizhzhia, Ukraine Zaporizhzhia, Ukraine
ORCID ID: 0000-0001-8620-4722 ORCID ID: 0000-0001-7480-5475

Yuliia Polusmiak* Oleksandr Sushchenko

Zaporizhzhi_a Na?ional Upiversity Zaporizhzhia National University

Zaporizhzhia, Ukraine Zaporizhzhia, Ukraine

ORCID ID: 0000-0002-7521-6418

*Corresponding author email: uipolusmyak@gmail.com

Abstract. The article highlights the essence of distribution channels and considers
management aspects of sales channels formation and development for the Ukraine agro-industrial
complex. Problems and main factors of influence on the logistics system formation of the
agroindustrial enterprise with effective trade channels of national agricultural products are analyzed.

Today, in the process of realizing the geopolitical advantages of the national economy, it is
worth paying attention to the potential of the national agro-industrial complex, which is the main
budget-forming sector of the national economy of Ukraine. One of the key vectors of development
for Ukraine's integration into the world economy is the formation of effective channels for
distributing products of national agricultural producers to export markets. The participation in world
trade may open opportunities for our country to enter a new stage of development.

Keywords: logistics system, distribution channels, trade, distribution logistics, agricultural
enterprise, distribution channel schemes, agricultural products.
JEL Classification: A22, 120, 121.

INTRODUCTION

Today, the organization of distribution channels is the weakest link in the system of
functioning of national agricultural producers. Insignificant investments in sales logistics and low
efficiency of distribution channels lead to the loss of part of the profit, incomplete satisfaction of
demand, as well as increasing the level of risk associated with the sale of agricultural products in
foreign markets. The process of movement of goods from the agricultural producer to the final
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consumer takes place through a system of distribution channels, the efficiency of which is achieved
by ensuring uninterrupted flow of products in the agri-food market from producer to consumer. It
primarily depends on the coordinated work of all parts of the sales channel. As you know, the
system of channels of trade is a set of organizations that provide consumers with the opportunity to
use and consume goods and services. The availability of distribution channels is a guarantee of
competitive advantage for all entities that are part of the channel. Such distribution channels
facilitate planning, ensuring the relationship between the functional units of the organization,
market agents, production and commercial structures and the finally users. The organization of
effective distribution channels of national agricultural products is one of the most promising areas
of Ukraine's integration into the world economy and the implementation the concept of total quality
management.

LITERATURE REVIEW

Argumentation of theoretical positions and practical developments on the organization of
effective channels of distribution of agricultural products are covered in the works of prominent
foreign and domestic scientists, among whom were: A.N. Rodnikov, Yu.M. Nerush, VV Dybska,
G. Astratova, P.R. Kols, M. Tracy, O. Berezin, Y. Glushko, I. Balanyuk, V. Goncharov, S.
Potemkin, P. Sabluk, O. Shpykulyak and others. Some aspects of theoretical and practical nature of
the logistics activities of agricultural enterprises in their work considered EV Kpukascwkuii, A.M.
Gadzhinsky, VI Sergeeva, AG potter, L.B. Mirotina, N.Y. Konishchev and other foreign scientists.

PAPER OBJECTIVE

The purpose of this is to reveal the essence and basic principles of organization of
distribution logistics in the general logistics system of agricultural enterprises, as well as analysis of
the management aspect of formation and development of effective distribution channels in the
logistics system of national agricultural producers.

RESULTS AND DISCUSSION

Each system is a set of elements that are in mutual connection and relationship with each
other, forming a certain integrity, unity. The system is understood as a set of elements that are in
interaction; a set of elements organized in such a way that the change, exclusion or introduction of a
new element will naturally be reflected in the other elements of the system; everything that consists
of interconnected parts. Elements of a system can only exist within it - outside the system they are
only objects. They are heterogeneous but compatible. Any system has input and output. Also, it is
integral and at the same time articulate. There are significant orderly connections between the
components of the system that have the structure and determine its unifying qualities. The system as
a whole has its unique integration qualities that are not inherent in its elements.

The logistics system of the enterprise has all the properties of the system, because it consists
of interconnected and interdependent system-forming elements, which are arranged in a certain way
and form a structure with predefined parameters. Analysis of modern domestic and foreign
literature has shown that there is no single definition of the term "logistics system"™. So A.G.
Kalchenko in his works, calls the logistics system an organizational and economic mechanism for
managing material and information flows, the purpose of which is to deliver the required quantity
and range of products prepared for production and personal consumption at minimum time and
financial costs. However, the goal of the logistics system is not only to deliver products, but also to
optimize all flows of the enterprise.
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According to Y.M. Nerusha logistics system organizes the free distribution and exchange of
products in order to ensure the optimal ratio of supply and demand, optimizing the activities of the
constituent subsystems. In his work "Logistics" the scientist concluded that some logistics
departments determine the required amount of products for the smooth operation of the enterprise,
others - promote products from supplier to end user, others - analyze the market, suppliers and
consumers, and others are involved in forming distribution channels (Nerush, Yu. M., 2011).

Foreign scientists, in particular VV Dybska, Ye.l. Zaitseva, VN Sergeyev and others are
convinced that the logistics system is a complex organizationally complete economic system, which
consists of interconnected in the management process, the set, tasks and boundaries of which are
united by the internal purpose of the enterprise and its external goals (Krykavs'kyy YE.V.,2008).

A.M. Aucklander calls the logistics system of the enterprise an organizational and
managerial mechanism for coordinating the actions of specialists from different departments that
manage material flows in his works. Thus, the logistics system is considered as a subject of
management that affects the object - the material flow [4]. However, it is advisable to consider the
logistics system not only as a management mechanism, but also as a whole set of subsystems that
operate to achieve a common goal.

It can be concluded that the concept of "logistics system™ is multifaceted and has many
definitions, but the most common of them is the definition of a leading scientist in the field of
logistics, EV Krykavsky, who argues that the logistics system is an adaptive system with feedback.
language, which performs certain logistic functions and operations, has developed links with the
external environment and consists of several subsystems (Krykavs'kyy YE.V., 2006).

, Thus, analyzing the views of domestic and foreign scientists to determine the essence of the
logistics system of the enterprise, we can conclude that the division of such a system at the macro
level includes a number of constituent elements - subsystems:

- supply subsystem;

- storage subsystem;

- production subsystem;

- planning subsystem;

- distribution (sales) subsystem.

The logistics system of the enterprise and its functional subsystems is determined primarily
by the specifics of its activities. Thus, the logistics system of an agro-industrial enterprise has a
structure specific to such activities, different from enterprises in other industries.

Consider the aggregate scheme of the structure of the logistics system of an agricultural
enterprise (Fig. 1).

From fig. 1. it is seen that sales or distribution logistics is an integral part of the overall
logistics system of the agricultural enterprise. Distribution logistics is a set of interrelated functions
that are implemented in the process of distributing the flow of goods between consumers. The
logistics distribution subsystem is integrated with marketing. Its main purpose - the timely sale of
finished products to consumers in the right place at the specified time. The main participants in the
process of distribution of agricultural raw materials, products and food are the manufacturer,
processor, storage system, wholesale and retail links and the final consumer.

The very concept of "distribution™ in the economy is a phase of economic activity, which
results in the transfer of ownership of the result of labor. It should be noted that within the
distribution subsystem of logistics there are no resources or finished products - they are available
outside it. In the process of implementing its functions, there is a close interaction between the
agricultural producer and consumers, which form two micro-logistics systems, which are
interconnected by a distribution channel. Such channels are a partially ordered set of various
intermediary organizations and individuals who help bring goods from the agricultural producer to
the final consumer (Pol A. Samuel’son i Vil'yam D. Nordhaus, 2004).
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Figure 1. Aggregate scheme of the logistics system of the agro-industrial enterprise
Source: Own compilation.

After the separation of individual participants in the process of promoting the material flow,
the logistics channel is transformed into a logistics chain.

Traffic channels perform a number of important functions:

1) conducting market research;

2) data collection and analysis for exchange planning and optimization;

3) determining the conditions of purchase and sale of finished products;

4) sales promaotion;

5) establishing and maintaining communication with existing and potential consumers;

6) coordination of prices;

7) production, packaging and sorting;

8) organization of goods movement (loading and unloading operations, transportation and
warehousing).

In the economic literature there are the following types of distribution channels of
agricultural products, depending on the established within the channel of economic institutions:

- government Procurement;

- vertical marketing systems;

- flexible marketing distribution channels;
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- Channels with direct links.

Each distribution channel has its own boundaries, among which are the following:

1. Geographical (market area).

2. Economic (control over sales of certain products).

3. Social (ability to interact effectively within the channel).

The overall cost of distribution activities of the agricultural producer depends on the smooth
operation of distribution channels. Thus, due to the inefficient functioning of logistics, technical
losses of grain are 15% of the annual harvest, and total losses of agricultural products due to
underdeveloped logistics are about 35% of the annual volume. And the profit and expenses of the
distribution channel are up to 50% of the price of finished products. Therefore, in order to optimize
costs, ensure the overall efficiency and competitiveness of the agricultural producer, the issue of
organizing efficient distribution channels becomes problematic (Kennet Ye., 1996).

The formation of effective distribution channels of national agricultural producers is
determined by the specifics of the agricultural market, seasonality of supply and uniformity of
consumption of manufactured products. If the manufacturer sells products directly to the consumer,
then such a distribution channel is called zero or direct sales. If the mediator is one - one-level
channel, if two - two-level, and so on (Fig. 2).

Agricultural >
producer Logistics costs
Costs of sales

Final consumer

Processing plants

Agricultural ,| Own trade network |
producer -
N Final consumer
Costs of sales Costs of turnover through sales agents

and own outlets

Agricultural > Wholesale Retail Final consumer
producer

Retail costs

A

A 4

Costs of sales Wholesale costs

Figure 2. Network schemes of distribution channels of agricultural products
Source: Own compilation.

It should be noted that such a scheme of distribution channels of agricultural products allows
to optimize costs at all stages of the logistics chain, as well as minimize the so-called "transaction
costs", which according to D. North and K. Arrow are not just costs of economic entities, but total
costs of managing the economy of the logistics system of an agricultural enterprise. Today, the
issue of adaptation of the national agricultural producer to the conditions of the world market
economy on the basis of a clear organization of economic relations between trade enterprises and
suppliers is becoming problematic. Therefore, direct contractual relations are especially important.
As for indirect, which are associated with the movement of agricultural products from producer to
independent participant in the movement of goods - wholesale company and buyer, they are used
mainly to increase their markets, maximize sales and optimize costs, but the agricultural producer
loses contact with consumers and control over distribution channels.
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Indirect channels are long, it consists of a larger number of participants and, accordingly,
stages of trade, and direct - on the contrary, short. In order to reduce the length of the channel, the
agricultural producer can use vertical integration by teaming up with other participants in the
distribution channel, such as a wholesaler. In this way, the merged firm will gain a number of
competitive advantages, including the optimization of costs for intermediaries, the ability to
independently control distribution channels and ensure supply, gain greater independence.

In addition, in order to strengthen the position at its stage of the channel, the agricultural
producer can expand (vertical or horizontal integration) - to acquire an enterprise of similar
specialization. Thus, the national agricultural producer gets more market share, increases the size of
the company, optimizes the cost of promoting its products.

Factors affecting the movement of goods in the distribution channels of agricultural
enterprises can be divided into socio-economic, industrial, transport, geographical and trade (Table
1).

Table 1
Factors influencing the movement of agricultural products

Group of factors Influencing factors

Socio-economic - income level of the population;
- population size and density;
- submit and customs and tariff regulation of the state economy;
- availability of effective market infrastructure.
commercial - number of retail and wholesale operators in the market;
- scale and location of commercial enterprises;
- the complexity of the range;
- volumes of batches of agricultural products.
Transport - condition of roads and transport routes;
- availability of modern vehicles;
- availability of warehouses and equipment for sorting and loading
and unloading operations;
- norms of shipment of products.
- location of production and consumption zones;
- climatic specialization of agricultural production.

Industrial - size and number of production enterprises;
- the level of innovation and the use of modern technologies in the
manufacture of agricultural products.

Source: Pot'omkin, S. K.,2015.

The efficiency of a multilevel distribution channel depends primarily on the number of
consumers and the specialization of the agricultural producer. Trade channels of agricultural
products are also classified according to the level of integration and participation of producers:

- conventional channels (formed by networks of independent traders, agents and ancillary
enterprises, the purpose of which is to increase only their own profits);

- vertical channels (networks of agricultural producers and intermediaries striving for
maximum efficiency of the channel as a whole).

Vertical channels of trade include cooperatives, large agricultural holdings, chains of retail
stores and channels in which wholesalers are in the lead. The basis of specialization in distribution
channels is to obtain competitive advantages.

The distribution of agricultural products can be divided into several types, each of which
has its own characteristics of the organization of effective channels of trade.
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Table 2.
Ways to increase the efficiency of different types of distribution channels
Type of Ways to increase efficiency
distribution
lintensive Intensive distribution of agricultural raw materials and finished products is

characterized by a large number of outlets where goods are sold at low
prices. Therefore, the more intensive the distribution, the higher the
efficiency of intermediaries in the logistics chain.

Exclusive A small number of intermediaries who have the exclusive right to sell
products in a certain area. Improving the efficiency of distribution of
agricultural products is achieved by maximizing sales of agricultural
producers, the ability to control pricing and maintain the call sign image of
the organization. With the exclusive type of distribution, it will be
expedient to use one or two retail outlets for agricultural products in each
separate shopping area, while reducing the wholesale and retail trade
organizations in the geographical area.

Electoral Electoral distribution is a synthesis of intensive and exclusive types of

distribution distribution. The supplier seeks to increase market share and at the same
time to limit it by cooperating only with highly qualified dealers. Using the
average number of wholesale and retail organizations, the agricultural
producer receives more sales and profits, while maintaining control over
the channel of trade.

Source: Shholokova, O. M., 2011.

Farmers should choose those distribution channels in which they have the leverage to
influence the intermediary's strategy to promote and present finished products to consumers. The
degree of such control is determined by the supplier's authority over the channel of movement and
the possibility of imposing sanctions on the intermediary.

CONCLUSIONS

The development of a modern agricultural enterprise involves the implementation of a
systematic approach, based on the synthesis of capabilities of production, storage and distribution
logistics subsystem. So today, logistics is a key tool for improving the efficiency of agro-industrial
enterprises, because it is the organization of efficient distribution channels allows to optimize the
movement of goods from the source to the final consumer. The choice of an effective scheme of
distribution of agricultural products will minimize costs at all stages of the logistics chain, as well
as optimize the "transaction costs" for managing the economy of the logistics system of agricultural
enterprises.
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®OPMYBAHHS E@EKTUBHUX KAHAJIIB PO3MOALITY NPOAYKIII SIK
CKJIAJOBA EKOHOMIKMH JIOTICTHYHUX CUCTEM AT'POITPOMUCJIIOBOI'O

KOMILIEKCY YKPAIHH
IIumkin Bikrop OsexcanapoBuy ITaBmok Tersina CepriiBHa
3anopizbkuii HayionanbHUil YHieepcumem 3anopizvbkuti HayioHanbHUil YHigepcumem
3anopixcoca, Ykpaina 3anopixcacsa, Yrpaina
Ioamyemsk FOuis Iropisna Cymenko Onexkcanap OJiekcanapoBu4
3anopizbkuti HayioHALHUL YHI8epCUmem 3anopizvkuii HayioHabHUL YHigepcumem
3anopidcoics, Ykpaina 3anopixcacsa, Yrpaina

VY cTarTi BUCBITIEHO CYTHICTh KaHAJIB PO3NOAULLY Ta PO3IJISHYTO YIPaBIIHCbKI aCHEKTH
¢dopMyBaHHS Ta PpO3BUTKY KaHamiB 30yTy JUIsI arpolpoOMHUCIOBOIO KOMIUIEKCY YKpaiHu.
[IpoananizoBaHo mpoGieMu Ta OCHOBHI ()aKTOpU BIUIMBY Ha ()OPMYBaHHS JIOTICTUYHOI CHCTEMU
arponpoMHCIOBOTO  MIANpUEMCTBA 3  e()EeKTUBHUMHM  KaHanmamMu  30yTy  HalllOHaJIbHOI
ClIbCBKOTOCTIONAPChKOI  Mpoaykiii. ChOrofHi y mpoleci pearizaiii TeOoNoJITUYHUX TepeBar
HaIlOHAJIbHOI EKOHOMIKH BapTO 3BEpHYTH yBary Ha MOTEHI[iaJl HAI[iOHAJTbHOTO arporpoMHUCIOBOIO
KOMIUIEKCY, SIKUA € OCHOBHHM OIOJKETOYTBOPIOIOYMM CEKTOPOM HAI[lOHAJIbHOI €KOHOMIKH
VYkpainu. OJHUM 13 KIIFOYOBUX BEKTOPIB PO3BUTKY Ui iHTErpalii YKpaiHu y CBITOBY €KOHOMIKY €
¢dbopMyBaHHS e(EKTUBHUX KaHAJIB PO3MOJUTY MPOIYKII BITYM3HSHUX CUIBFOCIIBUPOOHUKIB Ha
eKCTIIOPTHI PUHKU. Y4acTh y CBITOBiM TOPTiBIIi MOXK€ BIIKPUTH HAIIiil KpaiHi MOXJIMBOCTI BUXOIY
HOBUI eTan po3BUTKY. Kilro4yoBi ciioBa: JIOTICTMYHA CHUCTEMa, KaHaIM pPO3MOAULY, TOPTiBIIS,
JIOTICTHKA PO3MOALNY, CIIbCHKOIOCHOJAPChKE MIANMPUEMCTBO, CXEMHM KaHaJiB  PO3MOALTY,
CUIbCHKOTOCTIOZApChKa MPOAYKIIs. Y CTaTTi BHUCBITIEHO CYTHICTh KaHANiB pO3MOALLY Ta
PO3IJISIHYTO ~ YNPaBIIHCBKI — acmeKkTh (opMyBaHHA Ta pO3BUTKY KaHamiB  30yry  amus
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arponpoMHCIIOBOTO KoMIUIeKcy Ykpainu. IIpoananizoBano npo0ieMu Ta OCHOBHI (haKTOpH BIUIUBY
Ha (opMyBaHHS JIOTiICTHYHOI CHCTEMH arponpOMHCIOBOTO IIANPHEMCTBA 3 e(QEKTUBHUMHU
KaHalaMu 30yTy HalllOHAJIBHOI CUTBCHKOTOCIIONApChKOi mpoaykuii. ChoroaHi y mporeci peamizarii
TeONOJIITHYHUX TepeBar HallOHaJbHOI EKOHOMIKM BapTO 3BEPHYTHM yBary Ha IIOTEHIal
HAI[IOHAIBHOTO arpoNPOMHUCIOBOTO KOMILJIEKCY, SKHH € OCHOBHUM OIO/DKETOYTBOPIOIOUHUM
CEKTOPOM HAliOHATBHOI EKOHOMIKM YKpaiHu. OAHUM i3 KIIOYOBUX BEKTOPIB PO3BUTKY IS
iHTerpanii YkpaiHu y CBITOBY €KOHOMIKY € (OpMyBaHHS €(EKTHBHHUX KaHAJIB pPO3MOILTY
MPOAYKIIii BITUM3HSHUX CLIBIOCIIBUPOOHUKIB HAa €KCIIOPTHI PUHKU. YYacTh Yy CBITOBIH TOpTiBII
MOJKE BIIKpUTH HaIlil KpaiHi MOXKIMBOCTI BUXO/ly HOBUH €Tal pO3BUTKY.

KurouoBi cjioBa: jioricTuyHa CUCTeMa, KaHAIHA PO3IOJLUTY, TOPTIBIs, JOTICTHKA PO3MOILTY,
CUIBCHKOTOCIIOIAPChKE  MIIPUEMCTBO, CXEMH KaHATIB PO3MOIiTY, CUIBCHKOTOCIIOAapPChKa

MPOAYKILiS.
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Abstract. The article considers the key statistical indicators of waste management in the
context of sustainable development of the EU and the regions of Ukraine, which allows to
understand development trends, identify problems and suggest ways to solve them. Positive trends
in waste generation, processing and utilization have been identified, which contributes to the
increase in the circular use of materials (CMU) in the EU. It is demonstrated that the unsatisfactory
state of waste management in the regions of Ukraine is associated with significant territorial
disparities in their formation and accumulation and with the low level of their utilization. The
necessity of introduction of responsible consumption and production as preconditions of rational
waste management at the regional level in the context of sustainable development is substantiated.
The aim of the study is to substantiate the areas of implementation of the experience of EU
countries in waste management for the regions of Ukraine to ensure sustainable development and
security of the state. Methodology: the theoretical and methodological basis of the research are the
fundamental basics on sustainable development studies, ecology, consumption and the circular
economy. To ensure the conceptual integrity of the study, the following methods were used:
statistical analysis and systematization, grouping, desk research. The scientific significance of the
work is that the European and domestic experience of waste management with a focus on
sustainable development is studied, the tendencies of improving the environmental situation in the
EU countries are analyzed (introduction of circular economy principles, reduction of accumulation
and recycling); recommendations for improving the results of sustainable waste management for
Ukraine have been developed. The value of the study lies in the analysis and substantiation of
problematic areas of sustainable waste management in the regions of Ukraine based on the
experience of EU member states.

Keywords: sustainable development, waste processing and utilization, circular use of
materials, reduction of post-harvest losses, regions.

JEL Classification: R11, Q01, Q53.

INTRODUCTION

Despite the difficult and tragic situation in Ukraine at the moment, we are convinced that its

restoration and development should take place as soon as possible on the basis of sustainability
principles and their implementation in all spheres of socio-economic life. For our country, one of
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the many tasks to achieve the goals of sustainable development is the establishment of waste
generation and disposal processes, the indicators of successful solution of which are included in the
12th Sustainable Development Goals "Responsible production and consumption™. Thus, in the
industrial regions of Ukraine the ecological and, accordingly, demographic situation remains
threatening, which is caused, among other things, by the excessive amount of accumulated
industrial waste, the slowness of reforms regarding their storage and utilization. This, in turn, leads
to increased social tensions due to increased risks to human health. Under such conditions, it is
important to study the experience of developed countries in solving the problems of sustainable
waste management, namely of the EU countries, which have significant achievements in this area.

LITERATURE REVIEW

According to the Sustainable Development Index (SDI) by the ISC WDS World Data Center
for Geoinformatics and Sustainable Development [1], Ukraine ranked 76th out of 137 countries in
2020, with an index value in 2005-2013 fluctuated in approximately the same range (0.72-0.74),
and since 2015 it has significantly decreased to 0.413 (in 2017). In 2018-2020, SDI rose to 0.694—
0.697, but is low. This is primarily due to the low position in the index of economic measurement
(0.374) and environmental measurement (0.538).

In the regional dimension, according to the Sustainable Development Index, the following
regions are distinguished: with a high index — 1.04-1.29 (Zakarpattia, Ivano-Frankivsk, Lviv,
Ternopil, Vinnytsia, Kharkiv regions); average — 0.9-1.03 (Volyn, Rivne, Zhytomyr, Kyiv, Poltava
regions); low and very low — less than 0.9 (all other areas). Such a spatial structure is associated
with the concentration of industrial enterprises in the regions of south-eastern Ukraine and the
negative impact of environmental factors on the indicator of quality of life (Sustainable
Development Modeling, 2021).

Effective waste management in production and consumption plays an important role in
reducing environmental impact. According to the European Commission's report, waste will have a
huge negative impact on the environment, causing pollution and greenhouse gas emissions that
cause climate change (European Comission, 2010). That is why the effective model of waste
management is their utilization and recycling, which return material resources to the economy.

An example to be followed in this direction is the experience of EU member states, which
seek to create a circular economy in which the number of iterations of resource and material use is
as high as possible and waste is minimized. An important aspect of this model is to reduce both
material consumption and waste by reducing economic and environmental cycles of resource flows,
which also can be made by popularization of sustainable consumption (Antoniuk K., 2021).

PAPER OBJECTIVE

The aim of the study is e substantiation of the directions of implementation of the experience of
the EU countries in waste management for the regions of Ukraine in order to ensure its sustainable
development and security.

METHODOLOGY

The theoretical and methodological basis of the study are the fundamentals of research on
sustainable development, ecology, consumption and the circular economy. To ensure the conceptual
integrity of the study, the following methods were used: statistical analysis and systematization,
grouping, desk research.
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RESULT AND DISCUSSION

During 20042018, the volume of waste generated in the EU countries increased from 775.9
tons to 812.0 tons (+4.2%) due to an increase in waste / water waste (+175.9%), construction
(+20.1%) and households (+6.7%), with a significant reduction in waste generated by agriculture (-
66.8%), manufacturing (-24.9%), mining and quarrying (-22.6%) (Table 1).

Table 1
Waste generation in EU countries (excluding basic mineral waste), 2004-2018, million tons

2004 | 2006 | 2008 | 2010 | 2012 | 2014 | 2016 | 2018 | 2018/

2004,
%
Agriculture, 62,3 56,7 455 | 20,2 204 | 17,7 19,7 195 -66,8
forestry,
fishing

Mining and 10,4 7,1 10,0 7,9 7,5 7,7 6,9 8,1 -22,6
qguarrying
Manufacturing = 239,9 | 2258 | 216,8 | 190,5 176,4 | 1759 | 178,9 | 180,1 @ -24,9
Energy 85,4 93,3 84,1 786 | 888 | 874 | 747 | 757 | -114
Waste/water 75,2 83,3 98,9 1299 1550 180,7 | 196,9 | 207,6 1759
Construction 34,4 334 | 348 | 425 | 398 | 386 | 378 | 413 | 20,1
Other sectors = 97,7 | 111,12 888 | 1023 889 & 851 @ 885 | 94,0 -3,7
Households 1741 | 179,2 | 181,6 | 186,0 | 180,7 | 175,8 | 181,4 | 1857 6,7
Total 7759 789,9  760,6 @ 758,7 758,0 769,0 784,7 8120 4,2
Source: Eurostat. Waste statistics (2018).

During 2004-2020, the rate of circular use of materials (CMU, the ratio of secondary raw
materials to total material used for domestic use), which reflects the share of resources used from
collected waste, increased from 8.3% to 12.8% (Fig. 1). In the short term (2014—-2020), growth was

lower than the annual average by 1.3%, and only in 2020 the CMU grew by 0.8%.
13,0 + . : .
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Figure 1. Dynamics of changes in the circular use of materials (CMU) in the EU (2004—
2020), %

Source: Eurostat, (2021).

The highest CMU rates were observed in the Netherlands, Belgium, France, Italy, Estonia,
and the lowest in Romania, Ireland, Portugal, Bulgaria, and Cyprus (Fig. 2).
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Figure 2. Dynamics of changes in the geographical structure of the circular use of materials
(CMU) in EU member states (2010-2020),%
Source: Eurostat, (2021).

Unfortunately, statistics on waste disposal, which excludes the main mineral waste, have been
available only since 2010 and show a slight increase. However, despite the much higher rate of
recycling, the relatively low degree of circularity in the EU can be explained by two structural
barriers. First, a significant part of the materials is used for the construction and maintenance of
buildings, infrastructure and other goods (works, services) with a long service life and limited
availability for recycling. Secondly, a significant amount of material resources is used for energy
production, so the circularity rate is quite low (European Commission, 2015).

In 2018, out of 812.0 million tons of generated waste, the largest part came from waste / water
(207.6 million tons), households (185.7 million tons) and Manufacturing (180.1 million tons) (see
Table 1). One third of wastes, excluding basic mineral wastes, were mixed conventional wastes,
including household wastes, mixed undifferentiated materials and waste sorting residues. Waste
combined into “recyclable waste” (metal, glass, paper and plastic) accounted for about a quarter,
combustion waste - 15%, animal and vegetable waste - 10%, chemical and medical waste - 6%,
mineral waste from processing of stabilized waste - 5%. In 2016, the volume of slag and equipment
was about 2%. In 2016, 48% of waste was recycled in the EU (Fig. 3).

Up to 25% of waste was accumulated in landfills, while the share of waste accumulated in
garbage dumps decreased, recycling due to energy-saving incineration increased. The recycling rate
is higher for general waste, except for basic mineral waste, than for household waste. Despite
significant growth, the level of municipal waste disposal remained at 45.3% in 2018, which is due
to the dominance of landfill technology for their disposal. However, there is a change in landfill
disposal for combustion with energy recovery. Thus, if in 2011 34.4% of municipal waste was
accumulated in landfills and 24.0% burned, and in 2018 the share of landfills was 24.4% against
27.6%.
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Fig. 3. Recycling rates in Europe by waste stream (2004-2019), %
Source: Europian Environment Agency, (2019).

In 2018, 7.5% of waste, excluding basic mineral waste, or 132 kg per capita, was assessed as
hazardous to health or the environment.

In Ukraine, the emphasis of the implemented measures for achieving the 12" SDG (“Ensuring
of responsible consumption and production”) is made on reducing post-harvest losses in agricultural
production and efficient waste management, while it should be much more wider (Antoniuk K.,
Antoniuk D., Mokiy A., 2020).

The importance of the first task can be explained by the priority of agricultural sector
development as potentially competitive for the national economy in the medium term. But the
constant increase in the load on agricultural land due to increased arable land, agricultural
consumption, food prices causes negative consequences, which in the long run pose a significant
threat to economic security of regions with reduced resource potential for stable agro-industrial
production (Analytical report, 2018). To solve this problem, it is necessary to reduce food losses in
the supply chain, the dynamics of which should be assessed using the following indicators: the
share of post-harvest losses in total grain production (%); share of post-harvest losses in total
production of vegetables and melons (%).

Recently, there has been a decrease in post-harvest losses in total grain production (Fig. 4),
the share of which in the regions of Ukraine ranges from 0.1 to 3.4 %. It seems debatable to apply a
methodological approach to account for this indicator (Analytical report, 2018), as its real value is
much higher, and compared to 2011 has decreased significantly. The following average annual
indicators are defined as target values for the national economy: 2020 — 1.8 %; 2025 — 1.0 %; 2030
—0.5 %.
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Figure 4. Dynamics of change in the share of post-harvest losses in total grain
production,%
Source: Analytical report, 2018.

In Ukraine, the problem of waste management will become increasingly important, including
the consumption safety context. The tasks of reducing the volume of waste generation and
increasing the volume of their processing and reuse to minimize the negative impact on the
environment, increase the efficiency of production and, consequently, the safety of consumption of
goods (services) remain decisive.

During 20152019, there is a tendency to reduce the volume of waste of hazard classes I-111,
but the share of waste of class IV is growing. To some extent, the economic crisis of 2008-2009
and the military-political conflict with the Russian Federation since 2013 have significantly affected
the volume of hazardous waste of I-I11 classes. In 2015, there was a significant decrease of 44% (to
the level of 2011), caused by the occupation of certain districts and cities of Donetsk and Luhansk
regions, which housed a large part of the country's industrial enterprises. These trends also appeared
due to the industry structural reorientation to less production waste.

At the same time, the total amount of waste in the economy is increasing (Fig. 5). In the
regional dimension, the leaders are: Dnipropetrovsk region (206 million tons); Kirovohrad (35
million tons); Donetsk (20 million tons); Poltava and Zaporizhia regions (5 million tons each). This
is due to the concentration of mining and processing enterprises — the main polluters, whose shares
in 2011 were 75.0% and 18.0%, in 2016 — 74.0% and 18.2%, respectively.

The volume of waste disposal in the regions of Ukraine ranges from 3.8 to 67.3% of the
total. In Zaporizhzhia, Poltava, Ivano-Frankivsk and Cherkasy region, the share of waste incinerated
and utilized at landfills in the total amount of waste generated significantly exceeded the Ukrainian
average (29%).
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Figure 5. Dynamics of changes in the volume of waste generated by enterprises of all types
of economic activity per unit of gross regional product (GRP) (2015-2018), kg per 1000 USD
Source: Analytical report, 2018.

Significant volumes of generated waste and low values of their utilization indicators lead to
an increase in the volume of accumulated waste (Table 2). A threatening situation is observed in
Dnipropetrovsk region, where 10 million tons of waste are stored, in Zaporizhzhia region (7.7
million tons of waste of I-111 classes), in the Sumy region (2.2 million tons of waste of I-111 classes)
and in Luhansk region (860.4 thousand tons of waste of I-11l classes). As for the total amount of
waste accumulated during operation, Dnipropetrovsk and Donetsk regions are several times higher
than other regions of Ukraine in terms of waste disposal per square kilometer (EEA report, 2016).

Table 2
The total amount of waste accumulated during operation, in places of utilization, per square km, in
the most polluted regions of Ukraine, t

Ne Region Years
2010 2015 2016 2017 2018

2871511 318310,6 320717,2 323535,7 335571,1

Dnipropetrovsk

Donetsk 95742,7 40200,1 32611,6 32587,0 33996,4
Kirovohrad 9557,8 13976,5 15274,9 16609,7 21011,1
Kyiv city 4442,3 14100,1 13903,3 14258,9 14818,7
Lviv 8006,6 10553,0 10617,9 10657,7 10513,4
I Zzaporizhzhia 5439,9 5883,6 5970,2 6082,8 6064,1

Source: EEA report, 2016.

The state of household waste management in Ukraine, according to scientists of the National
Institute for Strategic Studies (Yakushenko L.M., Bugaychuk N.V., 2019), is characterized by:

- inconsistencies and imperfections of legislative regulation (52 legal acts, five of which are
considered contradictory and eight more - irrelevant);

- low level of infrastructure development in the field of household waste management (as of
2018 in Ukraine 6107 garbage dumps and landfills with a total area of 9172.436 hectares, of which
984 units did not meet environmental safety standards and 256 units - overloaded; the need for new
landfills - over 421 units);
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- lack of economic incentives to expand the range of services in the field of household waste
management;

- imperfect or no informational and educational work (Antoniuk K., Mokiy A., Pikh M.,
Bukharina L., Antoniuk D., 2021) in the field of household waste management among the
population (as of 2019, only 1462 settlements have introduced separate collection of household
waste; in 28 settlements there are 34 waste sorting lines).

CONCLUSION

The critical situation with waste in Ukraine cannot be resolved in the short term, as it
requires significant financial and intellectual resources. Implementation of EU environmental policy
principles in the areas of "Waste Management”, "Industrial pollution and man-made threats",
"Climate change and protection of the ozone layer”, implementation of investment projects to
implement innovative waste management technologies involving European financial institutions
will help to solve this problem, which directly affects the safety of consumption.

At present, there is a recognition of the importance of introducing responsible consumption
and production, which can be further strengthened by consolidating the actions of the state, business
and consumers in the following areas:

- gradual removal of hazardous chemicals from production processes through the
introduction of a system of environmental labeling and European standards of production
management;

- creation of legal and institutional preconditions for the formation of a green economy in
Ukraine, implementation of the concept of a circular economy, the principles of resource-efficient
and clean production;

- strengthening the role of united territorial communities, increasing their powers to impose
sanctions on companies that pollute the environment;

- application of modern technologies and European practices of waste management of
production and consumption of goods (works, services);

- implementation of programs of information, education and educational activities on
sustainable production and consumption of goods (works, services).

This will be facilitated by improving the institutional framework for security and sustainable
development of Ukraine.
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CTAJIE [IOBOJKEHHS 3 BIAXOJAMHM:
MIKHAPOJIHUI TOCBIJ JJISI PETTOHIB YKPATHH

AnToHOK Karepuna IBaniBna JIMUTPO AHTOHIOK AHATOIiIHOBUY
Hayionanvnuu ynisepcumem «3anopizbka 3anopizbkuii HayioHALHUL YHIgepcUmen,
NoOJIIMexHiKay, 3anopixcocs, Yrpaina

3anopidcacs, Ykpaina

VY cTarTi pO3MNISHYTO KIIHOYOBI CTaTUCTHYHI IMOKAa3HUKM TOBOJDKEHHSA 3 BIAXOJaMH B
KOHTEKCTI CTAJIOT0 POo3BUTKY KpaiH €C Ta perioHiB YKpaiHu, IO TO3BOJSE 3pO3yMITH TEHACHIIT
PO3BHUTKY, BUOKPEMHUTHU NPOOIEMHU Ta 3alpONOHYBAaTH LUIAXH iX BUpILIEHHSA. BUsABIEHI MO3UTHUBHI
TPEHJU y TeHEpYBaHHI, mepepoOil Ta yTui3amii BiIX0/IB, IO CIpHUsie 30UTHIICHHIO MOKa3HUKA
UpKynsgpHoro Bukopuctanns marepiani (CMU) B kpainax €C. He3anoBuIbHUI cTaH MOBOJKEHHS
3 BIAXOJaMHM y perioHax YKpaiHH, MOB'A3aHUM 13 CYTTEBUMH TEPUTOPIAIbBHUMHU JTUCIPONOPIISIMH B
iX YTBOpEHHI Ta HAKOIMYEHHI, HU3bKUM piBHeM ix yruiizauii. OOrpyHTOBAaHO HEOOXiTHICTbH
BIIPOBA/KEHHS BIANOBIJAJIBHOTO CIIOKHMBAHHS Ta BUPOOHMIITBA SIK NEPEIyMOBU PpalllOHAIBHOTO
MOBOJKEHHSI 3 BIJXOJaMH Ha pEriOHaJbHOMY PIiBHI B KOHTEKCTI CTajJoro po3BUTKY. MeToro
JOCIIPKEHHsI € OOIPDYHTYBaHHS HaIpsIMIB IMIUIeMeHTalli JocBiny kpaiH €C 13 NOBOMKEHHS 3
BIIXOJAMU JUIs pETiOHIB YKpaiHW 3a/uis 3a0€3MEeUYeHHS CTaJoro pPO3BUTKY Ta OE3MEKH JIEpXKaBH.
Mertoaosorisi: TEOPETUKO-METOJOJIOTIYHOIO OCHOBOIO pPOOOTH € (yHAaMEeHTaldbHI OCHOBU
JOCHIJUKEHb CTaJIOr0 PO3BUTKY, €KOJIOTIi, CHOXKMBaHHS Ta LUPKYISIpHOI eKoHoMiku. Jlns
3a0e3meYeHHs] KOHIENTYalbHOI IITICHOCTI JOCTDKEHHS OyliM BHKOPHCTaHI Takl METOJIHU:
CTaTUCTMYHMM aHali3 Ta CUCTeMaTH3allis, IpynyBaHHs, KaOiHeTHI nochimkeHHs. Haykose
3HAYeHHs POOOTH TIOJIATAE B TOMY, IO JOCTIPKEHO €BPONEHCHKUN Ta BITUM3HSIHHUMN JTOCBIJT
MOBOJUKEHHS 3 BIXOJAaMHU 3 OpIEHTAlll€l0 Ha 3a0e3MeYeHHS CTAloro PO3BUTKY, MPOAHATI30BAHO
TEHJIEHIIi MOKpaIlleHHsI eKOJIOT1YHOi cuTyarii B kpaiHax €C (BIpoBa/HKEHHS MPUHIIUIIIB HUPKYISIPHOL
€KOHOMIKH, 3MEHIIEHHS O0CATIB HArpOMA/KEHHS Ta TMepepoOKH); po3po0IeHO peKoMeHAallli o0
MOKPAIIeHHsI Pe3ybTaTiB MOBOKEHHS 3 BIIXOAaMHU Ha 3acajax CTaJIor0 PO3BUTKY IUIS YKpaiHH.
HinHicTh T0CTIKEHHS MOJIATae B aHAII31 Ta OOIpYHTYBaHHI MPOOJIEeMHUX HAMPsSIMIB 3a0€3MeUeHHS
CTaJIOTO MOBOHKEHHS 3 BIIXOJAaMH B perioHaX YKpaiHU Ha OCHOBI TOCBIMYy KpaiH-wieHiB €C.

KarouoBi cioBa: cranuii po3BUTOK, IepepoOKa 1 yTWii3alis BiIXOAIB, LUPKYISpHE
BUKOPHUCTAHHS MaTepialiB, CKOPOUECHHS MiCIAA30UpaTIbHUX BTPAT, PET10HU.
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Abstract. The purpose of this study is to examine the purpose of this study is to examine the
features of managing financial institutions and risks under conditions of uncertainty. The current
period of development of the financial sphere is characterized by availability of a significant
number of approaches and methods of management through forecasting and assessing risks, their
identifying and minimizing. Analysis of recent research and publications has shown that the use of
innovative mathematical management methods can minimize risks and provide significant
competitive advantages in the future. Methodology: general and special methods of system-
structural analysis and synthesis, grouping and comparison were used in the research process. The
risk management scheme proposed by the NBU for use by financial institutions has been analyzed
and supplemented by taking into account reputational risks. The research findings show that the
existing methods are based on the use of expert judgment and require a significant amount of
information that is not always available. It has been proven that the construction, use, calibration
and interpretation of results obtained during risk assessment should be handled by a risk committee,
whose main task is to monitor, identify and manage risks that arise during the operation of the
financial institution. It has been revealed that there is no single complete Bureau of Credit Histories
in Ukraine, which is a significant barrier to the effective management of financial institutions. The
prospect for further research is the formation of approaches that would allow managing several
types of risks, in compliance with all regulations under current legislation. This will make it
possible to fully satisfy customers, while the setup of a single bureau of credit histories will
minimize risk manifestations.

Keywords: management, financial institutions, uncertainty, credit risks, risk assessment
methods

JEL Classification: G18, G20, D8L1.

INTRODUCTION

Financial institutions management under conditions of uncertainty necessitates consideration
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of risks, since untimely detection, identification and poor forecasting of consequences can cause
significant harm not only to an individual financial institution exposed to the risks, but also to the
entire financial system of Ukraine. This fact was confirmed by the events of 2015-2016, when about
40% of banks concurrently went bankrupt due to incorrect risk assessment and management
(Neplatospromozhni banky).

Under conditions of uncertainty, management should be based on a prevention strategy, the
basis of which is control over a wide range of indicators. Effective risk management is a guarantee
of economic security and a high level of competitiveness in the future.

LITERATURE REVIEW

A significant number of publications by both domestic and foreign scholars have been
devoted to the issue of financial institutions management under conditions of uncertainty. For
example, Chernobai A. and Ozdagli A.K. and Wang J. (2021) identified the problem of
inconvenience for big financial institutions to simultaneously monitor and control all risks, as this
requires additional administrative resources. Moreover, using regulated means of risk control,
financial institutions are not always able to compensate for managerial failures. To address this
issue, Malik M., Zaman M. and Buckby S. recommend to set up a risk committee at the level of the
company's top management or board of directors, which will make it possible to improve the focus
on problematic issues. As a result, the financial institution becomes focused on risk protection and
risk management. Establishing a risk management committee is not a panacea and will not solve all
the problems at once, but this step helps to concentrate on the development of risk strategy and
involve the most experienced employees and managers in that. In continuation of this study, Malik
M., Shafie R. and Ku Ismail (2021) recommend entrusting the risk management committee with the
function of ensuring the sustainability of the financial institution and increasing its future value. The
scholars focus on the experience level of management, whose task is to monitor, predict and
manage risks to increase the company's value.

Levchenko N.M., Ivanova M.l. (2020) emphasize that currently a fragmented risk
management system is most commonly used, which does not ensure prompt tracking and timely
prevention or minimizing risk. As a way out, the authors recommend that companies implement
compliance management systems (CMS) and propose the Roadmap to the formation and
implementation of compliance management systems. Mordan Ye.Yu., Bukhtiarova A.G.,
Kravchenko Ya.l. (2021) focused on the analysis of the risk, posed by the involvement of financial
institutions in illegal schemes, through the use of the Basel Anti-Money Laundering Index and
proposed an integral index that assesses the level of this risk. Larionova K.L., Donchenko T.V.
(2020) focused on the credit risk for financial institutions due to its extremely high level and
proposed to more actively address the issue of problem loans by using mechanisms for debt
restructuring and writing-off and other ways of credit risk optimization. Similar conclusions were
drawn by Khoma I.B., Myrhorodets' Yu.V. (2021). Pleskun 1.V. (2019), among the many risks
faced by financial institutions, singled out corruption risks and proposed to create a model of
customer risk control in the context of implementing a risk-oriented approach. This model involves
three successive stages: 1) analysis of the external and internal environment (primary financial
monitoring); 2) formation and testing of a customer risk map; 3) implementation of control
measures in relation to high risk customers.

It is obvious that despite the significant number of publications, the issue of effective
management of financial institutions and risks arising under uncertainty remains relevant.

PAPER OBJECTIVE

The purpose of this study is to examine the features of management of financial institutions
and risks arising under conditions of uncertainty. The main objectives of the study are to improve
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the risk management scheme, compare risk assessment methods and determine the risk appetite.
METHODOLOGY

In the course of the study, general scientific and special methods were used: system-structural
analysis and synthesis when building a scheme for financial institutions risk management and
determining their risk appetites; grouping for identification of internal and external factors of risk
manifestation and classification of credit risks of financial institutions; comparison to define the
conditions of application, advantages and disadvantages of risk assessment methods.

RESULTS AND DISCUSSION

As a classic definition of risk, we will consider the definition provided in the Regulations on
the Organization of the Risk Management System in Banks and Banking Groups of Ukraine. Risk is
the likelihood of loss or additional loss or shortfall in planned income due to the debtor’s /
counterparty's failure to fulfill their obligations under the terms of a contract. (Polozhennia pro
orhanizatsiiu systemy upravlinnia ryzykamy v bankakh Ukrainy ta bankivs'kykh hrupakh).

We will use the generally accepted identification and division of factors, which contribute to
the manifestation of risk, into internal and external factors (Table 1).

Table 1
Internal and external risk factors for financial institutions
\ External factors Internal factors
Instability, inconsistency of legislation Unforeseeable changes in business processes
Unforeseeable actions of state bodies Natural environmental impact
Instability of economic policy Financial problems of the financial institution
Unforeseeable changes in domestic and Development and implementation of new technologies or
foreign market conditions methods of labor organization
Unforeseeable actions of competitors, Insufficient, imperfect or untimely business information
corruption, takeovers
Uncertainty of operating conditions Inefficient performance of marketing department

Source: Own compilation

In turn, the manifestation of internal and external factors affects the formation of such types
of risks as credit, market, liquidity, operational, legal and reputational risks. For financial
institutions, taking into account credit risk is a priority. The most common classification of credit
risk types is shown in Table 2.

The best way to manage risk is to take certain precautions to detect any of its types. We
believe that risk management is a measure used to identify, analyze and further respond to the
manifestation of a particular risk. It is a continuous process that is a useful tool in the decision-
making process. The financial institution's risk management should be carried out at two levels,
according to the cause of its occurrence: at the level of each individual credit and at the level of the
credit portfolio as a whole. The credit portfolio risk is its assessment in order to prevent it from
reaching a concentration that will violate regulatory requirements. It is necessary to conduct regular
reviews and measurements of the credit portfolio in compliance with the established limits,
adhering to the following principles:

- forecasting situations that may cause loss;

- taking measures to reduce loss;

- formulation of risk management policy and adherence to risk management mechanisms.

Figure 1 shows a common risk management framework for financial institutions. We insist on
taking into account reputational risks in addition to those proposed by the NBU.

Table 2
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Classification of credit risk of financial institutions

Classification feature Description
By field of occurrence Borrower risk

Insurance risk
Credit product risk
Environmental risk for the financial institution

By position Risk on market positions
Portfolio risk
By extent of risk Macroeconomic risk

Risk of the financial institution as a whole
Risk of the decision maker
By area of credit use Risk on consumer credits
Risk on industrial credits
Risk on investment projects

By level of predictability of the situation Foreseeable (predictable) risk
Unforeseeable (unpredicted) risk
By causes of occurrence Subjective risk

Obijective risk
Legal risk / Regulatory risk

By the size of possible loss Admissible risk
Critical risk
Catastrophic risk

By the term of the credit agreement Risk under short-term agreements
Risk under long-term agreements

By financial compliance The risk that results in financial losses

The risk that results in lost profits
The risk that results in financial income
By type of credit operations Risk in lending
Risk in transactions with promissory notes
Risk in leasing transactions
Letter of credit risk
Risk by exposure Risk to be managed by the financial institution on their own
Risk that insures losses against the insurance company (to a
guarantor)
Risk pertaining to each financial institution in the system

Source: Own compilation

We will consider risk an economic category, which lies in the plane of implementation of
systematic management in financial institutions, and is related to their formation, performance or
return to a sustainable state. Reputational risk has stable cause-and-effect relationships with the
activities of financial institutions, their motives and behavioral guidelines in the outside world, in
particular, in the economic sphere. The source of reputational risk according to Trostyanska K.M.
(2014) is not so much specific facts and events related to the organization, as the nature of the
information received by individual entities in terms of influencing the formation of subjective
perceptions of the organization. Therefore, financial institutions need to pay attention to the
information, relating to the institution, as presented in the media and other information resources,
since the deterioration of business reputation caused by negative perceptions of customers or
counterparties, leads to deteriorating working conditions and emergence of other risks (operational,
market or liquidity risks).

We believe that the main component of risk management is the use of today’s innovative
methods for risk assessment (Table 2).
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Setup of a risk management committee Setup of a department for Ensuring a sufficient number of
| of the bank's board > compliance control L suitably qualified staff
The first stage >
Introduction of organizational \ 4
measures Informing the NBU on the completion Defining functions, duties, Defining mechanisms and persons
of the first stage of implementing the ~ [® authority and responsibilities < responsible for cooperation
Regulations between the bank’s departments
y code of conduct conflict of interest policy the procedure for transactions
The second stage Development / revision, approval |- (ethics) i ™ with persons related to the bank
Introduction of risk management and implementation of risk .
culture management culture A J
Informing the NBU training and advanced mechanism for confidential
on the completion of |« training program for the |4 notification of unacceptable
the second stage of bank's employees on risk behavior in the bank
implementing the management
Regulations
Reputational risk Crecﬂt risk Liquidity risk
Yy Development / revision, approval and
The third stage implementation of bank’s / group’s Interest rate risk of
Introduction of strategies, policies, [ | documents on risk management, including »|  the banking book
methods and procedures
3 - . - Market risk
Compliance risk Operational risk
Development, approval and implementation Development / revision and approval by Informing the National Bank of Ukraine
of the risk appetite statement the bank's board of other bank’s / group’s by the bank and the responsible person of
The fourth stage documents on risk management and the bank group on the completion of the
Introduction of the Risk Appetite N |y implementation of other requirements of | fourth stage of implementing the
Statement and other requirements of the Regulations Regulations
the Regulations

Figure 1. Risk management scheme for financial institutions
Source: PLS results of data processing (Polozhennia pro orhanizatsiiu systemy upravlinnia ryzykamy v bankakh Ukrainy ta bankivs'kykh hrupakh)
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Table 2

Comparison of methods for assessing the risks of financial institutions

Method Description Features of use Advantages Disadvantages
Scoring is a mathematical or - Ui e e The interpretation of
. ; Integral indicators are | methods at the -
statistical model by which a the results obtained is
. D . used for each preparatory stages,
. financial institution tries to . : done by an expert, so
Scoring - customer: age, which enables
assess the probability of T - there may be a
models : profession, income, obtaining the best .
repayment of a credit by a | - . o discrepancy
2 ength of being a client | results and taking into .
particular borrower based on - depending on the
- of the bank, etc. account major changes o .
credit history S expert’s point of view
and indicators
Analyzing various
options for a project The need for expert
Monte Simulation of random implementation. It allows for taking into | information, the
Carlo processes according to given | Probable account random difficulty of building
Simulation | characteristics characteristics: elements in the model an adequate,
probable credit interest consistent model
rate
The method is not
Possibility of using optimal for problems
. Graphical prompting of Determining risk pOth catego_rlcal a‘nd with a large nl_meer
Decision - o interval variables; of variables, since
solutions that may be indicators for the . L .
Trees accepted bank's credit nortfolio metrics that evaluate there is information
P P the model for that cannot be
sustainability presented in this
form.
Ease of use, simple The end result is
All financial institutions use €, SImp accepted at the
. . mathematical ; ;
. a certain method to calculate | The use of metrics of . discretion of the
Rating . . apparatus, clarity of the
the rating and form an the borrower's . manager and/or
method - , . . .. obtained results ;
opinion on the borrower's financial condition - analyst; lack of
. : without the need for .
creditworthiness . ; assessment of its
interpretation
adequacy
For arouning obiects It is not a separate
grouping objects | Assessing risk and N independent method,
.| characterized by a significant SRRy A significant amount .
Taxonomi ber of f h profitability of the £ inf L it is necessary to use
¢ analysis number of features so that to existing credit of information Is additional methods to
order the elements of a given : required .
portfolio obtain an adequate
set
stable result
Expert_analysw of th? . - An opportunity to Since it is an expert
dynamics of economic ratios | Determining the . .
L. o choose a desired method, different
. characterizing the indicators of the . . .
Ratio . . . approach for analysis; interpretations of the
. creditworthiness of the borrower*s . . .
analysis . ) . it does not require a results are possible; a
borrower by comparing the creditworthiness and L . .
A . . . o significant amount of limited choice of
borrower’s indicators with financial condition : . I .
. information criteria for analysis
industry averages
Ease of use and .
: Indicators are chosen
. - .. | construction, as all the
Allows the change in Determining the credit X . by government
Stress TR . - necessary information .
. quantitative indicators of risk | portfolio risk . . agencies and are not
testing is provided by the

to be analyzed in dynamics

indicators

customer or is publicly
available

always logical and
indicative

Source: Compiled by the authors

According to Maliy O.G. (2018), when assessing risks, the financial institution needs to take into
account all available information about the debtor, including information on abuse and fraud; the
reputation of the debtor; quality of management; the debtor's relationship with other banks, as well as the
debtor's credit history. The main source of information on borrowers for financial institutions is the bank'’s
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internal credit history and information obtained from the Bureau of Credit Histories for the time of
application. To build a scoring model, it is recommended to use variables such as the number of existing
customer’s accounts for that moment of time, the presence and number of credit cards, rating from the
Bureau of Credit Histories, the total amount of all credits, the date of obtaining the last credit, the use of
any other credit products or offers from that particular financial institution, the balance sheet and current
account information.

Pavlyuk S.M. (2012) argues that the risk management in a financial institution should be carried out
through special measures, which include, first, the use of a risk rating system; second, setting the amount
of the reserve depending on the risk; third, monitoring of credit portfolio; and, fourth, control of
concentrations by borrowers, geographical locations, economic sectors and types of crediting.

Constructing, using, calibrating and interpreting the results obtained during the risk assessment need
to be entrusted to a risk committee, the main task of which is to monitor, identify and manage the risks
that arise during the operation of the financial institution. The risk committee is also responsible for
assessing propensity for risk or risk appetite. Risk appetite is the predetermined levels and types of risks
that financial institutions are willing to accept in order to achieve their goals, based on the institution's
scope and objectives within the frames of their strategy and business plan. Risk appetite ought to reflect
an acceptable level of risk that affects the achievement of specific strategic goals. Therefore, risk appetite
should be formed based on the activities that the financial institution considers to be strategically
important. Risk appetite needs to be approved by the board of directors and defined in stages, as shown in
Figure 2.

We believe that a significant barrier to the effective management of financial institutions and
possibility of a qualitative and adequate risk assessment is the absence of a single complete Bureau of
Credit Histories in Ukraine, which could assist in obtaining the collected up-to-date information on the
customers and their credits. On the contrary, many European countries have the Bureaus established at the
state level, so that each financial institution has the opportunity to update and use the relevant information
to make a decision on crediting a potential customer. This fact increases uncertainty and the likelihood of
unforeseeable loss, therefore financial institutions need to provide mechanisms to compensate and avoid
risk. Given the need to ensure the security of the bank, it is recommended to follow strict measures in the
crediting strategy together with ensuring high quality of service. To measure the level of quality, the
following criteria are proposed to use: credit accessibility; time required by the financial institution to
process an individual request for credit; cost of credit.

Determining /
revision of risk
appetite

Sharing and Aligning risk
monitoring the appetite with

results goals and
profitability

Figure 2 Stages of determining risk appetite
Source: Compiled by the authors

Thus, risk management under conditions of uncertainty becomes a key part of strategic planning for
the development of financial institutions in close cooperation with top management, taking into account
best practices in analytics and impartial decision-making. The prospect for further research is the
formation of approaches that will allow managing several types of risks in compliance with all regulations
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under current legislation. This will make it possible to fully satisfy customers, while the setup of a single
bureau of credit histories will minimize risk manifestations. The risk management function needs to
become more differentiated to ensure the competitive advantage of financial institutions in the future.
Effective risk management should lead to large-scale ambitious transformations of financial institutions,
which is becoming a major task today.

CONCLUSIONS

The article discusses the features of managing financial institutions under conditions of uncertainty.
Risk management is a measure used to identify, analyze and respond to a specific risk. It is a continuous
process that is a useful tool for decision-makers. Risk management in financial institutions should be
carried out at two levels, according to the causes of its occurrence: at the level of each individual credit
and at the level of the credit portfolio as a whole. The generally accepted risk management framework for
financial institutions proposed by the NBU should also take into account reputational risks that have
strong causal links with the activities of the financial institution, its motives and behavior guidelines in
life, including the economic sphere. We believe that the main component of risk management is the use of
up-to-date innovative methods of risk assessment. Constructing, using, calibrating and interpreting the
results obtained during the risk assessment need to be entrusted to a risk committee, the main task of
which is to monitor, identify and manage the risks that arise during the operation of the financial
institution. We consider the absence of a single complete Bureau of Credit Histories in Ukraine to be a
significant barrier to the effective management of financial institutions. The prospect for further research
is the formation of approaches that will ensure managing several types of risks in compliance with all
regulations under current legislation. This will make it possible to fully satisfy customers, while the setup
of a single bureau of credit histories will minimize risk manifestations.
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YIPABJIITHHA ®PTHAHCOBUMHU YCTAHOBAMMU TA PU3UKAMMU B YMOBAX

HEBU3HAYEHOCTI
Bbapaace Aprem Bosroaumuposuy, Aynnuk AJsuia BikropiBHa,
0.e.H., npogecop, K.€e.H., 00yenm xageopu meHeo’cMeHmy,
Llupexmop HaguanbHO-HAYKOB020 IHCMUMYmy Hayionanonuii mexuiunuii ynigeepcumem
eKOHOMIKU, «/{ninposcvKka nonimexuikay,
Hayionanonuu mexniunuu ynieepcumem Ininpo, Ykpaina
«/[HinpoecvKa NonimexHiKay,
/ninpo, Yxpaina
ABpamenko Ouiexkcanap OsekciiioBuy, Kasumupenko Oaexkciii Bosionnmuposny,
acnipanm xageopu meHeoIcMeHmy, acucmenm Kagheopu meneoHcMeHmy,
Hayionanonuii mexuiunuii ynisepcumem Hayionanvnuii mexniunuii ynigepcumem
«/[ninpoecvka noaimexmikay, «/[HinpoecvKka nonimexuikay,
Uninpo, Yrpaina [uinpo, Ykpaina

MeTo10 1aHOTO JOCIIJKEHHS € 3 sICYBaHHS O0COOJIMBOCTEHN yNpaBiliHHA (PIHAHCOBUMH YCTaHOBAMHU
Ta pU3MKaMH B yMoBax HeBu3HaueHocTi. CyuacHuil Tmiepiog po3BUTKY (iHaHCOBOI cdepu
XapaKTepU3yeThCsl HASABHICTIO 3HAYHOI KUIBKOCTI MiAXOJIB Ta METOMIB YNPABIIHHA LUIIXOM
IIPOrHO3YBaHHS Ta OLIHIOBaHHS PHU3UKIB, IX BUSBJICHHS Ta MiHIMi3alii. AHalli3 OCTaHHIX JOCIIIKEHb 1
nyOJikalid MOKa3aB, M0 3aCTOCYBAHHS I1HHOBALIMHO-MAaTEMAaTHUYHUX METOIB YIPABIIHHA J03BOJISE
MIHIMI3yBaTH PU3UKU Ta 3a0€3MeUUTH 3HaYHI KOHKYPEHTHI IepeBard y MailoOyrHpomy. MeTtonosiorisi: B
nporeci  JOCHIUKeHHsT Oyau BHKOPHCTaHI 3araJlbHOHAYKOBI Ta CIEMialbHI METOAM CHCTEMHO-
CTPYKTYpPHOT'O aHaji3y 1 CHUHTE3y, IpylyBaHHS Ta MOpiBHAHHSA. [IpoaHanizoBaHO Ta JOMOBHEHO CXEMY
YIIpaBIIiHHS pU3UKaMHU, 1110 3anponoHoBaHa HBY 10 BukopucTaHHs (iHAHCOBUMH yCTaHOBAMH, HIISIXOM
BpaxyBaHHSl penyTauiiHUX pu3uKiB. Pe3yabTaTHm [MOCHIKEHHS MOKa3ylTh, LI0 HAasBHI METOAU
IPYHTYIOTHCSI HA BUKOPUCTAHHI €KCHEPTHHUX OLIHOK Ta MOTPeOYIOTh 3HAUYHOI KUIBKOCTI iH(opMmarlii, ska
HE 3aBX/IH € TOCTYMHOM. JloBeneHo, 1o mo0ya0Bo0, BUKOPUCTAHHSIM, KaJIIOPYBaHHSIM 1 IHTEPIIPETAITIEIO
pe3yibTaTiB, 10 OTPUMAaHI IMiJl Yac OLIHIOBAaHHS DPU3MKIB, Ma€ 3aiiMaTHCS PU3MK-KOMITET, TOJIOBHOIO
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3aJjauero, SIKOTO € MOHITOPHHT, BHSBICHHS Ta YIPaBIiHHSA pU3MKaMH, sSKi BHHHMKAIOTH IIiJ Yac
¢dbyHkIioHyBaHHsS (iHAaHCOBOi ycTaHOBH. BusBieHo, mo B YKpaiHi BiJICYTHE e€auHE IMOBHE bropo
KPEIUTHUX ICTOPi, IO € 3HAYHOIO MEPErnoHOK i e(EeKTUBHOIO YIpaBIiHHA (DIHAHCOBUMHU
ycraHoBaMH. [lepcrieKTHBOIO MOJANBIINX TOCTIDKEHb € (POPMYBAHHS MiAXOMIB, SKi T03BOJIATH KEPyBaTh
JCKUIbKOMa THUINIAMHM PH3HUKIB, BpPaXxOBYIOUM YCi HOPMATHUBHI aKTH MpH JOTPUMAHHI YHHHOTO
3aKOHO/ABCTBA. Lle M03BONMTH BCEOIYHO 3aJOBUIBHUTH KIIEHTIB, a YTBOPEHHS €IMHOTO KPEAUTHOTO
OI0OpO KpEAUTHUX ICTOPIi — MIHIMI3YBaTH MPOSIBU PU3HKY.

KurouoBi cjioBa: ynpaiiHHs, (iHAHCOBI YCTaHOBHM, HEBH3HAUEHICTh, KPEAUTHI PU3UKH, METOAU
OIIIHIOBaHHS PU3HUKIB.
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Abstract. The purpose of this study is to investigate the problems of Ukrainian IT companies faced
by them on the way of their growth due to the lack of an effective business structure. The research is
focused on the weaknesses and strengths of current organizational structure that any small Ukrainian IT
business most commonly would have on the average. The initial reason to develop this research was to
identify the different perceptions between the hierarchical levels inside the average small IT company in
Ukraine. Using an exploratory study, the objective was to identify the obstacles the IT business face on its
path of growing, as well as to outline the need to create organizational structure that will consider all the
requirements and the peculiarities of the IT business. In this article, the Ukrainian IT market is analyzed
as the unit that performs its activity under change conditions in the 21% century. In this context, needs and
expectations of a wide range of IT businesses are analyzed. The article is using the theoretical approach.
It contains the analysis of the literature review on organizational structures, the IT sector overview and
issues concerning the growth and effectiveness of IT companies in Ukraine. The research findings show
that the specifics of IT business environment and the concepts of the IT organizational management
greatly influence the effectiveness of the management of the business growth and effectiveness.

Keywords: management, project management, organizational structure, IT business.
JEL Classification: G32, M15, D20.

INTRODUCTION

By the 2020 Ukraine is known as one of the worldwide IT outsourcing destination. There are a
couple of reasons for such opinion like the high level of experienced and well-educated representatives of
software development, the correspondence of the cost vs price of the final product delivery, etc. It is
worth to mention that the number of specialists employed in the IT industry reached 200 000 people.
Ukraine has over 4 000 companies operating in the IT sphere. Most of Ukrainian IT businesses are
outsourced companies which are working mainly with the United States and Western European countries.
Today Ukraine faces a myriad of challenges hampering its progress. These include a systemic corruption,
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weak rule of law and an economy dominated by oligarchs. While there are no easy solutions to these
complex issues, one of the most immediately obvious low-hanging results is support for Ukraine’s IT
sector. Potential backing for the IT sector could involve bringing together entrepreneurs, successful
startups, small and medium enterprises (SMEs) and trade groups from Ukraine, the US, and partner
countries with the goal of creating new opportunities for investment, jobs, partnership and collaboration.
The US already has a significant interest in the Ukrainian IT industry. American customers are the largest
consumers of Ukraine’s IT services, accounting for 50 percent of clients nationally.

In total, Ukrainian IT firms do business with over one hundred Fortune 500 companies. Unlike
other sectors of Ukraine’s economy, oligarchic interests have not permeated the IT industry, with 80
percent of the sector consisting of SMEs (Atlantic Council, 2020). Additionally, COVID-19 has not
significantly affected the industry due to its virtual ecosystem. With that being said, Ukraine has all
preferences to become one of the world centers for the IT industry.

However, throughout the research it was identified that mainly Ukrainian companies are the
representatives of a small businesses founded by the “amatory” communities; we believe that due to this
reason almost all small IT businesses struggle due to the absence of the regular management that must
involve the appropriate organizational structure. Furthering in the study the organizational structure of the
average IT company will be described and analyzed. The study has been performed in Zaporizhzhia
region IT community and thereby further information will be based on the profile of the average regional
IT company.

LITERATURE REVIEW

Issues of organizational structure of the enterprise and its optimal construction in order to improve
the efficiency of the organization have always been of great interest for both theoretical research and
practical implementation. After all, it is an effective organizational structure and its skillful application is
one of the factors of successful development of the enterprise, including in the IT sphere.

Thus, the theoretical justification for the introduction of an effective organizational structure at the
enterprise is found in the scientific works of domestic and foreign researchers, such as: Ahmady, Gh.,
Mehrpour, M. & Nikooravesh, A. (2016), Kanten, P., Kanten, S., & Gurlek, M. (2015), Eze, S. C., Bello,
A. O., & Adekola, T. A. (2017) and others.

PAPER OBJECTIVE

The purpose of this study is to investigate the problems of Ukrainian IT companies faced by them
on the way of their growth due to the lack of an effective business structure that would recognize the
specifics of the IT business and the environment it is surrounded with as well as to identify the most
important factors that should be taken into account for creation an effective organizational structure of
company’s management.

METHODOLOGY

In the course of the research practical examination of the investigated subjects — small IT businesses
in Ukraine was conducted. The article is using the theoretical approach. It contains the analysis of the
literature review on organizational structures, the IT sector overview and issues concerning the growth
and effectiveness of IT companies in Ukraine. The authors' conclusions are based on the results of verbal
in-depth survey of small IT businesses in Ukraine that are on the state of development of the business and
organizational structure. The focus group was set up to explore the educational assessment and commit its
result for the further investigation purpose.

The investigation of 60 IT companies in Zaporizhzhia region indicates the weak matrix
organizational structure in most of them. A company usually has 5 departments: Business Development
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(or sales), Delivery, Project Management, Finance and Human Resource. The role that each department
plays in the company’s life must be concretize in the context of further organizational structure analyze.

The Business Development Department (BizDev). This organizational unit is mainly responsible for
defining and developing new business directions — new markets, niches, partnership relations, sales
channels, the development of the company’s client base, attraction of new projects etc. The professionals
of BizDev department are split into two groups: Sales and Account managers. The account management
representatives work with strategic partners, take part in making of deals with key clients, building
processes. Whereas the Sales ones are responsible for the attraction of new projects to the company
throughout the IT market like Upwork for instance.

The Delivery Department. This department is responsible for the delivery of the final product to the
client. IT delivery is the manner in which a corporation provides IT services, which include Frontend
development, Backend development, Data mining, Design and Quality Assurance. The professionals of
this department play role in various stages of service or product delivery.

The Project management Department. The project management department is committed to lead the
project from the very first stages. It closely works with the BizDev sub department — Sales — in order to
make sure that the project has everything that is needed to proceed with. In most companies, the project
management department is the weakest spot of the business since it does not have any standards, metrics
or practices that are usually applied for managing the project.

The Financial Department. This department along with the project management one hardly could be
called as an undependably functioning unit. In most cases the finance management is performed
throughout two price formation patterns: Fixed Price and Time & Materials but with the lack of
corresponding practices such as financial planning, reporting and controls, short- and long-term business
strategy, hedging, cash management, internal risk management, corporate finance, auditing and
accounting.

The Human Resource Department. The main function of the HR department at the company is
recruitment. Worth to note that the HR managers are also responsible to the Office management activities.
The recruitment part covers the following activities:

- determination of the organization's need in personnel,

- personnel selection together with the heads of other departments of the company;

- analysis of personnel turnover, search for methods to combat the high level of turnover;

- preparing the staff schedule of the company;

- registration of personal data of employees, issuance of certificates and copies of documents at the
request of employees;

- carrying out operations with employment records (receipt, issuance, filling and storage of
documents);

- onboarding of the new employees;

- maintenance of vacation records, drawing up schedules and registration of vacations in accordance
with current labor legislation;

- organization of employee appraisals; preparation of plans for advanced training of employees;

- organization of any corporate activity (holidays, birthdays, conferences, etc.).

Any small IT businesses is that it’s main goal is to settle on the market a gain the reputation of
trusted vendor of IT services. IT business works of the project base which implies that the main product is
a variable from a client to client and the management is functioning in constantly changing
circumstances. As it is stated in the definition of the project itself, the project is a temporary endeavor
undertaken to create a unique product, service, or result (Project Management Institute, 2013). The two
most important factors within that definition are depicted in Table 1:
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Table 1
The key factors of a project
Project
Temporary Unique
A project has a fixed beginning and No two projects are the same. Some projects

end. Because of this, there are two factors a_re_derived from previous projects (therefore
that come into play in virtually every similar) but they are never exactly the same. Even
project: time (deadlines) and money if_you had, for example, a project to produce_lOO
(budgets). These two factors are also fixed widgets for a customer, and then you are given

and the blurred these boundaries are the | @hother project to produce the same 100 widgets
more potential there is for a conflict among for the same customer, these are still two separate

stakeholders. projects because they have separate schedules
(deadlines).

Source: Own compilation

Additionally, to the constantly changing circumstances most of small IT businesses have to come
up with a custom solution for the company management as the attraction of a new clients on the IT
market is quite cost consuming and on the first steps usually the company would not have enough of
finance resources that could be allocated for the creation of an effective and workable organizational
structure which will meet all the requirement of a growing business. Which is why, early on in the
company's development (with the number of employees not more than twenty people on board) the
company management creates a simple line-functional organizational structure. This allows to provide a
transparent and easy manageable system that is applicable and effective for a small IT company.

Since the IT companies are working on the project base, it is often met that the resources are shared
between the projects within the company. This is made in order to provide a full-time occupancy of the
resources and create a workload within the company. The line-functional organizational structure implies
having one person in charge of all company’s activities. With a small number of people on the board the
company is able to stick to this organizational structure and remain profitable with fewer hiccups on its
way for quite a long time. However, when the business decides to update the company goal to the growth
this structure will undoubtable fail.

The average IT small company in Ukraine has approximately 30 to 80 people on the board. Such
companies most likely would have a weak matrix organizational structure. The weak matrix
organizational structure is useful in small companies (20-30 employees) when skills need to be shared
across departments to complete a task and can allow companies to utilize a wide range of talents and
strengths. The project manager or its lead is usually the one in charge of the whole power and decision-
making process within the project. Often, in the companies with such structures, solution of actual
problems of a department may lie beyond the authority of its head, for example, there are stable problems
with downtime or lack of people resources, you need to constantly pull out the team to assess incoming
projects. Problems are solvable, but they create discomfort.

The process of reengineering organizational structure in most cases is carried out without a proper
planning and is applied in no time at all again due to the lack of the finance resources and skilled
specialists who are able to smooth the transition process.

As it was mentioned earlier the IT companies are working on the project base (since the project is
its main product). This means that the project manager must be the main role within the project, however,
the weak matrix organizational structure usually implies that he or she performs the role of project
coordinator rather than project manager. On the scheme 1.1 we have depicted the operations inside weak
organizational structure.
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Account Manager | |

Backend Dev Fronted Dev Design Dev
Team lead Team lead Team lead
roject coordination
Project Staff Staff Staff
Manager 1
———————————————————————————— —-— o - =
Project Staff Staff Staff
Manager 2

Project Management Head

Project Staff Staff Staff
Manager 3

Scheme 1.1 The weak matrix organizational structure
Source: Own compilation

On the scheme above it is shown that this type of matrix organizational structure is most similar to a
traditional workplace hierarchy. A functional manager (team lead) oversees all aspects of a project and
acts as the primary source of decision making. While there is a project manager who also acts as a point
of authority, they ultimately answer to the functional manager.

The average small IT company several main roles that are included in the project:

1. The C-level of management: CTO (Chief Technical Officer) who is the head of the delivery
department and PMO (Project Management Officer) the head of the project management department.
These roles are responsible for the project entrance. Before the project would be started the CTO and the
PMO would have to decide based on the scope of the project to which functional manager (team lead)
they should pass on the formulation of the project team and to which project manager the project will be
assigned to.

2. The team leader. This role performer is the representative of a delivery department. The delivery
department consists of 5 sub-units: Frontend development, Backend development, Data mining, Design,
Quality Assurance. Each of the units has its own Team Leader. This position is occupied by a person who
has been selected among those ones who expressed a desire to become one within a particular sub-unit,
by the in-house voting. The team leader runs the sub-unit to which he or she has been assigned to. He or
she provides guidance, instruction, direction and leadership to a group of individuals (the team) for the
purpose of achieving a key result or group of aligned results.

82


https://management-journal.org.ua/index.php/journal

Bukharina, L., Onyshchenko, O., Bukharina, O. and Zhabytska, N. (2022) “The importance of implementing an
appropriate organizational structure for the development of IT companies in Ukraine”, Management and entrepreneurship:
trends of development, 2 (20), pp. 78-88. Available at: https://doi.org/10.26661/2522-1566/2022-2/20-07

Once it has been decided on the scope of the project the team leaders of a corresponding sub-units
and the CTO will formulate the team of a corresponding developers. They will also make a decision on
whom will be taking the position of a project lead.

3. The project lead. This role performer is selected among the project team that has been formulated
earlier. Project lead within the weak matrix organizational structure is the main role who is responsible
for the project performance. This position implies close collaboration of the team lead and the project
manager performers.

4 The project manager. This person in this organizational structure performs the role of a project
coordinator. In his or her responsibilities included the responsibilities such as providing the transparency
between all the stakeholders of the project and the project coordination correspondingly.

To conclude the weakest spot of this organizational structure is the inoperative use of the project
management resources as well as the complicated information flows within the company. Any decision
that should made has to go through various levels of management which significantly reduces the main
competitive factor on any growing business — the flexibility.

To picture this let’s take a look at an example of projects management of the average small IT
company which has a weak organizational structure. In order to provide the full load of the resources it is
considered as a normal practice to share the developers across the projects. Usually, one developer would
work on several projects at the same time — these processes could be compared with the Japanese
Methodology Just-in-time (JIT) manufacturing, also known as just-in-time production or the Toyota
Production System (TPS). As the project is a temporary endeavor undertaken to create a unique product,
service, or result, each project would require developers with a different skill set on different project
phases.

Due to the fact that the role performers on the project usually take part in several projects at the
same time, the process of the project managing, and its boundaries are being blurred out. This creates a
confusion for the lowest unit of the delivery department — the developer. With the weak organizational
structure, the developer, would have several supervisors at one time and would not have a transparency of
the priorities between them. In the ideal world all the decision that are applied should be considered and
agreed by the top and middle management and only then shared with the project performers, however, in
the real world, in most cases each representative of managing layer would give the developer priorities
that could differ from the reality and/or the understanding of other managers.

Picture this, when a developer works on the project, depending on its type, he or she would have at
least two managers: project lead (the main developer on the project — is responsible for the technical part)
and project manager. What if developer has two active projects. Within small IT businesses it often
happens that one developer could take several positions at one time on different projects. For example,
developer has three projects: for the first one — provides a support; for the second — represents a project
lead; and for the third one actively works as a developer. Each of these projects would have its own
project manager and a team leader who do not have the communication processes set between them.
Because of this the projects and the developers are constantly suffering from the lack the quality of
management at the company.

RESULT AND DISCUSSION

After conducting our research, we concluded that the key factor that does not allows the small IT
companies to take the path of a growing businesses is the wimpy organizational structure. This line-
functional and the weak matrix organizational structure “ties up” the company’s management due to the
following reasons:

1. The complicated decision making paths;

2. The poor use of the project management resources.

As a concur solution for the above-mentioned structures we would like to suggest the small
businesses to take a look into implementation of a strong matrix structure. The strong matrix
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organizational structure provides the project manager with equal or more power than the functional
manager (team lead and/or project lead). The project manager has primary control over resources and
distribution of tasks. This type of structure is useful when skills need to be shared across departments to
complete a task and can allow companies to utilize a wide range of talents and strengths. There are
several benefits of implementing a matrix organizational structure within the workplace. These benefits
include:

1. Increased communication efficiency. A matrix organizational structure allows multiple
departments to easily communicate and collaborate on a project. Because employees report to multiple
managers (that would be clearly specified before the start of the project), as opposed to various
stakeholders, issues are resolved more quickly, and company-wide interaction is improved.

2. Improved employee motivation. In a matrix organizational structure, employees have much more
autonomy and input in projects. This type of structure encourages employee contribution and places a
higher value on workers' point of view. Matrix organization, employees work across multiple projects and
with various departments within the company. This increases employee interaction and promotes a better
sense of teamwork

3. Maximizes resource usage. This type of structure would allow the company resources to be
maximized because of how equipment and employees are shared across projects. A matrix structure also
would allow project managers to work in the areas of their expertise rather than being pulled across
multiple projects, boosting the overall contribution of their talents.

4. Increased employee professional development. A matrix structure will provide employees with
work across a wide variety of projects and require them to utilize and/or learn different skills. Being
exposed to various job duties and responsibilities can increase employee development and enhance their
professional skills. Nevertheless, it will also give the company the way to manage cross functional teams
— which will enable the management to reach the maximum efficiency of the resources use.

As we have mentioned before the strong matrix organizational structure implies that the project
manager would be the main authority within the project. Hence, the next step before applying the new
organizational structure would be to rearrange the project management department.

The first and the most important factor that the company management should pay attention to is the
proficiency of the project management role performers. Considering that the company who has the weak
matrix organizational structure most likely has weak performers of the project manager’s role since their
responsibilities cover only the project coordination. Which is why we believing the company
management would have to make either one of two possible decisions. The first solution would be to
replace the current members of the department with strong project managers. In order to carry out a
strong matrix structure the project management department should be one of the strongest departments
within the company. Now let’s identify what skill set should have a strong project manager
representative.

We may highlight such primary components of the role of the project manager:

1. The basics of architecture and Release management.

3. Planning.

4. Communication.

5. People Management.

6. Mastery of tools.

7. Management of requirements and documentation.

8. Budget management.

These are the skills the project manager would need to have in order to occupy the main role of the
project. Creating a strong project management team would help the companies to prosper by delivering a
high quality of services and products and effective use of the project management resources. This will
also allow the other role performers to dig dipper into their sphere of expertise by not spreading their
powers on the management rather than on the developing the project itself.

The second solution would be to stick with the team that the company already has but fulfill it with
additional resources. It is considered as a good practice along the HR management to have a proportion of
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highly skilled professionals and junior & middle level ones. This would help a company to create a
competitive environment in the team.

The second factor that is as important as the previous one is to create a document where would be
specified the relations within each department (and between the departments), the role representatives’
area of responsibilities, required skills of the role representative, the workload of each role, etc., before
applying any changes to the structure first. Every process, and how it is performed, who are the people
you may ask for help. Setting up such document will help the current employees and the fresh one to
easily infiltrate themselves with the new changes applied. This will also reduce the level of uncertainty
for the developers in particular, as the document would also specify who is responsible for setting the
priorities for a day/week.

Once the document that describes the new organizational structure and the skilled project managers
would we set, the company would be ready to start the reorganization. We believe that applying the
described above changes will create a proper structure of the company that will increase its profitability.

Below, on the scheme 1.2 it is shown what a strong matrix organizational structure for the small IT
company would look like.

Project Manager Head

- Project Project Project
Manager 1 Manager 2 Manager 3

S

= Proiect coordinaton T == o= == g

C | = em em oe— e == - e e = = = = 1 r ——————— —

= . .

S | Backend Dev Staff i Staff

8 [ Team lead

< \ ' '

e - L | - ————— - -

T Fronted Dev Staff Staff

Team lead

O
|_
O

Design Dev Staff Staff Staff

Team lead

Project
Management
L e e e e e - - |

Scheme 1.2 The strong matrix organizational structure
Source: Own compilation

The strong organizational structure is useful when skills need to be shared across departments to
complete a task and can allow companies to utilize a wide range of talents and strengths. It implies that
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the project manager with have equal or more power than the functional manager (team lead and/or project
lead). The project manager has primary control over resources and distribution of tasks.

The strong matrix organizational structure will help the company to overcome the disadvantages of
the weak one. The disadvantages can be countered in the following ways:

1. There will be close cooperation between the project manager and the functional manager to avoid
confusion and conflict.

2. Communication will be well defined and occur in all directions. This is important to gain support
from executives, managers, supervisors, and employees.

3. The strong matrix organization would also force business to communicate their vision,
objectives, and goals with their employees.

Since strong matrix structure implies that a project manager is the one who is responsible for the
distribution of the resources between the projects, it will help the company to set up proper informational
streams across the departments. In the strong matrix structure roles and responsibilities should be clear
and communicated to employees to avoid confusion.

With the above mentioned, we would like to strongly suggest to the growing IT companies’
management before applying any changes to the structure first to create a document where would be
specified the relations within each department (and between the departments), the role representatives’
area of responsibilities, required skills of the role representative, the workload of each role, etc. Every
process, and how it is performed, who are the people you may ask for help.

Setting up such document will help the current employees and the fresh one to easily infiltrate
themselves with the new changes applied. This will also reduce the level of uncertainty for the developers
in particular, as the document would also specify who is responsible for setting the priorities for a
day/week.

CONCLUSION

Setting up an effective organizational structure that will meet all the requirements and the
peculiarities of the business is a mast have for any company. The small IT businesses in most cases do not
pay attention to the planning phase of the company’s organizational structure rearrangement process due
to the lack of time and resources. However, by performing this investigation we’re now able to state that
as well as a strong base of the business (organizational structure) the planning phase plays one of the most
important roles in the rearrangement. Ignoring it would lead to the same result the small IT companies
already have — chaotic business processes; inefficient resource utilization; loss of flexibility of the
processes within a project as well as the whole company.

Considering all the efforts that are required for the rearrangement of the company for the growing
IT business we believe that the strong matrix organizational structure is an absolute “must-have”. It will
help the companies’ management to set up the processes where all the resources will be used effectively;
the informational flows will be transparent for all stakeholders evenly; and there will be no overload of
employees.
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BAKJIMBICTH BIIPOBAIKEHHSI BUIHOBIJTHOI OPTAHI3AIIIMHOI CTPYKTYPH JJI51
PO3BUTKY IT-KOMITIAHIN B YKPAITHI

Byxapina Jlroamuiaa MuxaiisaiBHa Byxapina Ouekcanapa OueriBHa
3anopisbKiil HayioHanbHUll YHigepcumem 3anopizbkiil HayioHanbHUll YHIGepcumem
3anopidcocs, Yrpaina 3anopidcocs, Yrpaina

Onnmenko Oxcana AHaToJiiBHA AKaouubka Hania CepriiBua
3anopisbkiil HayioHanbHUll YHigepcumem 3anopizvbkiil HayioHanbHUll YHIGepcumem
3anopidcocs, Yrpaina 3anopidcocs, Yrpaina

MeToro AaHOTO MOCIHiIKEHHSI € BHBUCHHS MPOOJIeM, 3 SKMMHU CTHKArOThcsa yKpainceki IT-
KOMITaHIi Ha NUIIXY CBOTO 3pPOCTaHHS 4Yepe3 BIJICYTHICTh €(QEeKTHBHOI Oi3HEC-CTPYKTYpPH.
JlocimipKeHHST  30CEepeKeH0 Ha CclIa0KMX Ta CHJIBHHX CTOPOHaX IIOTOYHOI OpraHi3amiitHol
CTPYKTYpH, SIKy B cepeaHbOMY Mae Oyab-skuil mamuii ykpaincekuii [T-06i3Hec. I[louaTkoBoro
OPUYMHOIO JUII PO3POOKH IIHOTO JOCHI/DKEHHS Oylio BHSBICHHS PIZHOTO CIPHHHATTS MK
iepapxiuHumMu  piBHAMH  BcepenuHi Mainoi IT-kommanii B Ykpaini. BuxopucrtoByrouun
JOCIITHUIBKHUH MiIX111, METOIO OYJIO BUSIBUTH IEPEIIKO/, 3 SKUMH cTUKaeThes [T-0i3Hec Ha nutsaxy
CBOTO PO3BUTKY, @ TaKOX OKPECIUTH HEOOXIIHICTh CTBOPEHHSI OpraHi3aliifiHOi CTPYKTypH, sKa
BpaxoByBaTHME BCi BUMOTH Ta ocobnuBocti [T-0i3Hecy. ¥ milt cTarTi aHAMi3yeThCsl YKpaiHCHKHUNA
IT-puHOK SIK OOMHMIIS, sIKA 3/IHCHIOE CBOIO MISIBHICTH B yMoBax 3MiH y XXI cromitti. ¥ 1pomy
KOHTEKCTI aHaNI3yIOThbcs MOTpeOM Ta oOvikyBaHHS mmMpokoro koma IT-Oi3meciB. Y crarTi
BUKOPUCTAHO TEOPETUYHHH mijxiA. BiH MiCTUTh aHami3 OTMsAy JITEpaTypH LIOA0 OpTaHi3aliifHuX
CTpYKTYyp, ormsiny IT-cekropy Ta mHHUTaHb, MO CTOCYIHOTBhCS 3pOCTaHHS Ta edekTtuBHOCTI [T-
KoMIaHii B Ykpaini. Pe3ynbraTi gociiikeHHs cBiq4arh, mo cnenudika [T 6i3Hec-cepenoBuina Ta
KOHIENIii opraHizanidHoro ympaiaiHHA [T 3HAYHOI MIpO BIUIMBAIOTH Ha €(QEKTHUBHICTH
yIPaBIiHHS 3pOCTAHHSAM Ta PE3yJIbTaTUBHICTIO Oi3HECY.

KirouoBi cioBa: MeHEIKMEHT, YyNpaBIiHHS MPOEKTaMH, OpraHizaiiiiHa cTpykrtypa, IT-
Oi3Hec.
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Abstract. The article is devoted to the study of the process of state development of territories
through the system of clusters. The state program which defines priority branches for development
and formation of clusters has been analyzed, the regions needing cluster development for the
purpose of achievement of economic growth have been determined. The paper investigated the
impact of clusters on the economic growth of the European Union, their role in job creation, and
prospects of their introduction into the Ukrainian economy. Particular attention is paid to the policy
of regional economic growth while ensuring conditions for competition and anti-monopoly
legislation. The paper demonstrates the success of cooperation between the EU and clusters to
ensure their international competitiveness and remove trade barriers in the European market. In
addition, the study pays attention to the need to create conditions for economic development of the
territory, the introduction of support mechanisms for cross-border industrial and technological
parks, economic and industrial areas, the creation of cross-border clusters. Statistical data are
shown, according to which clusters in the EU provide 54 million jobs and wages are higher by 3%.
In the study it was found that the innovative nature of cluster alliances would help develop
competitive industries in Ukraine: helicopter and aircraft construction and production of advanced
titanium alloys. The development of clusters in strategic industries will help the Ukrainian economy
substitute imported components and create new jobs. Therefore, the prospect of cluster
implementation and the creation of a targeted administrative policy will create a favourable effect
on the economic development of the regions and could revive economically depressed regions.
Having analysed the EU example of cluster management, development and support the main
administrative documents that regulate this process were identified. Their legislative study and
implementation into Ukrainian administrative management will help to create new innovative
clusters, implement effective management strategies and ensure transnational cooperation.
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INTRODUCTION

The global trends of economic processes and societal changes in recent years, caused by the
post-pandemic consequences and the aggravation of relations in the distribution of resources and
zones of influence, have increasingly demonstrated the inevitability of instability and the spread of
conflict sentiments. The polarization of society and Russia's imperial ambitions led to full-scale
aggression against Ukraine on 24 February 2022. The substantial losses of Ukraine's economy from
the war (physical capital alone exceeds $90bn) are increasing on a daily basis. And today there is
the super complex question of finding and justifying priority areas for the recovery and
development of Ukraine's economy. As the territory of Ukraine is one of the largest in Europe and
attractive to the world community according to a number of criteria, the attention and external
pressure on the transformation processes are not subsiding. The chosen priorities are complicated by
the post-Soviet past, which constrains the effectiveness of democracy, the whole process of
transition to market capitalism and European integration.

It is known that economic growth is one of the priorities of any state. Research of many
academic economists, who have already developed and substantiated many theories of economic
growth and key success factors and international experience of regional development allows us to
state the importance of clustering processes. Cluster formations based on the resources available in
the region make it possible to mobilize them and achieve a positive economic effect through
synergy. The creation of clusters contributes to strengthening regional specialization and allows
increasing the synergy effect. It is this direction that we see today as one that would enable faster
regeneration of Ukrainian regions and facilitate access to the international market through offering
our own innovative and competitive products. The state should define today the cluster policy as a
priority.

In the current context of military action in Ukraine, and the consequent destruction of many
infrastructure facilities and logistics links, clustering of enterprises is becoming a more urgent issue.

LITERATURE REVIEW

Theoretical aspects of cluster policy have been studied by many scientists. Among foreign
scientists we should highlight the groundwork made by M. Porter, the founder of cluster theory,
who revealed the features of the phenomenon of clustering in a competitive environment, defined
the essence and main features of cluster, the role of clusters in creating innovation and new
business, analyzed and justified the preconditions and main stages of cluster development (M.
Porter, 1990). Noteworthy are the conclusions made by Young Lawren E. concerning the
coordinated interaction of cluster organizations within a close location in order to cooperate more
quickly and closely, and to develop innovations (Young Lawren E, 1995). The work of J.-B.
Zimmerman and Frederick Richen examines the place and role of clusters in the global knowledge-
based economy (J.-B. Zimmerman, F. Richen, 2008). Studies by T. Roelandt and P. Hertog
substantiate conclusions about cluster construction by participants in the value chain (T. Roelandt,
P. Hertog, 1999). Among the Ukrainian scientists it is advisable to note the work of M. Voinarenko
where clusters as important elements of the institutional economy are noted, the directions of
improvement of the institutional environment and mechanisms of cluster development, etc. are
substantiated. (M. Voinarenko, 2011). The study by Bezvushko Y. studied the impact and role of
clusters in the revival and development of the economy of Podolia (Y. Bezvushko, 1999), and the
works of Pushkar T.A. - The world experience of formation and development of network and
cluster associations (T. Pushkar, V. Fedorova, 2021).
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Despite the multidimensional range of research on the prerequisites for achieving economic
development of regions, the cluster method of development in Ukrainian practice has not been
investigated for a long time. The study of reasons and mechanisms of cluster management and
support in the EU will allow to determine effective administrative and legal methods of
implementation in Ukraine.

PAPER OBJECTIVE

The purpose of this paper is to investigate the processes of clustering and the implementation
of EC experience in the regional context and the development of Ukraine's economy on the basis of
a cluster policy.

METHODOLOGY

In the process of scientific research, general scientific and special research methods were
used. The method of system-structural analysis and synthesis was applied to innovation policy
which is implemented by means of clusters. The method of scientific desk research of various
sources and normative-legal acts is also used. The relationship between the policies outlined in the
Strategy and the cluster policy in the area of its implementation was analyzed.

RESULT AND DISCUSSION

The invasion of Ukraine by the Russian army has led to a new reality, which forces
businesses to once again reconsider their own capacity for recovery, stabilization and development.
It becomes relevant to build new ties while disrupting stable resource inputs, production, logistics
and potential demand. The aforementioned circumstances once again entail a new push for
consolidation of Ukrainian society, which is gradually manifesting itself through the expansion of
the cluster initiative.

Clusters and cluster policy are at the centre of economic research in today's economic
environment. The reason for so much research and attempts at implementation is the effectiveness
of clusters as elements of the economy. Due to globalization processes and constant competition
from MNCs, small enterprises or underdeveloped regions are not always able to withstand
international competition. MNCs by their very nature possess a large number of resources:
financial, scientific, human and sometimes political. Their competitors, whether operating in local
markets or going international, cannot cope with this level of competition. The result is the
economic decline of certain regions or the closure of businesses, resulting in job losses. That is
why, when innovation becomes the main driving force of dynamic development of social
production, and economic growth is based on innovation with active use of modern scientific and
technological achievements, the ability to produce and commercialize innovations, the interaction
of various market actors in the cluster community is important. The main task of clusters or cluster
associations is to combine local research centres and enterprises, to ensure efficient use of resources
and production of innovations.

Clusters are formed in order to strengthen own business positions, to gain more significant
advantages on the market compared to stand-alone own activities. Clusters allow uniting and
coordinating all levels of innovation policy, as they provide concentration of resources and create a
favorable environment for economic breakthrough through innovation, promote competitiveness at
the micro-, meso- and macro-level, rapid innovative development of local territories, easier access
for enterprises to different resources and technologies, reduction of financial risks, etc. (A.V.
Karpenko, 2018). The clusters ensure the collaboration and synergy of scientists, business,
authorities and the public, they are based on developed legal support and discipline, development of
institutions of trust and responsibility, tolerance and solidarity in society.
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According to the definition, an economic cluster is a network of enterprises and institutions in
a specific geographical environment. A cluster consists of manufacturing companies, suppliers of
raw materials and services, enterprises operating in related fields and public institutions (e.g.
research centres, university, etc).

According to Michael Porter's theory, a cluster is a group of geographically neighboring
interconnected companies (suppliers, producers, etc.) and related organizations (educational
institutions, public administration, infrastructure companies) working in a particular area and
complementing each other (M. Porter, 1990). In other studies, we can see this position on
clustering, as "these agglomeration economies manifest themselves in clusters - geographical
concentrations of related industries and related institutions. In regional clusters, firms and related
institutions (i.e. trade organizations, universities and local governments) can work more efficiently
and innovate faster through sharing common technology, infrastructure, pools of knowledge and
skills, resources and responding to local customer requirements (M. Delgado, M.E. Porter, S. Stern,
2015).

The formation of clusters is not new to Ukraine. The impetus for the creation of new clusters
has already happened several times in the last decades. However, the experience of their
development shows that the duration of active cooperation period is predominantly insignificant — 1
— 3 years, and then it fades away. In Ukraine, the development of clusters has not been systematic
for a long period of time. This is due to a number of negative factors: the absence of regulations on
the definition and regulated set of measures to create clusters in Ukraine; no approved programme
of cluster development; weak information support for the creation and development of clusters;
insufficient interest of enterprises to unite; lack of appropriate investors; irrational approaches to the
organization and management of cluster activities in domestic practice and insufficient attention of
authorities at all levels to cluster development issues, In addition, clustering problems arise
primarily due to poor business interaction discipline and compliance practices, often threatening the
loss of business or parts of it through raiding or other illegal activities. A significant obstacle is the
lack of interest of government representatives to initiate and support various kinds of associations
without personal interest (A.V. Karpenko, N.M. Karpenko, 2021).

Consequently, for a long time the cluster movement in Ukraine was poorly organized at the
national level and grew mostly spontaneously, as there were no responsible bodies in the central
government, relevant national policies or cluster development programs.

Table 1
Types of government influence on clusters

Allocating funding to priority sectors for development
Creation of subsidies or grants to indirectly influence the cluster or
policy its efficiency, regional or sectoral subventions
Creation of centralized cluster management, state intervention in
administration cluster life, forced merging of enterprises
Creating government order, increasing competition policy,
removing trade or fiscal barriers

Source: Own compilation

Using the data in Table 1 (developed by the authors), it is possible to draw conclusions
about the main principles of governmental influence on clusters. Analyzing the Ukrainian
dimension, it should be noted that according to the Decree of the Cabinet of Ministers of Ukraine
"On Approval of the State Regional Development Strategy for 2021-2027" of 5 August 2020,
Annex 2 to the Strategy, called "Operational objectives and main tasks for achieving strategic
goals” (On approval of the State Strategy for Regional Development for 2021-2027) points out the
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need to comprehensively promote the reindustrialization of agglomerations and large cities on the
basis of innovation, involving the creation and development of regional economic clusters for the
efficient and sustainable use of resources, and the integrated development of an innovative
economy.

A special attention in the State Strategy is given to the "Development of the territories of the
Ukrainian part of the Danube region and cross-border cooperation™, which involves the creation of
conditions for the economic development of this territory, the introduction of support mechanisms
for cross-border industrial and technological parks, economic and industrial areas and the creation
of cross-border clusters.

The Strategy also pays attention to "Social and economic transformation of territories where
coal mining and coal processing enterprises are under closure”, but the cluster formation and
development issue is not considered in this task. However, it is known that the modernization of the
economies of industrial regions cannot be achieved rapidly without current losses and substantial
investment. The development and implementation of scenarios of structural and technological
modernization of industrial regions of Ukraine should be carried out as part of the long-term
economic development strategy of the country" (M. M. Yakubovsky, V.I. Lyashenko, 2016).

The territory of Dnipropetrovsk, Zaporizhzhia, Poltava, Donetsk and Kharkiv regions
accounts for a large volume of industrial production in Ukraine. This industrial load has a negative
impact on the anthropogenic, environmental and social state of these regions, which leads to
necroindustrial processes. However, in contrast to the practice of developed countries these
problems are not on the government's agenda and there is no strategic shift towards modernization
and overcoming the negative effects on the respective territories, no consolidation of different
stakeholders is ensured.

The European experience proves that a significant role in cluster development is played by
the government at the central or regional level in order to ensure technological development and
restructuring of the economy. Because clusters increase the depth of processing of products, create
new value within the network, ensure concentration of economic activity, expand the market,
increase competitive advantage, generate new value chains, create systemic synergies and are a
priority in the actions of government at different levels (A.V. Karpenko, N.M. Karpenko, 2021b).
The evidence is the cluster policies developed and implemented. The aim of the European cluster
policy “is to help develop clusters of global significance with competitive production and supply
chains that cross various sectors”. Identifying the important role of clusters and targeted cluster
policy, the European Commission (Industrial cluster policy. Internal Market, Industry,
Entrepreneurship and SMES) notes that there are 3,000 specialized clusters in Europe, providing 54
million jobs. These clusters show stability during economic crises and contribute to job growth.
Wages in these clusters are 3% higher and 67,700 enterprises in the fast-growing clusters had more
employees than other enterprises (35 as opposed to 24) (Industrial cluster policy. Internal Market,
Industry, Entrepreneurship and SMES).

EU member countries have traditionally differed in their innovation and regional strategies
from those of other countries. The strategies always included horizontal actions of industrial policy
which pursued a neutral position from the point of view of the sector and the industry and was
oriented towards improvement of general conditions and creation of possibilities for innovation
development (development of higher education institutions, human resources, creation of
intellectual property objects, development of IT infrastructure and increasing the scope and
efficiency of scientific and research activities, etc.) (A. Karpenko, N. Karpenko, O. Doronina,
2021).

Strategic decisions in Ukraine are not easily implemented, thus there is a lack of clarity and
synergy between the Development Strategy and practical implementation. Thus, according to the
Order of the Cabinet of Ministers of Ukraine from December 16, 2020 "On approval of the list of
priority investment projects for the state until 2023" among the defined projects only in one place
attention is paid to clusters: division of Cherkasy region into clusters for the purpose of introduction
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of the complex system of solid domestic waste management (On approval of the list of priority
investment projects for the state until 2023). Therefore, in the practical implementation of the state
policy as opposed to certain priorities in the regional development strategy, no attention is paid to
the development of regional clusters, only the division of the area into clusters, in order to better
manage production with waste is stated.

Among the prospects for regional development through clusters are the promising
investment projects listed in the "List of priority investment projects for the state until 2023". One
of the prospects for regional development is the implementation of an import substitution strategy.
Thus, the "List of priority investment projects for the state until 2023" defines one of the important
goals of design and research work for the production of components and materials for the AN-1x8
family of aircraft — and their serial production, modernization of the AN-124-100 aircraft. The list
also includes the organization of serial production of turbine blade forgings for the machine-
building, aircraft and helicopter industries; these forgings will also be important for the
development of the shipbuilding industry. In order to fulfill this list it is necessary to create a cluster
association on the basis of Zaporizhzhia enterprises: Motor Sich JSC, Ivchenko-Progress SE,
ZDARZ, Migremont SE, Zaporizhzhia Titanium-Magic Plant LLC. It is the development of
imported products cluster that will contribute to the development of Zaporizhzhia region. This
cluster will also play an important role in the international environment, as international companies
do not buy parts for aircraft and helicopter building from Russia due to sanctions, but the need for
such parts remains. Determining international demand and the international environment for parts
and components for the aircraft industry will help determine strategic directions for the
development of production facilities and create new jobs in the region. Construction of new and
development of existing enterprises to modernize and repair aircraft will enhance the international
image of both the region and the state, and attract new investment.

Zaporizhzhia Cluster EAM (Engineering-Automation-Machinery) was established in
Zaporizhzhia region in 2020. The cluster united 20 enterprises and organizations and continues to
attract into its ranks the leading players of Zaporizhzhia region in the sectors of industrial
engineering, automation, IT and mechanical engineering in order to form regional value chains and
join the global ones, increasing its own competitiveness. Zaporizhzhia Cluster EAM members on a
regular basis hold networking meeting, hold consultations for each other, visit new enterprises,
work on joint projects and discuss possibilities of creating joint products, constantly learn and take
part in organized professional events, jointly participate in exhibitions, etc. (A. Karpenko, R.
Sevast yanov, 2022).

Among the important industrial sites that have been planned for financing are titanium
powder and finished titanium products plants, and the construction of titanium and aluminum tubes
and heat-resistant alloys. Manufacturing technology, as well as the search for new metal compounds
that will provide a longer service life — is one of the cutting-edge areas of modern research. The
organization of a cluster for the production of such alloys, as well as titanium products, will make it
possible to meet the needs of the aviation, defense and space sectors. The creation of this cluster is
impossible without the involvement of universities, laboratories and research centres. On the
practical implementation of the above-mentioned, the modernization and construction of new
workshops at existing enterprises should be explored rather than the construction of new ones. The
presence of such enterprises in Ukraine will lead to the need to locate enterprises that will service
the technological process of production, monitor the condition and quality of production,
compliance with international standards. According to studies, during the period from 2021 to 2026
the market for titanium products will grow by 3.5% annually and Ukrainian companies will be able
to meet the demand for titanium products (On approval of the State Strategy for Regional
Development for 2021-2027). Alpha alloys such as i-6Al-2Sn-4Zr-2Mo+Si, Ti-5Al-2.5Sn and Ti-
8Al-1Mo-1V for production of steam turbine blades, autoclaves, aircraft and jet engines and fuel
tanks are in the highest demand (Titanium Alloy Market, 2021). The introduction of production of
these alloys will help to provide high quality raw materials for aviation and defense enterprises.
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Consequently, the issue of regional economic development based on the creation of clusters
is extremely important for Ukraine. However, in practical terms there are no elaborated stimulating
measures for cluster development, sources and tools for their financing, no consideration of current
actions to develop and implement a cluster policy.

In 2020, at the initiative of Industry 4.0 community members and APPAU itself, a National
Cluster Development Programme until 2027 was developed (National Cluster Development
Programme until 2027), which was sent to the Ministry of Economy for approval to establish a
guiding document for all stakeholders of cluster development in Ukraine. In spite of the strong
action, this programme has gone unheeded by the authorities. And once again, imbued with
ideology and on its own efforts today this community is trying to promote the cluster movement.

Today more than 50 clusters have already been registered in Ukraine, whose activities are
beginning to acquire a new stage of development. The military state imposed on the territory of
Ukraine and the loss and rupture of value-added chains prompted the merger on March 24, 2022 of
16 clusters and cluster organizations of Ukraine into the Ukrainian Cluster Alliance (UCA), which
undertakes the mission of developing the entire cluster movement in Ukraine (Ukrainian Cluster
Union) and promoting the ideas of clustering in the national economy. This is what proves that the
issue of cluster policy development and implementation is gaining new momentum.

Cluster policy, in view of the significant effects of the development of network cluster
structures, in the last two or three decades has become part of the public policy of many
industrialized countries (M. Kyzym, V. Zahorskyi, V. Khaustova, 2010). It is aimed at removing
constraints and creating prerequisites for productivity growth to a greater extent on the established
specialization of the region, taking into account innovation potential. It is a set of measures and
tools for stimulation of clusters and acceleration of their development, it can be implemented at
different territorial levels (simultaneously at the national and local ones) in order to accelerate the
innovation dynamics, to increase the competitiveness of economy and to create jobs. The
peculiarity of cluster policy is that the leading role in its formation is played by regional authorities,
which, together with cluster participants, develop and implement cluster strategies and programs. In
addition, a high level of economic freedom is guaranteed for cluster participants (T. Onipko, 2017).

In the classical sense, cluster policy stimulates the formation of bottom-up linkages, i.e.,
when prerequisites are created to find profitable partnerships by the community members
themselves in order to increase their own profitability and competitiveness. This practice is
predominantly characteristic of European countries. However, the Asian experience demonstrates a
different pattern where a top-down system of networking prevails. This experience is based on the
application of territorial advantages through the creation of free economic zones that offer benefits
to investors, including a separate customs zone (duty-free benefits) and streamlined procedures
(A.M. Kowalski, 2020).

The study of the relationship between the types of national cluster policy and clusters allows
us to state that cluster policy and cluster management differ in the world practice. The main
differences are related to the peculiarities of built innovation systems, which are taken into account
in the formation of the system of relationships between different market actors and peculiarities of
national cluster policy. The preferred practice of cluster policy implementation is based on a
different set of incentives, which should be consistent with cluster management (H. Okamuro, J.
Nishimura, 2015). That is, the specifics of institutional development and internal features of each
national economy indicate that it is impossible to copy absolutely the elements of successful cluster
policy of a certain country and use them effectively in other realities.

A detailed analysis of cluster policies is presented in a report by the European Observatory
for Clusters and Industrial Change (European Commission, 2019) indicating support for national
clustering programmes in 20 countries and 55 regional programmes in 27 regions. Although each
specific cluster policy design and implementation varies from territory to territory depending on the
context and overall rationale in relation to national/regional policies, some similarities can be found
in all (L. Shyiko, 2021).
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— Clusters are supported by separately identified or by integration into other economic
support programmes (strengthening cooperation structures of various stakeholders, increasing the
competitiveness of small and medium-sized enterprises, internationalization activities (at country
level) or industrial modernization (at regional level) (Europe ), promotion of growth oriented firms
(Canada), promotion of R&D and high-tech industries (Canada, China), support for the
development of clusters (Canada, China).

— More often than not, cluster policies are related to innovation, research, development and
technology support;

— Cluster support is also often focused on the promotion of small and medium enterprises
(SMEs), the business segment that represents the majority in many industrial ecosystems;

— Most cluster policies pursue a mixed strategy, supporting both emerging and mature
industries aimed at industrial transformation, using clusters as facilitators of change.

Analyzing the legislative and executive practices of the EU, one of the leading documents
regulating the cluster policy and having a plan for cluster development in the EU is the
Communication from the Council of Europe, European Parliament, European Economic and Social
Committee, and Committees of the Regions "Towards World-Class Clusters in the European Union:
Implementing a Broad Innovation Strategy"” {SEC (2008) 2637} as well as the European Cluster
Memorandum. The aim of adopting these documents is to ensure the sustainable and innovative
development, creation of new workers and ensuring competitiveness (The concept of clusters and
cluster policies and their role for competitiveness and innovation, 2008).

According to the definition in {SEC (2008) 2637} "a cluster is a group of enterprises, related
economic entities and institutions which are located in a neighborhood and have reached sufficient
scale to develop specialized research, services, resources, supplies and skills" (The concept of
clusters and cluster policies and their role for competitiveness and innovation, 2008). This
Commission Communication foresees a decentralized cluster policy to be developed and
implemented at local, regional and national levels.

This Communication from the Committee is a prerequisite for an understanding of market
policy and ensuring market competition, as clusters are both a market and an occasional
phenomenon. Nevertheless, it is worth noting that in the early 1990s the long-standing state policy
was the basis for the development of the economic and scientific potential of certain regions. The
European Cluster Alliance was created to unify standards as well as to strengthen economic
cooperation between regions. The members of this alliance are ministries, state administrations
which are responsible for the development and implementation of cluster policy.

Through an effective and long-standing economic policy, the EU has enough clusters, but
due to market fragmentation and the presence of sectors which need to be developed and updated
(e.g. seaports), not always EU clusters can be competitive in the international environment, which is
why their development is needed. To ensure true competition and compliance with EU antitrust
laws, clusters do not have to be supported individually, i.e. from the side of the state or municipal
authorities. In particular, there is support as defined in the Communication of the European
Commission "Working together for growth and jobs. A New Start for the Lisbon Strategy"
{SEC(2005) 192}, {SEC(2005) 193} (Working together for growth and jobs. A new start for the
Lisbon Strategy, 2005).

One of the main tasks of the European Commission is to complement regional and national
cluster policies by removing trade barriers: for example, facilitating academic mobility and
accessing local markets. This aspect also requires ensuring that financial instruments are adapted so
that the participating countries optimize them in line with national standards. The European
Territorial Cooperation Group actively promotes instruments to ensure a regional integration policy,
using the advantages offered by the EU single market: e.g. the use of vouchers or grants.

European Cluster Memorandum is addressed to all participants of cluster policy and
encourages them to active cooperation in order to ensure the response to economic competition
challenges (The European Cluster Memorandum). The signatories to the European Cluster
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Memorandum are obliged to: consider dynamic clusters as a driving factor for innovation and
development, helping regions to create specialized opportunities for regions. The memorandum
calls for the elimination of barriers to trade, the creation of conditions for competitive development
and stronger cooperation between enterprises, state institutions and institutes. The signatories to the
memorandum will have to support the creation and development of dynamic innovation clusters,
implement strategies and more efficient assessment methods, designate specific programmes for
competitive clusters, and provide for transnational cooperation. This memorandum was signed by
prominent figures in science, business, politics in the EU, as well as representatives of chambers of
commerce and industry. Accordingly, the said practice demonstrates the priority of cluster policy,
which stimulates strategic innovative changes in the economic space of Europe.

Consequently, within the framework of the cluster policy Ukraine is able to create
conditions for effective formation and use of human and scientific and technological potential of the
regions and the country as a whole, to identify priorities and support their development through a
system of financial, credit and tax instruments. Effective implementation of cluster policy in
Ukraine assumes a clear definition of the main priorities and patterns of interaction between cluster
participants, adoption and implementation of the cluster development programme, fully supported
at all levels. Alignment of interests of scientific and educational institutions with a network of
specialized suppliers, main producers and consumers connected by a technological chain for faster
and more effective diffusion of innovations in a local ecosystem, supported by authorities and the
public, is able to ensure regional development.

CONCLUSION

The study found that cluster policy is a priority area of state innovation policy in foreign
countries around the world. Accordingly, it should certainly become an important component of
Ukraine's economic growth. The experience of introduction and implementation of the cluster
movement in Ukraine is not widespread today, but attempts to do so have been made in different
time horizons in recent years. The main problem of the lack of systematic development in this
direction is related to the limited attention to this direction at all levels of government, which makes
once again turn to good practice and justification of significant benefits. The scale of the global
cluster movement implemented in cluster policies allows solving significant problems at regional,
sectoral, national and global levels.

In the European Union cluster policy plays an important role and is shaped by many
directives, regulations and communications. Its main goal remains to ensure economic competition,
development of innovative clusters, elimination of trade barriers, development of cross-border
cooperation. Research on the cluster policy of the European Union and individual measures of the
Ukrainian authorities can be seen that there is a gradual unification of the main provisions on cluster
development and innovation. The signing of joint documents and memoranda, the provision of a
development-oriented state strategy and the development of cooperation, are priority tasks in the
direction of the cluster movement. Accordingly, modern innovation policy in Ukraine should be
based on the cluster effect, which will ensure networking of all participants of innovation activities;
the target area will be the growth of the quality of life based on the strategy of innovation
commercialization. The main directions of formation and development of innovation cluster policy
in Ukraine, the basic prerequisites for its effectiveness should be the principles of social
responsibility, public-private partnership and maximum inclusion. Formation of a system of
incentives for territorial interaction of scientific and educational institutions with a network of
specialized suppliers, main producers and consumers connected by a technological chain for a faster
and more effective diffusion of innovations in the local ecosystem can ensure the development of
the region. A conscious understanding of the feasibility of clusters by all participants in economic
relations at the regional level will allow to fully use the full potential and ensure the effective
implementation of competitive advantages.
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PET'TOHAJIBHE BIZTHOBJIEHHA TA PO3BUTOK EKOHOMIKH YKPATHU HA
OCHOBI KJIACTEPHOI NOJITUKH

Kapnenko Anapiii Bosiogumuposu4 Kapnenko Harans MukoJiaiBaa
OOKMOp eKOHOMIUHUX HAYK, npoghecop, KaHOuoam HayK 3 0epicaeHO20 YNPAGIIHHSL,
npoghecop xkagheopu eKoHoMiKU ma MUMHOL ooyenm, ooyenm Kagheopu eKoHOMIKU ma
cnpasu, Hayionanvuuii ynieepcumem mumnoi cnpasu, Hayionanvnuii ynieepcumem
«3anopizvka nonimexHikay, «3anopizvka nonimexHikay,
M. 3anopiscoicst M. 3anopixcoics

Pe3snnuenko I'eopriii BasepiiioBuu
cmyoenm 4 Kypcy, ghaxyibmem meHeoHcMeHmy,
3anopizvkuii HayioHanbHUL YHigepcumem,
M. 3anopidcoics

AnoTtauis. CTaTTs NPUCBIUEHA JOCIIHKEHHIO TIPOIECY PO3BUTKY TEPUTOPIN Uepe3 CUCTEMY
kiactepiB. [IpoananizoBaHo JiepkaBHY Mporpamy, sika BU3Ha4yae MPIOPUTETHI Taiy3i pO3BUTKY Ta
(¢opMyBaHHS KJacTepiB, BU3HAYEHO PETIOHU, SIKI MOTPEOYIOTh PO3BUTKY KJIACTEPIB 3 METOIO
JOCSITHEHHS! €KOHOMIYHOTO 3pocTaHHs. J[OCHiIKeHO BIUIMB KJIACTEpiB Ha €KOHOMIUHE 3pOCTAaHHS
€pporneiicbkoro Coro3y, iX poJib y CTBOPEHHI poOOUMX MICLb Ta MEPCIEKTUBH iX BIPOBAHKEHHS B
YKpaiHChKy eKOHOMiKy. OcobnuBa yBara NpUAUISETbCS MOMITUII PEriOHAIBLHOTO €KOHOMIYHOTO
3pOCTaHHsS TpH 3a0e3NeueHHi YMOB Il KOHKYPEHIi Ta aHTHMOHOIIOJFHOTO 3aKOHOJABCTBA.
Crarta AeMoHCTpye ycmimHiCTh cmiBmpaui Mibk €C Ta kiactepamu Juid 3a0e3ledeHHs iX
MDKHApOAHOI KOHKYPEHTOCIIPOMOXHOCTI Ta YCYHEHHS TOProBHX Oap’e€piB Ha €BpONEHCHKOMY
puHky. KpiM Toro, y IOCHI/PKEHHI 3BEpTa€TbCs yBara Ha HEOOXITHICTb CTBOPEHHS YMOB ISt
€KOHOMIYHOTO PO3BUTKY TEPHUTOPii, 3aIPOBAHPKEHHS MEXaHI3MIB MHIATPUMKH TPAHCKOPJOHHHUX
IHAYyCTpiaIbHUX Ta TEXHOJIOTIYHMX TMapKiB, EKOHOMIYHMX Ta MPOMHCIOBHUX 30H, CTBOPEHHS
TPAaHCKOPAOHHMX KjacTepiB. HaBeneHo cTraTucTW4HI AaHi, 3TiIHO 3 sAKUMHU Kiactepu B €C
3a0e3neuyroTh 54 MigbiioHH pobounX Miclib, a 3apobiTHA Iu1aTa BUila Ha 3%. Y pocnimpkeHHi O0yino
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BUSIBJICHO, L0 IHHOBAIlIMHHUIA XapakTep KJIACTEPHUX AlbSHCIB CHPUATUME PO3BUTKY B YKpaiHi
KOHKYPEHTOCIIPOMOXKHUX Tally3ei: BEpPTOJIOTO- Ta aBiaOyayBaHHS Ta BHUPOOHMIITBA HOBITHIX
TUTAHOBUX CIUIaBiB. PO3BUTOK KIJIACTEpiB y CTpATETiUHUX Taly3sdx JOMOMOXKE YKPaiHCHKIN
€KOHOMIIIl 3aMIHUTH IMIIOPTHI KOMIIOHEHTH Ta CTBOPUTH HOBI poOoui Micist. OTke, MmepcreKTuBa
BIIPOBA/KEHHSI KJIACTEPy Ta CTBOPEHHS LUIECIPSIMOBAHOI aIMiHICTPATUBHOI MOMITUKU CIIPUSTINBO
BIUIMHE Ha EKOHOMIYHUN PO3BHTOK PETIOHIB Ta MOXE BIAPOJAUTH €KOHOMIYHO JCTPECHBHI PETiOHHU.
[TpoanamizyBaBmm npukiag €C 00 KIACTEPHOTO YIPABIiHHS, PO3POOKH Ta MIATPUMKH Oyiau
BH3HAYCHI OCHOBHI aJIMIHICTPAaTHBHI JOKYMEHTH, IO PETYJIOIOThH IEH mpoliec. [xHe 3akoHOMaBYE
BUBUCHHS Ta BIPOBA/DKEHHS B YKPAiHCHKUHM aqMIiHICTPaTUBHUNA MEHEIKMEHT CIPUSATUME
CTBOPCHHIO HOBHMX IHHOBAIIMHUX KJAcTEpiB, peaizaiii e(peKTUBHUX CTpaTeriii ympaBiIiHHSI Ta
3a0e3MeueHHIO TPAHCHAIIOHAIBHOTO CIIBPOOITHUIITBA.

KawuoBi ciioBa: kiactep, KiIacTepHa NOJITHKA, PETiOHAIBHUN PO3BUTOK, JAepiKaBHA
MiITPUMKA, aIMIHICTPATHBHI METOIH.
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