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PARTICIPATORY BUDGETING AS A FORM OF COMMUNITY 

INVOLVEMENT IN THE TERRITORIAL GOVERNMENT BODIES 

MANAGEMENT  
 

Agnieszka Smalec 

Faculty of Management and Economics of Services, University of Szczecin, Poland 

agnieszka.smalec@wzieu.pl 

 

ABSTRACT 

One of the assumptions of the democratic system of governing is the citizens’ active 

participation in the management process. The citizens’ participation is of a key significance to 

the effective management of the territorial government units. It builds up the sense of local 

community and co-responsibility for the decisions taken. The aim of the public participation is 

both the creation of an efficient system needed for the citizens’ needs meeting and obtaining the 

citizens’ acceptance of the actions by the authorities as well as the citizens’ trust in the 

efficiency of the authority’s activity. Such activities trigger the citizens’ identification with the 

specific community and have them more likely to engage in its vital issues. The aim of this paper 

is to present the tools of social participation in the modern and integrated management of the 

units of territorial government; one particular instrument, i.e. the social (participatory) budget. 

This paper presents among others the idea of participatory budgeting and the phases of its 

creating. It also includes the comparison of data concerning participatory budgeting in selected 

cities/states. The author’s intention is to contribute to the discussion on the citizens’ 

participation and to start the study of its forms, such as the participatory budgeting. The method 

of documentary research has been applied, including the respective literature analysis as well 

as comparative analysis and observation. 

Keywords: citizens, management, participation, participatory budgeting, territorial 

government  

 

1. INTRODUCTION 

Social participation makes part of modern management of public government units where the 

differences of interests and expectations must be negotiated and agreed rather than imposed in 

the form of administrative decisions. This gives an opportunity of gaining a greater social 

acceptance, increase in confidence and optimisation of decisions taken. The social involvement 

allows the citizens to participate in the process of public affairs management. The market 

economy development, the change of the citizens’ role from an applicant to stakeholder or 

globalisation processes have the citizens get involved in the decision taking concerning the 

operations of their local government unit. This sees the local governments turn from 

administering to a new management form, creating convenient conditions for the cooperation 

between various stakeholders for the communities are becoming more and more demanding 

towards the quality of the decisions taken by the local administration. This paper focuses on 

one of the major instruments of the social participation, i.e. the participatory budgeting. The 

first part of the paper gives its brief characteristics while the second – on the basis of 

observation, comparative analysis and case studies – empirical results, thus supplementing the 

theoretic considerations concerning the secondary studies results and territorial administration 

experience.  

 

2. THE ESSENCE AND IMPORTANCE OF SOCIAL PARTICIPATION   

The issue of identifying the customers’ needs in the European Union states often is given a 

priority thus coming to the top of the public administration sessions agenda (EIPA, 2007, p. 

39). The European Union introduces many mechanisms which directly or indirectly affect the 
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local governments encouraging them to share the management. Recent years have seen an 

active supplementing of the traditional three-part dialogue with the participation of trade 

unions, employers and public authorities with the citizens’ dialogue, which means the non-

government organisations and single individuals. The activities undertaken by the state are 

focused on the effectiveness improvement, are based on the greater awareness of rendering 

services and emphasising the role and importance of the citizens. The management of the 

customers’ satisfaction is becoming indispensable for public institutions in order for them to 

see if they do the right things and in the right way (more: Zarządzanie…, 2008). It is well 

justified due to the good governance system applied by the local authorities. This concept is 

based on the assumption that administration is a form of cooperation of various entities for the 

purpose of solving social problems. What counts here is participation, consensus, equality and 

contribution.  Every citizen becomes a member fully entitled to take part in public decisions. It 

must be emphasized here that the civil society is not equal to civic society, i.e. a community of 

individuals enjoying citizens’ rights and duties (Bokajło, 2001, p. 36). Those rights sparkle the 

need in the citizens to form civil societies but the constructive feature of that need is the 

“citizens’ collective self-awareness” which decides about the sense of participation within the 

society and taking interest in the common aims and benefits (Słodkowska, 2006, p. 71). 

Authorities’ duty is to rationally meet the individual and common needs in terms of spiritual 

and material development of the territorial community. It must not be forgotten that the local 

community’s needs are subject to change therefore they should be monitored on a systematic 

basis. Contacting the local community should be one of major activities of the authorities while 

the utilities should form a specific value for the citizen (customer). For social problems must 

not be solved exclusively by the local administration; a cooperation with other entities, 

primarily local community, is required. To say it in the simplest way – the social participation 

is the active citizens’ to the management of issues concerning the community life. It is a social 

process as a result of which the community consciously get involved in the issues that matter 

to them, share their experience and views and also get the opportunity to influence and control 

to some extent the decisions taken by the public authorities which have impact on their (the 

citizens’) interests (Długosz, Wygnański, 2005, p. 11). The classic concept of public 

participation by Stuart Langton distinguishes four categories of citizens’ cooperation in the 

lives of political communities (Langton, 1978; Kazimierczak, 2011, p. 85): the public activity, 

the citizens’ involvement, electoral participation and obligatory participation understood as 

support offered to the administration through tax payment and citizens’ taking part in court 

cases. In a broader meaning, it is a foundation for the civil society whose members voluntarily 

and actively participate in the activities. It is strictly linked to the social communication 

(dialogue) and the cooperation of the citizens with the authorities. Over recent years, in many 

countries a tendency has been observed to implement the concept of social participation as an 

element of actual local self-government and a tool for an effective management of the public 

wherewithal. Getting the citizens involved in the process (more precisely planning and direct 

decision taking) of the self-government unit funds heads for the implementation of the concept 

according to which the citizens directly or through their representatives in the councils decide 

about the use of the resources at the self-government units’ disposal. Currently, the role of the 

public administration has ceased to be a traditional, domineering model of ruling for the benefit 

of power achieved by means of communication, discussion and understanding other entities 

(Sotarauta, 1996, p. 91). Marketing activities (even though they are only one of the elements of 

the territorial management) play a particular role in the development of these relations 

(Wanagos, 2010, p. 109‒118). One of the key factors responsible for the success in public tasks 

implementation by the public sector is the confidence the citizens have in the authority. The 

activities undertaken by the local authorities must not be for their own sake but for the benefit 

of their recipients.  
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One of the major factors having impact on the social participation level is the application by 

the self-government some principles of institutional nature to encourage the citizens to get 

involved in the public issues management. The extent of the citizens’ contribution is often 

dependent on their individual properties and the community attributes – the social capital. 

Participation is the democracy’s necessary condition and the basis for civil society (Frost, 2003, 

p. 87‒104). In order to have such society developed, the states must be based on very well 

shaped, stable structures of democracy enabling the openness and involvement of their citizens. 

Having the sense of their opinions heard, they are more likely to engage in local activities. The 

citizens’ conviction of the importance of their participation in the public life and the local 

authorities’ structures to come up with various solutions enabling such activities should 

primarily result from their awareness of the mutual benefits. The citizens get access to the 

common goods, may express their needs and meet them in a better way by a greater influence 

on the public decisions, they have a better control over the public institutions’ operations or 

getting better understanding of the administration as such and thus learn the dialogue with the 

authorities representatives and other citizens. The social participation gives the citizens the 

sense of perpetration, an actual influence on the public policies, which motivates them for a 

more advanced activity in the public life thus consolidating the bonds between the authority 

and citizens or citizens with citizens (Schimanek, 2015, p. 8). The local self-government 

authorities reinforce the civil society in the first place, educate and integrate the citizens, 

reinforce the citizens’ identification with the community, build up the confidence in the 

authorities, get more comprehensive knowledge on the needs of their community or just 

improve the efficiency or quality of the decisions taken. Therefore, a statement can be made 

that both parties benefit from the social participation model. It also is an important factor for 

the improvement of the local authorities management. Opting for the implementation of 

advanced social participation, the local authorities should be convinced about the benefits as 

this only gives the chance for achieving them. One must not forget, too, that it generates some 

expenses, such as additional time needed for decision taking, the skill to handle extreme 

opinions which can be levelled. It is very important that the participation of all the parties to 

the dialogue be held on the same principles and based on the conviction that the aim is to 

achieve the common goods and mutual benefits. S.R. Arnstein presented the social participation 

in the form of a ladder (Fig. 1): from a passive to an active participation in the debate and taking 

public decisions (more: Sherry, 2011).  

 

 

Citizens’ control 

 

Degrees of citizen power 
Delegated power 

Partnership 

Placation  

Degrees of tokenism 
Consultation 

Informing 

Therapy  

Lack of participation,  

nonparticipation 
Manipulation 

 

Figure 1. Participation Ladder (Arnstein, 1969, p. 217) 
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The citizens’ public activity basic forms are the participation in elections and referendums, 

taking part in social consultations and meetings of the inhabitants with the local authorities, 

petitions writing, building up groups of support up to the most demanding forms such as 

activities in the non-governmental organisations sector. The citizens, according to mentioned 

concept by Langton, may also get involved in the decision-taking process with the local 

authorities. Such cooperation results mainly form the process facilitation and providing the 

most optimal and economically effective solutions from the point of the customer, which is the 

community for the benefit of which the local authorities undertake the activities.  International 

Association for Public Participation specifies five levels of the citizens’ involvement:  

a) informing – providing knowledge to the citizens, information about a specific problem, but 

also suggestions for solving it;   

b) consulting – organising the process of dual direction communication along the authority-

citizen and citizen-authority line as well as the readiness to apply specific solutions and 

accepting comments; 

c) incorporation – inclusion of comments, opinions, solutions or their elements in the created, 

implemented or monitored public policies;   

d) cooperation – partnership at every stage of the decision-taking process; 

e) empowerment – transferring the final decision in the hands of the citizens. 

 

Majority of local self-governments include the social partners only in the cases they are obliged 

by law to do so. The authorities usually confine their cooperation to submitting information to 

the citizens or social partners, possibly consulting the documents which are subject to 

consultation. One of the most popular instrument of social participation in Poland (and not only) 

aiming at engaging the citizens in the process of commune/city management, their funds in the 

first place, is the participatory budget.    

 

3. PARTICIPATORY BUDGETING AS A FORM OF SOCIAL PARTICIPATION  

Participatory budgeting (PB) was introduced for the first time in 1988 in the Brazilian city of  

Porto Alegre (capital of the Rio Grande do Sul region) (Santos, 1998, p. 405‒510; 

Participatory…, 2018). It was a social initiative getting much support from the local authorities. 

The City Council passed a resolution on the procedure of the inhabitants co-deciding about the 

municipal expenses. The PB brought very noticeable results: well operating structures of the 

self-government, development of the poorest parts of the city, improvement of the democratic 

standards (Kębłowski, 2013, p. 12). By 2008 about 200 Brazilian cities had introduced it and 

subsequently it spread across South America (at least 510 cities engaged in the PB in 2010), in 

Europe (200 cities), in Africa, Asia and North America thus covering all the world – at least 

795 cities can be spotted globally where it has been implemented; some surveys mention as 

many as over 1500 such cases (more: Gamuza, Baiocchi, 2012; Sintomer, Herzberg, Roecke, 

Allegretti, 2012). The participatory budget in Porto Alegre was based on two keystones – the 

involvement of the citizens and friendly approach of the city authorities; while three main 

principles of operation were assumed: grassroots democracy expressed by the meetings of the 

citizens from 16 districts, the principle of social justice implemented by means of allocation of 

resources and  social control through the social budget council (Ostaszewski, 2013, p. 120).  

The World Bank interprets the participatory (citizen) budgeting as a process in the result of 

which the citizens present their demands and priorities and influence the structure of budget 

expenses through discussion and negotiation (see: Goldfrank, 2012). On his part B. Wampler ‒ 

a researcher of the participation budgeting ‒ states that it is a process of decision making owing 

to which the citizens discuss and negotiate the distribution of public resources  (Wampler, 2007, 

p. 21). What is important here it is the clarity and democratic approach to decision making at 

open door.  
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The PB success in the Brazilian city was the result not only of right attitude of the local authority 

but the well developed forms of citizen participation as well. Such a budget creates an actual 

possibility for a direct contribution of the citizens to the decision making as to the public means 

management and allows them to discuss the budget suggestions thus involving them in all the 

stages of budget procedure. PB gives ordinary people real power over real money. The results 

of the participatory budget getting are binding, the citizens have a guarantee their will be 

honoured and the investment offers they have selected will be funded over the following budget 

year. It may be used on all administration levels. There exists no uniform model of resolving 

the SB by the local authorities. In the UK there appears the greatest variety of that budget 

models. Some of them are of general nature, others refer to particular elements of the local 

policies or individual projects (Łapińska 2012, p. 11). In the participatory budgeting 

researchers’ opinion the introduction of its mechanism by local authorities causes the possible 

increase of chance for the mayor to be re-elected (Górski 2007, p. 70; Rytel-Warzocha 2010, p. 

93 & subs.). Thus, it is obviously of great benefit for the local authorities while this mechanism 

favours the legitimization of the authorities. A great improvement in the communication with 

the citizens occurs which translates into an improved level of citizens’ confidence in the local 

authorities. The PB procedure must be repeated (the repetition principle), must come in the 

form of public debates during special meetings or forums (the discussion principle) for the 

interested individuals to be able to speak out. It is also of major importance to control and settle 

the performance of the ideas undertaken within the PB. Information and education campaign is 

very important so that every inhabitant can take part in the work on the PB. The most complete 

PB form is when a specific amount of money can be isolated from the local administration 

budget to be fully taken care of by the inhabitants to cover the investment selected by them. 

There are some specific stages of work on the PB although the final shape may depend on many 

factors. The first thing is to make a decision on activating the PB process (the project 

preparation phase) and if so, the principles of its pattern must be set out.  Then the permanent 

information-education campaign must be programmed. The next stage is the designing and 

proposing the projects which later are subject to discussion. Verification of the submitted 

projects and the threshold of their acceptance (usability, priority) should limit the authority 

activity to minimum (formal, technical and legal control) while the subject matter assessment 

should be given to the citizens. Following the discussion over the project there comes the 

general voting and the selection of the projects for implementation. Within the PB process it is 

very important to monitor the advancement of the project development and evaluation of the 

process. Within the participatory budgeting, the participants are able to gain skills and 

knowledge of city/commune management so that they become co-responsible for their place. 

The distribution of the funds must be done according to the so called priority inversion, which 

means allotting respectively larger amounts to most needing social groups and city areas. It has 

been emphasized in a British publication that “a well-organised participatory budgeting 

reinforces the communities, has the people keenly engage in the democracy and has a positive 

impact on the quality of the local public services” (Participatory budgeting…, 2009, p. 4). As 

it seems, the PB best proves right in the decision making concerning the territorial policy, 

because the inhabitants not only set up the investment priorities and the activities to be started 

but, what is more important, together create the concept of common good for their commune. 

At the most basic level, it need political will from above and community support from below. 

It need community organizations, in particular those working with marginalized communities, 

to engage people and push the process forward (What is PB…, 2018). 
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4. PARTICIPATORY BUDGETING IN THE PRACTICAL ISSUES OF 

TERRITORIAL SELF-GOVERNMENT MANAGEMENT   

Using the observation, comparative analysis and case studies, selected participatory budgets 

have been presented thus completing the theoretical considerations. This paper is of a 

descriptive and explanatory nature. It is worth mentioning that in various countries or cities 

many different models of the participatory budgeting may be used yet everywhere the dialogue 

of different groups is the most vital component. The classical model of that Porto Alegre budget 

makes a good example of representative democracy, which was emphasized by the mayor of 

the city, Mr. Olivio Dutry who said that “if everybody took part in it, it would be like selling 

illusion of the ‘direct democracy’ in a Greek square which was not everybody’s democracy; it 

was the democracy of the best” (Sánchez-Pages, Aragonès, 2004, s. 2). The Polish start of the 

participatory budgeting took place in 2011 in Sopot. The analysis of the social budgets in four 

selected cities of Poland in 2017 showed that the amounts contributing to it grow from year to 

year. Most often, 20% to 30% of the said amounts go for general urban projects while 70% to 

80% for the district improvements. The projects accepted for implementation in Polish cities 

over the recent years have been injected into the following types of projects: 

• sports and leisure i.e. sportsgrounds, leisure facilities (such as parks, barbeque sites, rest 

areas), playgrounds, fitness studios, sports facilities, 

• relating to road infrastructure: new roads, car parks, cycling paths, road mirrors, safe zebra 

crossings,  

• medical and life-saving solutions facilitating the access to emergency medical units, 

purchase of tools for the fire brigade and purchase of life-saving medication, 

• referring to culture, i.e. books purchase, authors’ lectures, monument erection, festive days 

celebration, 

• referring to animals: animal shelters upgrade or animal help stations. 

 

Among the analysed cities Lublin proved to be the leader (Fig. 2a) in terms of amounts of 

money which contributed to the PB per 1 citizen (in PLN) with the result of PLN 44, while in 

Bydgoszcz it was as little as PLN 15,8. It is obvious that deciding about a greater amount of 

money increases the sense of being perpetrators in the citizens and makes an incentive 

participate in the SB. Just to give some examples: the turnout in Lublin was 25%, in Gdańsk – 

10%, and in Szczecin 9%. Where electronic voting is introduced, there is a rise in interest 

among young people between 15 and 16 years of age.  

 

Figure 2. The amount allocated to the PB per 1 citizen (in PLN) (a) and the number of 

applications (b) in 2017 in selected cities (own elaboration) 

 

The 660 projects entered in Częstochowa was a surprise as compared to the least number of 

projects entered in Białystok – 122 (Fig. 2b). Sadly, a fairly large percentage of projects in the 

cities under study did not pass the verification stage: from about 49% in Białymstok to 15% in 
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Lublin. Therefore, the discussion stage prior to the application submitting is of great importance 

to make it possible for the citizens to diagnose the needs or together with interested parties 

shape up the project. The German city of Cologne is the best example of how the citizens are 

furnished with the reliable information on the financial condition of the city to effectively bring 

it to the inhabitants (Buergerhaushalt, 2018). The social budget makes the financial foundation 

of the city of Cologne. The social budget organisers do their best to turn the specialist and expert 

knowledge to the form and language comprehensible for everyone. Many different 

communication channels are used. During the 2017 participatory budget preparation, much 

emphasis was given to the Internet dialogue. As a result, many applications referred to the 

whole city, not one district only. Many applications were about the budget expenses and 

suggestions to shift the expenses and income. It must be added that in the case of expenses most 

of the suggestions concerned education and natural environment. The City Council of Cologne 

indicated three main aims of this process: making the inhabitants better understand the city 

budget and thus obtaining a better sense of perpetration; encouraging people to take part in the 

process and supporting the dialogue between the citizens, politicians and city authorities as well 

as making it possible for the political parties to improve the effectiveness of their law-making 

activities through acting in the participation process. The city of Cologne based their 

participation budgeting programme on the “Beteiligungsverfahre” programme, i.e. 

“involvement” composed of four main stages: the open-access information, the dialogue and 

decision phase and the responsibility taking phase which provides insight into the decision 

results on a longer scale. In some cities, such as Eastfield in the UK, the social budget method 

was applied for the distribution of the relatively small resources (about 34 thousand GBP 

coming from the  Safer Communities Partnership and Scarborough Borough Council in the 

North Yorkshire Police Authority programme) (Budżet…, 2015) for a specific reason, i.e. to 

select the projects which would contribute to reduce the local criminal records. The biggest 

success was the initiation of cooperation and the distrust barrier broken between the citizens 

and the inspectors and social workers. The projects selected by the citizens and completed also 

had an impact on reducing the criminal acts in the territory of the given community.  

Government administration allowed local government administration to cooperate at 

international level (Studzieniecki, Soares, 2017, p. 137). An example of countries cooperating 

for the aim of mutual benefits is the project by the PAUCI – the Polish-Ukrainian Cooperation 

Foundation “The participatory budgeting as a chance for expanding the citizens’ activity and a 

real partnership with the public authority” which aims at supporting the process of 

disseminating the growth of  the inhabitants’ involvement in the decision taking processes in 

their cities and thus increasing level of the dialogue between the local authorities and local 

communities using the respective Polish experience. Apart from interregional, the transborder 

cooperation became one of the three linchpins for the territorial cooperation (Studzieniecki, 

Palmowski, Korneevets, 2016, p. 546; Morata, Noferini 2013, p. 174; Schutze 2015, p. 851). In 

March 2015, at the time of PAUCI experts meetings with the representatives of the local 

authorities and social leaders in Czerkasy, Połtawa and Czernichów, the issue of introducing 

the social budget mechanism in Ukraine was discussed (Budżet obywatelski: innowacyjny…, 

2015). Mutual cooperation leads to a better economic situation increasing the competitiveness 

in regions and reduces the regional disparities in relations to other regions (Gajdova, Tuleja, 

2015, p. 96). One of the first cities in Ukraine which were successful in implementing the 

participatory budgeting is the city of Czerkasy. More and more successful Ukrainian cities can 

be noticed. For example:  in the city of Żytomierz the inhabitants could submit the project 

initiatives to participate in the social budget (UAH 9 mln.) from 12th July to 5th September 2016. 

a total of 67 applications were submitted worth total nearly UAH 41 million. In Sumy, for an 

instance, the inhabitants submitted 75 project applications to the social budget worth UAH 5 

million.  

http://gromada.zt-rada.gov.ua/news/u-zhitomiri-zavershivsya-priyom-podachi-proektnikh-propozitsiy-dlya-byudzhetu-uchasti/
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In the city of Romny, on 21st August 2016, a vote was closed for 15 project initiatives brought 

by the citizens for the funding out of the city budget in 2016 (UAH 250 000). In the voting 425 

persons took part (Budżet obywatelski ‒ postępy…, 2016). The city of Sambor followed the 

model of Czerkasy which on 11.07. 2016 applied the first such budget contributing to it with 

UAH 200000,00 out of the 2017 budget (Samborski…, 2016). By 15th September 2016, the 

inhabitants of Sambor were given the opportunity of submitting the suggestions for the projects 

concerning the improvement of the life quality within the following areas: pavement 

improvement, street lighting, roads, improved appearance of the city, location of other leisure 

areas (Sambirian…, 2018). Before that time, the Sambor Agency for Development and 

Eurointegration (project partner) along with the city authorities organised meetings with the 

citizens to help them with the application preparing. The first voting for projects within the 

social budget in the history of Sambor was the final stage of the project completion where the 

citizens decided on what the money making part of the common city budget would be spent. 

Thus the first stage of the SB in Sambor is the information and education campaign followed 

by the project development and finally their presentation to the city communities and voting. 

    

5. CONCLUSION  

The important issues of the use of the participation budget in territorial administration 

management are the application of the right principles, such as transparency, project openness 

and inclusiveness, binding results, provision of area for debates with the participation of 

interested groups (mainly the citizens) or a long-term thinking process. The participation 

management is not a single gesture on the part of the city authorities but a permanent dialogue 

process occurring systematically between the clerks and inhabitants. Thus the information and 

education campaign for the citizens is very important so that every inhabitant could take part in 

the SB process at every stage. It is advisable to create the opportunities for citizen cooperation. 

Politicians in many countries seem to be better understanding that the citizens are real partners 

able to influence the surrounding, ready to work hard and keen on working for the benefit of 

their community. However, it is of major importance to stick to the due diligence with the 

procedures and honesty in mutual decision making so that politics would not turn into the 

battlefield of the antagonist political groups but make platform for the cooperation. The 

possibility of introducing the participatory budgeting as an influence tool of the citizens requires 

the obligation for several factors to appear jointly. Support from the executory bodies is of vital 

importance, who would be ready to delegate some of their competence for the sake of the 

citizens, as well as from the constituting bodies which, in turn, must accept that process. 

Citizens’ society is also required who will have the opportunity to actively participate in all this 

process. There is also the need to have sufficient funds for the investments selected by the 

citizens. The voting of the projects must take a few days in order to facilitate the citizens vote 

in a traditional way, per mail or electronically. The process of projects selection should close at 

such moment, the city authorities would be able to incorporate them in the city budget for the 

following year. The participatory budget may prove a well-considered and executed reform (a 

system one as well), may be just a project, may also make a tool (which occurs in the citizens’ 

budgets in Poland). It enhances citizens’ integration and activisation, opinion exchange, fulfills 

education aims and adds to the creation of the right citizens’ attitudes. Owing to the 

participatory budgeting implementation, many various investments are possible which are 

likely to improve the citizens’ lives. The examples of the cities using this form of participating 

democracy show that this practice results in a more equal distribution of public resources, 

higher quality of life, increased satisfaction from public services, better transparency and 

reliability of the public authorities, fuller participation in public life (specifically the excluded 

individuals) and social education. The participatory budgeting brings many advantages. 

http://romny.osp-ua.info/?ch=3&fl=mbudj_hb
http://romny.osp-ua.info/?ch=3&fl=mbudj_hb
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Yet, it must be emphasised the procedure of the social budget is work consuming and complex, 

it involves not only the citizens but also a greater number of clerks, therefore a specific period 

of time and engagement are needed to complete the process.  
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ABSTRACT 

Quality is a significant parameter for goods and services. Quality is hard to explain, yet people 

do recognize it and are ready to pay more for better quality services and products. Everybody 

understands the term “quality” in some other manner. Traditionally, quality means an 

intangible concept of beauty and excellence. D. Garvin’s quality characteristics (dimensions) 

for goods and services provide useful arsenal of tools to be used by the author in the present 

research. D. Garvin’s quality characteristics for goods include performance, features, 

reliability, conformance, durability, serviceability, aesthetics and perceived quality. Quality 

characteristics of services, in their turn, include tangibles, service reliability, responsiveness, 

assurance, empathy, availability, professionalism, timeliness, completeness and pleasantness. 

The research will show what kind of quality characteristics produce an impact to the choice of 

services/ goods made by Latvian consumers. The aim of this paper is to examine a perceptions 

the dimensions of quality and customers perceptions of quality in the products and services 

what they purchase in order to provide a framework for a better understanding of the various 

dimensions of product and service quality and their impact on consumer perceptions. The 

methods applied in research are referential analysis of literature and survey of inhabitants 

(questionnaire). The tasks of the research: to provide explication of quality characteristics, to 

carry out a questionnaire of the inhabitants of Latvia aimed to find out, what quality dimensions 

determine the consumers’ perception of quality, to come to conclusions on how quality is 

perceived.   

Keywords: consumers, quality, goods, services 

 

1. INTRODUCTION  
Exists some differences between goods and services. The nature of services is intangible 

whereas goods are tangible. Since services are intangible, measurement of service quality can 

be more complicated. Service quality measures how much the service delivered meets the 

customers’ expectations. In order to measure the quality of intangible services, researchers 

generally use the term perceived service quality. Perceived service quality is a result of the 

comparison of perceptions about service delivery process and actual outcome of service 

(Grönroos, 1984; Lovelock, Wirtz, 2011). J.C.  Sweeney et al. analyzed whether service quality 

in service encounter stage affects perceived value and consumer willingness to buy. As a result 

of the study, they found that service quality perceptions in service encounter stage affects 

consumers more than product quality ( Sweeney et al., 1997, p, 28). Increasing  the competition 

in the markets has led many enterprises to consider quality as a strategic tool. The author thinks 

that service quality has been becoming more important and service providers should improve 

their service quality to customer satisfaction, customer loyalty, gain  sustainable  competitive  

advantage. The customers who are dissatisfied with a service spread   their   experiences   to   

more   than  three  other  people   ( Horovitz, 1990). The aim of this paper is to examine a 

perceptions the dimensions of quality and customers perceptions of quality in the services and 

products what they purchase in order to provide a framework for a better understanding of the 

various dimensions of product and service quality and their impact on consumer perceptions. 

The methods applied in research are referential analysis of literature and survey of inhabitants 

(questionnaire). 
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The tasks of the research: to provide explication of quality characteristics, to carry out a 

questionnaire of the inhabitants of Latvia aimed to find out, what quality dimensions determine 

the consumers’ perception of quality, to come to conclusions on how quality is perceived.  

 

2. DISCUSSION  

A quality good or service meets or exceeds the whole range of customer expectations, some of 

which may be unspoken. J.M. Juran pointed out that Quality is “fitness for use”. (Juran, 1974, 

p. 29) Quality is degree of excellence. (Oxford Dictionary, 2014) Quality is conformance to 

requirements. (Crosby, 1979) Feigenbaum definied Quality as the total composite product and 

service characteristics of manufacture, marketing, engineering and maintenance through which 

the product and service will meet the expectations of the customer. (Feigenbaum, 1961)  Quality 

is a dynamic state associated with products, services, people, processes, and environments that 

meets or exceeds expectations and helps produce superior value. (Goetsch and Davis,  2010) The 

author concludes that Quality is  defined  by  the  customer, and as such will  change  over  time, 

often in  unpredictable ways and tge Quality is associated with creating customer value. Quality 

is an exclusive and indistinct construct. Consumers expect quality today more than ever before. 

To offer quality is a demand on firms to satisfy their customers. Quality is also a benchmark to 

measure if the claims are maintained. For companies offering good quality often means 

differentiating from competitors. In other words, quality is understood as a competitive weapon 

(Parasuraman et al., 1985). Carvin’s 8 dimensional framework initially appeared in 1985, its 

relevance for defining product quality is apparent given its continued  use  in  guiding  research  

in  this  area. Quality of services, in general, differs from quality of manufactured products due 

to its special characteristics including intangibility, simultaneity and heterogeneity (Dotchin, 

Oakland 1994; Ghobadian et al., 1994). Effective quality management in the service sector 

hinges on the management of both outcome and process elements. ( S.Ting-Kwong Luk, and 

R. Layton, 2004) Service quality has impact on customers’ behavioral responses and intention. 

It relates to retention of customers at the aggregate level (Woodside, Frey & Daly, 1990; 

Zeithaml et al., 1996). While perceived service quality is a consumer judgement (a form of 

attitude) and resulted from comparisons consumers make between their expectations and their 

perception of the actual service performance (Brady, Cronin 2011). Z.Yang and R.T.Peterson 

pointed out that one effective means of achieving competitive advantage and differentiating 

strategies involves superior service quality (Yang, Peterson, 2002). Service quality has 

examined customer evaluations of the overall excellence or superiority (Long, 2004). Service 

quality can be described as overall customer judgments and evaluations regarding the quality 

and excellence of service. According to these arguments, C. Santos defined service quality as 

the overall evaluation of service performance (Santos, 2003). A.Donabedian drew attention to 

3 dimensions of service quality: potential dimension, process dimension and result dimension. 

(Donabedian, 1988) Potential dimension relates to the observation of structures and potentials 

of the service provider (management, resources-material, information, human). It is influenced 

by activity, i.e., specification of service (description and features of service) and readiness to 

provide it, whereas the potential dimension does not include only technical possibilities, but 

also organisation and systemic relations, including qualification and motivation of employees. 

Process dimension captures the service as a sequence of activities (processes) consisting of the 

marketing process, design process and process of service provision. Result dimension relates 

to the assessment of the process of result of a service (satisfaction/dissatisfaction of a customer 

with the service or with the provider of the respective service), implying that the services reach 

the level of excellent quality only when they correspond with target requirements and each level 

of excellent quality shall correspond with the same value the customer is willing to pay as 

function of his/her wishes and requirements (Toivonen, 2012). Differentiates between 

dimensions which are associated with the quality of the final product or outcome of the service 
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and those which relate to internal processes within the organization. A. Ghobadian et al.  

considers that the importance of the process dimensions from the customers’ viewpoint depends 

on the extent to which they participate in the process. In the manufacturing sector customers do 

not normally deal with production processes, however, in a service context, customers often 

have some participation in the process of service delivery. They are called “outcome” and 

“process” dimensions respectively (Ghobadian et al., 1994). Rust, R.T. and Oliver, R.L. pointed 

out that services can be classified into 2 categories, first in mere services which are very little 

or not linked to goods and second in services which are connected with the products (Rust, 

Oliver, 1994). Services differ from goods in many ways. The fundamental difference is 

intangibility. Services cannot be seen, felt, tasted or touched in the same manner in which goods 

can be sensed. Therefore services are an experience. Inseparability of production and 

consumption is another characteristic of services and involves the simultaneous production and 

consumption. (Owlia, Aspinwall, 1996). Products are first produced then sold and later 

consumed. Heterogeneity is also a typical characteristic of services. The quality and essence of 

a service can vary from producer to producer, from customer to customer, and from situation 

to situation. (Sasser et al., 1987) That makes it more difficult to standardise. Another 

characteristic is perishability, and means that services cannot be saved or stored. So it is difficult 

to synchronise supply and demand (Yuen, Chan, 2010). There are different definitions of 

service quality dimensions suggested in the iterature, with numerous subdivisions into relevant 

factors of service quality C. Gronroos postulation of service quality in technical and functional 

quality is crucial. Technical quality involves what the customer is actually receiving from the 

service. (Gronroos, 2001) Functional quality or customer service involves the manner in which 

the service is delivered as an important factor. This subdivision is very close to the perceived 

service quality dimensions of D.A Aaker, which consists of product quality and service quality. 

(Aaker, 2011)  A comparison of quality dimensions can see in Table 1. 
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Table 1: A comparison of quality dimensions (authors created by the Owlia, Aspinwall, 1996) 
The authors Quality dimensions 

Russell,Taylor, 2003 Courtesy, Accessibility and convenience, Time & 

Timeliness, Accuracy, Responsiveness, Completeness,  

Loiacono et al., 2002 Information fit to task, interaction, trust, response time, 

design, intuitiveness, visual appeal, innovativeness, flow, 

integrated communication, business process, and 

substitutability 

Zeithaml et al., 2001 Access, ease of navigation, efficiency, flexibility, 

reliability, personalization, security/privacy, 

responsiveness, assurance/trust, site aesthetics, price 

knowledge 

Brady, Cronin,  2001 Personal interaction quality, Physical service environment 

quality, Outcome quality  

Gronroos, 2001  Attitudes and behavior,  Service recovery, Reputation and 

credibility, flexibility and Accessibility, Professionalism 

and skills 

Frost,  Kumar, 2000 Reliability, Tangibles, Assurance, Responsiveness, 

Empathy 

Philip ,  Hazlett, 1997 Pivotal, Core, Peripheral attributes 

Dabholkar et  al., 1996 Physical aspects, Reliability, Personal interaction, Problem 

solving, Policy 

Johnston, 1995 Access, aesthetics, attentiveness, availability, care, 

cleanliness/tidiness, comfort, commitment, communication, 

competence, courtesy, flexibility, friendliness, 

functionality, integrity, reliability, responsiveness, and 

security 

Doll et al., 1994 Content, accuracy, format, ease of use, and timeliness 

Cronin, Taylor 1992 Tangibles, Reliability, Responsiveness, Assurance, 

Empathy 

Grönroos, 1990 Reliability, Trust worthiness, Accessibility, Attitudes and 

behavior, Professionalism and skill, Recovery, Flexibility, 

Reputation and credibility 

Stewart, Walsh 1989 Reliability, Accuracy, Timeliness, Understanding users’ 

needs, Knowledge, Mistake-free, Ease of access, 

Competence, Courtesy and respect, Credibility, Security, 

Surroundings, Effective use of technology, Redress, 

Capacity for choice. 

Parasuraman et           al., 1988 Tangibles, Reliability, Responsiveness, Assurance, 

Empathy 

Sasser et al., 1987 Condition Consistency, Attitude. Availability, 

Completeness, Security 

 

According to some dimensions can be used for measuring department and specialty stores’ 

service quality such as  5 dimensions  as Policy, Physical aspects, Problem  solving , Reliability 

and  Personal  interaction. The dimensions could be related to the 3 elements of services 

marketing mix. As a Result, Tangibles, Physical aspects, and Physical service environment 

were related to the Physical Environment element. Responsiveness, Assurance, Empathy, 

Personal interaction, and Policy were related to the People element. Reliability, Problem 

solving, and Outcome quality were related to Process element. The tangibles, physical aspects, 

and Physical service environment are related to the Physical Environment element. 

Responsiveness, Assurance, Empathy, Personal interaction, and Policy were associated to the 

People element.  
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Reliability, Problem solving, Outcome quality were related to Process element. D. Garvin 

definied 8 dimensions for quality that, as he stated, can define both product and service quality, 

although they appear to be more oriented to products: (Garvin, 1987) 

• Reliability. Reliability, defined as the probability of a product working fault free within a 

specified time period, appears to be more relevant to goods than service. Dimension 

important to customers. Reliability involves measurable attributes. It is close association to 

Serviceability and Safety. 

• Features characteristics that supplement the basic performance functions are called features. 

The author think that, drawing a line to separate performance characteristics from features 

is often very difficult 

• Performance is concerned with the primary operating characteristics of a product. Such as, 

the performance of a television set comprises sound, natural colors and picture clarity. 

Product performance measured by conducting defined tests & experiments during R&D. 

• Serviceability concerned with repairs and field services, might seem to be synonymous with 

durability, but more consistent with products. An aspect of this dimension is appropriate for 

relates to customers’ complaints. The way in which an institution handles complaints from 

clients, staff, idustry, government, etc. can be considered as another measure of quality in 

the sector. Requires strong customer service department. (University of Cambridge 2012) 

• Durability as a measure of a product life, looks less meaningful in this instance.  Measure 

of product life:  Amount of time of use one obtains from a product before it physically 

deteriorates. Measured by assessing historical information concerning product life and 

controlled life testing. 

• Aesthetics is subjective to the customers’ opinions. Aesthetics can be distinguished from 

performance as it is a matter of personal judgement (How the product looks, feels, sounds, 

tastes or smells, a matter of personal preferences). 

• Perceived quality is subjective category of the customers’ opinions. Consumers can be 

compared with the corporate and the functional categories of dimensions. Perceived quality 

refers to the reputational factors influencing the customers’ image of the enterprises. 

Considering the importance of the subjective dimensions in the quality (based on image, 

brand name, or advertising rather than product attributes and, of course, is subjectively 

assessed) of service. 

• Conformance refers to the extent to which a product meets established 

standards/specifications. Product Conformance measured by simulations and experiments 

against design drawings and specifications. 

 

N. Tamimi, R. Sebastianelli pointed out that quality managers cited, among other responses, 

Garvin’s dimensions of “reliability”, “aesthetics,” and ‘‘performance’’ when answering the 

open-ended question ‘‘how is quality defined in primary place of employment?’’ (Tamimi, 

Sebastianelli, 1996, p. 30). S. Ahire et al. to examine the effects of integrated quality 

management strategies on a company’s product quality, 4 of Garvin’s dimensions 

(performance, reliability, conformance and durability) were used in measuring the ‘‘product 

quality’ construct. (Ahire et al., 1996) A causal relationship exists between multivariate 

constructs of quality (i.e. customer satisfaction, employee satisfaction, and  employee service 

quality) and organizational performance, use ‘‘price,’’ ‘‘product features’’ and ‘‘product 

reliability’’ as some of the key indicators to operationalize the ‘‘customer satisfaction’’ 

construct  (Madu et al., 1997). Quality dimensions divided into 3 groups: corporate image, 

technical quality and functional quality. (Grönroos, 2001, p.102) Quality dimensions, can 

classified: physical quality, corporate, interactive quality. The dimensions associated with 

technical quality are those that can objectively be measured regardless of customers opinion, 

while those concerned with functional quality are related to the interaction between the provider 
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and recipient of the service and are often perceived in a subjective manner. The author thinks, 

that technical quality is about customer   evaluations   about  the service. The corporate image 

dimension relates to the overall picture of an organization perceived by the customers; it is the 

result of a combination of technical and functional and quality dimensions as well as factors 

like the reputation of the company and the price of the products or services. (Lehtinen, Lehtinen, 

1991). Corporate image has a positive impact on customer perceptions. Functional quality 

which  is  more important variable for consumer perceptions and service differentiation than 

technical quality refers how consumers take the service. Within the framework of the research, 

the author carried out a structured data collection through inquiries, which resulted in answers 

collected from 371 respondents from all over Latvia. The inquiry took place in November 2017. 

58.76% women and 41.24% men participated in the inquiry, 21.83% respondents were aged 

between 18 and 27, 14.82 % were aged between 28 and 37, 15.09% were aged between 38 and 

47, 15.90% were aged between 48 and 57, 14.82% were aged between 58 and 67, and 17.52% 

older than - 67. As for the regional allocation, 42.27 % of respondents came from Riga and 

Riga district, 18.51% from Latgale, 14.36% from Vidzeme, 13.54 % from Kurzeme and 11.33% 

were from Zemgale region. The author wished to find out was if the quality of goods and 

services mattered to respondents. Respondents express their subjective opinion, showing their 

individual perception of quality which tends to differ to large extent. According to the results 

of the inquiry, 75.2% of the respondents consider quality important, 21.29% said that it is not 

always important, 1.35% of the respondents told that only the quality of goods mattered, 

meanwhile 2,16% answered that quality was not important to them. Among the possible 

answers, there was also a variant stating that only the quality of services is important, but none 

of the respondents chose it. Three quarters of the respondents admitted that for them the quality 

of goods and services was important. The analysis of the results show that 83.03% of women 

consider important the quality of goods and services meanwhile among the men the proportion 

was lower, only 64.05% of all respondents. The second position among the possible answers 

was “not always”, and the proportion of respondents included 15.14% of women and twice as 

much or 30.07% of men. The author tried to find out, what exactly meant the concept “high-

quality service” to respondents in order to see the source of the subjective opinion of the 

respondents. 15.47% of the respondents told that they associate the concept “high quality 

service” with highly qualified employees, 15.22 %   –  kind attendance,  15.14 % mentioned 

the reliability of the service provider,  14.98 %  –  the service that complies with existing 

requirements, 11.09 % mentioned positive previous experience,  9.96 % - fast service,  8.66 %  

- high price, meanwhile good location was less relevant – 5.02%.  The latter explains that mostly 

there are no problems with the location, since the entrepreneurs, who offer any services, strive 

to be available easily.  Tasteful interiors, however, received low evaluation – 4.29% only. In 

this question the variant “Other” was also used, indicating “the price that complies with 

consumer requirements” constituting 0.16 %, respectively. Author concludes that the system of 

medical care in Latvia is not properly arranged; therefore, respondents tend to pay a particular 

attention to this sector, since every person in Latvia has had some health issues accompanied 

with complaints rooted in the lack of state funding and necessity of reform in the industry. 

According to the inquiry results, the second most important category of services was education, 

where the quality is what really matters, because the unemployment directly relates to the 

consequences of economic crisis, the educational system of the country, the policy of 

employment as well as skills and knowledge of people. Construction took the third position, 

where the quality is what really matters, because Latvians wish to live and work in comfortable 

and safe premises.  3 most important categories of services in gender-specific perspective 

according to the opinion of respondents, who told that the quality is the most important element 

can see Figure 1. 
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Figure 1: Three most important categories of services in gender-specific perspective 

according to the opinion of respondents, who told that the quality is the most important 

element [created by the author] 

 

The Men, in their turn, mostly chose construction as the answer reaching 23.97%, followed by 

medicine with 22.66% of all male respondents. The largest part - 24.2% of the women chose 

medicine meanwhile almost the same number– 24.01 % chose education. The following 

question asked by the author, had to indicate, how the quality characteristics of the service 

affect the choice of a particular service provider. The respondents evaluated each quality 

characteristic in scale 1 to 5, where 1 was – “do not affect at all” 2 – “rather do not affect”, 3 – 

“neutral”, 4 “rather affects” and 5 – “affects”.  The answers received show that the largest part 

of the respondents are influenced by professionalism, namely 4.18 %, followed by assurance 

with 4.15, but the smallest part of the respondents chose “rather provided some impact, and 

“tangibles’ received 3.29 points out of 5 (see Figure 2).  

 

Figure 2: Impact of the quality dimension to the choice of particular services providers, 

points [created by the author] 

 

The collected data leads the author to conclude, that the largest part of respondents ticked 4 

points out of 5, which means that almost each of the quality characteristics matters in choice of 

the service. Professionalism received 4.10 points, showing that it is the most important quality 

characteristic for the choice of the service among the respondents. This emphasizes the 

importance of the customer service in Latvia, because the satisfaction of the customer depends 

on professionalism of the service provider. The communication quality and professional 

attitude significantly influence the feeling of comfort of the customer.  
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See the evaluation of the impact of quality characteristic choosing a particular service provider 

in gender-specific perspective below in Figure 3.  
 

Figure 3: The evaluation of the impact of quality dimension choosing a particular service 

provider in gender-specific perspective [created by the author] 

 

According to the collected data, women highly evaluate the pleasantness, reaching 4.26 points 

out of 5, which is the highest rate of characteristics ticked by women. Men evaluate pleasantness 

with 4.03 points in fourth position of significant impact. The dominant quality characteristic 

for men is assurance, evaluated with 4.25 points. Women evaluate assurance with 4.08 points 

in third position of significant impact. The largest difference between evaluations provided by 

women and men appears in empathy (individual attitude, customer care), 4 points ticked by 

women and 3.64 by men. Significant difference in evaluations – 3.41 points by women and 3.11 

points by men appears in tangibles (premises, equipment, facilities etc.). In addition, men 

indicated availability (location) to be more important in comparison to women – 4.18 points 

and 3.98 points, respectively. Other evaluations of quality characteristics are not significantly 

gender-specific. The author to find out what exactly means “high-quality goods” for the 

respondents. The first question asked by the author was, what the notion “high quality goods” 

meant to the respondents, to find out their personal opinion. For the majority of respondents, 

namely, 29.87%, the concept “high-quality goods” meant a properly manufactured product, for 

21.28% it meant high price, 20.56% – the compliance with the existing requirements. Only few 

respondents – 6.65% associate the concept “high-quality goods” with local manufacturers. 

28.93 % of all respondents ticked “Food” as the most important category of goods.  The next 

most important category ticked by 18.06% of respondents was “Medicine goods”. With 15.81% 

points, “Wear, shoes and accessories” take third position in the row. “Transport” was ticked by 

8.81 %, “Beauty products” – 7.19 %, “Children's goods” – 6.20 %, “Phone and computer” – 

5.12 %, “Household goods” – 4.58 %, “Furniture” – 3.68 %, but the last position among all 

categories of goods ticked by the respondents was “Presents” – 1.53 %. In all categories 

appeared also the answer “Other”. As for the offered categories of goods, according to the 

inquiry the most important categories in terms of quality are following food, medicine goods 

and wear, shoes, accessories. These categories are set priorities due to their impact to the health 

and the fact, that they are necessity goods.   
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For women and men the most important categories of goods are food, medicine goods and wear, 

shoes and accessories. A significant difference appears in cosmetics and beauty products, 

mostly ticked by women, since they pay more attention to their appearance, meanwhile men 

ticked transport as a significant category of goods in terms of quality. The aim of the following 

question asked by the author was to find out the evaluations of quality importance in different 

food categories. The respondents had to evaluate each of food categories in points from 1 to 5 

(1 – unessentially, 2 – rather unessentially, 3 – neutral, 4 – rather important, 5 – important).  

Respondents ticked dairy products, eggs, cheese as the most important food categories, reaching 

4.7 points out of 5. The following category with a tiny 0.01 points difference is meat products 

with 4.69 points, followed by fish and seafood with 4.58 points and fruits and vegetables with 

4.56 points. Bread appears in next position with 4.4 points, salads with 4.25 points, canned 

products with 4.2 points and cereals, pasta and oils with 4.07 points. According to the scores, 

author concludes that perishable products (dairy products, eggs, cheese, meat, fish, fruits and 

vegetables) with shorter term to expiry date are considered more important, since the 

consumption of expired products can produce harmful effect to human health. The lowest score 

reached in category of drinks and alcohol means that these are not necessity goods. Men, 

consider meat products the most important category of food. It leads to conclusion that men are 

involved in physically hard work more in comparison to women, and they need twice as big 

ration of proteins. Besides, it indicates that the best way to receive more proteins is to eat meat, 

providing power and energy for the body, which is the reason, why men consider this category 

important in terms of quality.  The women tend to take care of health of themselves and their 

families and healthy lifestyle, understanding the importance of balanced healthy food. The 

author analyzed the impact of quality characteristics of goods to choice made by consumers 

evaluated form 1 to 5 (1- no impact, 2 – rather insignificant impact, 3 – neutral, 4 – rather 

significant impact, 5– significant impact). The category “conformance” gained the highest score 

– 4.54 points, since the consumers wish the goods ordered meet their expectations. The next in 

turn is durability with 4.47 points, because the consumer expects the product to serve as long 

as possible. Very important position is reliability with 4.37 points, because positive previous 

experience with a particular product or manufacturer increases the possibility that the consumer 

will purchase a product by this manufacturer again. Nowadays, when different kind of goods is 

easily available, also the performance matters – 4.22 points. Women with 4.52 points, and men 

with 4.58 points gave the highest score to Conformance. Among women the reliability take 

second position (4.42 points) and durability (4.41 points) is third. Among men, durability 

appears in the second position with 4.55 points and reliability with 4.31 points in third positon. 

A natural difference uncovers between women and men regarding the aesthetic or sensory 

characteristics (taste, flavor, appearance, sound) and such characteristic as perceived quality, 

because women pay more attention to the details as well as evaluate the compliance between 

their expectations and the received product as for taste, flavor and appearance of the product. 

Women tend to dedicate more time to examine the image and reputation of the manufacturer as 

well.   

 

3. CONSLUSION 

1. According to observations of respondents, the attending employees often lack knowledge 

and interest regarding the quality and ability to help customers with necessary answers to 

their questions, which to a certain degree is the effect of long working hours and low 

salaries. Subsequently, the customer often faces unkind attitude, dissatisfaction and fail to 

respond to the customer in case of problems or complaints related to goods and services.  

2. According to the opinion of respondents, the most important categories of goods, where the 

quality is of core importance are food, medicine goods, wear and shoes. These are categories 

of goods influencing the health and/or are necessity goods. Product quality is particularly 
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important for dairy products, eggs, cheese, meat, fresh fish, seafood, fruits and vegetables, 

in general perishable goods with short expiry dates to take into account in order to avoid 

health problems. The impacting factors regarding the perception of quality of goods among 

the inhabitants of Latvia are gender and age.  

3. According to survey women pay more attention to kind attendance since they are more 

emotional and care about personal approach, individual attitude in services, meanwhile men 

pay more attention to reliability of service provider, because they prefer to choose a 

company of good reputation based on positive previous experience.  

4. For men, the quality matters most in construction, probably because men are more worried 

about the condition of dwellings, buildings and surroundings but for female respondents 

quality particularly important in medicine services. Among the inhabitants of Latvia, the 

most important quality characteristic is professionalism, since in impacts the choice of 

service provider and can directly influence the level of customer satisfaction.  

5. According to survey the inquired female respondents pay more attention to aesthetic or 

sensory characteristics (flavor, appearance, sound, taste) and “perceived quality” than men, 

because they are more interested in detail and tend to assess to what degree the received 

goods and services comply with their expectations regarding the taste, the flavor or 

appearance of the respective product. 

6. As for customer service, two separate groups are analyzed – goods and services. The results 

highlight importance of the customer service in both industries. Customer service is 

important in consumer markets, because it enriches the product in different ways and 

influences the perceived quality. In service industry, the customer service is a part of the 

perceived quality; more precisely, it stands for functional quality. 

7. The enterprises should organize regular employee trainings about the products/services they 

sell and in customer attendance in order to ensure highly professional performance, which 

is very important quality characteristic according to the opinion expressed by the 

respondents.  
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ABSTRACT 

This publication is devoted to topical issues of estimating the construction duration in time 

management in construction. The aim of the study is to analyze normative methods of estimating 

the construction duration, used at design and construction executive documentation 

developing. This aim is very important in terms of project management for selecting the most 

optimal methods of estimating the construction projects duration. Based on DSTU B A.3.1-22, 

SNiP 1.04.03-85 and DSTU B A.3.1-5, several principal methods of duration estimating were 

analyzed. Also, an assessment of the available methodologies accuracy and consistency was 

made. The study shows, that the techniques proposed in the normative literature have a number 

of significant drawbacks for their application in time management. The method of construction 

time estimating by averaged indicators, which used in Draft design, Feasibility Study, does not 

take into account a number of significant features of construction projects and performing 

organizations. Nevertheless, this technique can be used for a duration analysis in the initial 

stages of the project and business planning. The method of determining the construction 

duration, which based on the calendar plan, requires methodological refinement to the 

implementation of the "triple constraint" principle of project management. This principle 

allows to select the most optimal time, cost and work content and ensure the required quality 

of the project result with minimal resources outcomes. The obtained research results can be 

used by project managers when selecting methods for time management of investment and 

construction projects at various stages of project planning. The further research is possible to 

provide in the development of a method for estimating construction terms based both on the 

normative documents requirements and on modern project management methodology. 

Keywords: evaluation of construction duration, management of projects in construction, 

project time management  

 

1. INTRODUCTION 

According to one of the project definitions used in the project management methodology, the 

project is a time-limited event aimed to creating an unique result. The project definition in 

project management includes “papers”, actions, resources and results which is necessary to 

achieve the project's goals. The "paper"  includes design and budget documentation for 

construction and other documents, such as project charter, business plan, project management 

standards, etc. A result of a commercial project, for example, includes more than constructed 

building, but also a successfully operating business with generated income. That`s why projects 

in project management can`t be completed with putting a building into operation, like it is in 

construction. Achievement the project objectives usually includes obtaining the planned profit 

from the operation facility. Despite a number of differences in the understanding of construction 

projects and projects in project management, the issue of assessing and scheduling of project 

activities is equally relevant for both construction and project management. Such Ukrainian 

scientists as Burykh G.M. [1] Dadiverina A.V. [2] VM Kirnos [3] and others were involved in 

the study of construction projects management, including the planning of their terms. Among 

foreign researchers of this subject are Dokuchaev A.V. [4], Kuznetsov S.M. [5], Kurchenko 

N.S. [6], Lapidus A.A. [7], Mishchenko V.Y. [8], Ptukhin I.A [9], Rizvanov D.A. [10] and 

many others. An analysis of these and some other publications in the field of the research shows 

that the methodological approaches to construction time estimating presented mostly by 
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methods and approaches formed in the Soviet Union age. This methods were actual in the 

middle of the last century but do not corresponds to the modern methodology of project 

management. Therefore, the purposes of the study are to analyze the existed in regulatory 

documents methods of estimating the construction work duration to use in developing design, 

technological and executive documentation for construction, to assess the advantages and 

disadvantages of available techniques for selecting the most optimal methods for estimating the 

investment and construction projects duration. 

 

2. METHODS OF DETERMINING THE DURATION OF CONSTRUCTION 

In Ukraine the official methodological basis for estimating the construction duration is DSTU 

B A.3.1-22 "Determining the duration of construction of facilities" [11]. This document 

describes methods for determining the planned duration of new construction including 

preparatory work for various facilities during the development of design project. The choice of 

methodology depends on the design stage and the available raw data. 

 

2.1. Determination of the construction duration by averaged indicators 

At the initial stages of design (Sketch design, Feasibility study) with the lack of the necessary 

initial data, the duration of construction can be determined based on the averaged indicators, or 

based to SNiP 1.04.03-85 "Norms of the duration of construction and backlog in construction 

of enterprises, buildings and structures" [12]. The averaged indices of building duration given 

in annex A of this document were determined on the basis of generalized statistical data in 

similar constructed facilities in our country. This basis objects are monofunctional buildings, 

which significantly reduces the aviable methodology possibilities in determining the duration 

of the construction of multifunctional buildings, such as shopping and entertainment centers, 

resort and recreation complexes, etc. According to the proposed method, special coefficients 

are used to calculate the influence on construction duration of some unique object conditions, 

such as its design features, organizational and technical parameters of building process 

(represented exclusively by the working shifts). At the same time, the most important features 

stay ignored, such as the organizational structure of management of the building company, its 

level of innovative development, individual production capabilities, etc. Although, for example, 

the significant influence of the organizational management structure to the indicators of 

reducing labor intensity of work, reducing the loss of working time, and much more are 

confirmed in the studies of Baulin A.V. [13]. The impact of quality management systems 

introduction on reduce labor costs, to eliminate defects in work and reduce the reserves of 

capacity in construction is presented in the researches of Manoha S.E. [14]. The innovations 

implementation in construction is given in the introduction to the normative document [11] as 

one of the main reasons for the necessity to revise the methods for determining the duration of 

construction. The normative document has also lacks data on the error of this method and 

actually obtained values of the duration of building construction. All this allows us to conclude 

that the method of the construction duration definition based on the averaged indicators which 

uses at the early stages of project planning is rather arbitrary. It does not take into account a 

number of important project`s and executing organization`s features, which are important and 

significantly affecting the duration of work. Nevertheless, this technique can be used for an 

integrated analysis of construction duration at the initial stages of the project and in business 

planning. 

 

2.2. Determination of construction duration on the basis of a calendar plan for the 

development of a construction organization project. 

In the subsequent stages, during developing of the Project stage (or the approved part of the 

Work Project), the duration of the construction is determined in the section of the project 
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documentation "Construction Management Project". The project of the building process 

organization (hereinafter - the PCO) is a kind of design and technological documentation in the 

project that contains decisions of the building process organization of the facility as a whole 

and, if it is necessary, the decisions of queue, launch complex,  separated part, part of the 

construction site, preparatory works [15, 2]. The PCO is developed by the general design 

organization with the involvement, if it is necessary, of other design or research organizations 

to develop separate sections of the project. For overhaul, reconstruction, technical re-equipment 

of the existing facility, the PCO is being developed with the involvement of the customer. 

Сontracting organization, as a rule, does not participate in the development of PCO. In PCO 

the total duration of construction, as well as the duration and sequence of individual stages 

execution of work are determined by scheduling in accordance with the requirements of DSTU 

B A.3.1-5 [11], taking into account the list and scope of work, their technological and 

organizational relationship. The initial data for determining the construction duration is 

provided by analog projects, which are having similar characteristics, volumetric planning and 

constructive solutions, directive constraints of the customer, etc. The Gantt chart (with the 

project critical path displayed), the cyclogram and the network diagram in the form of a chart 

diagram are recommended forms for schedule planning in the normative document [11]. In 

project management this technique has the following disadvantages of its use. 

 

1. Binding to analog projects, which were executed in other conditions by other organizations 

with specific management systems, causes many errors in estimating the duration of 

construction. The reasons for these errors were described in paragraph 2.1. 

2. The evaluation of the work duration is done according to the indices of their machine 

capacity and labor intensity, without reference to the production capabilities of the existing 

construction organization with its availability of the types of construction machinery and 

mechanisms, the quantity and qualification of its labor resources. At this stage of the project 

documentation development, the builder isn`t selected by the customer yet, therefore the 

necessary initial data for the correct development of the PCO are not provided to the 

designers. That`s why the estimation of the work duration is approximate again, but it 

happens now at the investment stage of the project. 

3. This method allows the customer to set overall project duration limit only by its directive 

restriction, which does not correspond to the modern methodology of project management. 

Also, in this methodology, the principle of "triple boundedness" of projects is not 

implemented at all. 

 

This principle also called the "Project Management Triangle" allows to link project time 

limitations with restrictions on the works content and cost, as well as quality. In the proposed 

methodology, the schedule planning is tied only to the list of works and is carried out in isolation 

from the project cost planning. The budget estimations are made separately from the planning 

of the construction process and its timing, although it is linked by the final section of the PCO 

and other sections of design project. The indicators of project result quality and the performance 

of construction, installation, finishing and other works are considered only at their minimum 

level - compliance with regulatory requirements, without the possibility of establishing any 

higher level of quality parameters by the customer. Determination of the construction duration 

in the PCO development based on the calendar plan requires a methodological supplement that 

will allows to link all four parameters to select the optimal time, cost and content of works and 

ensure the required quality of the project result with minimal resource costs. At least, the 

methodology requires improvements related to an enlarged account ability of the organizational 

and production capabilities of the general contractor building organization. 
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2.3. Estimating the construction duration in the development of a project for the works 

execution 

The project for the works production (hereinafter to PWP) is a kind of design and technological 

documentation developed on the basis of working documentation and a project of the building 

process organization, which is determines and details the technology, organization and 

conditions for performing construction work [14, p.3]. PWP is developed by a building 

organization for the types and stages of work that it performs. The basis of PWP developing is 

working documentation and PCO. PWP should provide the measures to ensure high-quality, 

safe and time limits of work. The characteristics of materials and structures, the involved 

construction machinery, equipment, technical facilities, and the conditions for performing the 

work are taken into account when developing the PWP. The PWP includes a schedule plan of 

work that can be built on the basis of a network schedule. The schedule establishes the sequence 

and time limits of the work with the maximum possible combination. All of the local schedules 

for the receipt of building structures, products, materials and equipment are made on the basis 

of the main schedule with the addition of completing statements. The methodology for 

construction time estimating used in the PWP design takes into account the organizational and 

other features of the building organization. It allows obtaining minimum deviations of the 

planned construction dates from the actual ones. Nevertheless, the principle of "triple 

boundedness" is not realized at this stage either. Excessive detailing of the initial data which is 

necessary for the PWP development, as well as the considerable work effort and duration of 

this documentation development, make it impossible to use this method  for the project manager 

in carrying out the pre-project analysis. 

 

3. CONCLUSION 

Existed methods for estimating of construction duration described in the Ukrainian regulatory 

literature and used to develop the design and technological executive documentation, have a 

number of shortcomings when they are applied to time management of projects. Determining 

the construction time by averaged indicators is very approximate; it does not take into account 

a number of projects features and their organizations that significantly affect the duration of the 

work. Estimating the construction duration on the basis of a calendar plan in the development 

of PCO and PWP requires methodological refinement in the implementation of the "triple-

limited" project principle for selecting the most optimal time, cost and content of works and 

ensuring the required quality of the project result with minimal resource costs. The obtained 

research results can be used by project managers when selecting methods for time management 

of investment and construction projects at various stages of project planning. A promising area 

for further research in the field of methodology for duration estimating of investment and 

construction development projects is the forming of a method for estimating construction 

duration based both on the requirements of normative documents and on  modern project 

management methodology. 
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ABSTRACT 

Local economic development is a special category of development because it is treated as the 

basis for desired changes in all aspects of the life of the local community. Local governments 

stimulate such an economic development through the implementation of local government 

tasks. The research problem examined in this study is focused on the implementation of local 

government tasks in the context of local development. The objective of this paper is to answer 

the following question: What instruments coordinating the local development policy imply the 

implementation of local government tasks? The core research thesis states that selection of 

instruments for the implementation of local government tasks is determined by a variety of 

factors occurring at the level of an entity. Such exploration methods and techniques as: desk 

research, critical analysis of national and foreign literature on the subject, and expert method 

were used in the course of the research. 

Keywords: local development, local government, local government tasks 

 

1. INTRODUCTION 
Poland is a signatory of the European Charter of Local Self-Government, which, like the 

Constitution of the Republic of Poland, stipulates that the general population within the units of 

territorial division is, by virtue of law, a self-governing community. Commune is a basic unit of 

the Polish local government. Commune performs public tasks on its own behalf and on its own 

responsibility. Its scope of activities includes all public matters of local significance, that is, 

matters that concern the public interest, social benefits, benefits of all or a significant part of the 

commune's population. Performance of local tasks should satisfy the needs of local communities, 

such as: providing social housing, sewage disposal and water supply, access to public transport 

or municipal waste disposal. Today, communes carry out local tasks having regard to the concept 

of local development. The objective of this paper is to answer the following question: What 

instruments coordinating the local development policy imply the implementation of local 

government tasks? The core research thesis states that selection of instruments for the 

implementation of local government tasks is determined by a variety of factors occurring at the 

level of an entity. Such exploration methods and techniques as: desk research, critical analysis of 

national and foreign literature on the subject, and expert method were used in the course of the 

research. 

 

2. TASKS OF LOCAL GOVERNMENT UNITS (LGU)  

Public tasks that satisfy the needs of the local self-governed community are carried out by a 

local government unit as their own tasks, in accordance with Article 166. 1 of the Constitution 

of the Republic of Poland (Miszczuk, Miszczuk, Żuk, 2007). The basic body of Polish local 

government in Poland is the commune authority. This is stated in Article 6 of the Act on Local 

Government, which says (Szypliński, 2008): 
1. "the commune's responsibilities include all public matters of local importance, which are not 

reserved by the law to other entities, 

2. unless the Act provides otherwise, the settlement in matters referred to in point 1 belongs to 

the commune." 
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The commune authority implements two groups of tasks - own and commissioned tasks. In 

accordance with the Article 7 of the Act on Local Government, own tasks include satisfying the 

collective needs of society, especially in the area of (Act of March 8, 1990): 

• spatial order, real estate management, environmental and nature protection as well as water 

management; 

• communal roads, streets, bridges, squares and traffic organization; 

• waterworks and water supply, sewage system, municipal sewage disposal and treatment, 

cleanliness and order as well as sanitary facilities, landfills and municipal waste disposal, 

electricity, heat and gas supply; 

• telecommunications activities; 

• local public transport and healthcare; 

• social aid, including care facilities; 

• supporting family and foster care system; 

• social housing construction; 

• public education; culture, including local libraries and other cultural institutions, and 

protection and care of monuments; physical culture and tourism, including recreational areas 

and sports equipment; 

• marketplaces and market halls; 

• municipal greenery and tree plantings; 

• public order and security of citizens as well as fire and flood protection, including equipment 

and maintenance of the municipal flood protection warehouse; 

• maintenance of communal facilities and public facilities as well as administrative facilities; 

• pro-family policy, including providing social, medical and legal care for pregnant women; 

• support and dissemination of the self-government idea, including creation of conditions for 

the operation and development of auxiliary units and implementation of programs that 

stimulate civic activity; 

• promotion of the commune, cooperation with non-governmental organizations; 

• cooperation with local and regional communities of other countries. 

 

The commune performs commissioned tasks in the field of government administration as well as 

preparation and holding of general elections and referenda. The commune also performs tasks on 

the basis of an agreement concluded between administrative bodies and can perform tasks 

belonging to a district or province on the basis of agreements with these units. Local authority is 

present in the lives of citizens and regions as an organizer and provider of services, public goods 

and as a local management body. Through the implementation of tasks, it contributes to local and 

regional development. 

 

3. THE ESSENCE, OBJECTIVES AND FACTORS OF LOCAL DEVELOPMENT 

The basic objective of development (in local terms) is to meet the needs of the population and 

improve the standard of living, while the complexity and diversity of developmental goals may 

cause their competitiveness or opposition, and some goals are means for other ones (Cowen, 

Shenton, 1996). From the perspective of historical research on development, the terms 

"development", "progress" and "growth" have often been combined and treated as synonyms. 

However, development does not necessarily mean changes related only to progress or growth. 

Local territorial development can be defined as "generating dynamics through endogenous factors 

(bottom-up, local), but not excluding external (exogenous) relations". M. Kogut-Jaworska 

[Kogut-Jaworska, 2008] defines local economic development as developing individual and 

collective entrepreneurship using local resources, which depend on many factors of a social, 

environmental, territorial, cultural or political nature.  
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E. J. Blakely and N.G. Leigh (Blakely, Leigh, 2009) suggest that local economic development 

should be considered a little wider. According to them, local economic development can be seen 

when there are actions undertaken to shape and improve the quality of life of the community in 

the long and medium term through social and material development processes based on the 

principles of social justice and sustainable development. Having regard to the scope and form of 

local authorities' actions, two models of the commune economic development policy can be 

identified – conventional policy model and community policy model. The first model, called the 

conventional local policy model, is based on the implementation of tasks that have been included 

in the framework of the functioning of local governments through real budgetary resources. The 

core tasks of the local government within the scope of local economic development include 

(Bantam, 2004): 

• creating and implementing socioeconomic development strategy, 

• undertaking promotional activities, sharing local resources, applying reductions, incentives, 

granting subsidies, 

• creating own stimulation and support funds for local development or acquiring financial 

resources for this purpose, 

• creating organizational structures for local development, within which a comprehensive and 

full service of local development entities is carried out, 

• creating local (municipal) businesses with local capital, 

• creating "work space", "business incubators", 

• creating a system of education, further education and professional development. 

 

The conventional local policy model focuses primarily on a set of instruments in the form of rules 

and bans as well as on the use of economic incentives or direct contacts of local government with 

strong economic entities operating on their territory. The second model of local development 

policy, called the community model, relies on including representatives of the local community 

in the decision making within the process of planning and implementing economic policy, The 

concept of this socially-oriented model of socioeconomic development policy is based on not 

only involving the representatives of local authorities in local initiatives and projects, but also 

residents, community organizations, local entrepreneurs and the business environment. The local 

development factors1, among others, include (Szewczuk, Kogut-Jaworska, Zioło): 

1. Natural resources and environmental values (mineral resources, climate and soil conditions, 

topography); 

2. Labour resources (number of inhabitants, level of education, professional experience and 

additional qualifications); 

3. Infrastructure investments (equipment and network infrastructure, network availability); 

4. Economic potential. Economic potential development factors: 

• socioeconomic structure, which is defined by: economic development agencies, chambers 

of commerce and industry, education and training system organizations, 

• financial structure represented by: banks, development foundations, economic support 

funds, credit funds, 

• political structure determined by diverse types of centres and institutions of power and 

political activity, 

• educational structure: schools and educational institutions 

                                                           
1 More in: M.Szaja, 2013, Konkurencyjność gmin pod względem struktury przestrzennej – na przykładzie gminnadmorskich 

województwa zachodniopomorskiego [Competitiveness of communes in terms of spatial structure - on the example of the 

seaside communes in the Zachodniopomorskie province] [in:] Wzrost i rozwój potencjału Europy – Inwestycje w 

innowacyjną i konkurencyjną gospodarkę regionów [Growth and development of Europe's potential - Investments in the 

innovative and competitive economy of the regions], ed. J. Buko, 9th Local Government Forum, Zeszyty Naukowe No. 794, 

Economic Problems of Services No. 108, Scientific Publisher of the University of Szczecin, Szczecin, pp. 279-280. 
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Taking into account the quantitative and qualitative character of changes related to the 

development in a local perspective, there are a number of attempts to measure development in 

the literature. Overall, five main groups of indicators of territorial development can be identified 

(Levitsky, 2012): 

• measurement of physical units (population, number of enterprises), 

• expressed in financial terms (salary), 

• measurable, but not possible to valuate (distance from national borders), 

• non-measurable (but identifiable on the basis of subjective assessments, e.g. landscape 

values). 

  

4. INSTRUMENTS COORDINATING LOCAL DEVELOPMENT POLICY 

Local government as the actual host of a specific territory is responsible for the organisation, 

structure, functioning and development of the living environment residents, as well as an increase 

in competitiveness. It coordinates local development policy in its area using specific methods, 

tools, and resources. The implementation of the concept of economic development in a local area 

forces the cooperation between authority bodies, entities, people and companies. The most 

common forms of this cooperation include (Kogut, 2004): 

• joint public private undertakings which objective is to satisfy the needs of the local 

community through the implementation of public utility tasks, 

• commissioning various tasks to entities from the enterprise sector and non-governmental 

organizations, 

• establishing companies with the participation of the commune and the inclusion of private 

capital, which results in more local tasks being implemented, 

• creating support centres to boost local entrepreneurship through the creation of business 

support institutions, counselling, training, loans and guarantees institutions. 

 

Instruments for (coordinating) local government bodies impact on local development can be 

classified according to various criteria. The most frequently used criteria include the financial 

criterion and the division into instruments of direct and indirect influence. Financial instruments 

supporting local development policy can be divided into income policy instruments and 

expenditure policy instruments as presented in Table 1. 

 
No. Group of 

instruments  

Instruments 

Details 

1 Income 

instruments 

- subsidies from local budgets, development funds, guarantee funds, co-

financing business ventures 

- tax credits 

- financial liabilities delays 

- differentiation of environmental protection charges 

- introduction of variations in: real estate tax, building land fees, land lease 

fees, commercial premises fees, agricultural taxes 

- price (fee) adjustment for central heating and hot water, landfill use 

2 Expenditure 

instruments 

- technical infrastructure investments (construction of water supply network, 

road repairs) 

- social infrastructure investments (renovation of social housing, construction 

of schools) 

- subsidies, loans, sureties 

- recapitalization of business incubators, technology parks 

Table 1. Financial instruments supporting local development policy (own study based on: 

Kogut (2004, pp. 243-244)). 
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Important tools coordinating local development policy include: 

• local spatial development plans (the spatial development conditions and directions studies), 

• task budget (multi-annual investment plan), 

• economic development strategy, local development plan, 

• Balanced Scorecard, 

• use of cost accounts, e.g. quality cost account, product/service life cycle cost. 

 

The possibility of using instruments for stimulating local development are determined by 

specific factors, among which the most frequently mentioned (Kogut-Jaworska, 2008) are: 

• having the financial capability, 

• the right to develop and introduce new instruments,  

• the possibility of coordinating the instruments used by other entities, that try to take action to 

solve a problem that has become the object of local government policy, 

• external constraints resulting from a central policy in relation to a given region, commune, 

• legal competences in relation to the various public entities subordinate to public authorities. 

 

The choice of instruments for the performance of the tasks of the local government aimed at local 

development is determined by many various factors occurring at the unit level. Sample selection 

of instruments for the performance of the tasks of the local government aimed at local 

development is shown in Table 2. 
 

Instrument Small rural 

 commune 

Urban and rural  

commune 

Large  

urban commune 

Local spatial development plan **2 *** *** 

Financing plan *** *** *** 

Local taxes and fees (adjusting rates) *** *** *** 

Price policy instruments (setting water and sewage disposal prices, 

public transport ticket prices) 

*** *** *** 

Activity based budget * ** ** 

Economic development strategy * ** ** 

Balanced Scorecard - - * 

Quality cost account - - ** 

Product/service life cycle cost. - - * 

Highly-qualified staff * ** ** 

Investment activities in the field of environmental protection * ** ** 

Public private partnership - * ** 

Table 2. The choice of instruments for the performance of the tasks of the local government 

aimed at local development (own study) 
 

This original catalogue of instruments for the performance of local authority tasks aimed at local 

development was developed as a result of the application of the expert method. Experts were 

town hall and commune office employees, secretaries, treasurers, spatial planning department 

employees in the Zachodniopomorskie and Lubuskie provinces in February-April 2018. 

According to the experts, the selection of instruments depends, among other things, on the size 

of a given commune, internal organization, quality and availability of resources, management 

model, type of commune (rural, urban-rural, urban). E. Schröder [Schröder, 2009] believes that 

the greatest mystery of economic development is the activation of the potential that lies in the 

local community members not by imposing on them ready-made formulas or solutions but 

putting at their disposal a certain space where they could pursue their own ideas and initiatives 

                                                           
2 Application (use) of a given instrument by a particular commune type (- does not occur, * - rarely used, ** - more 

frequently used, *** - often used) 
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and to decide what actions to take in the first place. Human capital is a key instrument for 

coordinating local development policy. People, who can skilfully, effectively and efficiently use 

the remaining resources (material, capital, information), imply the implementation of local 

government tasks, which in effect helps implement the concept of economic development in a 

given local area. 

 

5. CONCLUSION  

The most important institutions for stimulating local development are communes. Local 

development is a complex phenomenon, dependent both on the combination of human, material 

and financial resources, but also on social, ecological, environmental or political conditions. 

Local development is a process of the expected and desired changes in the area, that is in the local 

social and territorial system. The research problem examined in this study is focused on the 

implementation of local government tasks in the context of local development. As a result of the 

research process carried out, based both on literature studies and desk research: 

• the classification of tasks carried out by local government units was developed, 

• the essence, goals and factors of local development were identified, 

• recommendations for the selection of instruments for the implementation of local government 

tasks by a given local government unit (commune) were recommended, 

• the instruments for the implementation of local government tasks were arranged according to 

the most frequently used criteria (income and expenditure), 

• additionally, other, less frequently used tools for the implementation of local government 

tasks (e.g. cost accounts) were presented. 

 

The research carried out allowed us to state that "various instruments support local development 

policy, imply the implementation of local government tasks, and the selection of these 

instruments is determined by many factors occurring at the unit level".  
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ABSTRACT 

The most urgent development strategy for Ukrainian economy lies in the “break-through” 

concept. This concept is based on a steep increase of innovation activities with the goal to get 

to the next efficiency level. The key to success of this model is an optimal use of highly qualified 

workforce, technology innovations, efficient infrastructure and integration into a global market 

system. The goal of this research is to develop a method of MBTI model implementation to 

create an optimal structure of an acmeological-invariant Organization management as an 

instrument of “break-through innovations” incorporation. A complex system of a project group 

creation is represented in the research. Its goal is to initiate and successfully realize “break-

through innovations”, based on the example of JSC “Pharmaceutical company Darnitsa”. A 

described system is based on the realization of a 4-phase algorithm. The goal of acmeological-

invariant Organization management structure development is to obtain such an organization 

structure, where an interaction between its separate elements will lead to a new level of an 

overall organization development. An economic-mathematical evaluation was conducted in 

order to identify project group members interaction efficiency (according to their new project 

roles). The purpose of this evaluation is an empirical relationship validation between new 

structure components relevance. As a next step, a clusterization of possible staffing 

combination variants of the project group was carried out, it was based on the results of the 

evaluation of interaction level between project group members according to their functional 

responsibilities. The choice of the most optimal organization structure was done with the help 

of ANOVA toolkit. A conducted research proves that the application of MBTI model is a logical 

continuation of the process called to amplify and deepen non-standard solutions to successfully 

initiate and realize “break-through innovations”. A creation of a principally new optimized 

organization structure is a key to success in a progressive development path, where balanced 

staffing serves as one of its invariants.  

Keywords: MBTI model, acmeological-invariant control, invariant, breakthrough innovations, 

functional-structural approach 

 

1. INTRODUCTION 

Modern economic reality creates an objective necessity in the trend reconsideration of future 

possibilities’ development so that subjects of economic activity can realize their needs and 
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interests in economic development.  It is due to the fact that current quality transformation of 

the society requires initiation and implementation of break-through recommendations. This 

requirement is reinforced by the number of conditions such as globalization; uneven level of 

economic development of different countries; increasing complexity of the nature, structure and 

forms of economic activity and competitive relations. Ukrainian economy nowadays requires 

the model of “possibilities”, “chances”, “break-through”. This model will be built on the steep 

innovation activity increase in order to timely create further possibilities for economic growth, 

so that innovation technical basis and new technological way of production will stimulate 

economic transition to the higher level of its efficiency. The keys to success of this model are 

highly qualified labor forces, state and international investments to the priority areas of national 

economy, technology innovations, effective infrastructure, as well as production and sales 

methods integrated into global market system. In order to launch the break-through model 

outlined above, the following investment invariants are required: 1) into education along entire 

life path of the population to enable leading economic growth rate of 10% GDP; 2) into 

healthcare and sports activities development that will serve as human resources potential 

support and development and create the growth rate of 8% GDP; 3) into science, social-cultural 

and other areas of value stream creation such as ideas and technologies that will serve as break-

through elements to contribute to 5% of GDP growth rate. However, it is obvious that 

investments into the above mentioned areas are realized in the size that is significantly lower 

than required to correspond to society interests. One of the effective instruments to enable 

synergy break-through is the right combination between such invariants as psychological traits 

of employees with specific job requirements on one hand and between employees’ 

psychological characteristics within an organization structure on the other. An effective tool 

that can help with this task is MBTI model (Mayers Briggs Type Indicator). The 

implementation of this model enables the increase of Organization management efficiency 

through organization restructuring or system optimization, in order to increase economic results 

and decrease micro-level losses. Based on the above we formulate the goal of this study: to 

prove the most efficient organization structure that will enable break-through technologies 

implementation in the enterprise.  

 

2. LITERATURE REVIEW 

“Break-through innovations” are innovations that open new technology cycle or new innovation 

business cycle, as their goal is not in existing and established base technology’s development 

and improvement, but in the complete technology change and market redirection. The model 

of “Break-through innovations” was created by Clayton Christensen [1], which he introduced 

in 1997 for the first time in his book “The Innovator's Dilemma: When New Technologies 

Cause Great Firms to Fail” [2]. This model can be used to describe new technologies’ influence 

on companies’ functioning. Clayton Christensen engaged himself in the study of the reasons 

why the biggest world leading companies were rapidly losing their dominating positions when 

new technologies entered the market. J. Schumpeter was the first one who concluded this 

correlation, concluding that radical innovations were accompanied by creative destruction 

transformation process [3]. R. Foster and S. Kaplan demonstrated on the examples of Johnson 

& Johnson and General Electric that in order to maintain their competitiveness and remain 

dominant for a long time, modern companies need to master the strategy of discrete evolution 

and the processes of creative destruction [4]. Lindy Ryan proves that in order for new 

companies to create their own market, it is required to implement progressive changes through 

creative destruction as a self-destruction strategy [5]. The empirical studies on companies’ 

productivity in 24 countries conducted by M. Arthur and Jr.  Diamond prove the same idea – 

that creative destruction is extremely important for companies’ productivity improvement [6]. 

Further possibilities of break-through technologies introduction with the help of an enterprise’s 
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available resources and implemented ERP-systems were reflected in research of Hanushchak–

Efimenko L., Shcherbak V., Kaplun V. [7]. The process of a creative destruction is often studied 

from the productivity increase point of view that means the use of the key resource – human 

capital. For an effective implementation of this resource it is required to involve modern HR-

technologies, which apart from an administrative function will include employees’ 

psychological characteristics consideration for certain tasks performance and interaction within 

the team. Different typology of team roles exist. Team role is a description of the behavior 

model that influences team members’ interaction for a joint goal achievement [8]. Thus, in a 

project management, a classification of team roles, suggested by Allan J. and Lawless N. is the 

most widely accepted, also known as the typology of MTR–i [8]. Furthermore, in psychological 

science, different personality typology approaches exist. The most common are of C.G. Jung 

and his predecessors. For corporate management goals, the most useful is the model offered by 

Myers-Briggs [9]. It is important to note, that individual roles in the project team often do not 

coincide with his/her inborn psychological characteristics. Work experience and gained 

qualification influence individual behavior within a team, while a psychological type according 

to Myers-Briggs typology reflects psychological specifics of a person and is less dependent 

from the external circumstances and experience, but more from inborn qualities of a nervous 

system. It is therefore to conclude that the application of unique individual creative 

characteristics identified with the help of MBTI model will enable break-through innovations 

implementation [10]. 

 

3. METHODOLOGY OF MBTI MODEL APPLICATION FOR THE 

ACMEOLOGICAL-INVARIANT ORGANIZATION MANAGEMENT AS AN 

INSTRUMENT FOR “BREAK-THROUGH” INNOVATIONS IMPLEMENTATION 

“Break-through” in Economics means significant progress in those its foundations that create 

several original institutional basis (institutions): education (human capital), science, high-

technology production (intellectual property), investments and social values. Development 

level of institutions mentioned above and their quality composition determine the possibility of 

a break-through in Economics. Furthermore, it is only possible in case of a leading economic 

development, where the model’s substantial form is an Economics of Innovations. Therefore, a 

country’s transition to the new long-term wave of economic growth (that consists of 5, 6 and 7 

technology patterns) is only possible under Economics of Innovations conditions, whichtarget 

itself at the development of high-technology sectors. The authors of the methodology have 

empirically come to the method of a structural function description.  This method is described 

in the literature as a functional-structural approach (FSA) that is a methodological basis of an 

explication and analysis of the organization-functional structure of an enterprise and the logic 

of tasks distribution based on their psychological characteristics with the help of MBTI model. 

Key foundations of FSA in a short form can be expressed in the following: company’s tasks 

including existing processes and development patterns come as the first priority; company’s 

functions (its subsystems and elements) have regulatory nature and end-to-end functional 

approach to its analysis and synthesis; functional designation of an organizational unit’s is 

primary in relation to the company’s structure;  any function reports to the existence purpose 

and mission of the company; an interaction between company’s function and structure in the 

development process is characterized by their controversial coherence; their consistency and 

correspondence is temporary and has a cycle nature.  

 

Phase 1: Functional structure should be separated from the existing organization structure. In 

this case the objects’ hierarchy is extracted from divisions’ goals, and operations from a 

functional subdivision. The function’s structure might be represented in the form of either a 
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two-dimensional matrix (table), or a system matrix (for every level of the hierarchy). Matrix 

field represents an elementary function. 

 

Phase 2: A functions’ classification is realized based on the matrix in order to integrate it into 

ERP-systems and to control its sustainability. At the same time, the provided approach 

simplifies the design of an organization structure at an enterprise: a target function of the highest 

subdivision is formulated, whereas cycle performance’s elements are created based on existing 

classifications or via decomposition.   

 

Phase 3 includes analysis of the existing functional performance division. Variability in 

personal interests according to R. Hogan, R. Blake [11], G. Staggs, L. Larson, F. Borgen [12], 

is related to the differences in individual characteristics. At the same time, temperament’s 

intensity and professional competencies (TCI) suit especially well for roles differentiation 

within a project team or an organization, since they measure adaptive functioning better than 

other modern cadasters [13]. 

 

The difference of TCI model vs MBTI is that it measures seven parameters of adaptive 

functioning, each of which relates to the functioning and adaptivity as managers and/or 

employees in such critical roles as decision-making, interpersonal relationships and emotional 

intelligence [14]. These traits include three aspects of one’s character (intellectual agility, 

including self-direction, ability to cooperate and self-improvement), as well as four aspects of 

one’s temperament (reaction to emotional stimulus, including harm avoidance, openness to new 

experience, dependency from appreciation and stability). TCI model should be used to create 

teams/organization for already set-up processes within stable functioning companies. In order 

to introduce “break-through” innovations a team structure should correspond to certain 

demands regarding creativity, innovative thinking and ability to work with information in order 

to implement brave plans. Therefore, MBTI model is more suitable for these purposes. Under 

this criterion, sixteen psychotypes can be divided into four groups of subtypes: EN, IN, ES, IS. 

t is also important to allocate subtypes that describe the relationship of leadership and 

subordination, as the project team always has a certain hierarchy: TЕ, SI, NE, FI. It is believed 

that the combination in the following psychological types’ constructs is a prerequisite for the 

fruitful introduction of "breakthrough technologies":  N – Intuition and Е – extravertion [15]. 

That is, for a psychological characteristics combination «ЕN – Brainstormer», generally, the 

form of conducting is an extravertion process [16]. Sensor and intuition for this subtype (EN) 

is usually balanced, since EN lives in the world of abstract reasoning; nothing is dogma to 

him/her; in its reality everything is interconnected and everything is possible; he easily connects 

facts widely known, however, the interconnection between which is not obvious to others [16]. 

Let’s consider the interaction of project team members with different psycho-types during 

problem- solving by brainstorming. At the first stage in the process of collective discussion, the 

following psycho-types must take part ENTP, ENFP, ENTJ, ENFJ, INTJ, ESTJ, ESTР (Table 

1). They put forward ideas and discuss them. Psycho-types ESFP and ESFJ it is advisable to 

engage in a discussion to bring a creative atmosphere. Psycho-types INTP, INFP, INFJ can put 

forward ideas, but collective discussion can be an obstacle for them. For these psychotypes, 

individual, written brainstorming, brainstorming using e-mail, etc. are more appropriate. 

Psycho-types ESTJ, ESTP rarely put forward their own ideas, but they can pick up and develop 

the ideas of other project team members. Ideas, which were subsequently selected for 

implementation, put forward, most often, psychotypes ENTP, ENFP, ENTJ, ENFJ, INTP, 

INFP, INTJ, INFJ. In case of an individual brainstorming, written, using e-mail it is useful to 

involve only the data of the indicated above team members.  
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Table 1:The optimal role of project team members based on psychotypes in the process of 

finding breakthrough solutions 
  The role of team  

members 

 

Psychotype 
Communicator Generator Critic Solver Scheduler Organizer Moderator Finisher 

ENTP + + + +  +   

ENFP + +    +  + 

ENTJ + + + + + + +  

ENFJ + +    +   

INTP  + + +     

INFP  +       

INTJ + + + +  +   

INFJ  +       

ESFP +     +   

ESFJ +     +   

ISTJ        + 

ISFJ        + 

ISTP   + +    + 

ISFP   + +     

ESTJ +  + + + + + + 

ESTP +    + + +  

 

In the process of selecting ideas the participation of the following psychotypes is appropriate 

ENTP, ENTJ, INTP, INTJ, ISTP, ISFP, ESTJ. Naturally, the team members who took part in 

putting forward ideas should not participate in their selection. However, exceptions to this rule 

are possible with a team of four or less members. It should be noted that with a small number 

of members of the project team there is a certain hierarchy of how team members should be 

used. So the extravert types of ENTP, ENTJ, are better off in putting forward ideas, and 

introverts INTP, INTJ should lead the selection of ideas. After the previous stage of selecting 

ideas it is advisable to involve members of the ISTJ and ISFJ types, who can thoroughly analyze 

the shortcomings of ideas and obstacles on the way of their implementation. In addition ISTJ 

are good candidates for the preparation and fixation of the results of brainstorming. The best 

moderators of the discussion are the psychotypes ENTJ, ESTJ, ESTP. In a team of several 

people, it is expedient to assign an ESTP as a moderator, while ENTJ and ESTJ can perform 

other roles. ENTJ can take part in putting forward ideas, and ESTJ - in their selection. 

 

Phase 4 covers mathematical reasoning of the model of organization structure optimization. 

The mathematical justification for the sequence of using the MBTI model to optimize the 

organizational structure was carried out with the help of the economic and mathematical 

apparatus of cluster analysis for the JSC “Pharmaceutical Company Darnitsa”. This company 

recently successfully implemented 2 breakthrough projects. At the end of 2014, the company 

launched an innovative production of infusion solutions and implemented the ERP system. To 

generate these breakthrough innovations, it was necessary to optimize the staffing of the 

performers who were pre-tested with the MBTI psychotype tests. For the hierarchical 

agglomeration clusterization, the Ward coupling method and the Half Square Euclidean 

distance were used as a measure of similarity for members of the project team (18 people), who 

have similar estimates of MBTI psychotypes. Representatives of each cluster are assessed as 

the average value inside the cluster, as shown in Fig.1. 
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Figure 1: Identification of MBTI cluster psychotypes for optimal roles in the project team 

 

In Fig. 2, clusters 1-5 are arranged in a sequence top-down (from cluster 1 to cluster 5). The 

optimal number of 5 clusters was calculated using the Davis-Buldin index [17]. The degree of 

an overlap between the two clusters was estimated by calculating the doubl probable 

intersection between them based on the hypergeometric distribution: 

 

     

where p observations belong to the set Pi of size h, and also belong to the set Gj of size n; and 

g is a total number of observations. Consequently, the lower the Pihyp is, the higher is the 

degree of overlap. Here, the p-value of the hypergeometric test is used as a measure of aptitude 

/ ability to perform a role in a team. The distribution of MBTI ratings across the sample is 

shown in Table 2. On average, members of the project team were exceptionally extreme, being 

very high in the sustainability of goals achieving. However, there is a significant variability 

around these mean values, which was considered by cluster analysis. 

 

Table 2: Estimates of the roles of team members according to the MBTI psychotypes 
Type of team 

activity 
Descriptive factor 

Percentage 

average 

Evaluation 

meaning 

Standard deviation 

of estimation 

Generator Low Medium (Optimistic) 38,6 –0,29 1,20 

Communicator Low Medium (Organized) 46,0 –0,10 1,20 

Critic Low (Separated) 21,2 –0,80 1,00 

Solver Very high (confident) 88,5 +1,20 1,00 

Scheduler High average (responsible) 65,5 +0,40 0,97 

Organizer High average (useful) 59,9 +0,25 1,20 

Moderator High Medium (Altruistic) 55,2 +0,13 0,99 

Finisher High average (stubborn) 47,2 +0,11 0,88 
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Clusters of team members who have similar profiles of MBTI psychotypes have been identified 

using the Ward clustering method without taking into account the current role in the project. 

The dimensions of the MBTI psychotypes were recorded from low to high, ranging from the 

mean value of the Likert scale for each sign, as shown by the color coding in Figure 2 for the 

convenience of visual inspection and pattern recognition. The optimal number of identified 

clusters of personality was five in accordance to the Davis-Budin index of validity (Fig. 2). 

Each of these five clusters were characterized by a separate personal profile. 

 

 
Figure 2: Profile of MBTI psychotypes’ clusters average values matched with the 

current roles in the project. 

 

As a next step, five personal clusters were validated for the relevance of the role in the project 

and the personal psychotype. Cluster 1 ("investigator") is inherent in the design function 

"Collective Discussion", 22% (4/18) of the team members correspond to this cluster. The profile 

of people in this cluster are goal-oriented, highly collegial and skeptical, which allows them 

effectively solve organizational and planning problems. Cluster 2 ("commander") is inherent in 

the design function "Criticism, selection of solutions", 28% (5/18) of respondents correspond 

to this cluster with high indicators of "independence", autonomy, self-direction, low level of 

shyness/self-criticism. Cluster 3 ("reliable") is inherent in the design function "Moderator," 

17% (3/18) of respondents, they have a character of trust, they are persistent, controlling, but 

friendly and encouraging. Cluster 4 ("breakthrough"), inherent in the design function 

"Promoting ideas", 11% (2/18) of respondents. They are persistent, ambitious, resourceful. 

People of this cluster are impulsive with low responsibility and high level of search for 

innovations. Cluster 5 ("prosecutors") is 22% (4/18) of respondents. The respondents of this 

cluster have a friendly temperament, responsible, detail-oriented, persistent and hard-working. 

In analyzing the estimates of the received clusters and their relationship with the psychotypes, 

a correlation was found, that is typical for the general situation of the need to form an 

organizational structure for the development of breakthrough innovations (Fig. 3). The choice 

of the optimal organization structure was made using the toolkit ANOVA. The calculations 

have shown that the clusters were moderately correlated (p <0.01) with self-direction to find 

breakthrough innovations (r = 0.62), the stability of the new organizational structure (r = 0.38), 
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and the reduction of the risks of non-implementation of the project (r = -0, 27), but significantly 

correlated with co-operative (r = 0.18) and dependence on remuneration (r = 0.16) 

 

Figure 3: Graphs of mean value distribution of the project goal achievement, depending on 

project’s roles correspondence. 

 

The research has shown that the success of the implementation of a breakthrough innovation 

project depends on the qualitative and quantitative composition of the project team and their 

personal profile. The level of satisfaction from the team role may be conditioned by minor 

differences in personality characteristics that were not fully captured by the five aggregated 

cluster profiles. 

 

4. CONCLUSIONS  

The conducted research explored the methodology of MBTI model as a tool to identify 

psychological types based on which an optimal design of an acmeological-invariant 

organization management will be justified, in order to introduce “break-through” innovations 

to an enterprise. The initiation and successful project realization directly depends on an 

optimally balanced project team, whose selection should be done depending on their identified 

psychological characteristics and roles’ functional composition. Apart from that, research has 

shown that one psychological trait is heterogeneous to all members of the studied project team. 

This trait can be described as a high functionality that helps people to easily adapt and be 

flexible. This is proved by their significant level of self-direction, cooperation, persistence and 

overall high level of life satisfaction. Moreover, this trait was often identified among people 

occupying one positions more than others.  
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ABSTRACT 

Rising urbanization is a challenge for sustainable urban development. The UN predicts 70% of 

urban population by 2050, 80% of global emissions, 75% of energy consumption. Sustainable 

development can not be achieved without significant change in the way we build and manage 

our urban areas. Against the background of economic and technological changes caused by 

the globalization and the integration process, cities in Europe face the challenge of combining 

competitiveness and sustainable urban development simultaneously. Very evidently, this 

challenge is likely to have an impact on issues of urban quality droughts and housing, economy, 

culture, social and environmental conditions. This paper focuces on smart cities concept in the 

Czech Republic, the transformation, examples and possibilites of economic support.  

Keywords: Human Capital, Local Agenda 21, Smart Cities, Sustainable Development 

  

1. INTRODUCTION  
Local Agenda 21 is a tool for implementing sustainable development at local and regional level 

and a process that improves the quality of life in all its aspects by improving governance, 

strategic planning and governance and engaging the public. Agenda 21 was adopted at the UN 

Summit in Rio de Janeiro in 1992. It is a global strategic and action plan for the world 

community that sets out concrete steps towards sustainable development. It is precisely this 

document that contains a definition of what is particularly important in Local Agenda 21 

(Tuxworth, 2007). Local Agenda 21 (LA21) fits into a broader stream of good governance, 

which is included under the concept of good governance and good governance. Good 

governance, must be (viewed from the UN and the EU) is open, transparent and accountable to 

the public, effectively allowing public participation in decision-making and planning based on 

working in partnership with other social sectors, and respecting the professional point of view. 

Only such public administration can lead to the long-term sustainable development of the 

municipality or region. And MA21 is the process where sustainable development is the primary 

goal. An essential part of the functioning MA21 is good strategic planning and management, 

including a financing system; ongoing and active communication with the public - building 

partnerships; systematic and measurable routing to sustainable development (Echebarria, 

2016). The Smart City concept has emerged as part of the SET-Plan, published in 2007. The 

SET Plan is about to address issues related to the future of energy. Smart Cities also feature. 

The European Commission Communication of 2012 defines and defines the European 

Innovation Partnership on Smart Cities and Communities. The brief purpose of the initiatives 

is to accelerate the transformation of European cities into Intelligent Cities (including 

description of problem areas, outline of measures and priorities and implementation) (Kitchin, 

2014). The Smart Citites concept is also relevant from the point of view of the EU Strategic 

Document - Europe 2020 Strategy.  
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In general, it provides support for virtually all sectoral policies that can be promoted within the 

Smart Cities concept. The key underlying of the Europe 2020 Strategy is to support economies 

that are economical and environmentally friendly with the maximum possible use of R & D & 

I and low-carbon technologies. This is also the case for partial targets (even quantified) and 

measures. The strategy is also a top document for cohesion policy, so this approach by the EC 

should also appear in the Member States' documents. The Smart city is one of the concepts of 

applying sustainable development principles to a city organization that relies on the use of 

modern technologies to improve the quality of life and make governance more effective. This 

concept is most widely used in the field of energy and transport, which can be tackled more 

effectively by deploying appropriate information and communication technologies (ICT). The 

Smart City concept, however, does not only cover the two areas mentioned above, but can also 

be applied to others such as water management, waste management, e-government, and crisis 

management. At the same time, emphasis is placed on "hard" and "soft" aspects of managing 

city life (Allwinkle, 2011; Caragliu, 2011). The Smart City concept is a program change led by 

the political representation of the city, and it is a gradual process not a state. Compared to 

regular planning and operation of urban agendas, Smart City brings simplification of the process 

of involving professionals and the general public through electronic tools (such as 

communication platforms or social networks). (Guerrero-Pérez, 2013)It provides the 

opportunity for city strategies not only to be formed by a competent supplier in cooperation 

with a given city department, but by working groups composed of experts from different 

institutions, local entrepreneurs and interest clubs that effectively coordinate the city using 

electronic media. The resulting strategies can then be put forward to comments on electronic 

public forums and then discussed with the public at open meetings so that the introduction of 

their final form is generally accepted by citizens, while at the same time reflecting on the 

maximum ideas and ideas. Such a process also anticipates prudent investment in new 

technologies to support these new programs, which has an impact on investment but above all 

on operating costs associated with technologies (Shapiro, 2006). 

 

2. MATERIALS AND METHODS 

This paper focuces on sustainable development of municipalities and cities through the smart 

cities concept in the Czech Republic, the transformation, examples and possibilites of economic 

support. Four our work we have chosen the methodology of smart cities from Vienna University 

of Technology. (Smart cities are defined by six characteristics. Each characteristic is filled with 

a number of indicators. In total, 31 factors were finally selected to define these six 

characteristics. Smart economy includes factors that affect the economic competitiveness of the 

analyzed city such as innovation, business, trade marks, productivity and labor market 

flexibility, as well as integration in the (national) market. Smart People includes a set of 

indicators that analyze the level of qualifications or education of citizens, but also the quality 

of social interactions in the area of integration, especially in the areas of public life. Intelligent 

governance includes aspects of political behavior in the analyzed city, the structure of services 

offered to citizens, and the functioning of governance. Smart mobility includes aspects such as 

availability of information and communication technologies and the modernization and 

sustainability of transport systems. An intelligent environment describes attractive natural 

conditions (climate, greenery, etc.), pollution, resource management, and environmental 

efforts. Finally, Smart Living includes different aspects of quality of life such as culture, health, 

safety, housing, tourism etc. (European Smart Cities, 2015b). Economic support will be shown 

at Operational Programme Environment from the European Union in the Programming Period 

2014-2020. Through this operational program, it is possible for making the cities and 

municipalities smarter, use the two priority axes namely PO 2 Improvement of air quality in 

human settlements and PO 5 Energy savings.  
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The aim of the article is to map the drawing on these two priority axes by the municipalities 

and regions of the Czech Republic. For clarity, the capital city of Prague and its city districts 

were removed from the analysis. 

 

3. RESULTS 
3.1. Smart Cities Transformation  

The well-known definition of smart city based on the six policy axes: smart environment, 

mobility, citizenship, living, government and economy. Environment covers promotion of 

energy saving, the use of renewable energy, and reduction of environmental pollution, in 

particular CO2 emissions. Mobility comprise accessible and safe transport, creation of an 

integrated mobility system with low environmental impact. Citizenship includes promotion of 

life-long learning and education, nurturing of cultural diversity, promotion of civic engagement 

and citizens’ creativity. Smart living covers safeguarding individual and public health; 

implementation of welfare, cultural, and tourist policies, promotion of social cohesion. 

Government and political participation based on promotion of political participation, adoption 

of transparent decision-making; creation of accessible online services. In addition, economy 

covers services supporting local SMEs and innovation ecosystems, targeting women and young 

people in particular. 

 

Figure 1: Making the city SMART(er) (authors) 

 

As the figure 1 shows, the process of transforming the city into a smart city has been augmented 

and turned into e-learning platforms, supported by knowledge management systems and digital 

libraries for developing ICT-enabled networks.   
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ICT-enabled networks with the innovative and creative partnerships needed to develop the 

social capital required for cities to be smart(er) in engaging citizens and empowering 

communities as key constituents of digitally inclusive regeneration programmes. Smart cities 

ought to focus on the humans capital side of the equation and: “create a real shift in the balance 

of power between the use of information technology by business, government, communities 

and ordinary people who live in cities”. Following are two figures (picture 2 and picture 3) that 

track the results achieved for two groups of analyzed cities. The first group of cities is Cities 

from 100 000 to 500 000 inhabitants, in the Czech Republic the cities of Plzeň and Ústí nad 

Labem were monitored. The second group is Cities from 300 000 to 1 million inhabitants. For 

the purpose of research, the cities of Brno and Ostrava were selected from the Czech Republic. 

 

Figure 2: Benchmarking of Selected Smart Citie’s in Czech Republic in the year 2014 

(European Smart Cities, 2014) 

 

As can be seen from the Plzeň chart, it has the highest results in the smart goerment 

characteristic. Of the three monitored indicators, the highest result of Pilsen was acquired by a 

transport goverment and participation in the public life of the city. Another above-average result 

is the indicators evaluated in the smart environment and above all the monitored indicators 

environmental environment and public awareness of the quality of the environment. Ústí nad 

Labem, it had somewhat worse results than Pilsen, noting the better achieved results in the 

characteristic of smart living, in the monitored indicators of cultural facilities and touristic 

attractiveness, where it acquired the city of above-average values. Other values move around 

the center or worse. Both cities have achieved underperformance in smart mobility. In order to 

be able to achieve a good position, these cities should focus on identifying their strengths and 

weaknesses, as well as identifying their chances of positioning and ensuring and extending 

comparative advantages in certain key resources against other cities of the same level. City 

rankings are a tool to identify these assets. Although they are quite common in recent times, 

current rankings are very different in their approaches and methods. Mostly they have quite 

specific goals focused on shareholder interests. Also, local governments rarely discuss public 

ranking results, if their own city is not ranked high. 
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Figure 3: Benchmarking of Selected Smart Citie’s in Czech Republic in the year 2015 

(European Smart Cities, 2015a) 

 

3.2. Promoting the emergence of Smart Cities funded by the European Union 

Municipalities and cities can benefit from a variety of European Union financial instruments 

This could be, for example, the Environment Operational Program, whose allocation for the 

2014-20 period amounts to EUR 2.6 billion. This program makes use of Axis 2 Improving Air 

Quality in Human Residences and Priority Axis 5 Energy Savings. Priority Axis 2 has not been 

used by municipalities and cities so far. Graph 1: Funding in legal acts on the granting/transfer 

of aid (contribution of the European Union) 

 

Graph 1: Funding in legal acts on the granting/transfer of aid (contribution of the European 

Union) (Source: Ministry of Regional Development, 2018; edited by authors) 
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Since 2014 it have been supported from the OP Environment, the Priority Axis 2 Improving air 

quality in human settlements projects, 13 of 15 municipalities, the EU's share amounted to 

almost 46 million CZK. Graph 1 shows the contributions of the European Union, which the 

municipalities and cities obtained per capita.On the other hand, priority axis 5 Energy savings 

was used relatively intensively by cities and municipalities. Since 2014, a total of 654 projects 

have been supported, totaling CZK 1390 million. Graph 2 illustrates the amounts drawn by 

individual regions in the Czech Republic. The highest amount (total CZK 128 436 405, CZK 3 

293 231 per project) was drawn by the Ústí nad Labem Region, the vast majority of projects 

were focusing on the thermal insulation of nursery and elementary schools, cultural houses and 

municipal and municipal authorities. 

 

Graph 2: Funding in legal acts on the granting/transfer of aid (contribution of the European 

Union) per project (Source: Ministry of Regional Development, 2018; edited by authors) 

 
4. CONCLUSION 

Currently it has prepared a concept only a limited number of cities. Not only their quality, but 

also their focus and procedures differ. In most cities, we meet with more emphasis on 

technology and procedures and functioning of the municipal authorities. There is no focus on 

social and civic life, and cooperation between municipalities and cities with other entities such 

as non-profit organizations, business entities. Although the Smart City methodology, for 

example, has been linked to the Local Agenda 21 and the European Commission level, the 

European Innovation Partnership has been set up for the purpose of its development and 

implementation, only a few cities (eg Prague, Brno, Pardubice or Písek ). Existing specific 

concepts have different qualities, they are created by different procedures and are focused on 

different themes. Most of them are focused on technology and technical spirits of cities and 

elements of the city's own functioning (ie services to its inhabitants), and social and civic life 

are at stake. In some cases, there is a noticeable tendency to the given interests of the external 

processor of the concept. The Czech Republic also lacks a strategic document that summarizes 

the experience of municipal and urban representatives themselves, links the Smart City concept 

elements to all types of agendas that municipalities and city authorities are leading, and also 

includes detailed guides and procedures that would cover all phases of the creation and 

implementation of a city or municipal Smart City concept. 
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ABSTRACT 

The purpose of the article is to develop a methodology for determining the need for the amount 

of investment resources needed to build the investment potential (IP) of the construction sector 

in the example of Ukraine. The research methodology is economic and mathematical modeling. 

The results of the research: to build a model for analysis of the investment potential of the 

construction sector (IPCS) at the first stage, a selection of formalized factors was made, which 

were significant from the point of view of its growth, while modeling the IP as the initial 

characteristic of the model considered the growth rate of capital investments. In the second 

stage, the three-factor Cobb-Douglas production function was selected for the IPCS study; in 

the third stage, the necessary statistical information is collected; at the fourth stage - 

calculations were made, including: a functional dependence was constructed, allowing to 

analyze the effect of changing the value of one of the selected factors on the resulting factor. 

Conclusions: the conducted studies showed that market participants, investors can use the 

proposed methodology to determine the factors that influence the improvement of IPCS, the 

degree of their influence, the determination of the values necessary to achieve a given level of 

investment potential. In addition, the results obtained in this study can be used to further justify 

the priority areas of the state investment policy in the construction sector and to find effective 

tools for its implementation. 

Keywords: investment potential, construction sector, three-factor production function, method 

of determining the need 

 

1. INTRODUCTION 

In modern conditions, one of the most demanded by society and the state in its social orientation 

and investment capacity is the construction sector. However, today, the construction sector, like 

all of Ukraine as a whole, is experiencing a difficult period: an unstable economic situation, 

innovations in the legislative framework and an undeveloped mechanism of work under the 

new rules, the energy crisis and the unwillingness to massive transition of enterprises to energy-

saving technologies. The role of investment policy in acquiring capital investments to increase 

the volume of construction work and increase the investment potential of the construction sector 

in Ukraine and regions is more regressive than progressive. An important role in ensuring the 

growth of the socio-economic system through its stabilization and adaptation to the changing 

external and internal conditions is played by the system of state regulation. At the present stage 

of development, the construction sector increased multiple synergistic effect of the components 

proceeding rational process organization and management of construction.In fact, no significant 

investment and construction project is being implemented today without a collaborative 

component at the level of management, resource and information interactions, design and 

construction processes, their documentary, regulatory and technical support. The weak 

investment activity of the state, enterprises and the population, high intra-industry competition 
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and the monopoly position of some construction companies, unnecessary administrative 

barriers, as well as imperfection of technical regulation, imbalance of construction norms and 

regulations with international standards negatively affect business activity in the construction 

industry. Thus, there is an objective need to intensify investment activity and improve the 

methods of regulating investment processes and their compliance with modern needs.In this 

context, the role of scientific approaches to develop a balanced and relevant to industry features 

and dynamic environment changes effective mechanisms of state regulation of investment 

activity in the construction industry by bringing investment, which are among the most 

important areas of research investment issues.Scientists pay enough attention to the definition 

of the concept of "investment" and the categories that create the conceptual apparatus of this 

direction of economic science. Theoretical aspects of investment and issues of state regulation 

of investment activity have been developed in the writings of such authors as: (KeynesJ.M., 

1997), (Lisyuk V.M., 2011), (Sharpe W., 2006), (Harrison A., 2002), (Dolan E., 1992), (Masse 

P., 1971). To modern research, which marked further development of the theory, methodology 

and practice of investment in various economic activities include works: (European Investment 

Bank, 2017), (Gogiashvili Salome, 2016), (I. So, A. Staskevicius, 2015), (Layko O.I., 

2014),(Van Horn D., Vahovich D., 2008), ( Gitman L.J., 2010), (Blank I.A., 2006), (Hoiko 

A.F., 1999), (Danilov O.D., 2001). However, despite the rather deep processing of many 

theoretical and methodological issues and practical research on the mechanisms of state 

regulation of investment in different sectors of economic activity, including the construction 

industry in the state, many questions remained outside research.In addition, the current 

economic crisis requires new approaches to solving the problem of intensifying investment 

activity. Thus, the purpose of the article is to develop a methodology for determining the need 

for the volume of investment resources necessary to form the investment potential of the 

construction industry on the example of Ukraine. 

 

2. METHODOLOGY 
The investment potential has the capacity to stabilize the construction industry at the macro and 

micro levels, increase business activity. The research of investment problems is in the sight of 

many domestic and foreign scholars, but it should be noted that there is a significant difference 

in the interpretation of key concepts in economic scientific literature and regulatory documents, 

and there is still no universal definition of them that would satisfy the needs of both theory and 

practice.Basic and rather controversial in the investment paradigm of the construction sector is 

the concept of "investment", there are many versions of it. The term "investment" comes from 

the Latin word "invest" – to invest. (Campbell R. McConnell, Stanley L. Brue, 2013, р.388) 

characterize investment as "the cost of production and accumulation of means of production 

and increase of material stocks". On the income that is expected accentuated in determining 

investment (Sharp W.F., Aleksander G.J., Beyli J.V., 2001, р.17), who believe that the term 

"investment" should mean a categorical abandonment of the present good for the (possibly) 

value in the future. (Gitman L.J., 2010) has a less categorical idea about investing. His 

investment – a way to save capital for the future by placing initial capital in various forms. 

Some scientists, such as (Merkulov J.S., 2010, р. 15), (Mocherny S.V., 2000, р. 13), 

(Moroz А.М.,1993, р. 123), (Pokropivny О.F.,1995, р. 245), (Chervanov D.M., Neykova L.I., 

1999, р. 130), whose scientific interests are mainly related to investments, in their writings treat 

investments as long-term investments. They argue that only through long-term capital 

investment can be achieved business income. It is possible that such views have arisen due to 

the influence of scientific and official thought from the time of transition to a market economy, 

when the category of "investment" at the official level was not fully justified and considered, 

but considered the concept of "capital investment" - exclusively as an expense for the creation 

of new fixed assets, their expansion, reconstruction and renovation, which "were implemented 

https://www.amazon.co.uk/s/ref=dp_byline_sr_book_1?ie=UTF8&field-author=L.J.+Gitman&search-alias=books-uk&text=L.J.+Gitman&sort=relevancerank
https://www.amazon.co.uk/s/ref=dp_byline_sr_book_1?ie=UTF8&field-author=L.J.+Gitman&search-alias=books-uk&text=L.J.+Gitman&sort=relevancerank
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in the form of long-term capital investments in various sectors of the economy" (Konoplitsky 

V., Filina А., 1996, р. 185). Investments are a category of financial markets that can exist and 

occur only in the process of distributing the inter-object redistribution of funds. Such 

approaches, in our opinion, reject the possibility of short-term investments (up to one year). 

The current practice of investing in projects with a short term return on capital in the face of 

prolonged inflationary processes, high investment risks that are characteristic of Ukraine, is 

entirely appropriate. In addition, it is not necessary to identify "investments" with "capital 

investments", because capital investment is one of the forms of investment, because they are 

considered in the context of this study as means for housing construction.Investments are the 

same as current assets, intangible assets (patents, licenses), financial instruments, etc. In foreign 

economic literature, the terms "investment" are emphasized on such an important feature as the 

ability of the investment process to generate revenue.Thus, the French economist (Masse 

P.,1971, р.27) argues that the act of capital investment is an act of exchange to meet today's 

need for expectations of satisfying it in the future with the help of the invested goods. (Dolan 

E.J.,Lindsey D., 1992, р.13) define investments as "an increase in the amount of capital that 

functions in the economic system, that is, an increase in the supply of productive resources." 

By definition (Blank I.A., 2006, р.9), "Investment company – investing capital in all its forms 

in various objects (tools) its business for profit and to achieve economic or non-economic 

effects, the implementation of which is based on market principles and due to the time factor, 

risk and liquidity". Therefore, most authors identify the purpose of the investment process, but 

do not specify the objects of investment and do not determine the nature of investment 

(financial, material or intellectual). In general, the emphasis on anticipating an increase in 

capital in the future is predominant in determining investment. In our opinion, in today's 

business environment, for the realization of its economic goals, it is not enough to focus solely 

on profit. Long-term development involves a move towards social responsibility, which not 

only creates a positive image of the company, but also reduces operational risks, expands the 

market, increases the investment rating. Investing can cause not only economic benefits, but 

also to the environmental and social impact. In the writings of Western economists, investment 

studied in the unity of two aspects: resources (capital values) and investments (expenses). The 

most complete approach is presented in the writings of the Nobel Prize laureate (KeynsJ.M., 

1997, р.117). He understood the investment "... the current increase in the value of capital assets 

as a result of the production activity of this period. "This is – "... the part of the profit for a 

certain period that was not used for consumption". However, if the funds are not in circulation 

- it simultaneously reduces their value as a result of inflation, and on a global scale reduces 

turnover and thus contributes to the crisis. We believe that investing is a process of attracting 

accumulated capital into circulation in order to generate income or benefit. In addition, it is 

believed that investment is only an investment of money, which is hard to agree with, since 

such operations can be carried out not only in monetary terms but also in other forms – various 

instruments of the stock market, intangible assets, real estate, technologies, etc. However, not 

always unused funds can be attributed to investment, since money, which is lagging behind and 

not in circulation, can not bring a positive value of profit and lose its value under the influence 

of certain factors, the most widespread among which is inflation. Therefore, we consider the 

appropriated interpretation of investments as a direct process of transformation into the cost of 

accumulated capital to obtain some useful effect or income. In view of the above-mentioned 

investments, they should be characterized as investments (financial, material, intellectual), 

costs that, after some time, will lead to a multiplication of wealth, but income is not considered 

as a motive of investment activity. Investments – the essence of time derivative of savings; what 

today accumulates will bring revenue tomorrow, however, the opposite will be true: what brings 

profit today - in the future it will allow to create capital. Thus, the difference between the two 

categories is rather conditional, but it will still allow the concept of investments in capital 
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formation to be equated with the fact that it generates income on invested capital at a given 

time.The motives for investing and saving various recipients are determined by the sum of 

factors: economic (inflation, tax policy, monetary policy), political (legislative measures, legal 

basis of investment, stability of state regulation in general), scientific and technical (level of 

development of technology, industrial potential), socio-economic, etc.; and also the factors of 

the micro-environment: availability of investment instruments, level of investment competition 

in the investment market, resource sufficiency, etc. The definition of investment in the Law of 

Ukraine "On Investment Activity" as "all types of property and intellectual property that are 

invested in objects of entrepreneurial and other activities, which result in the creation of profit 

(income) or achieved social effect" reveals the relationship, the process conversion of 

investment resources into investments, expenses. Also, the law provided a broad classification 

of investments and of investment activity. Based on the results of the analysis of definitions, 

we consider investments as a target, timely investment of financial, material and intellectual 

resources in the development of their business or other business entity in order to obtain an 

economic, social or other effect. Our judgments about the essence of investment activity for the 

construction industry are based on the disclosure of this category as targeted actions aimed at 

finding, evaluating and selecting potential investment objects, as well as entering into 

agreements relating to their acquisition or financing and ensuring return on investment from the 

purpose of forming a safe and comfortable environment of life, providing effective financial 

and economic, technical indicators of the activity of construction enterprises. In general, the 

investment system of the construction industry is defined as a complex of interconnected 

elements of the regulatory legal form, formal and informal norms and rules of organization of 

the work of subjects and objects of the investment process in the implementation of their 

investments and in the organization of the production process (reproduction of capital) (Layko 

O.I., 2014,р. 55). For the study of state regulation of the construction industry it is important to 

define the definition of "investment potential".According to (Grinyova V.M., Koyda V.O., 

Lepeiko T.I., Koude O.P., 2008,р. 358),"... investment potential - an opportunity to invest for 

further its growth or investment opportunities to conduct, support or preserve anything." Under 

the investment potential (Zubkova V.I., Nakyaylo A.V., Losev S.A., 2001, р. 34) understand 

"... a set of financial and investment resources of the enterprise, allowing him to carry out an 

effective investment activity aimed at ensuring its efficient and sustainable business activities." 

(Pokatayeva К.P., 2007, р. 264) defines the investment potential of the enterprise as an 

organized set of available economic resources that is in system unity, as well as, due to their 

current level of development, the possibilities for mobilizing domestic and foreign investment 

funds to realize the strategic and tactical objectives of the enterprise through the investment 

mechanism. The investment potential of the country accumulates the investment potentials of 

all regions, industries and businesses, and the broader their entirety. Between the potentials of 

different levels as sets is the relation of attachment and intersection. When determining the 

investment potential at all levels of economic activity, the main macroeconomic, socio-

demographic and other characteristics of them are taken into account, it is generalized and acts 

as a weighted sum of partial potentials, namely: resource, human, raw material, industrial, 

infrastructure, financial, innovative, consumer, institutional, tourist, ecological, etc. Capital 

investment in the construction sector contributes to solving the most important issue - providing 

housing to the population.In general, this issue should be considered not only from the point of 

view of solving social problems in the state, but also from the point of view of expanding the 

market of production of many enterprises, first of all affiliated with the construction industry – 

the production of building materials, furniture, glass, window constructions, home appliances, 

a set of products for the needs of housing and communal services, etc.That is, the construction 

industry prompts cooperation and promotes the development of related industries. The 

construction sector, especially its housing sector, is also able to function during times of 
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economic crisis, as the demand for housing, along with the involvement in the construction of 

funds is always there. Construction of housing promotes the development of regions, increases 

employment, contributes to the fight against unemployment, increases the welfare of the 

population. In Ukraine, as well as in developed countries, capital investments are largely filled 

with money from the population, and foreign investments may be desirable to focus on the 

formation of a large and accessible to all segments of the population rental housing market. For 

Ukrainian partners of Western investment companies, the rental property market is a guarantee 

of spare and relatively stable assets for investment in construction.In addition, the construction 

of rental housing positively affects the behavior of society, its economic development, 

stimulates the development of other industries. The investment potential of the Ukrainian 

construction sector is localized today, mainly in the area of residential buildings, as there are 

demand for these objects among the population, while industrial, social and communal 

construction work is practically not conducted due to lack of investment. An investor, both 

foreign and domestic, in the crisis state of the Ukrainian economy, will not risk investing its 

financial resources on construction, the creation of production facilities, where there is no 

guarantee of their use and payback. Today, scientists and experts agree that in the near future, 

while the economic situation in the country is not stabilizing, one should not expect the arrival 

of investments in those sectors of the construction industry that reduce industrial facilities. The 

construction of social facilities (kindergartens, hospitals, schools) and communal infrastructure 

is entirely dependent on the filling of local budgets and the desire of local authorities to create 

and repair these objects, as well as the state of development of partnership in investment 

activities between local authorities and entrepreneurship in the construction industry. Currently, 

foreign investment in the construction sector in Ukraine is insignificant (3% in 2015). 

Currently, a foreign investor is best placed to invest in Ukrainian real estate, because prices in 

Ukraine are still lower than in Europe, good attitude of the authorities, and willingness to 

cooperate with foreign businessmen investing in the Ukrainian economy. Objects for investing 

in the local authorities a lot, it is ready to provide land plots for the construction of social 

infrastructure, for example, the shortage of kindergartens in many cities. For Ukraine the 

construction sector from the standpoint of public interest and investors with profitable revenue 

perspective is also highlighted local government land for the construction of logistics buildings 

and industrial buildings. The actions of investors in this direction will stimulate the employment 

of the population of cities and regions, promote decentralization processes, because they will 

fill local budgets with taxes and, most importantly, will contribute to the growth of the 

investment potential of the construction sector as a whole. Consequently, it is necessary to 

analyze and evaluate the investment potential of the construction industry, especially the 

industrial construction sector and the construction of infrastructure objects, such as industrial, 

transport, and social. Investment potential in construction in creating an effective investment 

strategy provides for the growth of the socio-economic effect and the creation of conditions for 

the growth of domestic investment resources. 

 

3. THE MODEL 

In order to assess the investment potential, it is necessary to substantiate the indicators used to 

determine the process of capital investment and its developments in the industry, changes in the 

volume of construction work that was observed not only in the past, but also in terms of future 

opportunities. To construct a model for analyzing the investment potential of the construction 

industry in order to make a rational decision, we will initially conduct studies in which we will 

define a system of formalized factors that will allow local governments to choose the best of 

the proposed alternatives in terms of regional significance, strategic feasibility and investment 

effectiveness of the impact on the investment potential of the construction industry. 

Determining the need for the total amount of investment resources necessary for the formation 
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of investment potential is an important part of the state regulation of investment activity of 

construction organizations and is being developed in a phased manner. 

 

3.1. Stage 1. Selection of formalized factors, essential in terms of building investment 

potential of the construction industry 

Theoretically, the number of factors for constructing a model of analysis that could be selected 

to determine the investment potential of the construction sector is quite significant, because its 

investment potential is shaped by the following factors: natural resource, socio-labor, 

innovation, economic, institutional, infrastructural, financial, consumer etc.However, the 

application of a number of provisions of the theory of systems, namely, the principles of the 

necessary variety of system elements, the minimum sufficiency and the target orientation of 

these elements, allows you to limit their number. Choice formal factors significant in terms of 

increasing the investment potential of the construction industry, will hold based on the 

availability and accessibility of statistical information. According to researches of the National 

Institute for Strategic Studies under the President of Ukraine, the level of investment (use) of 

capital investments is highlighted by the level of investment attractiveness of the industry and 

among the main factors influencing the formation of investors' preferences and forming the 

investment potential of the industry, the attraction of foreign direct investment and the state of 

fixed assets are considered. In modeling the investment potential of the construction industry 

as the initial characteristics of the model, we will consider the growth rate of capital investments 

(the ratio of investment volume for the current year to the volume of investments in the previous 

period). The main determinants of the impact on the investment potential of the construction 

industry are as follows: 

• the growth rate of foreign direct investment (equity) (calculated as the ratio of annual FDI 

inflows to the sector in the current year to the amount of the previous year); 

• the growth rate of construction (the indicator of the dynamics of construction, calculated as 

the ratio of the volume of construction work performed in the current year to the volume of 

construction work in the previous year (the index of the volume of construction works)); 

• growth factor of fixed assets of the industry (ratio of the amount of fixed assets at the end 

of the year to their value at the beginning of the year). 

 

3.2. Stage 2. Selecting a mathematical model 

Research of the investment potential of the construction industry is carried out with the help of 

three-factor production function: 

 
).,,( 321 XXXFY =   

 

3.3. Stage 3. Collecting the necessary information 

Calculations of components in the assessment of the investment attractiveness of the 

construction industry are based on the information of the State Statistics Service of Ukraine and 

are shown in Table1. 

It should be noted that in 2014, foreign direct investment in Ukraine decreased significantly 

due to the sharp drop in hryvnia and outflow of equity. 

 

 

 

 

 

Table following on th next page 
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Table 1:Indicators for the analysis of the investment potential of the construction industry 

(State Statistics Service of Ukraine, http://www.ukrproject.gov.ua) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

3.4. Stage 4. Conducting calculations 

3.4.1. Stage 4.1 Construction of three-factor production function 

We are aware of the statistical data of individual components of the investment potential of the 

industry for the n previous periods. 

 

Y – factor resulting investment potential of the construction industry; 

X1, X2, X3 – key factors of investment potential . 

 

Let's denote: 

𝑌𝑖 – the value of the resulting factor, in the i-period; 

𝑋𝑗𝑖 – the value of j-factor in that i-period. 

Then the table 1 in the symbolic form will have the following form (table 2). 

 

Table 2:Values of the factors studied 
№ Y X1 X2 X3 

1 𝑌1  𝑋11 𝑋21 𝑋31 

2 𝑌2 𝑋12 𝑋22 𝑋32 

…………………………………………………… 

i 𝑌𝑖  𝑋𝑗𝑖  𝑋𝑗𝑖  𝑋𝑗𝑖  

…………………………………………………… 

n 𝑌𝑛  𝑋1𝑛  𝑋2𝑛  𝑋3𝑛  

 

Table 2 actually establishes a functional relationship between the resulting factor Y and factors 

X1 , X2, X3, i.e.Y is a function of three variables. The given functional dependence is represented 

by a formula based on the theory of production functions, which was developed by American 

Year 

Indexes 

the growth 

rate of 

capital 

investment 

the rate of 

growth of 

foreign direct 

investment 

(equity) 

the growth 

rate of 

construction 

growth 

factor of 

fixed 

assets of 

the 

industry 

 𝑌𝑖 𝑋1𝑖 𝑋2𝑖 𝑋3𝑖 

2001 1,40 1,30 0,90 1,01 

2002 1,64 1,40 0,84 1,02 

2003 1,37 1,44 1,15 1,08 

2004 1,88 1,73 1,10 1,04 

2005 1,09 3,48 0,93 1,10 

2006 1,28 0,60 1,09 1,21 

2007 1,47 1,68 1,10 1,28 

2008 1,37 0,77 0,85 1,41 

2009 0,49 0,70 0,40 1,10 

2010 0,93 1,07 0,79 1,03 

2011 1,72 1,16 1,16 1,17 

2012 0,97 0,90 0,92 1,02 

2013 1,08 0,58 0,89 1,17 

2014 0,98 0,001 0,78 0,99 

http://www.ukrproject.gov.ua/
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scholars D. Cobb and P. Douglas, who proposed one of the most well-known varieties of 

production functions, called the function of Cobb-Douglas. 

General view of this feature: 

 

,
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=

                      (1) 

 

where Y – resultant factor; 

A – numerical parameter of the production function; 

𝑋𝑖– i-th argument, that is the value of the i-th factor of the production function; 

𝑎𝑖 – index of the degree of the i-th argument. 

In our case, we will have: 
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Performing logarithmic operations (2) we get: 

 
,lnlnlnlnln 332211 XaXaXaAY +++=  (3) 

or after replacement 

 

3322110 ln,ln,ln,ln,ln xXxXxXaAyY =====
 

.3322110 xaxaxaay +++=
 

(4) 

 

Let's denote through 

 

)3,2,1(),,...,1(ln,ln ==== jniXxYy iijii – the value of the new variables in the i-th 

period. 

 

Equation (4) for the i-th period takes the form: 

 

),...,1.(3322110 nixaxaxaay iiii =+++=
 (5) 

 

In fact (5) is a system of linear algebraic equations.Such a system for n>4, according to the 

Kronecker-Capelli theorem, has no precise solution, so we will try to (5) execute approximately, 

but with the slightest error. 

 

.3322110 iiii xaxaxaay +++
   (6) 

 

Apply to (6) the method of least squares. To do this, we write the target function 
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According to Fermat's theorem for finding the extremum of the function S, we find its partial 

derivatives and equate to zero: 
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After the transformations we will have: 
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or in matrix form (В): 
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(10) 

 

By the method of the inverse matrix (10) we find the components of the desired vector а0, а1, 

а2, а3.  

From here: 
0аеА = . 
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3.4.2. Stage 4.2 Numerical calculations 

We are building a matrix В: 
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The inverse matrix 
1−Â will look: 
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Then 

From here: 
.3585,1

3064,00 === eeA
a

 

 

Thus, equation (2) will have the form: 

 
0067,0

3

0576,1

2

0126,0

13585,1 XXXY =  (13) 

 

3.5. Drawing conclusions 

The obtained functional dependence allows us to carry out an analysis of the effect of changing 

the value of one of the selected factors (X1, X2, X3) on the resulting factor Y. Thus, according to 

the results of researches of the National Institute for Strategic Studies under the President of 

Ukraine [86], the main factors shaping the investment potential of the industry are "the rate of 

growth of foreign direct investment (equity)" (X1) affects little, but the influence of the factor 
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"coefficient of growth of fixed assets of the industry" (X3) almost absent. The factor "growth 

rate of construction" (X2) affects significantly on the resulting factor "the rate of growth of 

capital investment". Given that the average factor of the "growth factor of fixed assets of the 

industry" (X3)   is   1,12 (from the table1), 1,120,0067 =  1,0008 ≈ 1 and the impact on the 

performance indicator is small, then the functional dependence can be expressed: 

 

.3585,1 0576,1

2

0126,0

1 XXY =  (14) 

 

Graphic interpretation of the obtained equation (14) gives a visual representation of the nature 

of the factors dependence: "the rate of growth of capital investment" (Y), "The growth rate of 

foreign direct investment (equity)" (X1) and "the growth rate of construction" (X2) and shown 

on Figure 1. 

 

 
Figure 1:Graphic interpretation 

functional dependence (14) 

 

Average value 𝑋1
0,0126 (1,20,0126)equals 1,0023≈1 and as a result we get the following 

functional dependence of the resulting factor on the "growth rate of construction", which 

significantly affects it: 

 

𝑌 = 1,3585𝑋2
1,0576 . (15) 

 

The graph of function (15) will be a straight line passing through the origin. Thus, the factorsX1, 

X3do not have a significant impact on the resultant indicator "the rate of growth of capital 

investment" and in subsequent studies and calculations can not be taken into account. Facto rX2 

– The "growth rate of construction" significantly affects the "growth rate of capital investment," 

which characterizes the investment potential of the industry and the functional dependence has 

the form (15) (with an increase of X2 by 1, 𝑌 will increase by 1,3585 times). Thus, the sensitivity 

of the volume of construction products to the integral indicator of capital investment in the 

construction sector is growing to a large extent.Therefore, the decision to increase the volume 

of construction products is effective in changing the approaches themselves to increasing the 

investment potential and the formation of investment policy. Consider the properties of the 

characteristics of the function (13). 
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1. Factors elasticity. These figures show how much percent Y will change, ifXіis increased by 

1%, leaving other factors unchanged. 

For the 1st factor we get 
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(16) 

 

where Ex1
 – elasticity of the 1st factor. 

Thus, for the i-th factor we obtain 

 

.jxj aE =  (17) 

 

If  X2 – the growth rate of construction increase by1%, leaving unchanged other factors, then 

Y − growth rate of capital investment will increase by 1,0576 %. Similarly, with an increase of 

1% X1 – the rate of growth of direct foreign investment (equity) or X3 – the growth factor of 

fixed assets industry remaining unchanged other factors, Y will increase - the growth rate of 

capital investments by 0.0126% and 0.0067%, respectively. 

 

2. Limiting factor productivity. With an increase in the i-th factor per unit, the resultant factor 

will increase by magnitude 
∂Y

∂Xi
. In practice, when planning incomes and expenditures, it is often 

erroneously believed that the magnitude of the increase is 
Y

Xi
. 

So, for the 1st factor we get 
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(18) 

 

Similarly for the 2nd and 3rd factors. 

 

3. Determining the values of the factors necessary to achieve a given resultant factor. 

Find the minimum values of the factorsX1, X2 , X3, required to achieve a given Y.  

To do this, we have the following problem of nonlinear programming: 
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(19) 

 

To solve it, we apply the Lagrange multiplier method. 
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 (20) 
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Conditions of optimality 
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(22) 

 

We will make a replacement Х – to a new variable 
.XaX ii =  Then the optimality 

conditions will be fulfilled for any X. We substitute in the fourth equation of the system (21) 

equality 
XaX ii = and find X: 
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(23) 

 

Then 
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𝑌
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𝑎1𝑎2

𝑎2𝑎3
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(24) 

 

To achieve a given result factorY the minimum required index І (sum of factors) will be equal 

to 𝐼𝑚𝑖𝑛 (24), thus it is possible to find the minimum necessary factors of the factors X1, X2 , X3. 

On the whole, the preliminary assumption about the level of investment potential expansion is 

mathematically confirmed.  

 

4. CONSLUSION  

The article proposes the scientific principles of determining the need for the total volume of 

investment resources necessary for the formation of investment potential in a four-stage 

structure with the use of a three-factor production function.  
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The conducted studies showed that the subjects of market activity, investors can use the 

proposed mathematical apparatus in order to determine the factors that affect the improvement 

of the investment potential of the industry, the degree of their influence, determining the values 

necessary to achieve a given level of investment potential. The results obtained in this article 

should be used for further substantiation of the priority directions of the state investment policy 

in the construction industry and the search for effective tools for its implementation. 
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ABSTRACT 

Business education is the kind of occupational education of high demand. Business education 

is a relatively new phenomenon in the Ukrainian market of educational services. The constant 

increase in the need to update knowledge and the increase in requirements for its quality under 

the conditions of globalization of the educational space require a corresponding offer in the 

market. The growth of competition in the context of increasing the influence of global factors 

of the international environment requires to utilize the efficient methods of attracting and 

retaining customers in most world markets as well as in the markets of Ukraine. Business 

education is one of the most dynamic sectors of the educational field. The processes of providing 

services in the business education market require the study and development of certain criteria 

and standards. The failure of higher educational institutions to solve the development problems 

of enterprises in the conditions of hyperinflation created the necessity of mastering new market 

knowledge and skills in the shortest possible time. The experience of economically developed 

countries also points to the fact that education in entrepreneurship and management is one of 

the most important factors to successfully complete the transition period to the market economy. 

However, the foreign experience requires adaptation and rethinking in order to apply the 

integration of Ukrainian education into the world educational space. During the last decade, 

Ukrainian business education has demonstrated the activity, dynamism and abilities associated 

with the assimilation of foreign experience. The significant advantage was the absence of 

negative attitudes toward any managemental schools of science in particular. In a good sense, 

such whateverism made it possible to accumulate the educational experience of managers in 

both American and European business schools. Both occupational education as a whole and 

business education as an integral part of it are undoubtedly the most important factors of 

economic growth and socio-economic development at the present stage of the transition to an 

innovative type of economy. The term "business education" is traditionally understood as 

supplementary education programs, the top of which are MBA programs. The classical 

understanding of MBA (Master of Business Administration) is post-graduate specialized 

occupational training of managers of the highest qualification in the field of business. The 

urgent character of business education in the national practice is countered by the almost 

completely irregular way of providing this extremely important type of modern education. The 

point at issue is that at both the state and private levels, business education should become 

increasingly more international in its nature. 

Keywords: business schools, economic education, management education, models of business 

education, postgraduate education 

 

1. INTRODUCTION  

Human potential and human capital are the dominant factors of innovative development. 

Education is one of the most important directions for the formation of an innovation-oriented 

institutional environment. (Rakova L., 2011) The current state of Ukrainian education generally 

meets the need for economic and social development of society as a whole. However, in 

education there is a need for the training of high professionalism of individual specialists and 

organizations. Modernization of the occupational education system becomes the basis for 

dynamic economic growth and social development of society, the factor of well-being of 

citizens and security of the country, and the necessary condition for the formation of an 
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innovative economy (Rakova L., 2011). Business education is the kind of occupational 

education of high demand. Business education is a relatively new phenomenon in the Ukrainian 

market of educational services. The constant increase in the need to update knowledge and the 

increase in requirements for its quality under the conditions of globalization of the educational 

space require a corresponding offer in the market. The growth of competition in the context of 

increasing the influence of global factors of the international environment requires to utilize the 

efficient methods of attracting and retaining customers in most world markets as well as in the 

markets of Ukraine. In comparison with business, education in most cases remains considerably 

more conservative. The rapid development of this service sector was facilitated by market 

relations, the acute need for efficient management, the forced transition of scientific and 

engineering staff to business. In Ukraine, these services have been traditionally provided by 

institutes for continuing education. They provided the functioning of the system of training, 

retraining and advanced training of personnel for the management of state enterprises and 

institutions. In this sense, business education is also often considered as an element of 

management education, that is, a special subsystem of the management theory. In addition, 

business education is a special and extremely important example of lifelong learning. The 

ultimate goal of economic education is to form the system of economic knowledge of a student. 

However, business education has its ultimate goal, first of all, to train a successful businessman 

(businesswoman). Nowadays business is less interested in theoretical knowledge, while the 

concrete results are of great interest, namely the ability to use own knowledge in practice: to 

quickly analyse information, to make decisions under the conditions of uncertainty 

(Baranovskaya A., 2016). The analysis of existing trends and perspectives of business education 

requires to consider the factors influencing its development. At the same time, the issues of the 

formation and development of the business education market are not sufficiently reflected in 

the Ukrainian scientific literature. 

 

2. CONCEPT AND DEVELOPMENT OF BUSINESS EDUCATION IN UKRAINE 

Business education is one of the most dynamic sectors of the educational field. The processes 

of providing services in the business education market require the study and development of 

certain criteria and standards. The failure of higher educational institutions to solve the 

development problems of enterprises in the conditions of hyperinflation created the necessity 

of mastering new market knowledge and skills in the shortest possible time. The experience of 

economically developed countries also points to the fact that education in entrepreneurship and 

management is one of the most important factors to successfully complete the transition period 

to the market economy (Opatska, S.V., 2002, p.18). Business education is the most dynamic 

segment of the market. However, the foreign experience requires adaptation and rethinking in 

order to apply the integration of Ukrainian education into the world educational space. The 

educational sphere is conservative in principle and it cannot be different. However, business 

education should be the most dynamic sector in the conservative educational field. After all, it 

is closest to the entrepreneurial sphere, its direct partners are those who have to advance the 

new economy (Rakova L., 2011). Business education is one of the most modern and most 

promising directions in providing economic education in the broad sense of the word.  

 

2.1. Factors influencing business education 

Business education occupies a special place within the system of occupational education. On 

the one hand, business education provides the formation and development of human capital, 

which is the basis of innovative transformations of a society characterized by post-industrial 

tendencies. On the other hand, it is business education that actively interacts with another 

institution which is equally important for achievement of the set priorities of innovation 

development - the institution of entrepreneurship (Rakova L., 2011).  
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However, even a brief review of professional economic literature shows that the academic status 

of business education itself is still unclear. Economic education is needed both for heads of 

large state-owned enterprises and organizations and for subordinate executives. And the 

business education is mostly needed for conducting own private business. In the world, business 

education is mainly provided by non-state and private educational institutions – in most cases, 

numerous business schools. In Ukraine, business education is still not regulated even at the 

legislative level. The notion of business education is absent in the Law of Ukraine “On Higher 

Education”. At both the state and private levels, business education should become more 

international in nature (Zhyhylevych O., 2017). Analysing economic factors, it is worth 

pointing out that business education certainly depends on the level of socio-economic 

development of both the world and a certain country. It provides training for managers who 

play a key role in business processes. In addition, according to researchers, economic 

development requires new managers, and depending on the economic situation, the demand for 

educational services is changing; a favourable economic environment usually has a positive 

impact on the development of business education (Shkliaruk K., Bidiuk A., 2014). Formation 

and use of marketing tools is a prerequisite for the successful activities of enterprises using 

them. As for segmentation of consumers in the market of business education, N. Kuznetsova 

insists on the existence of two types of consumers – corporate and individual. (Kuznetsova N., 

2009, p.150) The corporate consumers are divided according to professions (specialties) and 

management levels. The individual ones are differentiated by age, sex, type of occupation, and 

also by features that are similar to corporate consumers. In addition, both types of customers 

are classified according to the resources they are willing to spend on training – time, money, 

and place. This approach is narrow to some extent, since only personal (socio-economic) 

criteria are considered, and the peculiarities of segmentation of industrial enterprises are almost 

not taken into account. S. Filonovych notes that potential customers need different skills 

depending on the level of management. The managers of lower level are interested in improving 

personal efficiency, developing professional skills. In such a case, they often leave the 

possibility to change the job open. The mid-level managers focus on career development, 

solving more complex tasks, and they need knowledge concerning relevant technologies and 

algorithms. The top managers are interested in solving problems of an enterprise. The key issues 

for them are systematic approaches, logic and philosophy, understanding of business, status, 

development of relationships with the external environment, and business communication  

(Filonovych, S., 2004, p.218). Following the scientists who considered this issue, the following 

key factors can be distinguished which have a certain impact on business education, namely: 

economic, socio-demographic and educational in fact. (Shkliaruk K., Bidiuk A., 2014) In 

economic terms, business education is defined as a factor for the development of effective 

entrepreneurship. One of the most important tasks for the development of small and medium-

sized businesses in Ukraine is the use of market-oriented management and the provision of 

professional management by improving the training system of middle and upper-level 

managers. The foregoing suggests that the formation of an effective marketing component for 

the activities of enterprises in the market of business education will not only improve their 

results but also the development of the market as a whole (Borovska, O., 2013). A number of 

important socio-demographic trends affect the modern development processes of business 

education market. The number of prospective university students who intend to obtain at least 

economic education directly depends on the population. The demographic situation in Ukraine 

is characterized by a negative tendency to decrease the population since independence. In recent 

years, there has been a gradual decrease in the number of permanent residents of Ukraine. 

However, an increase in the quality of education will create an influx of those wishing to get 

the economic knowledge. The training of personnel should be an important step towards the 

improvement of staffing resources – the accumulation of not only knowledge but also 
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management skills as well as the creation of conditions for the implementation of continuous 

education – the life-long education in accordance with socio-economic, technological and 

socio-cultural changes in society. The role of the business education system focused on the 

training and professional development of not only managers and functional specialists of large 

companies, but also entrepreneurs representing small and medium-sized businesses, is 

absolutely obvious. It is small and medium-sized businesses which are the foundation of the 

innovative development of the economy, and it is the business education which forms the 

necessary institutional environment for the construction of this foundation (Rakova L., 2011). 

To accomplish the latter goal, it is generally not necessary to master the entire system of 

economic knowledge; the practical orientation of education dominates here and it clearly 

prevails and almost completely displaces the component of the so-called “fundamental 

science”, and hence most of the classical “fundamental education”. The Ukrainian researcher 

Velushchak M. describes the correlation of economic education and business education in the 

United States – the country where business education has received the highest degree of 

development and has proven convincing results – as follows: “Researching the peculiarities of 

the training of specialists in economics in the US, the notions of economic education and 

business education should be distinguished. The economic education is more theoretical and 

provides training for specialists in public institutions, while business schools teach practitioners 

to work in the private sector.” (Velushchak M., 2012, p.170) As we can see, the difference in 

the purpose of studying in the United States is related not so much to theory and practice, but 

to the work in different spheres of the economy: the macro level requires more education which 

gives a more comprehensive vision of economy functioning – namely, as the integral economy 

of a country, and perhaps even as a component of the world economy in all (or at least most of 

them) aspects of its development.  

 

2.2. Formation of business education in Ukraine 

The need for business education emerged in the early 90's, when the economic system changed 

in Ukraine and gradual changes were made in the structure of the national economy. Since at 

the time of declaration of independence, the structure of the profiles for training of specialists 

in certain areas was in line with the needs of the command and administrative economy, the 

current educational level of the population in relation to the conduct of entrepreneurial activities 

is insufficient. Taking into account the changes that have taken place in Ukraine, the topical 

issue is to train the largest part of the able-bodied population for conducting economic activities 

in a market environment. Thus, in Ukraine there is a need to intensify business education (The 

National Business Education Association). The phase of rapid growth in the sphere of business 

education, which is typical for the formation period of the home market of educational services, 

is now being transformed into an organizational phase or a systematization phase. The actuality 

to form and develop the system of business education is obvious, and it should comprise both 

state and non-state institutions of higher occupational education. (Rakova L., 2011). However, 

there is no systematic learning in such combination, that destroys the quality of specialist 

training in certain areas. The absence of such a system is currently the most serious problem 

which impedes the development of this market sector of educational services. The successful 

transition of the national economy to the innovative way of development largely depends on 

the degree of “sensitivity” of the education system to technological progress, that is determined 

by the nature and stability of its relationship with the field of practical activity. The imperfection 

in the processes of practical training of students during their education, which are often of a 

formal nature, a significant gap between theory and practice create an informational vacuum in 

the educational environment. All these factors block the ability to provide high-quality 

professional knowledge demanded by the labour market. The reality requires to introduce a 

practical component into the learning process by developing new forms of cooperation between 
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educational institutions and business. Bilateral agreements should be the key requirement for 

such cooperation, which will include compulsory training at manufacturing enterprises for 

teachers of higher education institutions and the involving the teachers of special disciplines 

for solving their business and economic problems, and establishing quotas of workplaces for 

manufacturing practice with the further employment of students. These opportunities, to a large 

extent, will be determined by the degree of legal autonomy of educational institutions and the 

system of encouraging business to these actions (Krasovska, O., 2012, p.169). In addition, the 

role should be defined with a special attention to the regional education systems, which are 

currently characterized by multi-directional trends. The strengthening of the socio-economic 

role of regions as a whole, that is an objective response to the trends of globalization, is 

accompanied by a relatively passive reaction of regional education authorities, ineffective 

activities of various educational institutions, which are unable to offer competitive educational 

products to consumers. Both occupational education as a whole and business education as an 

integral part of it are undoubtedly the most important factors of economic growth and socio-

economic development at the present stage of the transition to an innovative type of economy. 

Business education should be currently considered as one of the key elements of innovation 

infrastructure. In its turn, the business education sector is also the object of organizational 

innovations focused primarily on the formation of a business education system, increasing the 

effectiveness of interaction between the subjects of business education market at the 

international, national and regional levels (Rakova L., 2011). During the last decade, Ukrainian 

business education has demonstrated the activity, dynamism and abilities associated with the 

assimilation of foreign experience. The significant advantage was the absence of negative 

attitudes toward any managemental schools of science in particular. In a good sense, such 

whateverism made it possible to accumulate the educational experience of managers in both 

American and European business schools. At the same time, some Ukrainian business schools 

have excessive ambitions, which are manifested in the persistent assertion of their own beliefs 

and conceptual approaches. Considering Ukrainian business education in terms of periodization 

of life cycles, it can be boldly claimed that it has already overcome the initial stage. This stage 

is related to conducting short-term seminars and trainings that help to solve topical problems of 

managers as they arise, opening the first long-term programs with the help of foreign 

colleagues. The next stage is the formation of business education. 

 

3. METHODS OF EDUCATION AND BUSINESS EDUCATION PROGRAMS 

Business schools focus on the end user while forming a range of services, but often customer 

expectations are not met due to crude academic programs, incompetence of trainers or 

inadequate price/performance ratio. The advantage of higher education institutions is the 

available research and scientific traditions. At the same time, a new generation of scientific and 

pedagogical personnel is being gradually formed, and they are oriented at the values of market 

economy. In some higher educational establishments, professional teachers are gathered on 

purpose to use innovative techniques for training of management personnel. Due to financial 

difficulties, it is not always possible to provide the educational process with technical means 

and literature. In addition, the training methods and programs with unusual content are more 

expensive to develop and harder to sell in the market. It is much cheaper and easier to use 

conventional traditional education schemes in spite of their inefficiency from the point of view 

of business. The potential consumers are accustomed to such schemes. The risk of mistake is 

also supplemented by the fact that decisions on innovations in business schools in Ukraine are 

taken deliberately in violation of the requirements of state executive authorities (the content of 

programs required by the Ministry of Education and Science of Ukraine). The desire to dictate 

what and how to teach within the framework of programs is also characteristic of the largest 



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

71 

state higher educational institutions which use the Ministry of Education and Science as an 

appropriate tool for monopolization of the market. (Opatska, S.V., 2002, p.8) 

 

3.1. Training of specialists under the MBA program 

In Ukraine, the role of new methodological approaches, educational literature and teachers who 

can take into account the peculiarities of the Ukrainian market, their own consulting practice, 

and are not limited to Western experience is growing. The most important step to minimize the 

stress of that period was the creation of the Ukrainian Association for Development of 

Management and Business Education (UADMBE) in July of 2002, which united 52 educational 

institutions and is constantly working on integrating the efforts of educational institutions and 

businesses in order to introduce modern effective educational and managerial technologies in 

the field of management and business education in Ukraine. The term “business education” is 

traditionally understood as supplementary education programs, the top of which are MBA 

programs. The classical understanding of MBA (Master of Business Administration) is post-

graduate specialized occupational training of managers of the highest qualification in the field 

of business (Tikhonov D., Khazin M., 2013). The qualification of an MBA provides the 

opportunity to work as a middle and senior manager. Those who aim to learn how to effectively 

manage their personnel, to properly organize and develop their business are trying to get an 

MBA degree. An MBA program usually lasts from one to two years. The degree of MBA 

obtained in one of the TOP business schools in the world is the key to the career of a senior 

manager in corporations known throughout the world and the opportunity to fully realize own 

managerial potential (Karpukhina E., 2004, p.81). The problem of qualitative training of 

specialists in the field of management and the formation of relevant criteria for professional 

training of management personnel in these areas is directly related to the current functioning 

conditions of all participants in the social partnership. (Kremenia V., 2004, pp. 132-133) The need 

for specialists with a high level of intellectual and creative activity is growing. This certainly 

appears in the field of occupational education, because it is the sphere where the training of new 

type specialists who are adequate to changing conditions is carried out. Realization of these tasks 

can be facilitated by substantial foreign experience, but it needs adaptation and rethinking in 

order to be applied at the national level taking into account globalization processes and 

integration of Ukrainian education into the world educational space (Obolenska T., 2003, p. 

84). There are about 200,000 students in the world who study annually under MBA programs 

and this figure is constantly increasing. The MBA programs are currently provided in 5 business 

schools in Ukraine, and during the next five years, there are chances for ten more different 

variants of this popular program to appear. Taking into account its specific requirements, it is 

possible that despite its disparity with traditional master's programs, it will create conditions for 

the convergence of Ukrainian education with the requirements of the Bologna Declaration. 

Business education, in addition to acquiring an MBA degree, includes at least 27 specialties. 

(Business education) In addition, it is possible to receive almost the same number of specialties 

at the previous educational qualification level of the bachelor and at the next educational 

qualification level of doctor. Meanwhile, the graduates of MBA are becoming more and more in 

demand on a global basis. However, the demand for specialists with an MBA degree is not 

homogeneous; the increased demand for specialists is observed in countries with high rates of 

economic development. (Shkliaruk K., Bidiuk A., 2014) Moreover, the differentiation of demand 

is increasing. And one of the main trends in the MBA market is the globalization of business 

education and diploma. In the direction of developing higher education and business education, 

the latter is a mediator which links the educational field and practical activities. Higher education 

supplies potential entrants for business schools, and business serves as a “consumer” for business 

school graduates. According to researchers, the more graduates of universities are, the greater the 

personnel base for business education is, and, consequently, the greater the demand for its services 
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is. (Shkliaruk K., Bidiuk A., 2014) The specialists in the field of business education are advise to 

learn in advance. Knowledge should be received today, and it should be applied in practice 

tomorrow.  

 

3.2. Models of business education 

In the field of business education, which is intensively developing in the modern world and 

becoming more international, two main models can be distinguished: German and American. Both 

of them are prototypes for constructing business education systems in other countries. Each of them 

has its own peculiarities. Despite the fact that Americans claim to get the palm of victory for 

their education in economics and business, it originated in Europe. That is why the traditional 

German model is still called continental European. Depending on the practical experience in 

management, the management education is divided into preexperience management education 

and post-experience management education. Students obtain the preexperience education in the 

process of studying in higher educational institutions, where they study law, marketing, 

economics, etc. at the applied level alongside with main subjects. The obtained knowledge 

enables the graduate to be considered as a "qualified manager". The post-experience education 

can be obtained through special short- and medium-term programs of advanced training in 

various spheres of management. The German model of business education surely prepares 

highly skilled managers. This is evidenced by the facts that the countries where the German 

model is used have gained high results in economic development (Karpukhina E., 2004, p.94).  

Based on the traditional and new models in the business world, a so-called mixed model has 

emerged which combines Americanized and Europeanized sectors of business education. 

Training takes place at educational institutions of various types (universities, business schools, 

institutes for continuing education, etc.) in various forms. The mixed model is the most 

widespread business education in many European countries, for example, France and Italy. The 

directions for improving the quality of business education are greatly concerned by the 

Association to Advance Collegiate Schools of Business (AACSB), the European Foundation 

for Management Development (EFMD), which directly develop and implement standards for 

American and European business education institutions; in Central and Eastern Europe, it is the 

Central and East European Management Development Association (CEEMAN) (Krasovska, 

O., 2012, p. 168). The peculiarity of the business education model, which is practically applied 

by all European countries, is the coexistence of the German model, on the one hand, and the 

American model – on the other hand. In essence, it goes about the degree to which the business 

education system of a particular country is Americanized, namely whether it offers MBA 

programs at business schools. The leading role in business education belongs to the Graduate 

Business Schools, which typically carry out all types of business education programs, namely: 

four-year bachelor's programs; two-year MBA programs (on a mandatory basis); one-year 

specialized master's degree programs; three-year (and more) Ph.D. programs as well as 

development programs for managers. It is important that all these programs are considered in 

an inseparable organizational and methodological unity. The European Council for Business 

Education (ECBE) was established with the aim of supporting academic and occupational 

education in business and related fields. It is an international non-profit educational 

organization registered in Brussels as AISBL, an international non-profit organization. ECBE 

provides advice to encourage and support institutions to take on their responsibilities to 

continuously improve educational processes. These services help improve the learning 

environment and career development opportunities for business students. The ECBE mission is 

to support a great number of education and training institutions in their development of 

outstanding, innovative programs that will help students develop their skills, knowledge and 

experience in order to succeed in today's dynamic global economy. Thanks to its accreditation, 

ECBE helps to ensure that accredited members meet the requirements of the European Higher 
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Education Area (EHEA) as outlined in the Bologna Process documents and other EU Directives 

(Welcome to ECBE.EU). In Ukraine, most people mistakenly believe that business education 

exists only for those who want to graduate and eventually build a career in business. However, 

today everyone should understand how the market economy works. That is why it is necessary 

to change the understanding of the role of business in economic development and, accordingly, 

the importance and objectives of business education. Students planning their future activities 

as entrepreneurs must first of all understand the principles of doing business. Young people, 

whose future will be connected with medicine, jurisprudence, and science, must also understand 

that their activities are not likely to be successful without understanding the principles of doing 

business. Such functional divisions of business as marketing, management, accounting, 

production, and finance must work together (The National Business Education Association). 

While fulfilling this task, even the systematic and functional features of management, 

competition inherent to economy, and the pursuit of profit go to the background for some time. 

Therefore, without understanding the educational component of business education, it can be 

easily transformed into a passion for management for the sake of management. While the main 

thing in business education is the urge for business development through human development 

and human development through business development. Therefore, most people preferred to 

study business in Europe. However, the benefits of Western education lose their weight to some 

extent in Ukraine. Despite these difficulties, the demand for business education in Ukraine was 

formed for objective reasons: the need for new knowledge was growing with the development 

of the market and business. And in order to get it in the West, you must perfectly know English 

at least, have the opportunity to go abroad for 1,5-2 years and have the necessary funds for that. 

As a rule, the connections have value in the environment in which a person works constantly.  

 

4. CONCLUSION 

The experts in the field of business education advise to study in advance. Knowledge must be 

received today and applied tomorrow. Learning "with room to grow" will help in the future to 

prevent useless and economically inappropriate repetition of the past. Every person has a sphere 

of immediate development (Karpukhina E., 2004, p. 215). All this testifies to the fact that 

business education, growing in competition with the economic education and on the basis of a 

significant part of the elements from the traditional economic education, is increasingly 

displacing the latter. However, the fact that the greater success in providing business education 

belongs to private institutions attracts attention to the specifics of business management and the 

peculiarities of public administration. Thus, in contrast to the public sector, in private 

institutions, on the one hand, spontaneity and initiative are encouraged much more, and on the 

other hand, the incomparably higher degree of personal responsibility for the quality of the 

result is emphasized. The actuality of business education in domestic practice is countered by 

the almost complete irregularity in providing this extremely important type of modern 

education. The point at issue is that at both the state and private levels, business education 

should become increasingly international in nature. Taking into account the specific 

requirements of business education with all its disparity with traditional master's programs, it 

is possible to create conditions for the convergence of Ukrainian education with the 

requirements of the Bologna Declaration (this refers to the development and spread of the 

European credit system as the basis for assessment and planning of the workload for students - 

the formation of conditions for the possible and effective student exchange, continuing 

education in various business schools, intensive exchange of teachers, the establishment of 

individual system of life learning). According to the Bologna Declaration, this zone is acting 

on a general basis and it should ensure the introduction of two-cycle training, the expansion of 

student mobility and the employment of graduates, the introduction of the credit systems 

necessary for this (accumulation of credit hours according to the ECTS system) and the 
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education quality control, and consequently lead to the increase of competitiveness and 

attractiveness of the European education system. This is one of the main guarantees not only 

for gaining experience but also involving the demand for specialists trained in business 

education to the world market. The lack of full state support in Ukraine is definitely a negative 

phenomenon. Although this means the possibility of developing any forms of business 

education without being regulated, but makes it difficult to provide a state-recognized diploma 

after obtaining such education. At the same time, the development of business education can 

become one of the leading factors in the effective development of the domestic business 

environment. Thus, the experts trained in Ukraine should know the requirements and requests 

for doing business in the world – both for taking on international business projects and for 

effective international mobility of workers and business professionals themselves. The market 

needs international transit of not only goods and services, but also consumers and producers of 

these services. So in business education, the interests of seemingly the fiercest rivals in business 

and the irreconcilable management schools are combined. In such a case, business education 

should be developed both as a special direction of providing higher, second and postgraduate 

education, and as part of all these types of education – based on the consideration of business 

education as lifelong education. 
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ABSTRACT 

It is known that construction composite materials (mortars and concretes based on mineral or 

organic cements, slips for making ceramics, coating compositions and many other such 

dispersions) may be approached as self-organizing systems, the evolution of which in time and 

space is accompanied by apparition of dissipative structures. Since most above-named systems 

are characterised by stick-slip phenomena conditioned by interruption of continuity in 

developing processes of various types, it is proposed to enrich the synergetic approach to 

studying structure formation particularities with methods of catastrophe theory, which is 

studying sudden qualitative system reformations resulting from smooth change of external 

conditions or internal properties. For a number of years, the author, under scientific guidance 

and with consultations of the chief of Laboratory of High Concentration Disperse Systems of 

the Institute of Physical Chemistry and Electrochemistry of the Russian Science Academy, 

member of the Russian Academy of Natural Sciences, Doctor of Chemistry N.B. Uriev, have 

been conducting research with aim of determining the consistent pattern of formation, stability 

and decomposition of structured disperse systems in heterogeneous chemical technological 

processes of making construction materials with predetermined structure and predictable 

performance indicators while reducing resource consumption for their production. Research 

program includes solution of tasks connected to description and analysis of such phenomena 

when increasing the intensity of technological treatment leads to qualitatively new system 

behaviour. Methodological base of research is the analysis of processes of disperse systems 

structure formation in dynamical and static conditions from the point of view of synergetics and 

catastrophe theory. Understanding the nature of dispersions abnormal rheological behaviour 

uncovers the possibility of implementation of optimal dynamic condition of the system and 

corresponding level of isotropic decomposition of the structure, which is the necessary 

condition for obtaining materials with requested properties. Therefore, the matter of 

informational interpretation of non-trivial viscosimetric data has practical importance for 

solving many material science tasks. Use of new ideas for disperse systems evolution under 

conditions of different technological operations let us raise physics-chemical processes 

modeling to the new level to create modern compositions. 

Keywords: Catastrophe Theory, Structure Formation, Systems. 

 

1. INTRODUCTION 

As is known, mortars and concretes based on mineral or organic binders and a great variety of 

building materials are typical dispersion composites. The technology of obtaining such 

materials on the basis of disperse systems is characterized by a number of general and typical 

processes associated with interaction and mutual distribution of dispersion phases [8–10]. Such 

processes as mixing, transportation, compaction, de-compaction, deformation of basic disperse 

systems are inevitably accompanied by the formation and disintegration of dispersion 

structures. These distinctive features of the cross-linking of highly concentrated and highly 

dispersed systems, under the conditions of dynamic influences, radically influence the 

technology of high-quality dispersion composite materials. In this regard, the solution of the 

complex problem of obtaining the majority of construction composites with a given structure 

and predictable performance criteria while reducing the resource intensity for their production 
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is inextricably linked with theoretical and experimental studies in the field of physics-chemistry 

of initial disperse systems. For  most  structured disperse systems in a variety of heterogeneous 

chemical-technological processes of the production of composite materials carried out during 

forced convective diffusion of dispersion phases, the non-equilibrium dynamic state is 

predominant. Therefore, the determining elements of regulation of these processes should be 

based on modern concepts and principles of physical and chemical dynamics – the new physics-

chemistry scientific direction of disperse systems developed in recent years by N.B. Uriev and 

his school [9]. The physics-chemical dynamics of disperse systems mainly considers the 

dynamic processes taking place in the aggregate of particles of disperse phases connected by 

the action of dispersion forces into the spatial structural grid; the mechanism of the decay of 

such structures under dynamic conditions with the formation of aggregates out of them; their 

development, mutual interaction and interaction with the dispersion medium (up to the 

disintegration into separate particles with the release of the dispersion medium immobilized in 

them). Along with the processes of destruction of the structure of aggregates within the 

framework of physical-chemical dynamics, reverse processes of the formation of structures 

under conditions of dynamic influences on the system are also considered. The basis of the 

physicochemical dynamics of structured dispersions consists essentially of the understanding 

of the laws and methods for implementation of the optimal dynamic state of systems. It is in 

this case that the lowest viscosity level and the corresponding maximum fluidity of the 

maximally and isotropic ally destroyed structure (equiprobably in terms of the volume of the 

system) may be achieved, which is a necessary condition for obtaining materials with specified 

properties. To describe the processes of development of disperse structures under dynamic 

conditions, the methods based on rheological measurements are traditionally used with the 

plotting and analyzing of complete process curves. Understanding the nature of the anomalous 

rheological behavior of dispersions provides the opportunity of creating a controlled isotropic 

dynamic state; it serves as the background on which the main technological process is carried 

out [9]. In this regard, the question of an informative analysis of non-trivial results of the study 

of the dynamics of contact interactions between particles of disperse phases, processes of 

structure formation and disruption of dispersions under dynamic conditions is practically 

significant for optimizing the technology of composites. In this view, a number of questions 

related to various aspects of the structure formation of dispersions in dynamic conditions are 

considered, with the use of modern concepts of the evolution of disperse structures, considering 

them as the realization of a particular variety of a limited number of laws for the development 

of complex systems of any nature. 

 

2. ANOMALY RHEOLOGICAL BEHAVIOR OF THE DISPERSE SYSTEMS AND 

MATERIALS  

As indicated in [8–10], the production of dense, strong and durable composite materials is 

largely determined by the conditions for the formation of the structure upon mixing. The 

overriding importance of mixing in comparison with other technological processes is regulated 

by the fact that the basics of the future structure are laid already in the course of the mutual 

distribution of the constituent components during shear deformation due to rotation of the 

machine's mixing organs. Description of the behavior of most disperse systems during mixing, 

as well as in a variety of chemical-technological processes carried out during forced convective 

diffusion of disperse phases, consists in constructing a complete rheological process curve. 

Since shear deformation occurs during mixing, the behavior of the disperse system in the gap 

between the coaxial cylinders of the rotational viscometer may to some extent simulate this 

operation. Such curves, obtained with the help of rotational viscometers, show the dependence 

of the effective shear viscosity η on the  deformation rate gradient  έ or the shear stress Р with 

the obligatory realization of the isotropy of the destruction of the system located in the 
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measuring cell. Under such conditions, a shear with a given intensity extends over the entire 

gap («pure homogeneous shear» under Rebinder), which determines the isotropic character of 

the structure breakdown. In accordance with the known classification proposed by  Bartenev 

and Ermilova [3], the existence of the flow curves of two types is typical of structured disperse 

systems. A single-valued dependence of viscosity and the shear rate gradient on stress is typical 

of fairly well-studied flow curves of type I. For less studied type II curves, one observes regions 

of viscosity variation or the rate of deformation  development corresponding to an ambiguous 

change in stress, that is, a drop of P in a certain range of  έ values. Such an anomalous effect is 

manifested in the S-shaped flow curves. Rebinder et al. [1] obtained the S-shaped flow curves 

for some clay suspensions that were investigated by Bartenev and Ermilova [2] and explained 

in terms of the proposed molecular-kinetic theory of a non-Newtonian flow (Fig. 1).  

 

Figure 1: Dependence of logarithm of  viscosity η from shear stress P for 10% suspension of 

Na-bentonite; η0 is the highest viscosity of a virtyally undestroyed structure, and ηm  is the 

least viscosity of the completely destroyed structure (Bartenev, G.M. and Ermiliva, N. V., 

Colloid Journal,1967, vol. 29, No. 6, p. 775 ) 

 

It should be noted that compliance with the “pure homogeneous shear” in the general case is 

violated when a certain critical concentration of elements of microinhomogeneities in the 

volume of the system is reached and exceeded. The deformation of the systems therewith is 

accompanied by an irreversible local aperture of continuity. As a result, the shift does not extend 

over the entire gap, but is realized in a relatively thin layer while maintaining an undisturbed or 

far less disturbed structure in zones immediately adjacent to the discontinuity surfaces. This 

effect means a violation of the continuum in changing the linear velocity over the cross section 

of the gap when the strain rate is exceeded. The anomaly of the shear flow process characterized 

by the type II curves as a consequence of a local structure discontinuity (i.e., when the shear 

flow is not distributed over the system bulk) was presumably for the first time interpreted in 

[8]. The theory of this phenomenon  was elaborated in [10] on the basis of notions about the 

presence of local structural microinhomogeneities, whose coalescence under the shear 

conditions determines  the nucleation of a macroingomogeneity; it was also based on the 

comparison  of  relaxation times of processes  taking  place  near the discontinuity  nucleus 

during its development. The proposed approach rather accurately  describes the main singularity 

of the   η ( P )  curve for concentrated suspensions, namely, the appearance of a «plateau»  

region   associated  with  the formation of discontinuity  at low  P  values.  The  discontinuity 

is experimentally detected from the abrupt drop of shear  stress  on reaching  the  critical, for a 

given system, deformation  rate έc  as it increases within a very  narrow  range. The subsequent 

increase in  P   with  έ  reflects  the behavior of a system merely in the discontinuity  region  
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rather than  throughout its bulk. Thus, the shear deformation of disperse systems in the gap of 

coaxial cylinders leads to a significant rearrangement of the microstructure with the formation 

and development of one or several local shear zones, depending on the concentration of the 

dispersion phase in the dispersion medium. One of the possible factors for the appearance of 

local slip zones, equivalent to aperture of continuity, is a jump in concentration near the 

boundary of the macroinhomogeneity formed during deformation. The hypothesis about such 

a mechanism of destruction in the shear flow was confirmed in [10]  by microphotographs of 

the structure of aqueous dispersions of calcium bentonite. The kind of discontinuity thereby 

strongly depends  on the solid-phase content in the dispersion  medium and correlates   with the 

graphically general view of the dependence of the structure strength on the particle 

concentration. The following variants are possible: true discontinuity under the conditions of 

liquid-phase deficiency (φ >> φ2c); the formation  of one (φ ≥  φ2c) or several (φ << φ2c) slip 

zones at an excess content of the liquid phase with the formation of solid-like layers (φ2c  is the 

second concentration corresponding to the onset of a sharp strengthening of the structure). The 

appearance of discontinuity and its subsequent development during deformation  exclude [8] 

the shear distribution  over the system bulk, which makes  it  impossible to reach  the minimal 

level of viscosity and the total failure  of the structure. Such a phenomenon leads to a 

misrepresentation of measurement results and, accordingly, to the impossibility of plotting the 

total flow curve. This is evidenced [10] by the reproducibility of flow curves in the case of 

downward and upward motion (the presence of hysteresis loops). This effect is most 

pronounced at φ > φ2c. Thus, under dynamic non-equilibrium conditions, qualitative changes 

are observed in the behavior of disperse systems with an increasing intensity of external action: 

the original structure  is destroyed, and a new, laminar structure is formed. This phenomenon 

is reflected in an unusual run of flow curves.  

 

3. MODELING OF SOME FEATURES OF STRUCTURE FORMATION OF THE 

DISPERSE SYSTEMS AND MATERIALS  

To further develop the notions on the laws and mechanism of formation, stability, and 

destruction of structured dispersions, it is expedient to add [7] to the explanation of their 

possible anomalous behavior as a specificity of coagulation under dynamic conditions the 

analysis  of the processes in terms  of synergetics and the theory of catastrophes taken together. 

As is known, synergetics deals [4, 5] with the investigation of the processes of self-organization 

of structures of various nature formed in systems that are far from equilibrium, and the theory 

of catastrophes describes  [6]  those threshold situations in which dissipative self-organized 

structures arise, are maintained, and lose stability. Within the framework of this approach, 

disperse systems under dynamic conditions are interpreted  as self-organized  systems whose 

evolution in space and time is accompanied by the formation  of dissipative structures. It should 

be noted that whole variety of real stepwise changes of states of such systems (their qualitative 

restructuring) caused by smoothly varying external actions is described by a small finite number 

of canonical models – catastrophes. Because the catastrophe theory provides a method to 

simulate some violations of the continuous development of various processes, it was suggested 

[7] to interpret possible forms of the manifestation of qualitative structural changes in the shear 

flow as catastrophes. The S-shaped inflections of flow curves (Fig. 1) illustrate the radical 

changes in the character of the flow of structured disperse systems. Hence, it is assumed that 

their anomalous run is identical to that of the standard curve of stationary states [4]. This fact 

permits the existence of three stationary regimes with the same values of some (master) 

parameter, thereby making hysteresis phenomena possible [5, 6]. The  inflection points of the 

curve correspond to bifurcation parameters, at which the number of   stationary states changes 

in a jumpwise fashion («catastrophically») with a simultaneous change in the type of stability. 

Moreover, the unstable states in the middle part of the curve are virtually never realized in real 
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systems. Thus, the features typical of the flow curves II are inherent to the curve of stationary 

states. It should be noted that this analogy is presumably both apparent and meaningful. In 

accordance with [3], two stable and one unstable flow regimes are observed (Fig. 1) in some 

zone of drastic drop of viscosity at the same shear stress. Consequently, it can be assumed that 

the theoretical S-shaped dependence adequately reproduces the real pattern of the loss of the 

original flow stability and transition to a new stable regime. Such an assumption allows to 

predict the character of flow curves in the situations where it is difficult to obtain experimental 

data. In the case of rheological curves on which the region of recovery of stresses is due to the 

discontinuity [2, 3],  this model takes into account the phenomenon of stepwise transition of a 

deformable system from the state with a practically undestroyed structure to a qualitatively new 

state with a specific (layered) kind of destruction. The «threshold» stresses  at which changes 

in the shape of rheological curves are noted are considered as bifurcation stresses. The 

anomalous portion between the bend points corresponds to unrealizable states of the volume 

isotropic damage of the structure, since a full rheological curve in the region where the effective 

viscosity changes from ηmax to ηmin  can only be obtained [10] when «pure homogeneous shear» 

is realized. The lower part of  graphical dependence corresponds to distorted measurement data 

describing actually only the processes of friction between the layers confined by the slipping 

surfaces and a possible partial failure of the structure in the zones adjacent to the facture. In 

accordance with the experimental data, such an approach allows to interpret the jump on a flow 

curve as a consequence of the development of macroinhomogeneity, namely, discontinuity, 

from the microinhomogeneities of dispersion structure under external action [10]. As was 

shown in [8–10], for some systems, one can obtain the set of flow curves that are characterized 

by even more pronounced  S-shaped pattern with increasing concentration of the solid phase. 

In particular, this tendency is clearly observed in the flow of an aqueous calcium bentonite 

dispersion. It is proposed [7] to employ the «ruffle» catastrophe for studying the peculiarities 

of shear flow, since the considered curve of stationary  states represents  the cross sections of 

this model at fixed φ values (Fig. 2). The catastrophe of such a type describes the investigated 

process using one state variable (η or έ), two master parameters  P and φ and represented  by a 

qualitative model (surface) in the 3D space of these generalized coordinates. The most 

interesting property of a given surface is the presence of two fold lines  beginning at the so-

called ruffle point  B  and forming a bifurcation curve (semi-cubic    parabola with the tip at 

point B1) on the plane of master parameters  P, φ. These points correspond [8] to the first critical 

concentration  φ0. On reaching the latter, 3D network starts to form, and the anomalies are 

observed in the flow of disperse system. The stable stationary  regimes  geometrically 

correspond to the points on the surface of manifold of the catastrophe  «ruffle», that lie on the 

upper and lower sheets outside  the fold curve, whereas the unstable regimes, to the points on 

the middle sheet inside the fold curve (the region of inaccessibility which may presumably be 

treated as a zone of unrealizable states of isotropic failure even with increasing intensity of 

external effects). 
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Figure 2: The schematic representation of the dependence of viscosity η of the aqueous 

calcium bentonite dispersion on shear stress P and the content of dispersed  phase φ 

(the "ruffle" model, the principle  of maximal delay); 1 and  2 are fold lines; 3 is the cross 

sections model; B is the  ruffle point; 4 is the bifurcation curve; B1 is the bifurcation point 

 

Qualitative diversity of the system is determined by various combinations of master parameters. 

In the considered case, the parameter φ is called splitting  parameter, since, on exceeding its 

critical value, the model surface is splitted up into two sheets, i.e., its variation controls the 

probability of ambiguity of η(P) function and the emergence of jumps. If the condition (φ > φ0) 

is fulfilled, then, on varying the second (normal) master parameter P, the right-hand edge of the 

ruffle is reached. This leads to a jump from one stable stationary flow regime with a virtually 

undestroyed structure on the upper sheet to another stable stationary regime having local 

slipping zones on the lower sheet. The fold lines (the right- and left-hand ruffle edges) 

correspond precisely to those combinations of master parameters that initiate the jumpwise state 

variations. Such a representation, combining the whole set of possible variants of the 

aforementioned flow curves in one scheme, is in good agreement [10] with the known 

experimental results and provides fairly complete information on the qualitative changes in the 

rheological behavior of disperse systems upon a continuous shear deformation due to 

discontinuities. It should be noted that in modeling real situations with sudden catastrophic 

changes of regimes, it is necessary to take into account [5, 6] the presence of two main directions 

connecting  the geometry of catastrophes to the system being investigated (maximal delay and 

Maxwell principles). The choice of one of the principles is determined by the nature of the 

phenomenon itself. For instance, in the above-considered case, the first principle is realized  

according to use it, in particular, in describing and analyzing phenomena associated with the 

loss of physicochemical stability and hysteresis effects [9, 10]. Hysteresis is [5, 6] one of the 

basis qualitative features of the ruffle-type catastrophe in the case of using the principle of 

maximal delay. As mentioned above, structured dispersions away from the thermodynamic 

equilibrium in the field of external actions are typical synergetic dissipative systems. In the 

course of their evolution, under dynamic conditions, a considerable reorganization of the 
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microstructure at a certain critical value of the velocity of shear (parameter corresponding to 

the bifurcation point) occurs. The initial structure is split into layers (i.e., local volumes bounded 

by the slip surfaces). Inside   these  volumes  contacts between dispersed-phase particles are not 

broken and the degree of nonuniformity, which corresponded to the moment of the appearance 

of the initial (static) structure in the systems, is preserved. A breakage of cross-links, with 

respect to the flow direction, between the structural elements of the initial cellular-type space 

mesh and a displacement of the liquid phase from the spacing between particles when the cell 

boundaries break down are observed. There is a clear tendency for a transformation of the 

cellular structure to a layer structure, which becomes most pronounced when the solid phase 

concentration decreases with in  limits sufficient for self-organization. The cells extend in the 

shear direction and dissipative layer structures are formed. The development of these structures 

was preceded [8–10] by a compaction in local volumes of particle microaggregates wit a 

gradual formation of shear planes in the zones of the largest aggregations of packing defects. 

Thus, at a deformation in disperse system irreversible processes of restructuring caused by the 

cooperative interaction of defects can proceed [5]. A deformable  dispersion with  defects 

(initial local imperfections)  displays a behavior which can be represented as an asymmetric 

bifurcation diagram. In terms of the theory of catastrophes to such an evolution pattern there   

corresponds the above-mentioned assembly-type catastrophe («ruffle» model). It also seems 

informative to describe the mechanism of layering of disperse systems as a process of formation 

of contrast dissipative structures. Since for the  existence of such a structure the presence of a 

set of « activator-inhibitor»-type parameters in the literal sense is not necessary, it is expedient 

to consider, as a deforming variable, the initial nonuniformity. Consequently, the moment of 

the appearance of a layering is a precursor of the transition tj the accumulation of reversible 

damages under the action of external force fields. The superposition on a deformable system 

of a vibration with optimum parameters radically changes  [8] the  character of its destruction 

in the shear flow. A destruction of compacted layers with an avalanche formation of  

microaggregates of particles with simultaneous formation of a structure in the form of cells 

with loosened coagulation contacts  is observed, and the slip zones thereby disappear. From 

the point of synergetics such an effect can be explained [7] by the increase in the degree of 

nonequilibrium of the system under an additionalaction of the vibration, as a result of which 

the structure is shredded, as a rule. This interpretation is in qualitative agreement with 

experimental results: a combination of a continuous shear wich an oscillation orthogonaly 

directed to it causes  [8–10] the structure to break down into aggregates whose size decreases 

and  whose number increases with increasing vibration intensity I = a2 w3 (a is the oscillation 

amplitude and w is the circular frequency). It is assumed that the «ruffle» model, located as 

indicated in Fig. 3, clearly illustrates the peculiarities of structural changes in disperse systems 

with increasing I that are manifested in the reconstruction of flow curves. 
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Figure 3:The transformation of flow curves  έ (P) with increasing  vibration intensity  I  upon 

the orthogonal  oscillation (the «ruffle» model );the  rheological dependences and 

corresponding dispersion  structures:(1) without vibration and (2) during  the  vibration with 

optimal parameters 

 

To this day, there is a large volume collected of the results of experimental studies on structure 

changes in various dispersions serving as base for production of most construction materials. 

The analysis of collected information revealed that there is an entire category of stick-slip 

phenomena, the case history of which is represented by S-type inflections on rheological, 

kinetic and other curves. We must also note that besides  S-types there is a range of other 

characteristics ("flags") pointing to applicability of the methods of catastrophe theory to 

studying certain processes initiating the apparition of interruptions in system development.  

 

4. CONCLUSION 

The main component of physicochemical dynamics is the dynamics of contact interactions 

between particles, which determines the patterns of destruction and the mechanism of 

formation, stability of structures in disperse systems under dynamic conditions. Since building 

composites may be interpreted as self-organizing systems, the evolution of which in space and 

time is accompanied by the formation of dissipative structures, it is advisable to add the 

establishment of these patterns with the accepted instrumental methods of research with their 

description from a single point of view and in a single topological scheme. Thus, raptures of 

the continuity of the developing processes of various types may be represented in the form of 

standard catastrophes, which are consistent with the models of dissipative structures. This fact 

testifies to the stability of topological models of the «fold» and «ruffle» type, (ie, to the 

suitability for describing real systems). The identification of clearly distinguishable geometric 

structures in the experimental graphical dependencies allows for the conclusion on the general 

nature of the phenomena under consideration.  



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

84 

In addition, an understanding of the qualitative aspect of the non-trivial effects found provides 

an important starting point for further studies of dispersion sin critical production situations that 

arise when composites are made on their basis. For the further development of ideas about the 

regularities and mechanism of formation, stability and destruction of the above dispersions, it 

is expedient to supplement the modeling of the processes of structure formation, based on the 

idea of qualitative leaps in the behavior of the object, with the assumption of a possible soft 

character of the bifurcation. This approach will allow to expand the range of tasks related to the 

optimization of the system operation modes in heterogeneous technological processes of 

generating a variety of building composites. 
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ABSTRACT 

Efficient written communication, in accordance to the highest standards in this area, is a very 

important element of building relations of a large organization with clients. It refers 

particularly to the mail merge communication. In this context large companies identify the need 

of a deeper analysis of purchasing behavior of consumers, their preferences and ways of 

perceiving and understanding written letters. Institutional customers have different 

expectations, less time, other habits than individual customers. The objective of the paper is to 

identify and adapt key elements of written communication of a large company with institutional 

clients to their preferences. The paper reviews the available literature about 

B2B  communication and contains the results of a qualitative research conducted by the authors 

in a cooperation with a large energy company in Poland. As the result, the paper indicates the 

universal principles of constructing written communications for institutional consumers. 

Keywords: Qualitative research, Institutional consumers, Written communication 

 

1. INTRODUCTION 

Contemporary business-to-business (B2B) industry markets are characterized primarily by the 

presence of highly qualified clients, making rational decisions on a strongly competitive global 

market. Operating companies and institutions should now more than ever should direct a unified 

and professional message to their recipients. The style of communication chosen should be 

consistently applied. Lack of discipline and uniform standards means that the messages sent by 

individuals from the organization are not consistent with each other. It does not build a 

professional image and a strong brand. Managers note the growing impact of effective 

communication on customer relationships and profits. In recent years, the communication 

model and its place in business processes have changed. Companies work in design or in matrix 

structures. Employees have a more flexible range of responsibilities. The manager has more to 

do when it comes to effective people management - they must clearly define tasks, delegate 

them, motivate or build the team's position in the organization. They cannot always do it in 

person, and the written form requires specific skills. Written communication is an important 

element of business process management. Its aim is to influence the recipients, convince them 

to their own point of view or trigger a specific action (Padzik-Wołos, 2015). The analysis of 

written documentation must be clearly embedded within the context in which it is written: 
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successful inference is based on this premise (Clarke, 1999, p. 112). Such demanding business 

circumstances force the definition of corporate communication procedures and standards be in 

line with the concept and identity of the brand. All types of communication in the company and 

with clients should be characterozed by visible professionalism, but they should reflect the 

company's values and create the desired company image. From the point of view of effective 

communication, it is important to shape the message so that it is properly understood, to 

determine what permanent elements such correspondence should contain and how to plan the 

writing visually. For this reason, qualitative research was carried out in cooperation with a 

Polish large energy company (electricity seller, one of the five largest energy sellers in Poland). 

The energy company, which has about 2 million customers, sends thousands of letters every 

day, and every employee dealing in written correspondence responds to dozens of customer 

inquiries. This makes it necessary to use ready-made response templates that employees can 

further modify. It is important that these templates are professionally prepared, easy to 

personalize and, above all, adapted to the changing expectations of customers. This article is 

the third publication in the series devoted to written communication. The purpose of the article 

is to identify key elements of written communication and to adapt them to the preferences of 

institutional clients. Consumer segments were distinguished in the research to examine their 

preferences and find out what different expectations have different customer groups. The article 

will analyze the results of the survey on institutional clients. In addition, the study included an 

analysis of the behavior of two segments of the individual clients market, broken down into 

young and mature clients (see research methodology), and their results will be presented in 

separate publications.  

 

2. SPECIFIC NATURE OF WRITTEN COMMUNICATION IN B2B RELATION 

Written communication in B2B is the subject of analyzes carried out by only a few researchers. 

Yet, efficient written communications have become increasingly important to public and 

private sectors managers faced with reading an ever-increasing number of documents (Suchan, 

Colucci, 1989, p. 454). In the literature, written communication is often considered as a part of 

formal communication. According to Daft and Lengel (1984), formal communication primarily 

involves text-based letters and documents, while informal communication involves F2F 

meetings. Formal communication is essential to carrying out established routines while 

informal is necessary for developing these routines (Murphy, Sashi, 2018). Formal 

communication are transmitted in structure traceable and verifiable settings, which may induce 

stronger perceptions of source credibility, security in interactions and attenuate ambiguity in 

information transmission. Moreover, since formal communication is essential for routine 

transactions and coordination activities formality impacts receiver's perception of quality of 

communication as well as their satisfaction with it (Hossain, Chonko, 2018). The importance 

of communication is recognized in literature on B2B marketing and is often associated with 

building relations. In fact, communication is one of the most effective relationship building 

strategies and a key determinant of outcomes in business-to-business (B2B) relationships 

(Murphy, Sashi, 2018). However few studies have examined the link between written 

communication and relationship perceptions. Yet understanding the establishment of this link 

is a necessary precursor for the development of concrete relationship management strategies 

(Raciti, Dagger, 2010). In mature business-to-business (B2B) markets, relationship 

maintenance is very important if firms want to increase their market share and profits. Firms 

have to satisfy customers in each interaction, thereby building stable long-term relationships 

and preventing customers from switching (Chang,Wang, Chih, Tsai, 2012). An important 

aspect of building and maintaining customer relationships is the communication that takes place 

between the service provider and customer. Indeed, communication plays an important role in 

sustaining customer relationships in so far as relationship marketing is largely about conveying 
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to the customer how important they are to the service organisation and imparting a sense of 

closeness and intimacy that binds the relationship (Raciti, Dagger, 2010). The knowledge effect 

is a tendency of individuals to assume that their own knowledge is shared by others (Hayes, 

Bajzek, 2008). Within the traditional communications model of encoding, transmitting and 

decoding of written communications, observant analysis can be made of the text to determine 

the underlying themes and emphases. This is an advantage because it does not interfere with 

the communication process and therefore does not affect the results of the communication 

directly. It is necessary to match the message, vocabulary and form to the circumstances, so as 

to use this form of expression for the best communication with its addressees [Simerson, Venn, 

2010, p. 197]. The analysis of written documentation must be clearly embedded within the 

context it is written: It should be remembered that the business customer is looking for solutions 

that will help them: minimize the risk of failure, save time, which they have too little, reduce 

the workload and finally increase the chances of success. Many entrepreneurs prefer e-mails, 

Twitter and traditional mail communication in their communication with clients, stressing at 

the same time that everyone should choose such written communication tools that are suitable 

for them due to the nature of the operation in B2B (Łodyga, 2014). Levels of satisfaction for 

leaner methods of information exchange e.g. email, written communication are also fairly high 

as they allowed informants to deliberate and convey information in a logical manner, without 

interruption (Mason, Leek, 2012). Suppliers can design and communicate strong value 

propositions, while customers will participate in the product use or service application, part of 

the value creation process. Another context is the use of Big Data - establishing methodologies 

to manage Big Data availability will impulse to close the gap between B2B marketers' 

challenges and scientific research (Cortez, Johnston, 2017). The essence of the purchasing 

process in B2B lies primarily in the diversification of decision-makers. While in the case of 

consumers we can easily create a customer profile and thus customize the offer, in the case of 

B2B (especially advanced products or services), we deal with completely different decision-

making people - from the independent board decisions to building interdisciplinary teams made 

up of people with completely different needs for the project (Kraus, 2015). B2B communication 

takes on an entirely new meaning here. Although the term "business" may cover very different 

target groups - from corporations to large companies to representatives of the SME sector - we 

must remember that there is always a human being on the other side. It is true that their 

motivations are slightly different from those that lead a B2C consumer to buy, but their senses 

function in the same way (Mróz, 2015). It should be remembered that regardless of whether 

messages are created for an individual or business client, the message goes to a man who, 

through the company's goals, also pursues their own goals and aspirations, and every day 

struggles with the problems and challenges posed by their employer and clients (Łodyga, 2014). 

In the B2B segment, 90% of activities should be focused on educating the recipient and 

providing them with valuable content, thanks to which they will be able to increase their 

significance in the organization in which they work. Only 10% of all transfers should be strictly 

sales messages. And here comes the second issue: very often people to whom we send B2B 

communication are not decision-makers - for them, in fact, the price is not crucial to make a 

purchasing decision, and a test period is much better offer as they can see whether they made 

the best possible choice for their organization (Sala, 2015).  

 

3. RESEARCH METHODOLOGY 

The conviction of consumer rationality and domination in his/her thinking of cognitive 

processes is visible in most publications on consumer behavior (Kaczmarczyk, 1995, Smyczek, 

Sowa, 2005, Kieżel, 2010, Kieżel, Smyczek 2011, Rudnicki, 2012). B2B consumers are, for a 

reason, extremely demanding: responsibility that is associated with the choices they make 

makes them more cautious and avoid risky transactions.  
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They have the specialist knowledge necessary to properly assess the offer. They are constantly 

monitoring changes on the market, and the search for the ideal product or service begins with a 

comprehensive analysis of available solutions. That is why, when talking about business clients, 

the value of the ability to conduct dialogue with them is often emphasized. The consumer 

becomes a partner and the fulfillment of their needs is a priority (Sala, 2015).This approach to 

the purchase process affects the way marketing research is conducted, directing it to the 

development of qualitative research (Maison, 2015; Tyszka, 2000). The changes observed in 

classical qualitative research (Merton, 1946) are a consequence of two phenomena: thanks to 

the findings in psychology of the last 20 years, which were popularized under the name of 

behavioral economics (Ariely, 2009) and the emergence of new technological solutions that 

allowed relatively easy collection of data from respondents using the Internet, e.g. bulletin 

board or analyzes based on information present in the network (discussion groups or social 

forums), at the same time allowing for careful observation of real feelings and discovering the 

causes of specific behavior and decisions of people. The presented research was conducted in 

Szczecin, in the focus workshop in the Service Inter Lab center from 13.06 to 06.07.2017. The 

authors of this article were responsible for the scenario of the research, selection of respondents 

and moderation of interviews. The energy company provided sample templates of written 

communication and participated in adjusting the scenario of the research to the specifics of the 

industry. People using the services of the energy company, selected in a targeted manner were 

the respondents. Differentiating criteria included: gender, age, education, as well as the type of 

customer - individual or business. In the first stage of the study, three focus group interviews 

(FGI) were conducted - two among individual consumers divided into young people (up to 40 

years of age) and mature people (over 40 years) and one of the company's representatives. 

During the second stage of the study, i.e. the verification stage, two research groups were 

accepted - individual persons and corporate customers. Each group interview (FGI) was 

attended by 7-8 participants, this is the optimal number due to the duration of the study and 

possibility of an effective examination. The objectives of the focus studies and individual 

interviews were as follows: 

Objective 1: Analysis of customer behavior and preferences regarding written communication. 

Objective 2: Analysis of the current state of written communication in visual terms. 

Objective 3: Analysis of selected elements of the written message in terms of its affordability. 

 

The written communication presented during the research included, for example, personalized 

letters based on templates provided by the energy company and which concerned the most 

common cases of correspondence with consumers. 

 

4. DESCRIPTION OF THE CONCLUSIONS 

4.1. General expectations on communication 

4.1.1. Evaluation of the company and the way of communication 

For customers, it is important to be able to quickly and efficiently settle matters in the energy 

company being examined, which in their opinion, despite the large number of customers, 

operates efficiently. The respondents noted the large and free parking at the company's 

headquarters, which is positively evaluated and significantly affects the image of a partner in 

business. What makes cooperation difficult is the complexity of charging service fees (many 

components of the invoice: subscription fee, fixed network charge, variable network charge) 

and extended procedures (for example connection to the network). 

 

4.1.2. Frequency and understanding of the message 

In the case of companies, correspondence is much more frequent than in the case of individual 

clients. The most frequently discussed topics in correspondence with an energy company are 
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letters from customers about the change of address, the ordering of new services or complaints 

about services provided. On the part of the energy company, most often invoices are sent for 

services rendered together with standard letters, tariff changes or information letters. In most 

cases, the letters are understandable, but some of them are written in a more difficult language, 

which according to the respondents, for the average client, it could be difficult to learn. It is 

true that ultimately the writings are understandable, but you have to focus on them a lot and 

read them several times to make everything clear. 

 

4.1.3. Electronic form of correspondence 

Electronic correspondence is preferred by entrepreneurs, they willingly use this form of 

communication, as it improves communication. Using this form of communication between 

companies, according to the participants, allows for better time management. "We decide when 

we pick it up, it does not interfere with our schedule of the day and we do not have to wait for 

the helpline to find out something." In this kind of correspondence, however, all the facilities 

for customers should be used. For example, an e-mail with an invoice attached, the content 

should contain short information about the amount to be paid, payment date and a link to the 

online payment form. The subjects were presented with an example of an e-mail from an energy 

company in the upper part of which was placed an advertisement encouraging the use of e-BOK 

(Electronic Service Office). According to the people surveyed, the pictures with the 

advertisement are too big, they do not always open and then there is empty space in the content, 

which does not look professional. The question of whether such an e-mail could be treated as 

an advertisement and deleted, the respondents answered that it is possible. However, in the case 

of electronic messages, the subject of the message is very important, depending on whether the 

e-mail with the advertisement is not treated as spam or strictly advertising message. There is a 

suggestion to place an ad below the actual content of the message so that it does not interfere 

with the reception of the most important content. The use of SMS communication in a B2B 

relationship can be problematic. The mobile phone is treated as a private thing and the 

respondents believed that not everyone wants business correspondence received on a private 

phone. In many companies, especially small and micro-company, the owners do not have a 

separate telephone or number to handle business matters. Despite these objections, the 

respondents are of the opinion that reminders in the form of text messages about the date of 

invoice payment or reminder in case of missing payment date are helpful. 

 

4.1.4. Contact by electronic service office 

In every letter currently sent to clients by the energy company, there is an incentive to contact 

the Electronic Customer Service Office. Company representatives would prefer this form of 

communication, as it is convenient and does not require additional costs. However, the 

experience of entrepreneurs shows that currently this solution does not work, because the issues 

are dealt with too slowly. Therefore, to speed up the matter, they prefer to send correspondence 

by traditional letter or e-mail. The invoice's paper form is still more often chosen by the 

surveyed entrepreneurs, despite the fact that they are aware that their co-operators prefer the 

electronic version. Representatives of companies expect little incentives to change their habits 

- for example, a subscription fee discount (PLN 1-5) per month. One of the participants gave 

the reason for resigning from dealing with e-BOK. The reason was too laconic email 

information - "We have issued an invoice No. ...". There was no information about the amount, 

account number, payment date. This resulted in an extension of the payment process, because 

you have to log in to the website, enter the access password, which extends the payment period. 

It is worth attaching the invoice to the e-mail in the form of a PDF, because companies and 

invoices must print it anyway to attach it to financial documents. Otherwise, they have to log 

in to e-BOK each time, which they think is too cumbersome. 
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4.1.5. The length of the written communication 

The participants of the study first of all turned their attention to legal paragraphs and too large 

volumes of letters that characterize the letters from the institution. These are the two main 

elements that disturb them in the letters and make it difficult to understand the message. 

According to participants, the mistake is that the letters start with paragraphs that cause 

discouragement and the impression of contact with an impersonal institution. To find the answer 

to the problem that the client has, you have to read many sentences, which takes too much time. 

According to the respondents, if the legal paragraphs must appear in the letter, they may be 

placed at the end of the letter and not as a fragment of the letter. Business clients understood 

the message of the examples presented to them, but they thought that it would be possible to 

write the same in a shorter and simpler language, and the most important information for the 

addressee should be placed at the beginning of the written communication. After reading the 

presented examples, the respondents believe that it would be possible to include their content 

in a few sentences. The letters are generally too long and not all formulations are needed. 

Some of the participants emphasized that they prefer that the writings should be printed 

bilaterally, then the company can actually boast that it is ecological. At the same time, the 

respondents expected page numbering, in which case some addressees may overlook the other 

side of the letter. The surveyed entrepreneurs believed that the page numbers, due to the address 

data in the footer, could be placed in the upper right- hand corner of the letter. 

 

4.1.6. The appearanceof the written communication 

The visual aspect of written correspondence is also important for the surveyed entrepreneurs. 

The spacing between lines should be more compact by using a single leading, but the intervals 

between individual paragraphs can be larger. Thanks to this, individual parts of the written 

communication are better distinguished. For some participants it is important that the text be 

justified, that is, aligned to the right or left side. The respondents prefer that the letter has most 

important information emphasized through the bold font, e.g. the amount and date of payment, 

account number or the validity period of the permit. 

 

4.1.7. Construction of sentences 

Sentences from which messages are built are too long and complex. You have to be very 

concentrated to understand them well. It was proposed that the letters should take the form of a 

short information including 2-3 sentences. Additional, less important aspects may be found 

under the letter (e.g. legal provisions) or on an additional leaflet. Thanks to this, it would be 

easier to read the letter and it would take less time. 

 

4.1.8. Explanation of a complicated procedure 

The respondents pointed out that in the energy company many procedures are too complicated 

for consumers, and the way they are explained in the writings is intricate and unreadable. It 

should be determined step by step what should be done. The respondents suggested the use of 

pictograms illustrating the various stages. The pictogram plays an important role in 

communication today, especially with young people who like to use emoticons. By replacing 

the written word or supplementing it with a graphical element, you can increase the readability 

of the message. The respondents suggested that instead of expanding the content of the 

magazine, it could be accompanied by an additional information leaflet showing the successive 

stages of a complicated but often typical procedure. 
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4.2. Analysis of standard elements of written communication 

4.2.1. Contractor's number 

The participants believed that the contractor's number should be placed in writing, because it is 

used for identification and when referring to the energy supplier. 

 

4.2.2. The phrase "concerns" 

Participants agreed on the legitimacy of including this introduction in the content of the letter. 

They think that it is very helpful in understanding the purpose of correspondence. 

 

4.2.3. Courtesy phrases 

The form of courtesy should be kept, as in the previous correspondence of the company "Dear 

Madam / Dear Sir /", adapted to a specific addressee. The representative of the younger 

generation of entrepreneurs proposes the phrase "Dear Jan", also other younger representatives 

of companies confirm that they do not mind this form. However, more mature company 

representatives believe that it is safer to stay on the official side. In their opinion, some people 

might feel offended by such straight approach. At the end of the written communication, the 

respondents suggest a formal phrase "sincerely". 

 

4.2.4. Signature 

Most of the respondents did not pay attention to the form of the writer. At the same time, the 

respondents admitted that they are currently using the formula, that is, writing in the first person 

plural. Correspondence should be formulated in this way, because the writer represents a large 

organization. Statements - "we checked, analyzed" increase the credibility of the message. 

According to the respondents, the letter should contain a signature and contact with the person 

who is dealing with the case. It would be important to enter the name and surname of the person 

concerned. Facsimile, if it should appear, is expected to be in black. The majority is of the 

opinion that it should not be placed, all you need is information about the name and surname of 

the person sending the letter. The respondents pointed out that there are cases of contact of 

several people in a particular matter from the company, which confuses the recipients. The 

respondents are aware that it would be difficult if each client was assigned a person (client's 

supervisor), but it would be a convenient solution for them. It would be good if a situation that 

would be difficult for the client, for example imposing a penalty or a negative decision, was 

indicated by a specific person who would explain all doubts of the client. For this reason, the 

correspondent should be the person who knows the case. 

 

4.2.5. Legal basis 

Citing legal provisions in the letter by the respondents is perceived as frightening and 

disorienting the recipient, making it difficult to understand the content. Some of the surveyed 

entrepreneurs expect such information, but it can be included in the form of a footnote in the 

content and placed at the bottom of the letter. Entrepreneurs are aware that in the 

correspondence of an energy company, such a recall of regulations is often required by the 

regulator, but in their opinion it should not interfere with the understanding of the content of 

the letter. 

 

4.2.6. Contact information 

The majority of business representatives believe that if the contact information is already 

contained in the footer of the letterhead, it does not need to be repeated in the body of the letter. 

Instead of copying the information in the body of the letter, a contact may be placed to a specific 

person, providing their name and surname, which may be contacted in a given case.  
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This information can also be placed at the signature. The respondents believe that the footer 

with address data is currently the standard closing the letter. 

 

4.2.7. Standard phrases 

"Thank you for contacting the company x." This statement is received positively, as an 

emphasis that the company is open to the customer. "In reply to your letter of ..." This formula 

is useful in extensive correspondence. For the institutions' contact, the number of the letter 

should also be recalled. It is an element of electronic document circulation and it is impossible 

to function without it today. 

 

4.2.8. Advertising of company's products 

Representatives of companies do not like the idea of placing an advertisement on the back of a 

formal letter. The respondents believe that nobody will read it anyway, and the letter loses its 

rank. It's better when an additional leaflet was inserted into the envelope with the letter. 

At the verification stage, changed letters were presented to the respondents, which were adapted 

to the opinions collected from the respondents in the first stage of the study. 

 

4.2.9. Positively evaluated changes in the letters: 

• at the very beginning, the most important information for the client is included, 

• the letters are more concise and clear, 

• organizing content - aligned text, standardized margins, 

• clear separation of individual parts of the written communication, 

• shortened sentences were positively perceived and the most important information was 

selected, 

• a clear step-by-step guide to what to do in difficult procedures, 

• resignation from technical language, 

• contact persons included, thanks to which consumers feel that they are addressed 

individually. 

 

5. CONCLUSION 

Business channels preferred by business clients are e-mail and contact via e-BOK. 

Representatives of companies participating in the survey believe that letters addressed to them 

should be specific and definitely shorter than those currently sent by their energy supplier. It is 

important to explain the "step by step" procedures, avoiding quoting extensive legal 

provisions.The participants of the study were tasked with arranging the letters from the puzzles, 

which suited them best in terms of the distribution of fixed elements, which made it possible to 

match the templates of the letters to their preferences. Entrepreneurs pointed out that they are 

accustomed to certain formats, taught them during school education, for this reason they 

proposed a traditional form of the layout of the content of the written communication (from the 

top of the page): 

• letterhead - containing the logo on top left, 

• unified date format (place, day.month.year), 

• complete customer data together with the number, 

• an explanation of what the letter concerns, 

• welcome phrase, 

• the content of the written communication, 

• farewell phrase, 

• legal aspect at the end in the form of links, 
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• attachments, 

• contacts as a footer in a letter (letterhead: all contact details for the company). 

 

This arrangement results from the traditional formal writing layout. The surveyed entrepreneurs 

also paid attention to the aesthetics of the written communication, so that they look carefully 

and were the hallmark of the company (justified text, unified margins). Business customers 

more often than individual clients apply for additional services or changes in contracts, hence 

correspondence with media suppliers is more frequent. Understanding the content of most of 

the exemplary letters from an energy company was not difficult for them. However, they also 

think that it would be worthwhile to shorten the letters and simplify them so that they would 

not have to spend much time reading them. Many business managers forget that these are people 

that create a company and that they communicate with the environment. A well-informed team, 

familiar with the principles of communication, adequately represents the company outside 

communicating in accordance with accepted standards. If the members of the organization are 

able to communicate effectively with each other and with the environment, their competences 

build the company's strength. In the era of B2B communication dominated by electronic 

communication or traditional mail, written communication skills should be included in the list 

of competitive advantages of the company or at least as a strength in the SWOT analysis. 
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ABSTRACT 

Implementing cloud solutions – as a method to upgrade the adjustment of the company to the 

widely understood stakeholders' and environment needs – to the company's every-day work 

probably affects the centralization and formalization of IT department, but the question arises 

if it affects also the whole company structure – especially its centralization and formalization. 

The purpose of this study is to verify whether the introduction of the cloud technology solutions 

to the manufacturing companies affects the centralization and formalization of the 

organizational structure of the companies. The research method used was the survey (CATI). 

The study was conducted on a sample of 400 Polish production companies. The targeted choice 

sample consisted of the micro, small, medium and large firms that use cloud technology either 

for communication or for core processes. Implementation of the clouds into production 

companies did not affect the centralization of 79.5% of researched companies, the 

centralization increased in 10.5% of companies and decreased in 10% of them. Moreover, 

implementation of the cloud into production companies did not affect the formalization of 

69.5% of researched companies, formalization increased in 20.5% of companies and decreased 

in 10% of them. Exact data have been included in the study. 

Keywords: centralization, clouds, formalization, organization structure 

 

1. INTRODUCTION 

Organizations constantly need to adjust to their environment (Beer, Nohria, 2000, pp. 88-95). 

One of the possible tools that help to keep up with the widely defined business environment 

(stakeholders) is the use of a new technology – cloud computing solution. The absorbance of 

cloud solutions may confirm its importance – 60% of small and medium enterprises have 

purchased at least one cloud service, and 30% have purchased five or more cloud services 

(Avrane-Chopard, Bourgault, Dubey, Moodley, 2014). Over 90% of global enterprises report 

using cloud computing in some part of their business (Right Scale 2015). According to the study 

conducted on nearly 600 manufacturing enterprises from 17 countries by the market research 

firm IDC, manufacturers expected to increase the cloud-services share of their annual IT 

budgets by 27 percent from 2015 to 2017 (Edwards, 2015). There are also estimations, by which 

the transition from spending money on traditional IT to cloud services, the so-called “cloud 

shift”, will grow to more than $216 billion in 2020 (Gartner Says by 2020). In a narrow way, a 

cloud computing may be understood as introducing new IT cloud software to customer service 

– it refers to the “applications, the hardware and software delivered as services over the 

Internet” (Amazon EC2, 2016). Cloud computing is defined by the National Institute of 

Standards and Technology as “a model for enabling ubiquitous, convenient, on-demand 

network access to a shared pool of configurable computing resources (e.g. networks, servers, 

storage, application, and services) that can be rapidly provisioned and released with minimal 

management effort or service provider interaction” (Mell, Grance 2011, p. 2). The broader 

approach seems to be adequate for the aim and scope of this article. The companies where IT 

activities are the core of the business are, of course, familiar with cloud solutions. The level of 

cloud solution acquaintance and absorption is unknown in the case of the branch of production 

companies.  
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They are interesting as the research sample because it is believed that manufacturing companies 

tend to concentrate on upgrading mainly their products to catch up with clients' requirements, 

which is their main concern; the other purposes of technology usage go to the further positions 

on the priority list (The Definitive Guide… 2017). However, the clouds offer a wide variety of 

applications also for manufacturing companies. It may be smart factories (The smart…) or ERP 

systems (Abd Elmonem, Nasr, Geith, 2016) and 3D printing, high-performance computing 

(HPC), the Internet of Things (IoT) and industrial robots (Ezell, Swanson, 2017, Nandgaonkar, 

Raut, 2014; Kussul, Shelestov, Skakun, 2011). Clouds, therefore, may be used for 

communication with the client (e.g. receiving orders, sending orders for raw materials, etc.), 

but also for gathering, analyzing and storage of client data, employees data, retail and marketing 

data, contacts, invoices, direct debits, financial organization data, data related to software 

development or intellectual property. The first purpose is named in this research “the e-mail 

only”. When that list of possible applications is broadened, it is referred to as “more than e-

mails”. If the introduction of clouds to the company is the change like a basic computer program 

change, concerns the change of the tool – the prediction seems to be valid that the company 

internal structure would not change. That kind of change requires, of course, some adjustment, 

perhaps different employees' competencies that may be achieved by additional training or 

change in the number of hardware units, but altogether it will not affect the organizational 

structure of the organizations. Unfortunately, some of the private observations of the author led 

to the question if it is really so. The shift from traditional computing to cloud computing in 

production companies probably entails some changes inside organization structure. As a 

consequence, the research question was set up. The purpose of this study is, therefore, to 

diagnose how the introducing of the cloud solution influences the organizational centralization 

and formalization in production organization. 

 

2. STRUCTURE CHANGE – CENTRALIZATION AND FORMALIZATION 

DIMENSIONS 

As far as modus operandi is concerned, organizations tend to shift towards cloud solutions 

implementation into businesses in the form of mail-boxes, simple data storage in the cloud, and 

also in a larger variety of possibilities (Dunbar, Starbuck, 2006), based on core processes of the 

organization. There exists a large variety of possible shapes of organization. Regardless of the 

sector (production, trade or service), the organizational design type is measured by some 

dimensions that fall into structural and contextual types (Marasi, Bennett, Budden, 2018, 

Albers, Wohlgezogen, Zajac, 2016, Tolbert, Hall, 2009, Pugh, 1973, Pugh, Hickson, Hinings, 

Turner, 1968). Structural dimensions provide labels to describe the internal characteristics of 

the organization. They create a basis for measuring and comparing organizations. Contextual 

dimensions characterize the whole organization, including its size, technology, environment, 

and goals. Since the contextual dimensions can be confusing as they represent both the 

organization and the environment, therefore, the internal part was taken into consideration, that 

is - size and technology. The structural dimensions consist of centralization, formalization, a 

hierarchy of authority, personnel ratios, professionalism, and specialization (Daft, 2015; 

Hunter, 2015). Since centralization refers to the hierarchical level of the authority allowing for 

making a decision, it is measured by the number of decisions (and possible decisions) that are 

to be made on each of organization levels. Decisions may concern simple or complex issues, 

like e.g. purchasing equipment, establishing goals, choosing suppliers, setting prices, hiring 

employees, and deciding on marketing territories. (Marasi, Bennett, Budden, 2018). 

Formalization is measured by the amount of written documentation in the organization, that is 

a number of procedures, job descriptions, regulations, written rules, policy manuals, also simply 

by counting the number of pages of internal documentation within the organization (Toivonen, 

Rivera-Santos, 2016; Bruhn, McKenzie, 2014). 
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The dimension of centralization and formalization were chosen for the purpose of this paper 

because of its limited size. 

 

3. RESEARCH METHOD AND SAMPLE 

The research method used was the CATI survey (computer-assisted telephone interviewing). 

The phone calls were directed to 50 212 companies, the return was from 400 of them, the return 

rate, therefore, equals 0.7966%. The chosen Polish organizations were targeted based on three 

criteria – size, sector and condition whether the cloud solution is used in the company’s 

everyday life. The size criterion imposed a choice of minimum 50 organizations from each size 

group: micro (employing up to 9 persons), small (from 10 to 49 people), medium (50 to 249 

employees) and large (employment above 250). Finally, the sample consists of 50 micro-

companies (12.50 %), 81 small companies (20.25 %), 146 medium companies (36.50 %) and 

123 large enterprises (30.75 %). Only production companies were taken into account. The 

second and third criteria were simply ‘yes’ or ‘no’ answers, in the case of ‘no’ the company 

was excluded from the research. Because of the third condition, all companies use clouds for 

work, but 181 of them only for mailing purposes, 219 use a wider range of possible solutions. 

 

  
Figure 1: The company’s size (left) and the company’s market activity (right) 

 

The dominant range of the company's market activity was established in terms of turnover– the 

sample consists of 4.75% of local companies (area of the county), 3.25% of regional (area of 

the voivodship), 28.25% of national and 63.75% of international companies, see the picture 

above. 

 

4. IMPACT OF CLOUDS ON STRUCTURE AND DESIGN – RESEARCH 

OUTCOMES 

In the majority of companies, the centralization and formalization did not change – 79% and 

69% respectively did not change these dimensions. The decrease in centralization as well as in 

formalization occurred in 10% of companies. The increase in centralization happened in 11% 

of companies, whereas, in formalization, the increase occurred in 21% of them. See Figure 2, 

below. 

 

 

 

 

 

 

Figure following on the next page 

 

12%

20%

37%

31%
micro

small

medium

large

5% 3%

28%

64%

local

regional

national

international



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

98 

  
Figure 2: Change in centralization (left) and formalization (right) of companies that 

implemented cloud solutions (own research) 

 

The statistical values were calcutated by the SPSS program. Unfortunatelly the outcome values 

are statistically insignificant, the dependence is measured by chi-squered measure and the 

strength is measured by V-Cramér’s, the values are shown below each figure. Nevertheless the 

outcomes are interesting. As far as the purpose of the cloud solution is concerned, more 

companies that use clouds for more purposes not only e-mailing faced the increase of 

centralization – 6.00% than those that use clouds only for e-mailing – 4.50% in the researched 

sample. Centralization has decreased more in those companies that use clouds for e-mailing 

only – 6.00% than in those that use clouds for a broader range of purposes – 4.00%. See the 

picture below. Moreover, fewer companies that use clouds for e-mailing find no change – 

34.75% than the companies that use clouds in a large variety of purposes – 44.75%. 

 

N = 400; p = 0.099; Cramér’s V= 0.099 

Figure 3: Centralization versus the purpose of the cloud 

 

The scope of the companies has an impact on decreasing centralization at most in national scope 

organizations – 6.00% of all researched companies and has no impact at all for regional 

companies – 0.00%. The increase of centralization affects at most local scope companies – 

3.00% and have the least impact on international companies – 0.75% of all researched 

companies. It is shown in Figure 4, below. 
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N = 400; p = 0.168; Cramér’s V= 0.119 

Figure 4: Centralization versus the organization scope 

 

Companies of micro size were affected by centralization decrease at most – 3.00%, to a lesser 

extent – medium companies, that is 1.75% of the total number of researched companies. The 

centralization increases at most in large companies – 5.75% of all researched companies and 

the least – in medium companies 1.00% of them, see Figure 5 below. 

 

N = 400; p = 0.176; Cramér’s V= 0.125 

Figure 5: Centralization versus company size 

 

The research outcomes concerning the dimension of formalization are presented below. The 

formalization has changed more in companies that implemented clouds for the purposes wider 

than only e-mails. The formalization decreases less in companies that use clouds for e-mails 

only – 3.25%, comparing to companies that use clouds for a wider range of purposes – 6.75%. 

The formalization increases almost equally in the companies that use clouds for e-mail purposes 

– 10.00% and companies that use clouds for a wider range of purposes – 10.50%. 
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N = 400; p = 0.088; Cramér’s V= 0.088 

Figure 6: Formalization versus the purpose of the cloud 

 

Formalization has changed mostly in companies of international scope – it decreased in 7.75% 

and increased in 14.50% of them. The smallest change has been observed in local and regional 

companies in this order. Formalization has not decreased at all in organizations of local scope 

and in 0.25% companies of regional scope (below the statistical error). Formalisation decreased 

in 0.50% organizations of local and regional scope in the researched sample. The detailed 

percentage is shown in Figure 7 below. 

 

N = 400; p = 0.148; Cramér’s V= 0.104 

Figure 7: Formalization versus the organization scope 

 

Formalization has decreased at most in medium companies – 5.25% and the least in small and 

large-sized organizations – 1.50% of researched companies. On the other hand, formalization 

has increased at most in the medium companies – 7.50% and the least in the micro-sized 

organizations – 3.00% of researched companies. The detailed outcomes are presented in 

Figure 8 below. 
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N = 400; p = 0.153; Cramér’s V= 0.108 

Figure 8: Formalization versus company size 

 

5. CONSLUSION 

There are only 2.50% of companies in which the centralization and formalization increased at 

the same time. There is also 2.75% of companies in which the centralization and formalization 

decreased at the same time. There is a significantly large group of companies – 16.00% - in 

which formalization has increased but there was no change in centralization at the same time. 

Only 4.75% of companies are in opposite position where the centralization has changed but 

there was no change in formalization. 

 

Figure 9: Centralization versus formalization 

 

Moreover, there are 3.25% of companies in wich centralization has increased but formalization 

decreased, and 2.00% of the otherwise situation. To sum up, the 59.50% of researched 

companies had no changes at all in either centralization or formalization after implementing the 

cloud solution to every-day organizational activities.  

7,75%

15,00%

23,75% 23,00%

69,50%

1,75% 1,50%
5,25%

1,50%

10,00%

3,00% 3,75%
7,50% 6,25%

20,50%

0,00%

20,00%

40,00%

60,00%

80,00%

Micro Small Medium Large Total

no change decreased increased

59,50%

5,25%

4,75%

4,00%

2,75%

3,25%

16,00%

2,00%

2,50%

0,00% 10,00% 20,00% 30,00% 40,00% 50,00% 60,00% 70,00%

no change in centralization

centralization decreased

centralization increased

formalization increased formalization decreased no change in formalization



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

102 

That simultaneously means that 40.50% of companies had changes in the organizational 

structure (dimensions of centralization and formalization) after implementing clouds. That may 

lead to the conclusion that introducing clouds is not only a simple change to more modern tools 

that help to conduct common activities of organizations. If the change in tools affects the 

organizational structure, it has to bring some changes in the management of the organization. 

This change requires further research – this is the direction of further, deeper research on the 

subject. 
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ABSTRACT 

The article deals with the concept of "capitalization rate" as a key parameter in assessing the 

value of urban land. A comparative analysis of definitions and methodological approaches to 

determining the rate of capitalization of rental income for urban land in accordance with 

International standards of valuation and national legislation of Ukraine is given. It is shown 

that the capitalization rate is a key indicator in modeling the estimated value of land, as the 

results of the assessment tend to show high sensitivity to it. It is proved that the rate of 

capitalization of rental income for land plots can vary not only in regard to the financial market 

conditions and the risks of economic activity that are relevant for region or country, but also 

even within a city territory, reflecting the spatial heterogeneity of the local risks of real estate 

investments, as well as natural and technogenic risks. 

Keywords: capitalization rate, land valuation, rental income, spatial heterogeneity, urban land 

value 
 

1. INTRODUCTION 

Historical experience testifies to the clarity of the words of one of the founders of the classical 

political economy of the second half of the seventeenth century, William Petty, that for 

humanity "Labor is the Father and active principle of Wealth, as lands are the Mother." Thus, 

the fundamental development of a given subject in time and space by studying the maternal 

properties of the land a priori should enrich the knowledge of humanity. 

 

1.1. Development and transformation of forms of land rent during the XVII-XIX 

centuries 

Incompatibility of ownership and ownership of land, as well as a specific form of assignment 

by the owner (in the non-economic compulsion of the production of products and forcibly 

removing the results of additional labor of the subordinate workers) of income are characteristic 

features of the formation of feudal rent. Meanwhile, by not allowing the perception of the land 

as an object endowed with the decisive properties of capitalized value added and separating the 

land from the means of production created by man, feudalism itself generates a monetary form 

of land rent. The monetary form of land rent for a certain moment even provides for the 

intensive development of the feudal mode of management and finally becomes the basis for the 

development of additional properties of land rent. The theoretical foundations of modern 

understanding of land rent, as a special form of capital, began in the second half of the 

nineteenth century, namely: 

• The theory of the British philosopher and political economist John Stuart Mill states that 

the land, combined with its improvements, is a limited blessing of humanity, which has the 

ability to form a rent - as "price privilege" [p.173; 9]; 
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• The theory of the German economist, philosopher and political journalist Karl Henry Marx, 

described in the paper Capital, suggests an understanding that "land rent can not be 

understood without capital" [p.33; 15]. 

 

1.2. Development and transformation of land ownership in the nineteenth century 

In the capitalist system, the understanding of land ownership was under influence of the 

development of commerce, and, instead of its traditional perception (as a means of agricultural 

production), in the nineteenth century, understanding of land as goods and capital becomes 

widespread. The initial values of goods and capital of this period are based solely on the 

intuitive and situational understanding of the yield of land (land rent), which stimulated the 

formation of socially acceptable concepts and meanings. The aforementioned views were 

proven by the time and at present, the definition of the value characteristics of land as goods 

and capital has received international infrastructure that provides expert-made professional 

appraisers with reliable judgments on the value of real estate. 

 

1.3. Rate of capitalization of land rent as a universal indicator of spatial heterogeneity of 

urban real estate risks 

It should be noted that in the most cited studies on the problem of determining the rate of 

capitalization, it is considered as an interest rate or a return on which capitalized annual net 

income from an investment to establish its capital value at a given date. This approach is used 

in studies of Ambrose (1993) [1], Sivitanides (2001) [2], DiPasquale and Wheaton (1996) [3], 

Evans (1990) [4], Capozza and Helsley (1989) [5], as well as fundamental book of Eckert and 

Gloudemans (1990) [6]. At the same time, the need to apply spatial analysis, GIS and mapping 

in the assessment is emphasized by Krause and Bitter (2012) [7], De Groot (2006) [7]. 

Contemporary land valuation practices of the most significant cities of Ukraine consistently 

show the characteristic localized differences in the market value of similar adjacent and 

intermediate land plots within the integral and homogeneous territories of the urban 

development. Analysis of spatial differences indicates the existence of certain spatial risks 

associated with the yield of real estate, which caused by the variability of current capital value. 

Taking into account the objective of research, the yield of real estate in accordance with the 

requirements of the International Valuation Standards (IVS), achievement of the set goal can 

be ensured within the income approach, the essence of which is that the market value is 

provided by transforming future cash flows (revenues) into a single value of the current cost of 

capital [p. 14; 12]. Accordingly, the only tool for studying the spatial heterogeneity of urban 

real estate yield risks is the land rent capitalization rate – the universal coefficient, based on the 

yield of real estate, through which the market value can be determined quickly and simply. 

 

2. LAND RENT, ITS ESSENCE, TYPES AND MECHANISMS OF CREATION IN 

CITIES 

Scientific and practical search and investigation of the late nineteenth century brought economic 

sense to attract land in the process of capitalist relations not only in the form of goods, but also 

form of capital (with a number of characteristics and features of market economy object) [15]. 

At the beginning of the 20th century, the leader of the neoclassical direction in economic 

science, Alfred Marshall distinguishes three groups of factors of the formation of land rent: the 

natural fertility of the soil; improvement of land at the expense of investments and factors 

influencing the location of land (roads, railways, etc.). In this regard, according to the founder 

of the "Cambridge School" A. Marshall, land rent should not be considered as an isolated 

category, but as the main form of a long series of phenomena with a specific peculiarity, having 

the highest theoretical and practical significance [p.356; 11]. The beginning of the XXI century 

is characterized by the dynamism of the growth of the role of territorial space in social 
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development, which greatly increased the demand for land in general and on the land of urban 

agglomerations and cities in particular. These changes are due to the deepening of the view of 

the territorial space as a complex and variable bio-socio-economic system, endowed with 

peculiarities of the reverse effect on the choice of social trends, decisions and intensity of the 

use of territories [p. 6; 10]. The increased demand for urban real estate and the significant 

limitations of its offer are a classic situation of increasing its value (capitalized rental income 

from such real estate), which usually activates the attraction of investment capital. Meanwhile, 

at the beginning of the XXI century, the nature, types and mechanisms of the formation and 

capitalization of land rent of urban real estate remain poorly researched. 

 

2.1. The essence and types of land rent of urban real estate 

In modern western literature, the term "economic rent" is used, which is a broader notion than 

land rent. In the general sense, economic rent is an additional income that is inelastic on the 

supply of a resource, created by the alternative to obtaining such income with relatively low 

investment in the relevant resource (of course, in comparison with the same investment of 

capital in other resources). With such a definition of economic rent - other types of rent, and in 

the first place, land rent, serve as varieties of economic rent. High market prices for urban real 

estate show the development and fullness of all components of rental income: absolute, 

differential and monopolistic, which provides a better opportunity for research and analytical 

calculations. It should be noted separately that, in the absence of a country for several decades 

of economic stability research, the most objective values of the Market value of real estate 

within a specific limited urban territorial wealth can be determined by studying the types of 

land rent and the specific mechanisms of its formation solely by the income approach. Thus, 

based on the classical perception of land rent as a combination of absolute, differential and 

monopolistic rents, when considering the mechanisms of the formation of land rent of urban 

real estate should distinguish between all three of its types. 

 

2.2. Mechanisms for the creation of certain types of land rent for urban real estate 

The mechanisms of the formation of absolute, differential and monopolistic types of land rent 

of urban real estate usually differ in the feature of the conditions and factors of their formation, 

as well as the specifics of sources of additional income (Table 1). Under the absolute land rent 

of urban real estate should be considered part of the additional income derived from the 

alternative to investing in urban development. The source of this kind of rent is the monopoly 

of private ownership of land and relatively higher returns on the development of urban areas 

than from management in other sectors of the economy. 

 

Table 1: Mechanisms of land rent formation for urban real estate 

Type of land rent Condition Factors Specific source 

Absolute 

Private land ownership and relatively 

higher returns from urban 

development than from other sectors 

of the economy 

Private property 

monopoly 

Surplus of additional income over 

the average indicator of business 

Differential 

Convenience of the location of the 

land and additional investment in land 

improvement 

Monopoly on facility 

Surplus of additional revenue due 

to the attractiveness of the 

location and improvement of real 

estate 

Monopolistic 

Limited and outstanding 

attractiveness of unique fragments of 

urban development (historical, 

cultural, natural, recreational, 

commercial, etc.) 

Monopoly on the 

unique qualities of a 

limited resource 

Surplus of additional income at 

the expense of redistribution of 

profits from other branches of 

economy 



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

107 

Under the differentiated land rent of urban real estate, should be considered part of the 

additional income received from the location of the land plot and additional investments in its 

land improvement. The sources of this kind of rent are the attractiveness of the location within 

the settlement and the state of improving real estate. Under the monopoly land rent of urban 

real estate should be considered part of the additional income, which is obtained through the 

"privilege price", which is characterized by the limited and superbly unique fragments of urban 

areas (historical, cultural, natural, recreational, commercial, etc.). The source of the monopoly 

rent is the social motivation of the prestige of ownership of a highly liquid asset, which 

generates an excess of additional income by redistributing profits from management in other, 

less liquid sectors of the economy. Analysis of the formation of the uniqueness of the value of 

land rent of urban real estate allows us to conclude that: 

• The basis of its formation is the sum of factors of monopoly rights, location, improvement 

and super-attractiveness of the location itself; 

• The sources of its formation are the product of absolute, differential and monopoly surplus 

of additional income. 

 

Realizing the connection between the rental income and the value of urban real estate through 

the rate of capitalization of such income, we consider the methodology for determining the rate 

of capitalization. 

 

3. METHODOLOGY OF DETERMINING CAPITALIZATION RATE 

At present, the values of real estate value are obtained by appraisers through consideration of 

the capitalization rate (as a type of discount rate), which is applied subject to the unchanged 

additional income in future periods and takes into account all risks and rewards of ownership 

through the basic formula of the income approach (1): 

 

V = I/R, where    (1) 

 

V – value of real estate; 

I – rental income derived from the exploitation of real estate; 

R – capitalization rate (coefficient). 

 

As can be seen from the formula below, the capitalization rate R is the search return rate 

("profitability") that in the investor's expectations reflects the temporary value of money, as 

well as the risks and rewards of ownership [C17; IVS230; 12]. In turn, the determination of the 

capitalization rate R is ensured by the accuracy of the statistical analysis of the market 

capitalization rates [C20, IVS230; 12] by the formula (2) derived from formula (1): 

 

R = I/V   (2) 

 

Thus, the search value of the market rate of capitalization (coefficient) R is based on statistical 

surveys of rental income I and accordingly is extracted exclusively from market prices for real 

estate – V. At the same time, the specificity of real estate requires statistical observations of 

rental income, not only in time, but also in space. It should be noted that the IVS rules allow 

for the construction of a capitalization rate based on typical "risk-free" rates of return with an 

adjustment for additional risks and opportunities related to a specific right to real estate, but 

solely in the absence of statistics on market prices for real estate [С20 , IVS230; 12]. The real 

risk-free rate (which is more precise than the nominal value) is estimated by the types of 

investments in stable assets (securities, real estate, business, currency, precious metals, etc.), 

and risks and opportunities for investing in real estate – are valued as the product of significant 
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national risk factors, regional and local levels. National Valuation Standards in Ukraine offer a 

series of consistent valuation procedures for calculating the real estate capitalization rate, 

namely: 

• Comparison of projected annual net operating income (rental income) and selling price 

(offering prices) with respect to similar real estate; 

• Analysis of alternative types of investment and determination of risks of investing in an 

object of valuation in comparison with investments with minimal risk, as well as, if there 

are other additional investment risks associated with the object of valuation; 

• Other valuation procedures that characterize return on invested capital and return on 

invested capital and are justified in the property valuation report [p.15; 13]. 

 

It is clear that the level of accuracy of the rate determination in the proposed method is 

considerably inferior to the R indicators extracted on the basis of market agreements, since the 

latter also take into account the typical "risk-free" nature of urban real estate investments and 

additional risk groups as well as opportunities at the national and local levels. 

 
4. CAPITALIZATION OF URBAN REAL ESTATE LAND RENT: CASE STUDY OF 

ODESSA 

Odessa is the third most populous city of Ukraine and a major tourism center, seaport and 

transportation hub located on the northwestern shore of the Black Sea. It is also the 

administrative center of the Odessa Oblast and a multiethnic cultural center. The city currently 

covers a territory of 163 km2 (63 sq mi), the population density for which is around 6,139 

persons/km2. According to the results of mass continuous evaluation of Odessa land in 2016, 

for the purpose of determining the urban development value of the area using ArcGIS [14], for 

the first time, a territorial visualization of the market value of the real estate of the city was 

obtained. Based on the task of evaluation, a relief of prices for the most common segment of 

the real estate of the city - two-room apartments. In fig. 1 shows the relief of two identified 

characteristic centers of spatial heterogeneity market value of real estate in Odessa. The analysis 

of the statistics of significant territorial differences of such real estate within the boundaries of 

the integral and homogeneous territories of the urban development value indicates the existence 

of certain spatial risks. Thus, according to formula (1), the given statistics of values of the 

market value of real estate of Odessa are reverse-proportional values of the capitalization rate 

of additional income of the given segment real estate, and such values are characterized by a 

similar relief of the range. 
 

 
Fig.1 – Fragments of the map of spatial heterogeneity market value of real estate in Odessa 

as of the beginning of 2016, UAH / sq. m. 
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As seen from the above, the rate of capitalization of urban real estate is characterized by not 

only the generally recognized risks of the type of economic activity, national and local risks, as 

well as spatial risks within the city. And, obtained with the indicators of the spatial 

heterogeneity of risks, the capitalization rate – is the targeted factor of investment in urban real 

estate, and thus should serve as a convenient tool for modeling such processes. The assumption 

that the above phenomena of spatial heterogeneity of risks reflect the impact of land rent 

through capital and the intuitive reaction of capital (which is self-sufficient, since it is 

understandable without land rent [p.33; 15]) on the territorial nature of changes in rental income 

– the identified factor deserves due attention and further research. According to the authors of 

the article, the purpose of such studies should be to identify and study the agents of influence 

as localized fluctuations in rental income in space and time, and on the laws of their influence 

on the capitalization of such income, endowed with the famous statement of Alfred Marshall 

"specific peculiarity, having priority theoretical and practical value." One of the final practical 

tasks regarding the results of such researches should be the methodology for solving the 

problems of conscious modeling with the help of the rate of capitalization of the level of market 

value of urban lands, taking into account the spatial heterogeneity of risks in order to weighed 

down the effective investment of capital in urban real estate. 
 

5. CONCLUSION 

The study shows that the capitalization rate as the most important indicator in the valuation of 

real estate can be characterized by spatial heterogeneity. It can vary not only in regard to the 

financial market conditions and the risks of economic activity that are relevant for region or 

country, but also even within a city territory, reflecting the difference in local risks of real estate 

investments, as well as natural and technogenic risks. In this regard, spatial analysis, GIS and 

cartography are becoming increasingly important when assessing the land of large cities. 
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ABSTRACT 

Purpose and research question - The destruction of infrastructure assets, including existing of 

the road systems, is increasing. In the process of exploitation of road assets, the excessive 

impact of transport vibrations, water-heat and low-temperature loads, soil washing leads to a 

significant reduction in the regulatory criteria for their safety, premature technical wear of 

surface plates, cracks, unevenness, lowering. Increasing the number of seismic fluctuations and 

floods violates the integrity and stability of road systems. Inadequate and untimely financing 

leads to increased costs for the prevention and rehabilitation of road systems. The purpose of 

the survey is to analyze problems and trends in the management of infrastructure road assets; 

correcting the content of educational programs in a new global context and principles of 

sustainable development. 

 

Methods of research - Review of scientific and applied information in the public domain about 

the organizational mechanism of infrastructure assets management in the context of global 

tasks and problems. The subject of the study is knowledge management in the field of 

infrastructure of the road assets. 

 

Results - This study does not have a specific grant from any funding agency in the public, 

commercial or non-profit sectors. It is expected that the transitional results of interdisciplinary 

research will contribute to the implementation of global programs aimed at improving 

knowledge management in the field of infrastructure asset management, including the road 

system.  

 

Conclusions - In general, the trends in the implementation of the principles of global programs 

for transforming the economy based on digital technologies show a positive trend. For example, 

innovative proposals by scientists and business practitioners have helped to reduce the 

infrastructure gap of assets in many countries. However, factors of negative impact, including 

natural disasters, economic instability, slow processes of transformation of human capital and 

organizational culture have been revealed.   

Keywords: global challenges, knowledge management, recycling, sustainable development 

goals (SDGs); transdisciplinary research 
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1. INTRODUCTION 

In connection with the increase in the population, urbanization, natural disasters, physical 

depreciation of infrastructure assets, many countries need to improve them [1]. Overhaul of 

sidewalks, construction and subsequent maintenance of airfields requires huge public 

investment [2]. State initiatives are not always focused on insurance of public infrastructure, 

including roads and bridges [3]. Also, «globally, 2017 was a horror year for natural disasters. 

Hurricanes, floods and wildfires in the Americas, earthquakes in Mexico and the Middle East, 

and floods in Asia and Africa sadly demonstrated with heart-wrenching repetition the 

devastating economic and community impacts of these events. In Australia, we are particularly 

exposed to extreme cyclones and floods. It is inevitable that we will again face a national 

recovery and reconstruction bill in the billions of dollars. And science is telling us that natural 

disasters are increasing in intensity and likely, in frequency» (Mark Senkevics. 2018) [4]. 

Revealed,  «that while not all EU member states exhibit signs of environmental imbalances, 

there still are significant differences between the EU 15 and the states that have acceded to full 

membership after 2004» (Kokotović, Kurecic, Cingula. 2016) [5]. Obsolete infrastructure 

assets and natural disasters are not the only problems. Analysts note the passive management 

of a certain part of production companies with regard to the transition to a circular economy 

and digital technologies. Perhaps, this phenomenon is due to the aging of intellectual capital or 

the lack of interdisciplinary knowledge. So, there are cases of insufficient level of knowledge 

and practical skills of graduates in the field of management, engineering, geotransport, remote 

sensing, management of road projects [6, 7]; Availability «dark triad» personality traits of 

engaged human resources can create potential for organizational crises [8]. 

 

2. STATUS OF INFRASTRUCTURAL ASSETS IN UKRAINE 

The overall integral index of the dynamics of infrastructure development by regions of Ukraine 

for 2017 is shown in Figure 1. The information is compiled on the basis of data from a 

publication prepared by the Polissi a Foundation for International and Regional Studies in 

cooperation with the Friedrich Ebert Foundation in Ukraine. 
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Figure 1: Integral Index of the Dynamics of Infrastructure  

Development in the Regions of Ukraine [24] 

 

The integral indices of the development of the transport component by regions of Ukraine for 

2017 are shown in Figure 2. The information is compiled on the basis of data from a publication 

prepared by the Polissi of  Foundation of International and Regional Studies in cooperation with 

the Friedrich Ebert Foundation Representative Office in Ukraine [24]. 
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Figure 2. Indices of Infrastructure Development of the Transport Subsystem of the Regions of 

Ukraine [24] 

 

According to the above data, it can be seen that Ukraine has a high infrastructure breakdown of 

assets, including road assets. In order to reduce this gap in future scientific research, a more 

detailed analysis of indicators and development of measures to improve the object of study is 

planned. Below in this article, a theoretical overview of innovative scientific proposals in the 

sustainable development of infrastructure assets is presented. 

 

3. CONTRIBUTION OF SCIENCE IN THE MANAGEMENT OF 

INFRASTRUCTURAL ROAD ASSETS 

3.1. Pavement design 

A historical overview of the development of methods of the design of pavements is presented 

in [9]. «The introduction of French asphalt mix design to UK airfield pavements is proposed to 

provide a sustainable and a better whole-life cost solution. However, in order to use these 

materials, a detailed laboratory investigation to assess the material properties and their impact 

on UK pavement design, materials specification and maintenance requirements is needed. The 

principles of pavement design in the UK and France considering materials specification, traffic 

loading and environmental variations are investigated» (Hakim; Widyatmoko; Fergusson; 

Richardson. 2014) [10]. The effect of recycling agent in samples of asphalt mixture is studied, 

one of the results is the development of a technique for estimating the viscosity of asphalt and 

its aging tendency [11]. «Roofs are important components of buildings and can be designed 

and/or retrofitted with photovoltaic (PV) and green-roof (GR) systems to produce energy and 

to improve stormwater management. The analysis demonstrates that a GR-PV system is a low-

risk investment generating lower energy and carbon-emission payback time in comparison with 

separate GR and PV systems»  (Ali Jahanfar; Brent Sleep; Jennifer Drake. 2017) [12]. There is 

a trend of breakthrough innovative technologies with the use of secondary building materials 
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for road systems. It is shown that such technologies increase their stability and financial savings 

in repair and restoration works, but their longevity has not been proved in time [13]. The 

strength of rejuvenated asphalt coatings depends on the amount of the recycling agent [14]. As 

anti-aging composites of the asphalt mixture, scientists propose to introduce Pongamia oil and 

Composite castor oil [15]. Among recycling technologies, a concrete mix based on electronic 

waste, which allows reducing  dumping emissions into the environment, is of practical interest 

[16]. The hypothesis of the correlation of the roughness of rural road surfaces and their safety 

in operation, in particular, emergency situations, is investigated. The results confirmed this 

relationship [17].Laboratory tests of studying the aging behavior of mixed asphalts in various 

cycles of heating, cooling and watering showed that «the ageing of energy reduced pavement 

concepts is not very critical and that the application of such pavements therefore pro CO2 a 

good solution for saving CO2 emissions and prolonging the installation season» (Raab, C., 

Camargo, I., Partl, M.N. 2017) [18]. 

 

3.2 Review of methods for assessing and monitoring infrastructure road assets 

The number of scientific studies on the assessment and monitoring of infrastructure road 

systems, including the effects of natural disasters on their condition, has increased. For 

example, scientific monitoring studies are under way to develop optimal solutions for long-

term monitoring of road systems in order to develop optimal solutions to increase their 

longevity in conditions of frequent flooding [19]. The technologies of digital insurance of risks 

affecting the change of infrastructure assets are actively discussed [20]. The practical value of 

innovative ideas is given in [21]. «The focus of this document is to provide a wide range of 

ideas and options to improve the inclusion of environmental sustainability throughout the road 

transportation project cycle (system planning, project planning and design, construction, and 

operation and maintenance) based on environmental sustainability indicators and highlighting 

environmentally sustainable products and materials for road construction. Sustainable 

economic growth in low- and middle-income countries is a key to poverty reduction and shared 

prosperity, which in part is dependent on reliable and safe transportation systems. Road and 

highway systems provide a critical function in creating and maintaining a desirable quality of 

life» (Montgomery, Robert; Schirmer, Howard Jr.; Hirsch, Art. 2015). In developing countries, 

the method of preventive maintenance and rehabilitation (M & R) activity profiles has been 

proposed as an alternative tool for assessing and monitoring aerodrome pavements. With this 

method of management, the life cycle of the aerodrome pavements [2]. «The use of remote 

sensing techniques offers new potential for pavement managers to assess large areas, often in 

little time. Although remote sensing techniques can never entirely replace traditional 

geotechnical methods, they do provide an opportunity to reduce the number or size of areas 

requiring site visits or manual methods» (Schnebele, Е. 2015) [7]. For accelerated testing of 

road systems mobile simulators have been developed [22]. Innovative software is offered, 

«using the software, both the present condition of the pavement can be examined and future 

performance based on expected traffic values can be predicted» (Morova, Terzi, Gökova, 

Karaşahim. 2016) [23].  

 

4. CONCLUSION 

We can draw such conclusions: 

1. At the stage of the digital scientific-oriented era, knowledge management is entering a new 

level of university and business partnerships in global sustainable development programs, 

including infrastructure assets. This requires activation of benchmarking of intellectual 

capital, thinking and practical skills. 

2. In the management of infrastructure assets required to ensure high-effective sustainable 

development need to consider such strategies: a correct reform management of global 
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challenges; development institutional and individual capacities; the ensuring stable and 

sufficient funding; a simplified investment process. 

3. The high probability of natural cataclysms and increased costs for insurance are becoming 

a significant driver in the improvement of infrastructure assets. 

4. The speed of developing digital technologies, such as remote sensing, advanced analytics, 

autonomous operations, integrated planning and control, requires a qualitative upgrade of 

university educational programs and intellectual capital of teaching staff, raises the 

requirements for the results of training students in engineering, management and other 

specialties related to management of infrastructure assets, in particular, in Ukraine. 
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ABSTRACT 

The modern city is the focus and the result of the urbanizational process, which leaves the mark 

on the development of an existing social model. If one explores the city as an element of a 

society, then it appears as a socio-spatial form of its existence. A high level of the centralization 

and a strong powerful vertical with weak horizontal links, including between regions and cities, 

leads to a distorted vision of the position of one or another region or a big city in the economy 

of the state, in the social, cultural sphere and in the politics. Large cities with large areas and 

number of population at a certain stage of their development face the invocation of spatial 

problems caused by various objective factors and conditions that are inherent in one or another 

territory. The bigger the area of the city, the more irregularly the potential of the population, 

of material and cultural resources is located on its territory, the more acute the problems of 

spatial disproportions are, which may under certain conditions pose a threat to the further 

development and the prosperity. Taking into account a many-year disregard of the importance 

of the state regional policy concerning the development of large cities, a reduction of its size, a 

suspention of the construction in it, a crisis in management, an ignoring of the effect and 

consequences caused by various instruments and measures of sectoral policies on the city’s 

space, an accessibility of its territories, a building activity, an attractiveness for life and 

running business, their competitiveness and investment attractiveness, their stability and 

security, their tourism potential and social prosperity, it is proposed to study the development 

of space, the efficiency of its use and the degree of importance of increasing the prosperity of 

large cities as the commanders of states of our country. Afterwards, today, in the context of 

growing the global civilizational inquiries, the changes in the role and the position of individual 

cities in a world system of economic and political coordinate systems, the question of 

production a new effective state regional policy, especially the regulation of the development 

of large cities and the effective use of their spatial potentials in Ukraine, is becoming extremely 

relevant. 

Keywords: city, space systems, state regional policy, territory 

 

1. INTRODUCTION 

To the modern world trends of the further development of a mankind there can be referred: 

urbanization, demographic explosion, metropolitan, globalization, and so on. These trends form 

new conditions of human’s existence, fundamentally changing the surroundings of its 

environment and the ways of activity. It is interesting that these trends not only open up new 

prospects for the development of the mankind, but also interact with each other, creating 

positive and negative synergetic effects. It increases the unpredictability of social, economic, 

socio-cultural, environmental consequences, it affects the intensity of their course and also 

complicates the tasks that appear in front of the authority at the formation of the policy 

development. Naturally, that all of the above regards not only the civilization as a whole, the 

world, but also the cities, because the city for modern urbanized countries can be considered as 

the primary frame–creating element of a higher level of social organization, i.e. the country. 

The problem of functioning of cities as complex socio-economic systems, with their impact on 

the regions is not only scientific, but also practical, because its solution helps to define more 

clearly the ways of the further development.  
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The questions of development and functioning of Ukrainian cities are studied in the works of 

scientists in various fields of knowledge, such as V. Artemenko [1, 2], V. Babaev [3, 4], Y. 

Boiko [5], N. Hrynchuk [11, 12], O. Karlova [12, 13] and others. The urbanization, as a 

historically specified process, has put in the first place the problems of modern cities. In this 

regard, there is a need to find new paradigms in the functioning of cities and the ways to solve 

problems of the urban management. 

 

2. DEFINITION OF THE PROBLEMS OF PLANNING AND ORGANIZATION OF 

CITY SPACE SYSTEMS.  

Every city consists of buildings and free spaces, which are functionally divided into streets and 

roads – the arteries of the city, the squares, the green areas, the waterfront and coastal areas, the 

yards and the adjoining territories. The planning of the urban spaces should be one of the most 

important areas of the urban planning in general. Throughout the world, the responsibility for 

the planning of the urban spaces is basically taken over by the city. When planning new cities, 

public spaces are incorporated into the urban planning’s documentation in a general form. When 

detailing - during the next design stages - there should be refined designed solutions for 

typologically similar spaces and individual, unique zones [14]. During the process of 

exploitation, public spaces undergo certain changes even within a certain configuration-the 

functions they perform are changed, the equipment for conducting business activity, the 

elements of improvement and small architectural forms, the social activities that are in the 

demand among the population. The percentage of free and accessible areas in the city is 

becoming less. The planning takes place in the areas that have already been developed by the 

city. The free public spaces laid down in previous times are becoming hostages of the increasing 

commercialization (temporary structures, advertising pillars, unauthorized trade) and are 

addicted to car parking. The changes that have taken place in the post-Soviet society and the 

economy are not reflected in any way in the urban spaces. Their configuration, laid down in 

Soviet times, has remained without changes and has not acquired new meanings. The existing 

urban spaces are not planned or are planned for outdated principles and basics, basing on an 

outdated legislative and regulatory framework and lack of basic urban analysis. The coils of the 

main problems in urban spaces’ planning are the lack of a chain: statistical data collection – 

data analysis – impacts’ forecasting – planning – statistical data collection... Because of that, 

the planning faces certain difficulties that make the quality design be impossible to exist. 

 

2.1. The main problems in the formation of the urban spaces:  

1. Lack of a systematic approach to the urban spaces’ planning [18]: 

• no development strategy and the program of the urban spaces’ planning in the city; 

• reason for the right to making decisions. The traditional architectural school of the Soviet 

period did not take into account the involvement of participants in the process of use of the 

space. For cities, there was made a clear classification of spaces and processes that should 

take place in them. The opinion of the society was not taken into account at all; 

• lack of a modern regulatory and legislative framework for the urban spaces’ planning is 

characteristic. The world practice of the planning of the urban spaces has gone far ahead in 

comparison with modern Ukrainian realities. It is enough to say that the Ukrainian 

legislative framework lacks the basic terms and the fundamental basis for the formation of 

spaces. Without the introduction of an updated regulatory framework it is almost impossible 

to move forward; 

• poor quality of accepted design decisions. The design of free urban spaces takes place in 

the "Soviet trend" with an unattractive design, outdated technologies, without the use of 

energetic and efficient technologies [15].  
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• lack of modern standards of the urban space quality. Today there are no quality standards 

that should determine the aesthetic and quality level of elements of landscaping and 

gardening, outdoor furniture, paving, lighting, which encourages both public services 

responsible for ordering projects of renovation of public space, and designers and patrons 

to make ill-considered, economically unjustified decisions, often of low aesthetic quality.  

• no transparent process of finding the best solution. The competitive practice worldwide is 

the most democratic way to find the best solution. Unfortunately, today in large cities there 

is almost no competition practice, the design decisions are made unilaterally, based on the 

special opinion of the customer. The choice of a contractor during the public procurement’s 

procedure (as a designer, construction contracting organization, and manufacturer) is based 

on the lowest cost of services, which does not contribute to the quality of work at all levels. 

There is no practice of project seminars (workshops) with the participation of all interested 

parties for the formulation of the problem, the formation of the technical task for the 

designer.  

• lack of mechanisms of the influence on the formation of urban spaces by the executive 

authority. After the changes in the state legislation in 2011, the city administrations in 

Ukraine are actually deprived of the levers of the influence on the quality and aesthetics of 

the formation of the urban spaces and the regulation of urban development in general [19].  

• lack of professional expertise. Taking into account that today the customer is the main 

expert of the project (institutions of advisory bodies – the architectural and urban planning 

council, trade unions take an inactive position or limited ones in the right of the influence 

the situation), the quality of the accepted design decisions is often low. There is no 

professional discussion of problems in the society. The research institutes don’t exist or are 

inactive.  

 

2. Problems inherent in the process of the planning and the organization of the urban spaces of 

the city are characteristic for the process of their creation and operation [7]: 

• lack of clear and precise algorithms. Taking into the account the large number of the 

participants in the process of creating the urban spaces leads to a situation where "the left 

hand does not know what the right hand is doing." The inconsistency of actions leads to 

large financial costs in the process of the construction and the exploitation of the urban areas 

and the permanent repairs; 

• complexity of the communication and the coordination between a large number of 

participants in the process. The branching of the responsibility for certain areas of the urban 

space between different balance holders leads to a lack of sense of “the master of the city”; 

• lack of the prioritization of spaces. There are always more and less important spaces in the 

city. They may vary in the function, in the size, and most importantly – in the value for the 

local community. Lack of system, lack of scientific support and lack of long-term strategy 

and tactical measures lead to low quality in the creation of urban spaces; 

• lack of the real competition between construction contractors and organizations responsible 

for the maintenance of the territories. The imperfect procedure of public procurement leads 

to the fact that commercial structures are not interested in working with the city budget; 

• ignoring of certain regulatory requirements in the creation and operation of the urban 

spaces. The lack of quality control system for the implementation of both project 

documentation and construction work leads to the ignoring of certain regulatory 

requirements. Especially this concerns the question of the accessibility and the activities for 

people with limited mobility. 

 

3. Existing mechanisms of citizens' participation (public hearings, discussions, public councils, 

complaints system, etc.) do not ensure the effective implementation of the “right to the city” - 
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the right of citizens to an equal participation in the urban development. There is no system of 

the accessible information of business and citizens about their rights and obligations in the field 

of the urban public spaces. Private interests in the urban space often contradict with the public 

and dominate them. The decision-making processes are not transparent; the information that 

relates to the urban spaces development is often not available to the citizens. This is becoming 

a source of the conflict. The urban public space is a limited shared resource. Accordingly, the 

abilities to conduct economic activities in it are also limited. The uncontrolled 

commercialization of public space causes the dominance of economic functions and leads to 

spatial degradation.  

 

4. Imperfection of a financial support. The rates at which entrepreneurs pay for the advertising 

are not economically reasonable. The absence of competitive mechanisms for granting the right 

to advertise constrains the growth of revenues to the city budget. The amount of the equipment 

for dismantling of illegal advertising structures is insufficient. The payment for the use of the 

urban public spaces is not referred directly to the development of these facilities. The attraction 

of funds from private individuals (sponsors and patrons) for the development of the urban space 

is irregular and often not transparent.  

 

5. Violation of legal regulation. The existing system of regulation of the improvement of 

questions is characterized by the following problems:  

• insufficient regulation at the national level of questions on the placement of mobile small 

retail network; unsettledness at the national level on the placement of information signs and 

nameboards that are not considered as advertising;  

• existence of insufficiently severe sanctions on administrative offenses for violation of rules 

of the improvement of settlements;  

• absence at the level of the national legislation of the mechanism of the direction a part of 

the penalties collected from violators of rules of the improvement of settlements. 

 

6. Existing mechanisms for monitoring the state of the urban environment and the control of 

violations in the field of the urban spatial development are ineffective. There is a large number 

of supervisory bodies, but there are no clear mechanisms, criteria and standards of control. 

There are no scientifically based, modern monitoring systems and quality standards (comfort, 

availability, security, level of service) of the urban environment, which would allow to assess 

effectively its condition and to develop measures to solve problems with the help of modern 

electronic means and software. The assessment of the state of the urban space is ineffective and 

opaque, as a result of which the budget funding is often directed not to those objects (spaces) 

that really need it. There is no independent assessment and analysis of the urban spatial 

development. 

 

3. BASICS OF SPATIAL DEVELOPMENT OF CITY SPACE SYSTEMS 

The nature of big cities is dynamic, they are in a state of a constant change. However, over the 

past few decades, the world's cities have transformed in a particularly remarkable way. 

Moreover, one can name the main driving force of these transformations – a neoliberal 

restructuring. The results of the transition to a post-industrial post-fordistrict economy that, 

according to David Harvey, "are reflected in the spatial forms of our cities, in which the 

proportion of fortificated territories is growing, which is closed for the community of the 

privatized public spaces that are under a constant supervision." Harvey writes about the 

transition to an "entrepreneurial" model of the urban management. This model provides a 

competition between cities and private-public partnership, which results in profits for private 

companies, and costs become public. These are just some of the features of the new face of the 
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city [8, 9]. In the early 1990s, these global processes became relevant for Eastern Europe and 

Ukraine in particular. Our cities have also faced the problems of deindustrialization, 

privatization and commercialization of public space and are trying to join the global long-

distance competition, although, of course, the post-Soviet space has its own specifics [20]. In a 

broad sense, the management is understood as the management of certain processes in 

accordance with a pre-designed program, aimed at achieving a certain goal. It is worth noting 

that in the management it is advisable to be guided by factors, laws, principles and criteria of 

the territorial organization, which allows taking into account the features of the big city: history, 

sources of origin, formation, quantitative and qualitative specifics of territories, composition, 

quantitative and qualitative characteristics of its subsystems, their subordination, the definition 

of the main subsystems, that is the basis, on which, first of all, the economic space of the city 

is based, and which is the main sources of the urban space’s development, trends and prospects, 

transformation into a qualitatively new integrated spatial system of a large city [17]. Spatial 

potential is a multi-level object of management, being, on the one hand, an element of socio-

economic and territorial-production system at the national level, and, on the other hand, - being 

in the conditions of specific microeconomic processes and territorial planning conditions. This 

feature determines the methods of management of the urban territorial resources [6]. The basis 

of a properly ordered use of the spatial potential of the city is a comprehensive solution of five 

main tasks: 

1. economic - aimed at the rational use of spatial resources with an effective placement and 

use of the main factors of production; 

2. technical - providing solutions for problems related to the terrain, soil quality, other 

engineering and geological conditions; 

3. social - ensuring the performance of the main social functions of urban space-the provision 

of housing, education, services, labor, recreation, management; 

4. aesthetic - providing full aesthetic qualities of the surrounding environment; 

5. environmental - ensuring the life of the environment, which is expressed in the physical, 

sanitary and climatic parameters, the protection of the population of the city from the impact 

of negative factors, the rational placement of industrial areas relatively to recreation and 

living areas. 

 

The experience of most European countries shows that the rational management of the potential 

of a large city is one of the main ways to improve the efficiency of its spatial development. A 

particular importance in this process is the study of methodological principles and approaches 

to the management of the potential of spatial development of a large city [16]. 

 

4. CONCLUSION 

Liberalization of the urban development processes is an important element in the development 

of democratic principles in society. However, in order to achieve positive results in such 

approach should develop a competitive market, create an institution of the urban community 

and a well-established system of control over the formation of the urban space. In the conditions 

of post-Soviet mentality and economy in Ukraine this system does not work. Today one have 

an unprecedented number of violations of the urban planning’s legislation, the delight of the 

urban free spaces, which negatively affects the overall quality of life in the city. 

Recommendations for the development of the urban spatial systems determine the 

organizational basis for the creation of a single mechanism of territorial, economic, social and 

cultural interactions between the subjects of power, business, the public that will allow 

establishing possible conditions that contribute to the economic, cultural and social 

development of the city. The main purpose of creating the urban spatial systems is the rational 

use of material, labor and financial resources on the principles of their diversification, 
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coordination of interests as authorities of the appropriate level, the public and business 

representatives. They are:  

• strengthening of the internal consolidation of economic, social and cultural development of 

individual territorial communities;  

• ensuring the concentration of economic resources on the priority development areas with 

relevant sectors;  

• ensuring the approximation of the unity of living conditions of the population, government 

agencies and business in certain areas;  

• development of organizational and legal forms of cooperation of territorial communities 

with business and government;  

• implementation of the program and target method and innovative technologies for 

facilitation of the interaction between territorial communities, business and government. 
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ABSTRACT 

Tourism has a tremendous impact on key sectors of the economy: transportation, 

communications, construction, agriculture, production of consumer goods and other. The 

development of the tourism industry is an important component of the economic growth of any 

country. The article poses the following tasks: to reveal the importance of tourism for the 

economies of the countries of the European Union and Ukraine; to determine the main factors 

of influence on the development of tourism business; data collection and calculation of cluster 

and factor analysis of the EU and Ukraine to determine the relationships. The dynamics of the 

share of tourism in the GDP of the countries of the European Union and Ukraine is given. The 

factors that have the greatest impact on the development of the tourism industry of the countries 

are revealed. The analysis of dynamics of indicators of functioning of tourist branch on the 

basis of statistics of the European Union is carried out. The tendencies of development of 

tourism in the EU countries and Ukraine are considered. The main factors for clustering and 

factor analysis have been selected. A cluster analysis has been carried out that has made it 

possible to combine countries into groups according to similar characteristics. With the help 

of factor analysis, the main directions for the further development of the tourism industry have 

been identified. Leaders in tourism among the countries of the European Union are defined. 

Recommendations are given for countries in which the tourism services industry has not fully 

disclosed its potential. 

Keywords: cluster analysis, economic growth, factor analysis, indicators of the development of 

the tourism industry, state income tourism industry 

 

1. INTRODUCTION 

Tourism as a sphere of economic activity is of great importance and a number of characteristic 

features. The importance of tourism can be viewed not only on the part of satisfying a person's 

needs for rest and knowledge, but also on the economic side. Tourism has many facets and 

directions: sports, health, green, rural and many others. People actively travel, which in some 

countries is one of the main components of income and affects the development of their 

economies and world cooperation. The tourism services market is influenced by 

macroeconomic factors, such as economics, culture, strategy, finance, technology, ecology and 

law (Gonza'lezetal, 2009). It is revealed that the level of tourism development in the region, the 

degree of its competitiveness have a direct impact on the level of development, competitiveness 

of the tourist region (ShvetsI.Yu., 2011, р.67). Studies of the development of tourism are 

devoted to the works of many scientists. So, Renata Seweryn, Agata Niemczyk, Krzysztof Firlej 

studied the influence of social networks on the organization of a tourist's stay in the country 
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(Seweryn R. etal., 2017, p. 256).  The concept of sustainable tourism development is also 

important. In his work Pjerotic L. conducted an analysis of the level of interaction of 

stakeholders. It was revealed that the low implementation of tourism development plans and 

the low level of interaction with stakeholders have a negative impact on the development of the 

tourism industry (Pjerotic, L., 2017). Attention is paid to the aspects of tourism of different age 

groups. In the article Grundey D., Vilutyte G., the possibility of influencing the development 

of tourism for people "50+" is considered. Green tourism is actively developing (Grundey D., 

Vilutyte G., 2012). The peculiarities of the behavior of consumers of this type of tourism and 

the factors that influence the decision making about the trip are determined by the importance 

of ecology in the human mind (Zinchenko A.I., 2011). At the heart of the development of 

international tourism are the following factors: 

1. Economic growth and social progress not only lead to an increase in the number of business 

trips, but also trips with cognitive and recreational purposes. 

2. Improvement of all modes of transport has reduced the price of a trip, which makes it 

possible to travel to a wider range of people. 

3. Globalization processes have led to the development of international relations and cultural 

exchanges, which increases the desire of people to learn other cultures and features of life. 

4. The increase in the volume and quality of services stimulated technological progress in the 

field of telecommunications, increased interest in visiting various countries and regions. 

 

2. METHODOLOGY FOR STUDYING THE INDICATORS OF THE DEVELOPMENT 

OF THE TOURISM INDUSTRY 

To determine the impact of factors on the level of development of tourism in the EU and 

Ukraine, a study was conducted using the SPSS program. To confirm the adequacy of the 

sample of factors, the Kaiser-Mayer-Olkin sample adequacy measure was calculated, the 

Bartlett coefficient was calculated. Also a factor analysis was carried out. The procedure for 

factor analysis involves a preliminary determination of the number of factors, because of which 

it is necessary to determine in advance their possible number. For this, the main component 

method and the graph of eigenvalues are used in the first stage. In the study, as a preliminary 

measure for determining the number of factors to be taken into account, a graph of eigenvalues 

was used. Correlation matrix of components is made. Based on this, the analysis is carried out 

using the principal component method. Orthogonal conversion by the varimax method is the 

most common way to maximize the spreading squares of the load for each factor. This leads to 

an increase in large and a decrease in small values of factor loads, which makes it possible to 

evaluate the results more uniquely. Visualize the clustering, which is carried out by the SPSS 

program using the Dendrogram (hierarchical tree). Teng Qiu and Yongjie Li noted in their 

work: "In the Dendrogram, all data points are represented by leaf nodes on the left side, each 

merge process is denoted by" ∩ "-shaped connection, with two horizontal lines connecting the 

two combined clusters and the distance of its vertical line denoting dissimilarity between 

merged clusters.As the merger occurs, this hierarchical tree is nested from left to right. In the 

Dendrogram, some of the "∩" -shaped relationships can be relatively right, indicating that the 

clusters associated with them If you cut off the references at a certain level or the threshold of 

dissimilarity, you can get several independent sub-dendrograms, each of which represents one 

cluster.Thus, leaf nodes in the same subendrograms are assigned in the same clusters. One of 

the advantages of Dendrogram is that all data instances (or leaf nodes) are explicitly located 

without overlapping "(Teng Qiu and Yongjie Li, 2017). Calculations were made on the basis 

of statistical data of the EU and Ukraine, presented on official websites of the statistical service 

of the European Union (Eurostat, 2018) and the State Statistics Service of Ukraine (State 

Statistics Service of Ukraine, 2018). 
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3. RESULTS OF THE STUDY OF THE DEVELOPMENT OF THE TOURISM 

INDUSTRY OF THE COUNTRIES OF THE EUROPEAN UNION AND UKRAINE 

3.1. Influence of the level of development of tourism business on the economy of the 

country 
The tourism industry in the modern period is one of the main factors creating additional jobs, 

accelerating the development of road and hotel construction, stimulating the production of all 

types of vehicles, contributing to the preservation of national culture and the identity of 

countries. In many European Union countries, tourism revenues have a significant share in the 

formation of the gross domestic product, the creation of additional jobs and the provision of 

employment, and the activation of the foreign trade balance. Tourism has a huge impact on key 

economic sectors such as transport and communications, construction, agriculture, production 

of consumer goods, and others. Thus, tourism should be considered one of the catalysts for 

socio-economic development. In turn, the development of tourism is affected by various 

factors: demographic, environmental, geographic, socio-economic, historical, religious, 

political and legal. The economic importance of tourism is confirmed by data on the world 

economic market (The World Bank, 2018). In Fig. 1 reflects revenues from international 

tourism of the countries of the European Union and Ukraine and their average annual growth 

rate for 3 years. 

 

Figure 1: Revenues from international tourism and an average annual growth rate of 3 years 

(The World Development Indicators database (WDI) of the World Bank (2014). 

 

These data confirm that tourism is one of the most dynamically developing industries in many 

EU countries. Its role in the world economy is continuously growing. The potential of the 

tourism industry should be considered as an important component of the country's development. 

It is necessary to identify the factors that affect this industry. 

 

3.2. Identifying the impact of factors on the development of the tourism industry 

The presence of favorable factors leads to the leadership of individual countries in world 

tourism, and undesirable factors reduce the tourist flow. Among other things, it should be noted 

the importance of the material and technical factors that characterize the state and capabilities 

of the tourist industry base – accommodation, food, transport, recreation, trade, etc.  
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An important place in the sphere of tourism is allocated to enterprises of accommodation and 

food. The level of services provided in the hotel and restaurant industry significantly affects the 

attractiveness of the region for foreign tourists. To realize the tourist potential, the country must 

have a high-quality and extensive transport infrastructure, since the convenience and 

accessibility of movements within the country are of great importance. In this regard, for the 

study were chosen factors that reflect the level of the hotel and restaurant component of the 

tourism industry: number of establishments, number of bed places, nights spent by residents 

and non-residents, accommodation and food service activities, length of roads, length of railway 

tracks. Concerning the transport structure, only the length of the roads and length of the railway 

tracks is taken, because this is the most demanded transport for internal movements. Also, the 

need to include in the list of variables such factors as revenues from the international tourism 

and investment to tourism. Calculation of measures of sampling adequacy Kaiser-Meyer-

Olkina and coefficient Bartlett is given in the table 1. 

 

Table 1: KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. ,672 

Bartlett's Test of Sphericity  Approx. Chi-Square 251,338 

df 28 

Sig. ,000 

 

In this study, the number of variables was chosen in such a way that the criterion is 0,672. Such 

a value, in accordance with the rule of interpretation of this criterion, shows an adequacy close 

to acceptable. The graph of eigenvalues is shown in the figure 2. Relying on the fact that there 

are only two components above the unit, we can make a preliminary conclusion that the number 

of factors that should be taken into account when performing factor analysis is two. Calculating 

the explained aggregate variance by using the Kaiser criterion, according to which the number 

of factors is equal to the number of components having eigenvalues greater than one, confirmed 

the need to take into account two factors. For the analysis, we can select only two factors, based 

on their values - 4,55и 1,12. The first factor explains 57% of the total variance, the second - 

14%, which is quite a high indicator. The process of composing the correlation matrix of 

components and its analysis by the principal component method showed the presence of two 

components. Both components are bipolar, since they have negative and positive correlation 

coefficients. The first component is accompanied by significant loads on such indicators: 

• international tourism, revenues; 

• number of establishments; 

• number of bed places; 

• nights spent by residents and non-residents; 

• accommodation and food service activities; 

• investment per person employed. 

 

 

 

 

 

 

Figure following on the next page 
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Figure 2: Scree Plot  
 

The second component displays the load by length of roads and length of railway tracks. This 

load is lower than the load of the first component, but is large enough. The component diagram 

constructed after reversal by the varimax method is shown in figure 3. 

 

Figure 3: Component Plot in Rotated Space 

 

The presented diagram shows the factor loads of both components. Approximation of variables 

to the axes and their distance from the reference point gives a more accurate interpretation of 

the factors, since in this case each variable confirms a significant load for one factor and 
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insignificant for another. This diagram confirms the earlier conclusions about the division of 

the ratio of variables considered in two components. The first component can be interpreted as 

the potential of the tourism industry - all variables included in this component directly 

characterize certain aspects of the tourism industry. The second component is the impact of 

transport infrastructure. The effect of the first component is higher, but the loads of the second 

component are also quite high. The influence of the first component is higher, but the loads of 

the second component are also quite high. Therefore, even with high results on the indicators 

of the first component, the position of the country among other countries can be worsened 

precisely under the influence of the state of the transport infrastructure. Thus, it can be 

concluded that for the successful development of the tourism industry, a qualitative and 

developed transport infrastructure is necessary. It is she who ensures the convenience of 

movement around the country, the accessibility of tourist areas. Accessibility of movement 

affects the level of cost of tourist tours for foreign tourists. When drawing up plans for the 

development of tourism in the country and its individual regions, the influence of the transport 

factor should be taken into account. 

 

3.3. Segmentation of the EU countries and Ukraine on clusters, taking into account the 

development factors of the tourism industry 

Using the factors on the basis of which the factor analysis was made, all the countries under 

consideration were grouped into clusters. Grouping into clusters was carried out with the 

purpose of revealing the interconnections within the clusters and the reasons for this separation. 

Following is a dendrogram of the results of running these data through the clustering algorithm 

(fig.4). Having examined the dendrogram, we can conclude that the most obvious is the division 

into four main clusters. The first cluster includes countries that can be attributed to the leaders 

in the tourism industry - Italy, Spain, United Kingdom and Germany. The listed countries have 

the highest indicators for the seven factors considered. The exception is the eighth factor - 

investment in tourism. On this indicator, the highest result among the leaders in France, the 

lowest result - in Germany. Despite this, these leading countries have the highest level of 

income among all EU countries. Thus, factors of both components - the potential of the tourism 

industry and the transport infrastructure - have a positive impact on the indicators of the 

development of the tourism industry in the leading countries. The second cluster includes 

France. It should be noted that this country is very close to the leading countries of the European 

Union in terms of indicators considered. With the reduction in the number of clusters, France 

joins leading countries. France has the highest level of investment among all the countries under 

consideration, which in the future will guarantee the support of the tourism sector at a high level 

and its further improvement. Information support for international tourism is also enough. This 

is due to the fact that France is considered throughout the world a country of romance, fashion 

and beautiful architecture. The obtained results show that the component of the influence of the 

potential of the tourism industry is much higher than in other countries. The third cluster 

includes 21 countries in which the indicators are not high enough that these countries could be 

leaders in the tourism industry. At the same time, the combination of influencing factors gives 

a similar result, which allowed to unite these countries in one cluster. Hungary and Finland are 

remote from other countries in this cluster. In these countries, the indicators reviewed have a 

stable average level, which guarantees a relatively constant result. In general, it can be 

concluded that in these countries, the influence of the component factors does not have a single 

dynamics, which determines different results. 

 

 

 

Figure following on the next page 



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

131 

Figure 4: Dendrogram using Average Linkage  (Between Groups) 

 

The fourth cluster includes one country - Poland. According to the data of the constructed 

dendrogram, Poland is far from the countries of all clusters. This does not allow to annex Poland 

to any cluster. This country has fairly stable average positions for all factors considered. It 

should be noted two factors that distinguish it from most of the third cluster countries. In Poland, 

a fairly low level of investment in the tourism sector. But the development of the tourism 

industry in it is at a stable average level, which will allow you to earn income and jobs. The 

advantage of Poland is that it has a very long railroad and a rather long road. This fact 

contributes to the further development of tourism, eliminating the problem of providing 

transport. Influence of the transport infrastructure significantly improves the indicators of the 

first component, which led to the strengthening of Poland's position among other countries. The 

results of clustering taking into account the influencing factors are given in Table 2. 
 

 

 

 

 

Table following on the next page 
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 Table 2: The results of clustering and the peculiarities of the development of the tourism 

industry in the EU and Ukraine) 

Clusters 
Countries that are part of the 

cluster 
Features of the development of tourism activities 

Leaders 
Germany, Spain, Italy, 

United Kingdom 

The most comfortable conditions for the tourist 

business: sufficient investment, high revenues 

from the tourism industry, many hotels, good 

infrastructure 

Aspiring to 

leaders 
France 

A significant number of tourist service facilities, a 

large flow of tourists, a highly developed transport 

infrastructure, a high level of investment in tourism 

High realized 

potential 
Poland 

Most of the indicators are above the average, high 

employment in the tourism sector, high indicators 

of transport infrastructure 

Average level of 

tourism 

potential use 

Hungary, Finland 

Hungary – constant indicators slightly above 

average, low level of investments 

Finland - constant indicators slightly below the 

average level, developed transport infrastructure 

Belgium, Bulgaria, Czech 

Republic, Croatia, Denmark, 

Estonia, Ireland, Cyprus, 

Latvia, Lithuania, 

Luxembourg, Malta, 

Portugal, Romania, Slovenia, 

Slovakia, Greece, Sweden, 

Netherlands, Austria,Ukraine 

The presence of low indicators for individual 

factors, a wide scatter in the indicators of different 

factors 

 

The results of the factor analysis, summarized in Table 2, revealed that the undisputed leaders 

in the development of the tourism industry are Germany, Spain, Italy, United Kingdom. This is 

facilitated by a high level of demand for services in this area, developed infrastructure, the 

availability of a sufficient number of accommodation and food. France is a separate cluster, as 

well as Poland. These countries have high indicators for all the factors studied, but their results 

are quite different from the leaders of this industry and from each other, which does not allow 

them to be combined into one cluster. The countries, united in a cluster of medium level tourism 

potential use, are divided into two blocks: Hungary, Finland are slightly higher than the average. 

This allows them to be classified as more actively upbuilding the potential of tourism. Some 

countries in the second block of this cluster show fairly effective indicators for the main factors. 

For example, the Netherlands, Austria and Czech Republic Countries have high rates of 

revenues from tourism, places of accommodation and food, demand for services, and employed 

personnel in this area. However, a low level of investment prevents the further development of 

the tourism business. The main problems in the development of the tourism industry should be 

recognized as a transport component, insufficient level of investment and information support. 

 

4. CONSLUSION  

Tourism is an important branch of the economy of any country, which is developing rapidly. 

The revenues from international tourism of the countries of the European Union and Ukraine 

have grown over the past 3 years. The study showed that there is a correlation between the level 

of tourism development and the country's security with the material and technical factors that 

characterize the state and capabilities of the tourist industry base. To realize the tourist potential, 

the country must have a sufficient number of accommodation and food establishments, as well 

as a high-quality and extensive transport infrastructure that ensures the convenience of 
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movement around the country and the availability of tourist areas. Clustering of the countries 

of the European Union and Ukraine on the main factors of the potential of the tourism industry 

has revealed their strengths and weaknesses that can be used to substantiate the directions for 

further development of the tourism industry. 
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ABSTRACT 

The article examines the issue of determining the boundaries of the suburban zone, especially 

the suburban agriculture. Scientists and specialists, economists, geographers, demographers, 

town planners engaged in the theory and practice of forming suburban area, determining their 

boundaries, proposed different approaches, and therefore there is no generally recognized 

unified methodology and methods. In the article the approaches of scientists concerning the 

definition of the suburban area boundaries are analyzed: the radius of production and 

transportation of agricultural products, pendulum migrations, functional connections, the city 

as a center of gravity, the application of normative indicators, the location of suburban 

buildings and places for mass recreation of the population. Nowadays the issue remains 

relevant and open. To solve it, one should pay attention to the effectiveness of the ties between 

the city and the adjacent territory. The suburban area is formed under the influence of the city, 

its territory can be determined only on the basis of integrated accounting of functional ties with 

the city, the tightness and stability of these links, and the appointment of suburban space to 

meet the needs of the city. The main goal when allocating the border of the suburban area 

should be to consider it as a territory in the suburban space, which functions with the city as a 

whole. For this, it is necessary: to conduct a general analysis of the development of the 

territories surrounding the city, including the study of demography, economics, production, 

land use, ecology on the basis of statistical information; substantiation of factors and indicators 

affecting the emergence of ties between the city and the suburbs; the establishment of functions; 

the allocation of territories located in the zone of influence of the city; the definition of the 

border of the suburban area on the basis of complex zoning, which reflects the main functional 

connections. 

Keywords: border, suburban zone, connection, functions 
 

1. INTRODUCTION 

Now it is well known that the city influences the development of suburban areas and forms a 

suburban zone. In fact, the larger the city (in terms of population), the greater its influence on 

the adjacent territory, which manifests itself in various functional connections: the formation 

of a recreation area; sanitary zone, formation of logistic infrastructure (warehouses, water 

supply, gas-pump stations, shopping centers), industrial and agricultural communications are 

traced. These relationships determine the various functions of the suburban area, their 

effectiveness, intensity (frequency of manifestation), and boundaries of distribution. A large 

number of studies of scientists is devoted precisely to determining the boundaries of the 

suburban zone [1, 2, 3]. In the period of 1930-40’s - active industrialization, in 1950-70’s - the 

growth of cities and agglomerations, the work of scientific geographers, economists were aimed 

at determining the territory (area) and composition of suburban areas. 

 

2. COUNTRY AGRICULTURAL ZONE 

The first works were devoted to the study of agricultural production around cities, the formation 

of suburban agricultural zones. The starting point is the work of the German economist I. Tünen 

"Isolated state in its relation to agriculture and national economy", later, the theory of the 

standard (location) was founded by V. Laungardt, the works of T. Palander and A. Weber, "The 
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Central Places Theory" by the German geographer W. Kristaller, the works of A. Lesch. The 

peculiarity of suburban agriculture was noted by economists, K. Marx, who wrote: «The faster 

the product spoils, the faster it should be used, and consequently sold after its production, the 

less distance from the place of its production, it can be distant... the more limited the market for 

its marketing» [4]. The growth of cities, the increase in the number of the urban population 

"required" from the suburban areas the production of low-transportable and perishable food 

products. The production of meat and dairy and fruit and vegetable products within the 

suburban area was caused, firstly, by an ever growing demand and secondly by the specific 

valuable properties of these food products and by the short terms of their storage and sale. By 

this principle, the radius of production of many products determines the boundaries of the 

suburban area. According to some scholars, suburban agricultural zones are special forms of 

specialization in agriculture. I. M. Koritko and S. D. Cheremushkin adhered to the principle of 

circles in the formation of suburban zones. In the first round, in their opinion, farms that produce 

vegetables, that is, low-transportable products should be placed. The size of this zone can be - 

10-15 km. from the city. The second circle is "dairy" - 10-20 km. from the city. And the third 

enterprise is growing potatoes. The distance can be up to 50 km [5]. Along with the above 

argumentation of the food function of the suburbs, some economists in the 30's. The last century 

denied its independence. They believed that it was necessary to create not suburban zones, but 

zones for the delivery of food products to cities and industrial centers. Thus, M. I. Kubanin 

believed that the size of the territory of the suburban zone could be determined by one criterion, 

the distance to which agricultural enterprises deliver their products to the places of 

consumption, with the calculation of the return of vehicles to the farm on the same day. For 

potatoes, the suburban zone could range 40-45 km, for vegetables 20-25 km, for milk and other 

livestock products - 60 and 150 km, respectively [6]. However, with the development of 

technology, the notion of distance range has also been transformed, so it cannot be the 

determining criterion in determining the boundaries of suburban areas. A number of economists 

understand the essence and tasks of the suburban agricultural zone, which consists in ensuring 

the production of vegetables, potatoes, milk, diet eggs, fresh meat and poultry in sizes that meet 

the needs of the urban population. There is a need for a close location of farms to the city, the 

presence of a developed transport infrastructure. It is noted that the agricultural zone should 

include not specialized farms, but represent the territory of one or several administrative 

regions, the boundaries of which fix the size of the suburban agricultural zone [7]. By projecting 

these statements to date, given the mobility of transport, cooperation, the processing and storage 

of agricultural products, they are irrelevant. V. V. Pokshyshevsky also refuted the autonomy of 

the suburbs. He defined them as a territorial complex, the economic use of it is not of 

independent significance, but specialized only on servicing the city. To identify the suburban 

zone, that is, to determine its border, he suggests taking the norm of 150-700 square meters per 

capita [8]. Summarizing the above, we can draw the following conclusions: 

• suburban areas, later suburban zones, prior to the period of industrialization and after it, 

were mainly considered as an agricultural component of the city; 

• the productivity of the agricultural function of the suburbs was dictated by the population 

of the city; 

• the boundaries of both the agricultural and suburban zones were determined by the distance 

(the point of the circle) to which agricultural enterprises deliver their produce to the sales 

points, with the condition of returning vehicles to the farm on the same day; 

• the main function of the suburban area was agricultural; 

• the suburban zone functionally fulfilled the "orders" of the city, "subordinated" to the city; 

• the development of transport and scientific progress have made adjustments in the 

delineation of the suburbs. 
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3. ANALYSIS OF APPROACHES TO THE DETERMINATION OF THE 

BOUNDARIES OF THE SUBURBAN ZONE. Other theories (developments) are also traced 

in the question of determining the boundaries of the suburban area. A number of authors and 

collectives worked on problems of selection, planning, and development of the suburban zone. 

It should be noted the most significant works in this field of scientific research V. A. Vitman, 

A. G. Vishnevsky, V. G. Davidovich, V. A. Kamensky, S. A. Kovalev, G. M. Lappo, A. B. 

Naumova, V. M. Strunkovoy, N. A. Hauke, B. S. Khorev, M. G. Shapiro, and others. E. B. 

Alaev notes that practical problems, it becomes necessary to determine the boundaries of the 

gravitational zone, which manifests itself in various spheres: the place of application of labor, 

the place of study, the center of commerce, medical services, etc.) [9]. The scale of gravitation 

depends on a number of factors, among which the main ones are the attractiveness of the city 

center, determined by the spectrum, capacity and quality of the services provided, and the 

conditions of accessibility, expressed in the time required to visit it. In the opinion of V. A. 

Kamensky, M. Ye. Vaitens, N. A. Hauke, when determining the boundaries of a suburban zone, 

it is desirable to adhere to the existing administrative zoning of the territory, however, it is 

possible that, if necessary, it should be revised taking into account the factors of the influence 

of a large city [10]. A well-grounded approach to the definition of the territory of the suburban 

zone, which in the 1970s was formed into a separate scientific direction, is based on studying 

the pendulum migration of the population in the suburbs and its socio-economic aspects. 

Pendulum migration is understood as regular trips to a place of work or study beyond the limits 

of one's own settlement. An obligatory sign of a pendulum migration in the location of a 

permanent place of residence in one village, and the place of work or study is in another. This 

arrangement causes constant daily pendulum movements - stable in time and space [11]. 

Territorial movements can occur between different settlements within one or more 

administrative-territorial units. The interconnections of the city and the countryside are an 

important moment of the pendulum migration and the manifestation of urbanization. The 

proximity and accessibility of the city allows parts of rural residents to find work and study 

places in the city, without changing their place of residence. There is also a reverse trend of the 

pendulum movement of the population - from the city to the suburbs, as a rule, for the purpose 

of suburban recreation. Mass research related to the study of the constant and pendulum 

migration of the population in suburban areas was carried out in the 1960s and 1970s. Because 

of the study, the role of the pendulum migration in the settlement system was determined, the 

need for its study in the development of master plans for the development of large cities, 

schemes of district planning, the distribution of labor resources, and the formation of the labor 

balance of suburban agricultural enterprises was proved. Studies show that the boundaries of 

the suburban zone coincide with the boundary of the outer zone of the pendulum migration 

(attenuation of displacements: countryside - city, city - countryside). This limit is equal to the 

distance that cyclically (daily, seasonally) and constantly can overcome the population [12]. In 

addition, the connection of the city with the surrounding territory is not limited to daily trips to 

work, study of residents of the suburbs and urban residents - to places of rest. There is a 

tendency toward the city-center of other settlements, caused by the need for permanent cultural 

and social services. Particular importance in determining the boundaries of the city-district 

(according to M. Hauke) has the location of suburban buildings and places of mass recreation 

of the population. The population resettlement zone, which operates in the city, must necessarily 

be part of the city-district. At the same time, the possible range of population distribution when 

using railway transport is 30-35 km. The distance to the places of rest is determined individually 

in each individual case, and quantitative indicators should not be used [10]. M. Lappo argues 

that agglomerations are formed within the territory that the city can regard as its suburban zone 

and that is subject to its interests, and their borders are identical. The agglomeration zone 

includes the agglomeration core, the first belt of satellites, the second belt of satellites and the 
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peripheral zone [13]. Normative approaches to determining the size of the suburban zone are 

contained in the works of city planners, dealing with problems of urban development. In the 

design works on the regional planning of the suburban zones of the 50-60s of the 20th century, 

the following applied areas were used for a city with a population of 500 thousand inhabitants. 

The suburban area should be 700-800 thousand hectares, cities in 1 million inhabitants - up to 

1 million hectares [14]. Urban planning is very important planning the suburbs of cities, as they 

perform a number of sanitary and hygienic, recreational, logistics infrastructure functions. 

According to town planning recommendations, the radius of the suburban zone is for a city with 

a population of more than 1 million - 35-50 km; 1-0.5 million - 25-30 km; 0.5-0.1 million. - 20-

25 km [15]. The application of normative indicators cannot take into account the specific 

features of the city, the specifics of its surroundings. Most experts are convinced that in the 

issue of establishing the boundaries of the suburbs it is necessary to build on the functional ties 

of the city with the surrounding territories. However, the separate connections of the city with 

the suburban zone require their own areas and borders, which may not be intertwined. For 

agricultural products, obviously, there will be only borders for pendulum migration, for 

recreation - others. Nevertheless, most researchers agree that a suburban zone needs a single 

border, which includes the size of the suburban area or the area of the suburban area. This can 

be achieved on the basis of an integrated approach, which includes the zoning of the territory. 

There are a number of methods of zoning and zoning, which are used in the study of socio-

economic phenomena: 

• statistical groupings that allow identifying territorial units that are similar in a number of 

indicators; 

• the theory of pattern recognition or the construction of a multidimensional mathematical 

model with homogeneous units (taxa) 

• guantitative methods of studying space; 

• determination of the Euclidean distance (remote coefficient) 

• a characteristic of the mutual influence (attraction) of objects. 

 

Zoning of the territory in order to determine the boundaries of the suburban area should be 

based on functional links and characteristics that distinguish suburban space. In this case, the 

application of an integrated approach to the formation of the border of the suburban zone, which 

cannot be found based on standard indicators, is correct - the suburban zone of each city is 

individual. Do not use distance, migration rate or population as a single criterion. This can lead 

to simplification and distortion of results. It is incorrect to limit the radius of the suburban 

strictly circular zone as a separate criterion, since the zone can spread in one direction or 

another, depending on transport networks, natural landscapes, and the established specialization 

of agricultural enterprises. In the issue of the need to include in the suburban area the existing 

administrative-territorial units between economists and designers there is a unity of opinions. 

The suburban area should be given the addressability and the possibility of centralized 

management, which will facilitate the administration of the territory of the zone, the quality of 

information support for the organization and improvement of the suburbs will be improved, 

since most of the statistical data (production reporting) is maintained within administrative 

units. 

 

4. CONCLUSION 

The suburban zone, of course, is formed under the influence of the city. Its territory can be 

determined only based on a comprehensive account of functional ties with the city, their 

effectiveness and sustainability, and also the destination of suburban space to meet the needs 

of the city (sanitary, recreational zones). Having considered the main theoretical developments 

in the question of determining the size of suburban zones, establishing their boundaries, we can 
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draw the following conclusions: the main objective in allocating a suburban zone should be to 

consider it as a territory in a suburban space that meets the needs of the city and operates with 

the city as a whole. To do this you need: 

• conducting a general analysis of the development of the territories surrounding the city, 

including the study of demography, economics, production, land use, ecology on the basis 

of statistical information; 

• selection and justification of factors and indicators that affect the emergence of functional 

relationships; 

• establishment of functional links between the city and suburban areas; 

• the allocation of territories located in the zone of influence of the city 

• establishment of the border of the suburban zone based on complex zoning, which reflects 

the main functional links. 
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ABSTRACT 

Tourism is an important element and factor for macroregional integration in the Baltic Sea 

Region. On the initiative of the European Union, the EU Strategy for the Baltic Sea Region has 

been prepared and implemented. The Strategy recognises tourism as one of the priorities of 

development. Taking into account the fact that the Russian Federation is the only non-EU 

country located at the Baltic Sea, this country needs to be engaged in cooperation and 

macroregional exchange. Such cooperation is particularly important for the Russian 

Federation's oblasts situated at the Baltic Sea. It is reflected in the strategy documents of 

regional authorities. The stimulation of tourism exchange in the BSR is determined by a range 

of factors, among them a special role is played by the demand factor. The aim of this paper was 

to analyse Kaliningrad Oblast as a tourist-generating area for the Baltic Sea Region. For this 

purpose, relevant literature research and a critical analysis of legal documents have been 

conducted. Furthermore, a survey has been carried out among 110 randomly selected students 

of the Kant University in Kaliningrad. The survey enabled to identify tourist preferences among 

respondents, including the rank of BSR countries among the visited countries. The 

attractiveness of the countries in the Region has been analysed. Respondents indicated the 

strengths and weaknesses of Baltic destinations. This enabled to identify barriers and suggest 

ways to reduce them.  A barrier to the development of outbound tourism is, first of all, visa 

problems and further financial problems. There is a need for improved transport accessibility, 

lower prices of transport services and more intensified marketing activities in the Russian 

Federation's market.  

Keywords: Baltic, destination, Kaliningrad, region, tourism 

 

1. INTRODUCTION  
In the context of social and economic integration of the Baltic Sea Region, research on the 

determinants of tourism development within the Region should be conducted, taking into 

account the Baltic oblasts of the Russian Federation, because tourism is an element and a factor 

of such integration. However, most research on the tourist market focuses on inbound tourism 

since it contributes to the improvement of the balance of payments and the economic 

development of tourist reception areas. It is also worth examining tourist generating areas 

because outbound tourism has social and political impact and generates additional economic 

benefits through synergy with inbound tourism. Kaliningrad Oblast may become a tourist 

generating area for the Baltic countries provided that Kaliningrad Oblast's residents find these 

countries attractive and want to visit them. 
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2. LOCATION OF KALININGRAD OBLAST IN THE BALTIC SEA REGION 
The Russian Federation comprises 85 independent subjects (administrative units), and 50  

of them border other countries. One of these subjects is Kaliningrad Oblast (Fig. 1). Located  

in the southeastern part of the Baltic coast, this Oblast is the most westward oblast of the 

Russian Federation (RussiaTrek, 2018). It is part of the Northwestern Federal District (Moya 

strana, 2018). 

 

Figure 1: Kaliningrad Oblast as a subject of the Russian Federation (own work based on 

Moya strana, 2018) 

 

After the collapse of the USSR, the Oblast became a Russian enclave that borders Lithuania 

and Poland. In 2018 the Oblast, covering an area of 15,110 sq km, was populated by 995,000 

people (Pravitelstvo Kaliningradskoy Oblasti, 2018). The location of Kaliningrad was and still 

is unique in terms of history, economy and geopolitics (Smith, 2007, p. 233). This former part 

of Prussia is now part of Russia and is separated from this country by 600 km (Palmowski, 

2013, p. 26). It is much closer to Warsaw and Berlin than to Moscow. Due to its specific 

geopolitical location, the Oblast was once considered a Russian periphery and became a 

gateway to Russia for the European Union (Palmowski, 2013, p. 31). Following other Baltic 

countries (Miklinska, Klopot, 2016, p. 107), a special economic zone was opened (Mikhaylov, 

Gumenuk, Mikhaylova, 2016, p. 125, Studzieniecki, Palmowski, Korneevets, 2017, p. 772). 

The border crossings have been modernised. The Oblast's transport accessibility is slowly 

getting better (Mikhaylov, Gumenuk, Mikhaylova, 2016, p. 125, Studzieniecki, Palmowski, 

Korneevets, 2017, p. 772)  (Fig. 2). 
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Figure 2: Location of Kaliningrad Oblast (own work) 

 

Although the Oblast's social and economic conditions were poorer as compared to other Baltic 

countries (Gumenuk, 2017, p. 47, Wanagos, Smalec, Małachowski, 2017, p. 700), the Oblast is 

catching up fast. The enlargement of the European Union through the accession of Poland and 

the Baltic Republics in 2004 changed geopolitical relations in Baltic Europe. It was necessary 

to develop a new model of cooperation between Russia and the EU, including countries located 

at the Baltic Sea. There are strong connections between Kaliningrad Oblast and the Baltic Sea 

Region (Mouritzen, 2009, p. 2;  Fedorov, 2010, p. 4). The implementation of the EU Strategy 

for the Baltic Sea Region became an opportunity for Kaliningrad Oblast to join the process of 

Baltic integration to a greater extent (Anisiewicz, Palmowski, 2016, p. 25). Tourism has become 

an important factor and element of this integration (Skrzeszewska, Grobelna, 2017, p. 525; 

Semenova, Zaitseva, Korneevets, 2017, p. 1555). Kaliningrad Oblast has become a new tourist 

reception and tourist generating area for the BSR countries. Based on an analysis of the tourist 

market (Semenova Zaitseva, Korneevets 2017, p. 1556), tourist products could be created 

(Smalec, 2014, p. 295). But it must be pointed out that despite the implementation of these 

activities, Kaliningrad Oblast has the poorest network of transport connections as compared to 

other BSR countries (Studzieniecki, Palmowski, Korneevets, 2017, p. 772). This creates a 

barrier both to the development of inbound tourism and outbound tourism. The EU visa 

formalities make it very hard for Russians to develop outbound tourism. An experiment in the 

form of visa-free traffic for trips between Poland and Russia under the "local visa traffic" failed 

because Poland withdrew from this agreement. 

 

3. TOURIST SYSTEM OF THE BALTIC SEA REGION 

The tourist system is a term that is used often and differently in the theory of tourism (Lohman, 

Netto, 2016, p. 5). Many authors use the classic concept of the tourist system, where an area 
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can perform three functions simultaneously: the function of a tourist generating area, a tourist 

reception area, and a transit area (Kizielewicz, 2016, p. 125, Zemla, 2016, p. 2,  Antosova, Arias 

Gomez, 2014, p. 39, Meyer, 2017, p. 365). In the spatial approach, the tourist system analysed 

in this paper covers the Baltic Sea Region. It is postulated (Klemeshev, Korneevets, Palmowski 

2017, p. 4) that the Baltic Sea Region should be defined by using three circles, depending on 

the aim of delimitation. But there is no agreement on the borders of the circles. According to 

the authors, the first circle comprises NUTS 2 regions located directly at the Baltic Sea, the 

second circle covers areas of EU cross-border programmes, and the third circle covers a soft 

security zone (Fig. 3). 

 

Figure 3: Triple delimitation of the Baltic Sea Region (own work) 

 

For the purposes of this paper, a modified version of the first circle has been adopted. The 

NUTS 2 coastal regions that could be found in the first circle were replaced by the Baltic 

countries. Only in the case of the Russian Federation two oblasts were added to the BSR: 

Kaliningrad Oblast and Leningrad Oblast. Changes also affected Poland and Germany. These 

countries were added to the BSR entirely. The BSR delimited in this way becomes a reception 

area, and Kaliningrad Oblast becomes a tourist generating area (Fig. 4). 
 

Figure 4: Kaliningrad Oblast as a tourist generating area for the Baltic Sea Region (own 

work) 

 

In Kaliningrad Oblast, five BSR countries have their consular representations (Ministry of 

Foreign Affairs, 2018): Germany, Denmark, Latvia, Lithuania and Poland. The functioning of 

these posts may be a factor increasing tourist traffic to these countries from the Oblast, provided 

that these countries launch promotional activities. 

 

4. BALTIC SEA REGION IN VIEW OF A SURVEY 

In 2017 a survey was conducted among 110 randomly selected employees and students of the 

Immanuel Kant Baltic Federal University in Kaliningrad. The first question aimed to determine 

the tourist preferences of respondents. Respondents were asked about the countries they would 

like to visit as tourists.  

Poland  Estonia  Latvia Lithuania 

Germany Finland Sweden Denmark 

KALININGRAD REGION 
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Almost all participants chose European countries. It is significant that the first two places are 

taken by the BSR countries: Germany and Sweden. None of the respondents chose the Baltic 

Republics (Fig. 5). 
 

Figure 5: Countries that respondents would like to visit as tourists 

 

In the second question respondents were asked about the BSR countries they have already 

visited. The vast majority of the respondents have visited neighbouring countries, i.e. Poland 

and Lithuania. Germany ranked first among countries that do not border Kaliningrad Oblast. 

One may assume that the high rank of Poland may result from the fact that Poland is a transit 

country. The Scandinavian countries were the least visited by respondents (Fig. 6). 

 

Figure 6: BSR countries already visited by respondents (own work) 

 

In the third question respondents indicated in which countries they have relatives or friends. 

The largest number of respondents have relatives or friends in Germany, followed by Lithuania 

and Latvia. The Scandinavian countries and Estonia were ranked the lowest (Fig.7). 

 

Figure 7: BSR countries in which respondents have relatives or friends 

 

The next question concerned the tourist attractiveness of BSR countries. The unquestioned 

leader was Germany. The high rank of Germany may result from the fact that many Russians 

have visited Germany and know that country. Germany was followed by the Scandinavian 

countries, including Sweden. The countries of Eastern Europe were considered the least 

attractive (Fig.8). 
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Figure 8: BSR countries considered attractive (own work) 

 

Regardless of how the BSR countries were assessed in terms of their attractiveness, respondents 

were asked to indicate three BSR countries that they would like to visit most. The country which 

was indicated first was given 3 points, the country indicated second – 2 points, and the country 

indicated third – 1 point. Taking into account only the number of indications (excluding points), 

we may note that more than half of the respondents indicated the Scandinavian countries and 

Germany. It should be stressed that there is a great disproportion between Eastern Europe and 

other BSR countries (Fig.9). 

 

Figure 9: BSR countries that respondents would like to visit, excluding the order 

 of visits (own work) 

 

Taking into account the number of points given to three countries indicated by respondents, the 

ranking of these countries slightly changed. Sweden still remained the leader, but Germany 

overtook Denmark and Finland (Fig.10).  

 

Figure 10: BSR countries that respondents would like to visit, including the order 

 of visits (own work) 

 

Respondents were also asked to assess the selected elements of the tourist attractiveness of the 

entire BSR (from the worst to the best). In all cases there are more positive and very good 

indications than bad and very bad ones. Out of all elements, natural and cultural assets were 

assessed the best, and prices of services were assessed the worst (Tab 1). 
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Table 1: Assessment of the elements of BSR tourist attractiveness (own work) 
Elements of 

attractiveness 

Very 

bad 

Bad Average Good Very 

good 

I have no 

opinion 

Accessibility 1 8 50 32 18 2 

Prices of services 5 18 50 28 2 6 

Nature   5 35 67 1 

Culture   8 44 55 1 

Entertainment  3 21 39 36 11 

 

The final question about barriers to outbound tourism in the BSR was open. The survey has 

shown that visa and financial barriers are the most significant. The barriers include political 

issues, also Russophobia. The border-related barriers include, above all, the suspension of local 

border traffic between Poland and Russia (Fig.11). 

 

Figure 11: Barriers to tourist visits in the BSR countries 

 

5. CONCLUSION 

Kaliningrad Oblast occupies a significant position in the Baltic Sea Region. The authorities of 

the Oblast undertake activities to improve the Oblast's position in the BSR. By supporting the 

development of inbound tourism and at the same time by improving transport accessibility, the 

authorities facilitate the development of outbound tourism. This is done through the 

strengthening of international relations, both official and interpersonal ones. Most Baltic 

countries have consular posts in the Oblast. Kaliningrad Oblast's residents most frequently visit 

neighbouring countries, i.e. Poland and Lithuania. The Baltic Sea Region is considered 

attractive in terms of culture and nature. But the development of outbound tourism is hindered 

by financial and visa barriers. The assessment of transport accessibility varies greatly. The 

Baltic Sea Region is not a homogeneous whole for respondents. It can be divided into two 

subregions. The first, covering the Scandinavian countries, is rarely visited but considered more 

attractive. The second, covering the Baltic Republics and Poland, is visited more frequently, 

but it is much less attractive according to respondents. Respondents were interested in visiting 

these countries to a small extent. The survey has shown an important role of Germany as an 

area of tourist reception. The largest number of respondents have relatives and friends there. 

Germany was considered the most attractive country for tourists. It was Germany that was 

indicated by the majority of respondents in the open question about the countries that 

respondents would like to visit as tourists. The million people living in Kaliningrad are a tourist 

potential for the BSR countries. It is worth using this potential by creating tourist products and 

by intensifying promotional activities. 
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ABSTRACT 

Management of educational innovation in the process of creating the result of training of future 

professionals is a kind of paradoxical process. On the one hand, a modern higher education 

institution should be stable in its individuality and educational strategies, and on the other 

hand, open to constant changes. The mentioned format of educational issues is especially 

relevant for Ukraine too, in particular, in the context of synthesis of pedagogical and technical 

education. In the paradigm of solving this problem, the idea of managing education and 

knowledge becomes actual, namely, the idea of prudence and providence concerning the use of 

educational process opportunities of a higher technical educational institution on the basis of 

lean-education. Innovativeness as the dominant principle of the pedagogical system of a higher 

technical educational institution reflects the results of applying the best world achievements. 

The pre-condition for productivity of its implementation in current complex socio-economic 

conditions is the correspondence of the personal and professional level of modern teachers at 

higher educational institutions to the requirements of time. The use of lean-thinking using the 

means of a higher educational institution actualizes the educational resources of a technical 

higher educational institution in general and its teachers in particular, promotes the 

transformation of knowledge and actions into result, gradually reduces losses at all stages of 

creating educational values, and, as a result, raises its competitiveness. The integration of lean-

thinking in Ukrainian higher technical education will help to determine the ways of forming 

social vectors for the synthesis of pedagogical and technical education. Thus, there is a need 

to rethink the goals and essence of the activities of modern teachers of higher technical 

educational institutions and their monitoring as a content core of activities on the basis of 

prudence and providence as to the use of possibilities of educational process of a higher 

technical educational institution. That is why the lean use of resources of a higher technical 

educational institution in implementation of the experimental lean-technology of occupational 

training of future specialists is specified and the pedagogical practicability of the advanced 

training of future specialists is proved in the research. Therefore, lean-education today is a new 

educational reality which determines the absolutely innovative structure of the latest 

educational products and educational services, and their high competitiveness. Formation of 

lean-culture is the necessary component for the training of the new formation specialists who 

are competitive to the challenges of the modern world.    

Keywords: didactic integration, higher education institution, individual educational route, 

kaizen direction, lean-education, lean-production of knowledge, lean-technology, lean-

thinking, occupational training, teacher of higher technical educational institution 

 

1. INTRODUCTION  

The reorientation of the post-industrial society to information and knowledge as strategic 

resources of development led to radical transformations in the contemporary worldview. In the 

current conditions, the tendency to strengthen the relationship between science, education and 

production has acquired clear contours. Science is turning more and more into the immediate 

productive power of society, and its impact on social progress and economic growth is 

increasing. Thus, the change in the very paradigm of human progress, the essence, and the basic 

measure occurs, and the formation of a system of lean-transformations becomes its main 
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criterion on the basis of the growth of transformational processes and the transition to the 

science and information technology. The defining values of the system of lean-transformations 

are knowledge and ability of a person to study throughout life (Voronin M., 2006). In turn, in a 

knowledge society, the lean-education is gaining a special social force, since it is actualized on 

the basis of prudence and providence using the opportunities of educational process. Socio-

economic realities assign fundamentally new tasks for lean-education and offer new 

opportunities. The paradigm of lean-education, which is based on the principle to form an 

"educated human," cannot function fruitfully within the old socio-economic forms. The modern 

world needs a competitive specialist able to operate in conditions of socio-economic 

transformations possessing a constantly functioning innovative component. That is why the 

educational process of higher technical educational institutions can be equated to production, 

where the "product" is a future specialist who is given additional "value" in the form of 

knowledge, skills and the level of the formed competencies. In the context of solving this 

problem, the issue of introducing lean-education in higher technical education institutions 

becomes actual. 

 

2. THEORETICAL AND METHODOLOGICAL SUBSTANTIATION OF SCIENTIFIC 

KNOWLEDGE OF OCCUPATIONAL TRAINING OF FUTURE SPECIALISTS IN 

MODERN HIGHER TECHNICAL EDUCATIONAL INSTITUTION ON BASIS OF 

LEAN-EDUCATION 

The priorities of the state policy in the field of higher technical education lie in the plane of 

creating the preconditions for advanced occupational training of the creative personality of a 

future specialist, providing opportunities for mastering the professional qualification and 

competence, which will enable the future specialist to build a trajectory of own personal and 

professional growth (Yevtukh M.B., Voloshchuk I.S., 2008). Thus, studying the state of 

occupational training of future specialists in higher technical educational institutions is possible 

at several levels of methodological analysis (Yermakova S.S., 2009): the first level is carried 

out on the basis of general philosophical understanding of the cognition and self-cognition 

problem, the main means of which is development; the second one is argued by the choice and 

substantiation of the methodological foundations for the study of occupational training of future 

specialists in a higher technical educational institution, and the third level is specified by the 

definition of methods for a monitoring research of the readiness formation state of future 

specialists in a higher technical educational institution for professional activities, which 

includes the development of a monitoring technology for occupational training in accordance 

with the determined methodological provisions, taking into account the peculiarities of their 

professional development. 

 

2.1. Methodological Concepts of Research   

The strategy of deploying the process of research of the occupational training of future 

professionals in a higher technical educational institution on the basis of lean-education is based 

on three interrelated concepts (Yermakova S.S., 2010): 

• The methodological concept reproduces the interconnection and interaction of scientific 

approaches (personally oriented, personally active, systemic) concerning the study of the 

monitoring problem of occupational training of future specialists with the competence 

paradigm as a dominant idea which enables to develop a general scientific understanding 

of the occupational training of future specialists in higher technical educational institutions 

considering the interpretation of key competence rescripts ("knowledge in action", 

"knowledge of activity methods", "procedural knowledge").  

• The theoretical concept defines the system of initial parameters, definitions, assessments 

without which it is impossible to scientifically explain the process peculiarities of the 
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occupational training of future specialists in a higher technical educational institution on 

the basis of lean-education, its specific functions and characteristics. The essence and 

theoretical foundations of monitoring support for the occupational training of future 

specialists are revealed through the triad of characteristics of educational and occupational 

activities (purpose, means, result). On that ground, the theoretical basis of the monitoring 

paradigm as the special subsystem of occupational training of future specialists is 

considered.  

• The technological concept represents monitoring of occupational training as a pedagogical 

tool for managing productive occupational training of future specialists. The experimental 

monitoring technology for the training of future specialists is based on a theoretically 

substantiated set of necessary and sufficient pedagogical conditions.  

 

Due to pedagogically balanced monitoring of occupational training, the advancing occupational 

training of future specialists involves: optimization of organizational and managerial structures, 

mobility of means for realization of educational functions, systematic introduction of the up-

to-date information technologies; the initiation of interactive forms and methods of control, the 

focus on auxiliary, advanced control, the shift of emphasis to the end result, records of 

effectiveness of the educational process in a higher technical educational institution and the 

economical use of its capabilities; this adds salience to the signs of openness and democracy.  

 

2.2. Conceptual Framework and Research Categories 

Nowadays Ukraine is experiencing a unique moment in history: innovative technical 

technologies coupled with modernization and investments in higher technical education provide 

the opportunity for radical economic acceleration. A significant factor in maintaining the 

quality of higher technical education is the productive occupational training of future specialists 

implemented on the basis of economical use of opportunities of the educational process of a 

higher technical educational institution, and the creation of a monitoring technology for their 

occupational training. The occupational and educational interests of scientists form the market 

demand for continuous higher technical education of different levels and character. The modern 

technical university is a specific higher educational institution with a wide range of faculties 

and departments as well as a set of research and educational institutes, affiliates and centres, 

small research, consulting and production firms, colleges and specialized schools (Larionova 

M.V., 2006). The criterion of classification is not the quality of the occupational training or the 

number of students, but the prognostic performance of the structure, which represents both the 

corresponding intellectual level of the staff and the combination of fundamental and applied 

scientific schools (Mikhailichev Ye.A., 2002). A rational decision on the development of the 

system of occupational training for future specialists is the introduction of lean-technology in 

the process of their occupational training (Baidenko V.I., 2001; Bykov V.Yu, 2005): " 

economical education", " drawing" education, visual monitoring, kaizen (terms of lean-

education), etc. Implementing lean-technologies in the process of occupational training in a 

higher technical education institution is a specific investment both in the development of 

innovative educational technologies and in the process of forming competitive specialists 

(Byshenko D., 2007). In addition, occupational training, its goals, objectives, and content are 

motivated to ensure the achievement of the highest quality of occupational training of a 

specialist (Vader M., 2007). Implementation of the educational process under the changing 

socio-pedagogical conditions is possible only on the basis of taking into account the 

effectiveness of the educational process and the economical use of its capabilities. Such an 

integrated educational and scientific system is mostly understood by scholars (Klarin M.V., 

1996, etc.) as the "prudent" occupational training of future professionals, which is a 

combination of European functionalism and Eastern philosophy.  
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Thus, due to the experience of Toyota (Ono T., 2012) and the interpretation of its ideas of 

"prudent production" in various fields of life, lean-education today is appropriate to be 

considered as the most productive, reliable, economical way to overcome the crisis, to increase 

the competitiveness of higher technical educational institutions. It is also considered to be 

essential that continuous technical education is an integral dynamic social and pedagogical 

system which quality monitoring requires an innovative approach that is "directed" to the 

person who becomes its centre and an active participant. Summarizing the analysis conducted, 

we conclude that the productive training of future specialists involves the selection of such key 

research categories: 

• diversification of occupational readiness of future specialist; 

• providing pedagogical innovations in the process of forming the readiness of future 

professionals for occupational activity;  

• interactive didactic means of advanced occupational training of creative personality of 

future specialist; 

• positive communication in the subsystem "teacher-scientist - future specialist".  

 

Therefore, the occupational training of future specialists in the context of the idea of continuous 

education on the basis of "economical" production of knowledge is the system of continuous 

effectiveness monitoring for the educational process and the economical use of its capabilities 

at a higher technical educational institution as the dominant idea of occupational training for 

future engineers aimed at continuous improvement. In the context of the aforementioned, the 

fundamental change of the humanitarian dominant of higher technical education, its orientation 

to universal values and the intellectual wealth of humanity direct a modern teacher of a higher 

technical educational institution at the formation of a future engineer complying with the 

requirements of the present and, in turn, impose requirements for the personality of a specialist 

in the world. 

 

3. PHENOMENOLOGY OF MONITORING IN THE SYSTEM OF QUALITY OF 

OCCUPATIONAL TRAINING OF FUTURE SPECIALISTS ON BASIS OF LEAN-

EDUCATION 

Modernization of the quality of occupational training of future specialists due to the 

pedagogically balanced monitoring of the training of future specialists on the basis of lean-

education involves: optimization of organizational and managerial structures, change in the 

technology of the implementation of educational functions, the introduction of informational 

technologies; change in the forms and methods of control, the focus on auxiliary, advanced 

control, shifting emphasis on the final result, record of the effectiveness of the educational 

process at a higher technical educational institution and the economical use of its capabilities, 

openness and democracy. The application of monitoring for the occupational training of future 

specialists at a higher technical educational institution is systematically determined, from the 

first point of view, by monitoring activities in the educational space, from the second point of 

view, by his personality and the educational route, and from the third point of view, by life 

conflicts and events in society. The environment for the implementation of monitoring 

technology in a higher technical educational institution is the technological process of " 

knowledge production" aimed at the economical use of its capabilities. The conventional image 

of monitoring process technology in a higher technical educational institution is its division into 

corresponding functional elements and designations of logical connections between them, 

which are specified as a monitoring scheme. Thus, the description of the monitoring process of 

occupational training is a staged sequence of monitoring activities with indication of the applied 

monitoring tools, which in turn serve as a kind of monitoring scheme for the occupational 

training of specialists, technological regulators, in which the completeness, efficiency, 
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achievability are differentiated, and the final result is individual acquisition of professional 

knowledge, skills and abilities by the participants educational process.  

 

3.1. Specific Features of Monitoring of Occupational Training of Future Specialists in Context of 

Lean-Education 

The occupational training of future specialists becomes systematic and purposeful, if it is 

studied not from the point of view of the "quality control model" parameter, but from the 

measurement of "quality assurance model". Taking into account the peculiarity of the process 

of occupational training at a higher technical educational institution and the transition from the 

"quality control model of occupational training" to the "quality assurance model of occupational 

training" through the system of monitoring of vocational training, the specific components of 

which are: the conceptual framework and the goals of educational activities stipulated by it; the 

content part – the content of the educational material and its structuring agreed with the didactic 

purpose; the procedural part – actually the technological process of introduction: organization 

of educational process, methods and forms of activities of future specialists, didactic system of 

teachers; the diagnostic apparatus – parameters, criteria, tools for researching the results of 

activities, procedures for monitoring the accomplishment of activities; models for technology 

implementation which are determined by the directions of permissible transformations of the 

first four regulatory components. The key source is filled with social transformation, science, 

and advanced pedagogical experience. Consequently, the monitoring of the occupational 

training of future specialists as a tool for quality control of occupational training is appropriate 

at all stages of obtaining professional knowledge, and the occupational training of future 

specialists in terms of continuing education on the basis of "economical knowledge production" 

is a system of continuous effectiveness monitoring of the educational process and, respectively, 

the prudent use of its capabilities at a higher technical educational institution as the dominant 

factor of occupational training of future engineers aimed at the constant detection and 

neutralization of educational losses for the development of professionalism and creativity by 

"drawing" (the term of lean-education) production of knowledge and its constant self-

improvement. The theoretical and methodological dominants of the monitoring research as a 

quality control tool for the continuous technical education are based on the application and 

development of ideas of advanced occupational training due to historical, pedagogical, socio-

political (modernization of the education system) and socio-economic (transition to market 

economy) preconditions. The presentation of the control process in terms of the structure of 

monitoring for occupational training as its quality tool enables to apply the main vectors of the 

competent approach for its design (Babak V., 2003), as "directions" of the methodology for 

scientific knowledge supported by modern teaching and mathematical methods of management 

based on object research as a system (monitoring), which consists of interconnected elements: 

higher technical educational institution and students, stages of monitoring, monitoring 

indicators (which provide for a complete idea of the state of various objects of the education 

system of qualitative and quantitative changes (occurring in it), monitoring diagnostic tools (a 

set of models, methods and technologies used to assess the quality of the educational process), 

evaluative activity (which is an "organization" for the conduct of monitoring procedures), etc.  

Application of integration scientific vision is confirmed by the available leading signs 

(Burkova E.V., 2000): the unity and integrity of monitoring qualities, structuring, the 

availability of functional characteristics, the hierarchy of relations between elements, the 

available system-forming parameter (goal). The structure of the monitoring for occupational 

training at the higher technical educational institution is made by the subjects of monitoring, 

monitoring stages, monitoring indicators, monitoring diagnostic tools and monitoring activities, 

which is the method to organize communication between the above-mentioned elements. The 

key objectives for the development of monitoring of occupational training (Valieiev M.M., 
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1998) are as follows: to identify the trends in the development of the object under study; to 

create the informational conditions for forming a holistic view of the state of the system of 

continuous technical education, of qualitative and quantitative changes in it; to determine the 

dynamics of change of the basic parameters of the investigated object and the possibility to 

swiftly introduce corrections in the process of occupational training; to be capable of self-

development, improvement and forecasting the results of the functioning of the research object.  

Therefore, the main tasks of the monitoring for occupational training acquire a new view, 

namely: to establish a rational list of measured parameters and criteria for evaluating the results, 

to form the initial information and analytical base for the functioning of the object being studied, 

to choose, develop and implement the scientifically grounded diagnostic tools (up-to-date 

pedagogical and mathematical models, methods and technologies for assessing the quality of 

the educational process), to research and correlate the gained results with the evaluation criteria 

for results in different qualimetric scales. 

 

3.2. Pedagogical Conditions for Implementation of Experimental Monitoring Technology 

of Occupational Training of Future Specialists  

Defining pedagogical conditions is an essential parameter for any scientific research, since it is 

a defined resource, the actualization of which in the context of a predetermined goal will 

contribute to the positive dynamics of the phenomenon under study. The pedagogical condition 

for formation of readiness as the result of occupational training of future specialists is 

considered to be the circumstances that affect the productivity of the researched process and 

are taken into account at all stages of occupational training of students at a higher technical 

educational institution. Based on the nature of the phenomenon under study, it has been 

established that such pedagogical conditions are components of the experimental monitoring 

technology for the training of future specialists at a higher technical educational institution on 

the basis of lean-education as follows:  

• ensuring diversification of the professional readiness of a future specialist; 

• providing pedagogical innovations in the process of forming the readiness of future 

professionals for the occupational activities; 

• the use of interactive didactic means of advanced occupational training of the creative 

personality of a future specialist; 

• organization of positive communication in the "teacher-scientist – future specialist" 

subsystem. 

 

Thus, realization of pedagogical conditions during monitoring of occupational training of future 

specialists at a higher technical educational institution, which we will be further given in details, 

is aimed at forming professional readiness for engineering activities. This parameter of research 

was consistent with all components of the monitoring technology of the training of future 

specialists. So, each of the distinguished pedagogical conditions can be presented in details. 

Thus, the diversification of the system of higher technical education actualizes the expanded 

summative, hierarchical system of lean-education, which is connected with the formation of a 

new paradigm of educational function of the "educational, scientific and production" activity, 

providing the competitive advantages of a professional individual capable of an adequate 

response to world-wide demands of society; the diversification of the professional readiness of 

the future specialist is considered as a process and the result of his occupational training, which 

makes it possible to ascertain it as a process of changing the personal and professional growth 

of a future specialist in accordance with the needs of education, science and production. The 

specificity of diversification of the professional readiness of a future specialist naturally is to 

consider the transition of the system of occupational training of future specialists to a higher 

quality level of integrity (harmonious), which is conditioned by a number of educational, 
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organizational, economic, social and technological factors. With the development of innovative 

training based on lean-technologies, competition in the field of occupational training for future 

specialists is intensifying. In the process of creation, development and dissemination of 

innovations in higher technical education, an essentially new, modernized educational system 

(lean-culture) is formed as a global system of open, flexible, personalized "value" knowledge; 

lean-education of a person throughout his life. Taking into account the interests of all 

participants in the educational process, the transformation system of scientific knowledge into 

a value is the providing of pedagogical innovations. Accordingly, the providing of pedagogical 

innovations in the process of forming the readiness of future professionals for occupational 

activities is the system of integration of educational and formative interaction between subjects 

of the educational process under the conditions of a higher technical educational institution and 

internal personal and professional self-determination of the future specialist in the space of 

pedagogical reality and the transformation of occupational and pedagogical , scientific and 

production knowledge into a valuable educational product. Organization of providing of 

pedagogical innovations in accordance with the leading factors in the theory and methodology 

of occupational education is possible through pedagogical logistics as a branch of logistics 

which studies the management of pedagogical processes based on the principles of logistics and 

the principle of simple real systems that enables to synchronize the pedagogical system to 

economic systems at its approximate level of management (Yevtukh M.B., Voloshchuk I.S., 

2008). This makes it possible to reduce the risk of inefficient use of funds for the development 

of higher technical education and thereby to increase the return on capital in this field. 

Actualization of lean-education at a higher technical educational institution is largely realized 

through interactive didactic means of advanced occupational training of the creative 

individuality of future specialists which contribute to the comprehensive manifestation of the 

double advance of higher technical education. In this process, it is fundamentally important to 

understand the purpose of occupational training in which the model of the future competitive 

specialist is given a grounding, and it is implemented on the basis of intensive lean-

technologies. The basis of the organization of occupational training of future specialists is the 

system of developmental education (the educational environment in which a future specialist is 

not imposed by the normative construction of his professional and pedagogical activity, but is 

given the opportunity to determine the trajectory of individual creative development and, 

accordingly, the accumulation of scientific knowledge, practical skills and continuous 

formation of the mechanism of his self-organization and self-realization, development of 

cognitive abilities are assumed), the priority goal of which was determined in the development 

of professional skills of future specialists. The major significance in the organization of such 

activities is the implementation of individual coach-guiding, which involves identification of 

personal interests of future specialists, design of their professional path and construction of the 

monitoring technology for occupational training on the principles of lean-education, and 

directly, the processes of professional self-determination provide technology of coach-

pedagogy which is the framework for the organization of positive communication. Professional 

pedagogical coaching is, in essence, a system of self-development and self-improvement of 

personal and professional qualities of a teacher during each moment of life through self-

awareness and self-actualization leading to a productive interaction of a teacher with students 

based on trust and mutual respect. The central idea combining all these categories is the kaizen 

direction – constant self-development, the internal activity of a future specialist in his personal 

qualitative transformation; the process of constant self-improvement. Taking this, it can be 

concluded that the transformation of education into the mechanism of development of 

personality and society, the direction of higher education as a socio-cultural institution not to 

recreate the traditional norms of social life, but to develop a democratic, humane society, 

constant self-improvement is a pedagogical kaizen. 
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3.3. Research Results 

The emphasis of the leading approaches of the research (personal oriented, personally active 

and systemic) contributed to deepening of the scientific understanding of the process of 

occupational training of future specialists, in the context of which a person is a value that 

provides professional growth by itself, and the activity is recorded at two levels: activities and 

behaviour; in turn, organization of occupational training of future specialists is a pedagogical 

system. By streamlining the axioms and research problematics, the main methodological 

principles are identified: didactic integration, individual educational path, lean-education, 

kaizen direction. The research of productive occupational training of future specialists within 

the coordinates of constructive pedagogical thought motivates to select the following key 

categories of research: diversification of the professional readiness of a future specialist; 

providing of pedagogical innovations in the process of forming the readiness of future 

specialists for professional activity; interactive didactic means of advanced occupational 

training of creative personality of a future specialist; positive communication in the "teacher-

scientist – future specialist" subsystem. The research on the origins of the training of future 

specialists at a higher technical educational institution has made it possible to determine the 

most significant historical features of the educational process of a higher technical educational 

institution and to outline their prognostic features of influence on the development of modern 

higher technical education. They are as follows: updating and systematization of technical and 

pedagogical knowledge, purposeful accumulation of scientific experience; scientific and 

pedagogical on-the-job training (practically oriented occupational training within the triangle 

of "education – science – production"); occupational retraining (improvement of basic 

occupational training). It is essential that the understanding of the specifics of "step-by-step" 

occupational training of future specialists is actualized today. Therefore, the productivity of 

occupational training of modern specialists at a higher technical educational institution should 

be directly related to its development in the framework of educational benchmarking, that is, 

taking into account the world experience of forming the value flows of professional, profile, 

economic, and managerial knowledge which is an important tool of the system for quality 

provision and management as a new stage in the development of higher technical education. 

The study of the labour market suggests that the culture of social dialogue of higher technical 

education with the economy requires the higher technical education institutions to provide 

special predictability, and the integration in the European dimension needs to increase the 

transparency of educational programs, to increase the comparison of qualitative parameters, to 

align the monitoring procedures. In this regard, the definition of competencies differentiated by 

the level of higher technical education for different areas (specialties) of training is a difficult 

process of operationalization of descriptors contained in the structure of qualifications of the 

European Higher Education Area. The study of the "content core" of the occupational training 

quality in the pedagogical theory and practice has given the opportunity to outline a new 

approach (different from the traditional logic of occupational training) such as the continuing 

education of a future specialist on the basis of prudence and providence using the capabilities 

of the educational process of a higher technical educational institution. Support and 

development of integration processes in the "education – science – production" system 

simultaneously provide both economic and social effects which radically predetermine the 

innovative structure of new educational products and types of educational services, their high 

competitiveness. Formation of innovative culture is a necessary component for the training of 

a new formation of specialists who are competitive in the development of new innovative 

products of both technical and educational character, in managing innovation projects, 

accumulating the experience of innovation activities and carrying out the transfer of the results 

of fundamental and applied research into the educational process, economics, science and 

production.  
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4. CONCLUSION 

The priority direction for modernization of higher technical educational institutions is a 

competence-oriented approach aimed at achieving the goals of higher technical education: self-

education, self-determination, self-actualization, socialization and prognostic development of 

professional individuality. The instrumental means to achieve these goals are fundamentally 

new educational structures: types, components, components of the educational process at a 

higher technical educational institution that has a personally significant, practically oriented, 

and active orientation, which, in turn, is built up within the triad of "education – science – 

production". The scientific analysis of the origin and diversification of pedagogical 

technologies enabled to deepen the scientific understanding of the experimental monitoring 

technology of occupational training of specialists at a higher technical educational institution, 

and made it possible to distinguish the criteria of technological effectiveness, such as: 

systematicity, conceptuality, up-to-dateness, scientific character, accuracy, integrability 

(integrity), consistency, optimality of costs, manageability, diagnostic goal-setting and design, 

reproducibility of the educational process and its outcome, qualitative and quantitative 

assessment of educational outcomes, planned performance. It is proved that monitoring of the 

occupational training of future specialists on the basis of lean-education is a purposeful, 

continuous, scientifically grounded, technological process of analysis, evaluation, acmeological 

support and forecasting of quantitative and qualitative changes in conditions, process and 

results of occupational training, their dynamics in order to improve the quality of occupational 

training of future specialists. The study of the origins of pedagogical logistics facilitated to the 

decrease of monitoring risks of non-productive use of funds for the development of higher 

technical education. By recreating the flow of logistics in a higher technical educational 

institution, the contribution was granted to providing the process of producing knowledge, 

eliminating the unnecessary knowledge and distributing the knowledge in the educational 

process. The purpose of this activity was to achieve the minimum expenses of pedagogical 

activity, to minimize the terms for creating a new "educational product", to guarantee the 

provision of knowledge of high quality within a minimum period of time. The following parts 

are the structural components of the experimental monitoring technology for the occupational 

training of future specialists on the basis of lean-education: conceptual, procedural, and 

technological. The efficiency vector of the monitoring technology of occupational training of 

future specialists was specified, and it became the "professional project" of a certain 

pedagogical system which was realized in practice with the help of integrative content of the 

occupational training of future specialists, forms, methods, means, procedures and conditions 

of training in the interaction between a teacher and a student. And the method of its organization 

was aimed at the optimal construction and implementation of the educational process and was 

based on personally oriented, personally active and systemic approaches to intensifying 

education, and it generalized the scientific knowledge and practical skills of future specialists 

in order to use them in educational and practical activities. It was established that the pre-

condition for the formation of readiness as the result of occupational training of future 

specialists is the circumstances which affect the productivity of the process under study and 

which should be taken into account at all "stages" of training of future specialists at a higher 

technical educational institution. Proceeding from the nature of the phenomenon under study, 

it was determined that such pedagogical conditions are: providing of diversification of the 

professional readiness of a future specialist; providing of pedagogical innovations in the process 

of forming the readiness of future specialists for professional activities; the use of interactive 

didactic means of advanced occupational training of creative personality of a future specialist; 

organization of positive communication in the "teacher-scientist – future specialist" subsystem. 

Implementation of the pedagogical conditions within the monitoring technology of the 

occupational training of future specialists was aimed at forming the readiness of future 
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specialists for professional activity. The content load for the implementation of monitoring 

technology was the introduction (using the algorithm of "education – science – production") of 

its main components and methods for its evaluation. The updating of resources of a higher 

technical educational institution in the implementation of the experimental monitoring 

technology of occupational training of future specialists was in the reflection of the current 

situation in higher education and the mechanisms for its implementation, the provision of 

science-intensive content and educational technologies, the organic merger of scientific 

research with teaching at a technical higher educational institution, and the partner creativity of 

a teacher and a student.  
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ABSTRACT 

Development of an entrepreneurship in modern conditions is being influenced by set of factors, 

and one of them is migration processes. They can become an incentive for creation and 

development of the own business, to be a motivation of entrepreneurial behavior changing. The 

people forced to replace the habitation appear in the conditions promoting decision making for 

benefit of an entrepreneurship. It in turn is positively influencing the conditions of national 

economy even if migration processes are caused by negative tendencies. This article considers 

how forced migration stimulates an entrepreneurship and affects an entrepreneurial behavior 

in aspect of the international experience and realities of the Ukrainian economy. The increase 

in entrepreneurial activity caused by migration processes is researched, the level of their 

importance in case of decision making to begin own business in comparison with seven main 

motives of business activity is analysed. The main spheres of business which migrants are 

inclined to choose and degree of their economic success are determined. The received results 

have both the theoretical and practical value as allowed to formulate a tendency of influence 

of migration on business activity strengthening and to prove change of entrepreneurial 

behavior. It is revealed that the main motives stimulating an entrepreneurship in the conditions 

of migration are, first of all, desire to provide itself and the family with stable income, 

implementation of own business idea, lifework, aspiration to financial independence. At the 

same time, entrepreneurs are more inclined to show ethical qualities in business (socially 

responsible business, high-quality and ecologically safe product, customer relations) and are 

less inclined to the termination of business activity in the conditions of crisis. 

Keywords: Enterprenuership, Enterprenerial motivation, Migration processes 

 

1. INTRODUCTION  
It is difficult to overestimate influence of an entrepreneurship on the modern economy because 

creation of new business and increasing of existed ones demonstrate economic freedom and 

positive economic trends. There are a lot of research papers devoted to the problem of the newly 

created enterprises activity in dynamically developing economies (Lazear, E.P., 2005, pp. 650-

651), including the economic theory (Drucker, 1993, pp. 10-15). At the same time, considerable 

attention of researchers attended to general entrepreneurial behavior, its economic feasibility 

and factors that intensively influence it (A.Perenyi, R.Zolin, A.Maritz, 2018). Researches 

highlights the following factors impacted the behavior mentioned below: the internal 

psychological motives causing desire to begin own business, and external which can induce to 

business activity and strengthen influence of internal (De Jong, Jeroen P. J., Parker and others, 

2015).  
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Usually, the following factors are marked as entrepreneurial qualities: aspiration to 

independence, high tendency to risk, commitment, innovative activities (Barba-Sanchez, 

Atienza-Sahuquillo, 2012, p.133). On the other hand, intensive development of behavioral 

theories recently more often changes the sphere of researches attention from rational to a 

motivational component of entrepreneurial behavior in search of the answer to a question what 

of behavioral factors exert the greatest impact on decision making about opening of own 

business (Douglas, E.J. and Shepherd, D.A., 1997). As for external factors it should be 

mentioned that the migration processes that considerable geopolitical transformations in the 

world, in our opinion, is one of the most important. People is forced to change the place of 

habitat because of military activities in regions, standards of leaving decrease processes, losing 

of job places by reason of technologies obsolescence, closing of the large state enterprises, etc 

(Marc Gruber, Ian C. MacMillan, 2017). Also people have opportunities to begin their own 

business and to show entrepreneurial capabilities. Some researchers mention that the 

entrepreneurship wave caused by migration processes can lead to deterioration in an economic 

situation in the region as most often the entrepreneurs, forced to begin the business in 

connection with migration, have lower level of required skills and knowledge (Naudé, 2011). 

The inefficiency of the made decisions leads to fast closing of business and disappointment in 

the entrepreneurial capabilities that is displayed in decreasing of bank loans return, increasing 

of unemployment, etc. (Naudé, 2015). Some Ukrainian researches also investigate the problem 

of the interconnection between migration and entrepreneurship. For example, M. Dolishny and 

S. Zlupko (1997) mention that developed labor market and the adjusted processes of a labor is 

the main condition of maintaining an effective entrepreneurship availability. The labor 

migration is based on need of ensuring a quantitative and high-quality labor power requirement 

of different regions of the world and countries and also aspiration to implementation of internal 

needs of the personality (Kashuba O.M., 2013, p. 435). Thus, in the course of forced migration 

there is an element of a labor migration, because movement of the population happens most 

often to regions with high rates of the labor market and the higher are these indicators, the more 

chances of success have the entrepreneur. The aim of the present article analyzes migration 

processes influence on the entrepreneurial behavior changing process as well as identification 

of the dependence availability dependence between the level of forced migration and increasing 

of the tendency towards to be a private business undertaking.  

 

2. ENTERPRENEURIAL BEHAVIOR AND MIGRATION 

2.1. The concept of entrepreneurial behavior 

It is difficult to carry an entrepreneurship to a regular labor activity as it in essence characterizes 

creative and vigorous activity of businessmen, contains special useful philosophy of system of 

managing (Garkusha V. V, 2008). The entrepreneurship is a driving force of economy as allows 

to create new products, to open new types of activity, to stimulate the economic growth and 

development of society. The main motive of business activity often are called commercial 

purposes, such as profit earning and high income level (Schumpeter, 1982). However later 

researches confirmed that along with it, the aspiration to success, expansion of spheres of 

influence, creation of opportunities for self-realization, development of creative capabilities 

becomes a motive to an entrepreneurship. The tendency to an entrepreneurship is explained by 

modern researchers from the rational and behavioral points of view. Rational means 

manifestation of tendency to an entrepreneurship, desire to undertake an entrepreneurial risk in 

optimum conditions, in the presence of positive external factors and internal motives, desire to 

self-actualize in the chosen sphere, to get profit (Busenitz and Lau, 1995). Representatives of 

behavioral theories of entrepreneurial behavior change are concentrated on studying of the 

internal motives influencing the entrepreneur (Barba-Sanchez, Atienza-Sahuquillo, 2012, 

p.133).  
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According to the dynamic theory Atkinson and Birch (1978), human life represents the flow of 

behavioral reactions characterizing change of one type of activity with another. If it is necessary 

to make a choice from a set of options, the motive will be stronger, and the more positive results 

it will bring, the more is than chances at adoption of this decision. Motives can be internal and 

external, depend on political, economic factors, a labour market situation, availability of 

favorable conditions for conducting business activity and also to be based on internal needs of 

the person, his opportunities, experience, world outlook. Most of authors agrees on availability 

of three main motives: goal achievement, competition, independence (Herron and Robinson, 

1993) and also such factors as desire to gain high income and the need of recognition for society 

(Karamushka L.M., 2005). Motives serve as motivation to action and in common conditions 

their importance is distributed in such sequence on importance degree. The person, inclined to 

an entrepreneurship, is more often than others showing commitment and strong desire to 

implement everything exactly as it is conceived, makes plans for the future, derives pleasure 

from the personal liability for result. In that case future entrepreneurs approach process of 

creation of own business consistently, gradually acquiring skills, knowledge and skills of 

business, are more often more ready morally to consequences of risk decisions and are capable 

to continue competitive struggle even in the conditions of protracted crisis. More over, the 

motivation to business activity can be considered from two points of view: at a receipt stage to 

business activity and at a stage of its stabilization. In general decision making about creation of 

own business is influenced by such external factors as social and economic (social and political 

stability of society, efficiency of a legal mechanism), organizational (the sphere of business 

activity), social and demographic (age, sex) factors, and at a decision making stage about 

business continuation - degree of its success. Long time the main personal motives for 

conducting business activity in Ukraine are desire to provide high level of living for themselves 

and the family (42,2%), aspiration to independence (37,8%) and self-realization (35,6%) 

(Rudkovska, 2016) and a situation significantly did not exchange, despite of socio-political and 

economic changes. 

 

2.2. Migration influence 

Influence of migration processes on an entrepreneurship can be considered from the point of 

view of a labor migration and forced migration, connected with contingencies. Migration 

movement can act as the indicator of reaction of the population to change in economic, political, 

social life of society, and its amount, the directions and scales testify to stability or instability 

of social development (Kashuba, 2013). Entrepreneurial migration at the same time acts as a 

part of a labor migration (Harris and Todaro, 1970), implying conscious movement of a labor 

power in search of favorable conditions for self-employment and business. At the same time, 

the entrepreneur risks success of the activities, an opportunity to receive or not the profit, in 

comparison with regular labor migrants who risk is to find not a workplace with the desirable 

pay level of work (Marthen L. Ndoen1, 2000). In most cases such type of an entrepreneurship 

based on natural processes of a labor migration is considered more conscious, allowing 

entrepreneurs to show own tendencies and management skills in the region with more favorable 

external conditions. In case of forced migration the entrepreneurial activity can be shown for 

lack of tendency to an entrepreneurship and necessary skills that is caused by impossibility to 

find a job in the new region and the need for financial provision of yourself and the family. At 

the same time the need for receipt of high income advances all other motives of an 

entrepreneurship and success of conducting own business, its continuations considerably 

depends on the level of this income. The migrants who remained without means of support, the 

real estate or other property, in this case become more inclined to an entrepreneurial risk as they 

"have nothing to lose anymore" (Neville et al., 2014). They are more persistent and show higher 

commitment, creativity in the problem resolution and competitiveness as they were pushed out 
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by circumstances from the habitual labor market to the sphere of self-employment (Brixy et al., 

2013). Migrants are seen to have access to supplementary sources of support, training and 

financing, as often migrants increase their educational level or gain new skills, save more 

money and extend their social network while living abroad (Naudé, 2015). Growth of 

entrepreneurial activity can potentially lead to serious rise of economic development through 

increase in level of investments and demand for financial instruments, development of the local 

labor market, expansion of the range of products or services in the region, which can differ 

considerably from habitual and attract keen interest of consumers. The international experience 

demonstrates that the countries and certain regions seek to increase appeal of the territories to 

migrants from the different countries for increase in business activity and improvement of 

economic and social indicators. For example, for involvement of immigrants to Detroit in the 

United States about business potential has created the program of "The center of development 

of the neighbourhood" which assumes providing technical assistance for businessmen, granting 

the small credits for creation and development of business and holding trainings in the main 

districts of the city. According to this organization, each invested dollar in business activity 

allows to receive 28 dollars. In Australia in the region South Australia the local government has 

created the program for involvement of highly educated professionals and business of migrants 

to the state, thus creating additional drivers of development. Similar strategy was created by the 

government of New Zealand. Agrees with researches, one of six new created enterprises in the 

United States are the property of immigrants that speaks about increase in influence of 

immigrants businessmen on creation of value added and increase in enterprise activity for 

development of territories. 

 

3. FORCED MIGRATION INDICATORS 

The number of migrants according to the UN grows in the world, so in 2000 the total number 

of migrants constituted 174 million, in 2013 already 232 million, and in 2015 - 244 million 

people. Partially it is promoted by development of transport connection and means of 

communication, openness of borders and the phenomenon of globalization, but driving forces 

of migration remain invariable – search of safety and means of livelihood. Respectively global 

migration flows move to the peace countries with developed economy (G20) where more than 

two thirds of all world migrants live. Events since 2014 promoted in Ukraine to revival of 

migration processes. The economic crisis, military operations in the Crimea and in the east of 

Ukraine led to increasing in level of migration as within the country, and out of its borders. 

Poland and Russia remain the most popular directions of migration of Ukrainians, at the same 

time the starting from 2014 goes reorientation of labor migrants to Poland and other EU 

countries (Figure 1). 

 

Figure 1: General flows of labour migration in Ukraine (Government Statistic Department of 

Ukraine, 2017) 
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Among external migrants the number of those who could open own business is small, generally 

labor migrants from Ukraine find a job in the sphere of a construction, housekeeping and service 

trade (Migration in Ukraine: facts and figures, 2016). As for an internal labor migration, the 

number of such migrants increased due to growth of internally displaced persons. For today 

their total number reached 1,502 million people. The largest number of IDPs is registered in 

Donetsk, Luhansk, Kharkiv, Dnipropetrovsk and Kiev regions (Figure 2). 

 

Figure 2: Main directions of IDPs migration in Ukraine (Slovo i Dilo analytics, 2018) 

 

About 54% of the income of IDPs are forced to spend for food and ensuring basic requirements 

that brings closer them to poverty line, causing need of search of sources of higher income. 

Many IDPs lost the place of full-time employment and experience difficulties with search of 

new places of employment that is caused by features of the labor market of Ukraine and 

professional specialization not peculiar to other regions of the country. Thus, IDPs of Ukraine 

appear in the conditions of forced migration today that can serve as an incentive by the 

beginning of business activity. 
 

4. RESULTS OF EMPERICAL RESEARCH 

4.1. Metodology and information 

According to research priorities, the attention was focused on IDPs of Ukraine which opened 

own business after changing of the place of habitat and also on how their behavior due to the 

need to leave the habitual residence changed and what were the main motives which induced 

them to become entrepreneurs, the level of knowledge and abilities necessary for the 

entrepreneur, tendency to risk. This empirical study is based on data collected using the survey 

methods reported in this section. The methodology we used to conduct this study is reported in 

the following three sections: data collection, measurement and data analysis. 

 

4.2. Data collection 

For accomplishment of a research the questionnaire, the directions on studying of the basic 

reasons and motives, which induced IDPs to opening of own business, was created. We 

collected the data for this study via questionnaire surveys. A survey was forwarded by mail to 

all contacts and in form of phone-interview for a mostly successful of them. Overall, 95 

questionnaires received from founders, but only 91 were correctly completed, which indicated 

a confidence level of 95,7%. The data suggest that Ukrainian entrepreneurs are mainly men 

(87%) and only 13% of the respondents were women.  Average age is 36 years but there were 

responders, who started their business at 24 years of age and at 45 or later too.  
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Before responders started their own business, they mainly worked for others and accumulated 

nearly 5-7 years of experience, some of them around 15-20 years, usually in the different sector. 

Quizzed entrepreneurs had opened their business in different spheres. Most of them started in 

sales (51%), but there also were services (23%), restaurant or food business (11%), domestic 

production (9%) and other (6%). There are representatives of the most successful businesses in 

all of them, and there are some new trademarks with unique products known all over the 

Ukraine (clothes and accessories manufactory, food, drinks etc.). Regarding the characteristics 

of the created companies, most respondents chose limited liability companies, though they 

retained most decision power and reserved rights to more than 50% of the capital. These 

companies also mainly represented micro businesses, because their average number of workers 

was only 5,078. Their education level is mostly high (bachelor or master’s degree), but there 

were some of them with average education and those, who did not finish their compulsory 

education.  

 

4.3. Data analysis 

For the analysis of the received results all data were grouped and ranged on importance degree. 

Answers to questions disclose the main motives which induced entrepreneurs to begin own 

business, level of knowledge and skills in the sphere of an entrepreneurship prior to work and 

eventually, degree of tendency to risk, availability or lack of advantage factors in the region, 

success of business, level of its innovation and also the main problems and obstacles which 

respondents in the course of business activity faced. In total 10 motives called by entrepreneurs 

such that induced them to begin own business were marked out. As expected, on the first place 

on degree of the importance there was a need to provide itself and the family. Further there is 

desire to gain higher income, to be independent and also to start own business, to have 

interesting work, to realize the idea or an old dream. The important place among motives was 

taken also by aspiration to higher social status, personal and professional growth. The family 

tradition and following to someone's example of success finish the list (tab. 1). 

 

Table 1: Scale of Entrepreneurs Motivation score  
Motives Mean 

(5 – extremely important, 4 – very important, 3 – 

mildly important, 2 – not very important, 1- 

unimportant) 

Need to provide itself and the family 4,28 

Desire to gain higher income 4,15 

To be independent 4,00 

To start own business  3,85 

To have interesting work (lifework) 3,67 

To realize the idea or an old dream 3,31 

Aspiration to get higher social status 3,12 

Personal and professional growth 2,97 

Family tradition 2,20 

Following to someone's example of success 1,60 

 

As for that, how prepared for business activity respondents were before they started their work 

and how they estimate themselves now, the most part of answers confirms that before business 

start the level of knowledge was average or minimum (47%), about a third of respondents 

answered that they had brief experience in the sphere of an entrepreneurship (29%), the others 

noted that they had a necessary set of knowledge and abilities (24%) (tab. 2). In the course of 

work on creation and development of own business entrepreneurs aimed at increase in the 

professional level, being engaged in self-education or attending additional trainings and classes. 
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Table 2: Entrepreneurial Skills and Knowledge level analysis 
Mean Assessment before 

starting business 

Assessment after 

developing business 

Extremely high level 0,10 0,11 

High level 0,14 0,20 

Mild level 0,29 0,37 

Satisfactory level 0,36 0,26 

Unsatisfactory level 0,11 0,06 

 

In addition, respondents note that with business development they became less inclined to risk, 

unlike times when they only began own business. About a half of respondents are ready to begin 

new business, at the same time consider the enterprise successful approximately the same 

number of business owners. Concerning a situation in which entrepreneurs began own business 

many noted external conditions as adverse, in particular a problem of search of financial 

provision, high cost of lease of rooms, difficulties with paperwork. On the other hand, the 

commitment, participation in projects made for the help of IDPs and support of an 

entrepreneurship by the EU and local financing, demand of the created product or service in the 

market, influenced business development positively. Moreover, the research showed that the 

entrepreneurs forced to replace the residence in Ukraine were more inclined to conducting 

ethical and socially responsible business (67%). So interviewed entrepreneurs emphasize that 

bear responsibility for quality and ecological compatibility of the made product (58%) and the 

subordinates (35%), value the personnel and are ready to make efforts for increase in the 

engagement of their work (30%). Also important place is taken by relations with consumers – 

respondents pay attention to preserving and deduction of new clients, the unusual and efficient 

systems of increase in loyalty, active use of electronic means of communications and social 

networks. 

 

5. CONSLUSION  

The conducted research shows that the level of entrepreneurial activity which depends on 

external and internal factors plays an important role in the modern world. The increasing level 

of forced migration (because of military conflicts, sharp deterioration in economic situation in 

regions) is one of the most important negative factor impacted an entrepreneurship. The result 

of this factor impact is the process when people start some business activity because of needs 

to make personal and family provision, financial independence and high profit, implementation 

of the new creative idea. As a result, people earlier not inclined to entrepreneurial activity 

achieve success in business even if they don`t have some entrepreneurial background. 

According to the research on Ukrainian IDPs the following conclusion should be stressed: the 

interviewed forced migrants were pushed out from the habitual labor market and chose an 

entrepreneurship as self-employment. The most of them appeared in adverse conditions of 

maintaining an entrepreneurship (some financial problems; problems with the legal paperwork. 

However, the high commitment, correctly chosen business strategy, increase in social 

responsibility and ethics of business provide them opportunity to be succeed in chosen spheres.  
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ABSTRACT 

The paper presents the topic which has been treated by many researchers and which speaks in 

favour of finding technological solutions for the processing and verification of the relevance of 

the abundant data set. The goal is to obtain relevant information which can be used not only 

for inputs to agencies in charge of resolving the crisis but also for the creation of  “collective 

intelligence” which can enable, faster than any media used by crisis management, the affected 

to get the key and verified information and help them in making right decisions. Some of the 

platforms which are being developed for this purpose are explained in this paper. Also, the 

paper assesses their usefulness and mentions other positive examples of the social media use 

by government institutions, a local government and world public services. 

Keywords: crisis management, crowdsourcing, government, information processing, public 

 

1. INTRODUCTION 

It is questionable how much today's crisis management practices by governments and 

government agencies take into account social networking which is especially Twitter and 

Instagram, greatly used by the population. In crisis situations these social media show high 

activity and produce an enormous amount of data during the outbreak and duration of the crisis 

events. Secured access to information can save a lot of resources to government agencies which 

collect data from crisis locations. It can help them make the right decisions on implementation 

of measures which ensure security of human lives, reduce property damage and faster the 

mastering of the crisis with the aim to extinguish it. One of the biggest problems is the fact that 

among millions of produced data a large part is not relevant for the purposes of crisis 

management, and there can also occur deliberate data manipulation which can produce high 

security risks. Traditionally, crisis management belongs to domain of a state and local 

government and public services and is one of their most important tasks (Questia, 2017). At all 

levels governments are involved in the management of crises and disasters through public 

services they establish. Nowadays governments are faced with an increased number of crisis 

situations which often contain new types of threats (OECD, 2013). The complexity of modern 

crises requires the involvement of many participants apart from emergency services and this 

requires effective coordination with the aim of a successful outcome (OECD, 2013). The need 

for coordination raises a significant challenge to public governance. It is the ability to 

coordinate crisis management the key element of good governance as it tests government 

capacity to ensure an adequate response at the right time in order to protect the population and 

economy by mitigating the impact of crisis events (OECD, 2013). In the moments of the crisis 

breakout the public expects from its government to explain what is happening and why it is 

happening and to be able to minimize the impact of the crisis (Questia, 2017).  
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This task is even more important in the era of modern technology when 24-hour television 

programs and the Internet monitor and publish every move of the government (Questia, 2017). 

Under such conditions the governments pay great attention to five critical functions of 

management: decision-making, understanding of events, eliciting the meaning out of the event, 

containing the crisis and learning about the crisis after settling the crisis situation (Questia, 

2017). In order to understand events the government relies on informing mechanisms through 

services and institutions which operate in the case of emergencies. These services send reports 

from the field. On the basis of these reports the government is trying to comprehend what is 

really happening in order to initiate crisis management mechanisms at the global and local level. 

Many theorists of crisis management and many scientists who study the effects of social 

networks warn about huge amounts of information produced by the crisis-affected population 

and point out their possible use in crisis management. Through applications mobile 

technologies have begun to play a role in preventing the crisis, its management and the reaction 

to the crisis, and they also provide people with life-saving information in moments of danger 

(Retrieve, 2017). When faced with an unexpected crisis, people quickly try to gather as much 

information from the sources that are currently available (Castillo, 2016). During the crisis all 

involved in it such as the public, the media, the government, emergency services, humanitarian 

organizations and others quickly try to become aware of the situation. This process involves 

perception, conscious understanding and ability to make assumptions about future events 

(Vieweg, 2012). The achievement of situation awareness is considered to be an aspect of 

collective intelligence which involves an interaction of many participants with a combination 

of different sources of information (Palen et al. 2010). When faced with the crisis, people rely 

on systems and networks which are the most relevant to them (Potts, 2014). Their main benefit 

is the capacity scale and the speed of information flow (Retrieve, 2017). Social networks can 

help in the process of understanding the situation, but it is very difficult to handle an enormous 

amount of complex information in real time so that the relevant information could be 

immediately utilized (Castillo, 2016). 

 

2. THE CONCEPTUAL DEFINITION OF CROWDSOURCING 

According to the Merriam-Webster dictionary the term crowdsourcing means: “the practice of 

obtaining needed services, ideas, or content by soliciting contributions from a large group of 

people and especially from the online community rather than from traditional employees or 

suppliers“. Today crowdsourcing is best known as a business idea that gives companies insight 

into customer expectations and satisfaction with a certain product (Alsever, 2007). These 

practices are made possible because of the growth of the user-generated media such as blogs, 

wikis, You Tube and, of course, social networks like Facebook, Instagram and Twitter. The 

authors (Imran, Castillo, Diaz & Vieweg, 2015) emphasize Twitter as an extensively used 

communication channel, especially in the large-scale convergent events such as natural 

disasters: earthquakes, floods and typhoons. In recent years scientific studies have indicated 

great importance of messages distributed to social networks because they contain important 

actionable and tactical information (Imran, Castillo, Diaz & Vieweg, 2015); (Imran, 

Elbassuoni, Castillo, Diaz & Meier, 2013); (Cameron, Power, Robinson & Yin, 2012). 

 

3. ISSUES OF INFORMATION PROCESSING IN CRISIS 

The biggest problem is the efficient processing of this enormous amount of information. This 

can be accomplished by means of NLP (Natural Language Processing) methods such as 

information extraction, classification and named-entity recognition (Bontcheva,  Derczynski, 

Funk, Greenwood, Maynard  & Aswani, 2013) but a big part of the messages is very short and 

contains slangs, typographical errors, incorrect grammar, abbreviations and the like (Han, Cook 

& Baldwin, 2013).  
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These disturbances degrade the work of NLPs during the processing (Foster et al. 2011). In 

their work the authors (Imran, Mitra & Castillo, 2016) have presented Twitter Corpora 

containing more than 52 million messages produced during 19 different crisis situations in the 

world from 2013 to 2015. Twitter data were collected via the AIDR (Artificial Intelligence for 

Disaster Response) platform (Imran, Castillo, Diaz & Vieweg, 2015) which in crisis situations 

allows the collecting of the messages with a specific keyword or from a specific geographical 

area using Twitter's streaming API (Application Program Interface). The presented data show 

that the largest number of tweets was produced during the Palestinian conflict, over 27 million 

tweets, then during an outbreak of Ebola virus and great floods in India, over 5 million tweets, 

and over 4 million tweets during the earthquake in Nepal and the disappearance of Malaysia 

plane (Malaysia Airlines flight MH370); (Imran, Mitra & Casillo, 2016). In the test data 

processing the authors combined human evaluation and machine learning. Volunteers or paid 

staff annotated the received messages in an annotation scheme which set nine different 

categories of classifying messages: injured or dead people, missing, trapped or found people, 

displaced people or evacuations, infrastructure or utilities damage, donation needs or offers or 

volunteering services, caution and advice, sympathy and emotional support, other useful 

information, not related or irrelevant. The data processing made by volunteers facilitates 

machine learning which has been conducted using three well-known learning algorithms: Naive 

Bayes, Support Vector Machines and Random Forest. After the processing performed by 

algorithms on the complete sample of 52 million messages the word embedding has been 

implemented using word2vec. The volunteers have been engaged through Stand by Task Force 

(http://www.standbytaskforce.org/) and messages have been annotated by the Micro Mappers 

platform (micromappers.org). Errors that occur in writing of the messages (Out of vocabulary 

- OOV words) are divided into: Typos/misspellings / Single-word abbreviation/slangs / Multi-

word abbreviation/slangs / Phonetics substitutions / Words without spaces. It has been noticed 

that the largest number of errors belongs to misspelled words which can be corrected using one 

edit-distance change, while other OOV words have to be distributed to the volunteers to be 

corrected before their release in the system (Imran, Mitra & Casillo, 2016).  

 

4. CONSTRUCTION OF CROWDSOURCING SYSTEM 

The architecture of the hybrid crowdsourcing / machine learning system on the example of 

AIDR (Artificial Intelligence for Disaster Response) is explained in the work by Ofli et al. 

(2016). According to the authors the AIDR platform efficiently processes the abundant network 

streams maintaining high accuracy of classification at the rate of 500 units per second, which 

is a double capacity with regard to the observed peak rates during the actual crisis. It is based 

on the crowdsourced stream processing approach, which in the stream processing architecture 

combines human and machine intelligence providing high quality and low latency (Ofli et al. 

2016). It relies on a group of volunteers for labelling and on machines for automatic 

classification. As a crowdsourcing model, the Micro Mappers (http://clickers.micromapper.org) 

module has also been used. It is powered by the PyBossa (http: // pybossa.com) crowdsourcing 

platform (Ofli et al. 2016). The authors explain the architecture of the AIDR module: The 

collector module collects messages from a lot of data sources, in this case from Twitter, using 

specified keywords, hashtags or geographical regions. Then the Tagger module, using 

supervised learning for classification of messages, selects single elements and sends them to be 

labelled by crowdsourcing workers or digital volunteers. The labels coming from 

crowdsourcing are sent to the Learner module. It refreshes or initially creates a classification 

model that is then used by the Tagger which processes the data received from the Collector 

using the best available model (Ofli et al. 2016). Reliability of classification is determined by 

the efficiency of used machine learning algorithms and the quantity and quality of labels which 

have been used for machine learning (Ofli et al. 2016).  
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The cost of using this system is determined by the time which volunteers have invested in 

labelling. According to (Ofli et al. 2016) in order to reduce the amount of data which has to be 

processed by digital volunteers, duplicate and near-duplicate messages are removed in a way 

that they are handled as a single task, while the active learning is used to selectively choose 

items that lead to classification progress.  

 

5. IMPLEMENTATION OF CROWDSOURCING IN CRISIS MANAGEMENT 

Reflections on the efficiency of social networks are largely driven by the media covered 

experiment DARPA (Defence Advanced Research Projects Agency) Network (Red Balloon) 

Challenge (Popoola et al. 2013). In 2009 DARPA announced that it set ten numbered weather 

balloons on unknown locations within the United States and offered the prize of $ 40,000 to the 

first person or team that signals the exact location of all the balloons (DARPA, 2010). The aim 

of the experiment was to identify different mobilization strategies and demonstrate how rapidly 

a demanding geolocation problem can be solved through crowdsourcing. The winning team of 

MIT (Massachusetts Institute of Technology) has managed to give information about all 

balloon locations in only 8 hours and 52 minutes (DARPA, 2010). The analysis has shown that 

the MIT team used social networks, crowdsourcing and recursive incentive mechanism 

(DARPA, 2010). Along the way they have successfully eliminated false information that was 

planted by rival teams. While recruiting people through social networks, the MIT team has 

promised to share a cash prize, if they win it, with the people who helped them in the search 

and in the following way: Each person who first spots the single balloon and tells its coordinates 

gets $ 2,000, people who recruit the finders of balloons get $ 1,000, anyone who involved callers 

of the finders gets $ 500, the callers get $ 250 and so on (Popoola et al. 2013). This is called the 

application of the recursive incentive mechanism. On the basis of the knowledge that has been 

acquired by studying these methods, the Popoolin team (Popoola et al. 2013) has designed a 

platform called Verily (http://www.veri.ly).  It allows mobilization of people in a geographic 

area that is close to the outbreak of the crisis. These people should be qualified to evaluate the 

evidence for the purpose of checking the accuracy of different statements published on social 

networks. The platform should enable humanitarian and government organizations to quickly 

evaluate which information correspond to their standards of trustworthiness based on the 

presented evidence. This would enable faster and more reliable inclusion of critical information 

on the crisis in the coordination and management of the crisis. The initiation of the platform 

occurs by publishing the verification requirement which has to be structured as a yes-no 

question related to the event (Popoola et al. 2013). The authors give an example of the question 

such as: „Has the Brooklyn Bridge been damaged by Hurricane Sandy?“ The publication of this 

requirement initiates the collection of evidence that can show whether the supposed event 

occurred or not. The procedure is carried out through evaluation of collected evidence that is 

included in the judgement. Verily also uses the incentive platform, not monetary one. It uses it 

through virtual points. It has been shown that the offering of monetary compensation in cases 

of reactions to the crisis may be considered repulsive and offensive by volunteers. Points are 

given only for productive participation; this includes true confirmation or denial of certain 

affirmation. It has been proved that people like to collect points for their work because it 

provides them recognition for their effort and gives them a certain reputation in society as well 

as a recommendation for participating in humanitarian operations (Popoola et al. 2013). Higher 

levels of remuneration include getting equipment for more effective execution of tasks, sending 

invitation cards for participation in the charity dinners and the like. It is even more important 

that in this way volunteers acquire a reputation which is crucial in evaluating the evidence. The 

votes for or against the evidence are more valid if they come from a high-ranking evaluator. 

The platform takes regular identity checks of all participants, checks of their IP addresses and 

behavioral patterns, etc. (Popoola et al. 2013). 
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While the Verily platform is currently only available to humanitarian organizations and certain 

media, there is another open-source crisis crowdsourcing platform on the Internet. It is called 

Ushahidi (https://www.ushahidi.com/). The platform was created as a spontaneous response of 

engaged Internet users on the occasion of the crisis which occurred due to the violence that 

erupted after the democratic elections in Kenya in 2007 and 2008. This crowdsourcing platform 

helped to map the crisis online using a graphical representation of violence and its magnitude 

in order to attract the attention of the global community (Okolloh, 2009). The platform has 

created an open access to events and enabled population to publish evidence in order to 

overpower a false media image of riots presented by the state-controlled media (Dietrich & 

Pawlak, 2013). After that current initiative the platform has matured into a global non-profit 

technology and in this way institutionalized the Ushahidi platform. Today the platform provides 

crowdsourcing support in 31 foreign languages and so far it has produced over 60,000 

successful interactive mappings such as those in Chile and Haiti after the devastating 

earthquakes and those produced due to the human rights violation and the escalation of violence 

in India, Pakistan, the Philippines and South Africa. Currently it does the interactive mapping 

of the ethnic hate speech. It is considered to be an early warning mechanism that can help 

governments to proactively mitigate discontent and crisis (Ayao, 2014). On the project sites it 

has been pointed out that so far 6.5 million posts or testimonies has been collected and that 20 

million people has been reached. The Japanese version of the Ushahidi platform, called 

Sinsai.info (http://www.sinsai.info/), was created only 4 hours after the devastating earthquake 

in 2011. It allowed people to geotag, map reports from Twitter and categorize them according 

to the types of disposable resources: evacuation shelters, food stores that work, petrol and phone 

charging stations. The authors (Dietrich & Pawlak, 2013) consider the crisis in Haiti to be the 

catalyst of the idea that the knowledge of affected population is the key to effective crisis 

management operations. The profiling of ad hoc worldwide crowdsourcing initiatives has led 

to their gradual institutionalization in a form of associations such as SBTF (Standby Task Force) 

which join thousands of crisis mappers from some 70 countries worldwide. The Mulder’s team 

(Mulder, Ferguson, Groenewegen, Boersma & Wolbers, 2016) states that when the crisis 

develops it is a great challenge to meet the information needs of humanitarian responders. In 

such situations an access to updated information on physical layout of the affected area, the 

location of the vital infrastructure and services is essential. In such situations the maps are of 

great importance, but according to the authors (Mulder, Ferguson, Groenewegen, Boersma & 

Wolbers, 2016) in rapidly urbanized developing countries the existing maps that are used by 

the government often do not correspond to the situation that is constantly changing. A 

difference between crowdsourcing interventions in Haiti in 2010 and in Nepal in 2015 has been 

noticed. The latter is considered to be more successful because it created information loops in 

which the processed information returned back to the affected population as well as to other 

participants, so that the development of the platform is unquestionable (Mulder, Ferguson, 

Groenewegen, Boersma & Wolbers, 2016). According to the authors (Zipf & Khazai, 2016) the 

analysis after Nepal’s disaster has proved that the common people can help in finding the right 

response to the crisis situation and are able to organize among themselves and outside national 

borders. According to (Liu, 2014) the thing which is missing in the field of crisis informatics is 

a conceptual scientific network for integration and operationalization of the crisis 

crowdsourcing in the official domain of crisis management. Recently, the authors (Zipf & 

Khazai, 2016) have indicated the development of the scientific framework of Crowdsourcing 

for Forensic Disaster Analysis (Crowd FDA) and its new methods. According to the authors its 

operationalization in future emergencies is expected. The authors (Frigeiro & Bossi, 2016) have 

announced two pilot studies of the development of mobile application Mappers (Mobile 

Application for Emergency Response and Support) which relies on people as crowdsourced 

mappers through the use of application. The first study involves data collection from the local 
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population affected by floods and the other one tests pre-emergency actions on the ground with 

rescue teams collecting data about possible hazards. 75% of the costs relating to the 

development of the above mentioned application are financed by the European Commission, 

Department of European Civil Protection and Humanitarian Aid Operations (ECHO, 2013). 

During the pilot study the redesigning of the application based on methodological and 

technological knowledge is also expected. The author (Harrison, 2016) compares the 

acceptance of the crowdsourcing idea in government agencies in Canada and the US and comes 

to the conclusion that the implementation of crowdsourcing in crisis management has 

progressed more in the United States than in Canada where agencies are still reserved towards 

the credibility of the information coming from members of the civilian community. The 

Canadian government considers organizational factors, demographic factors and hazards to be 

barriers for the successful implementation of crowdsourcing in the entire cycle of crisis 

management (Harrison, 2016). The author concludes that the agencies which have more 

experience and are mentoring related to crowdsourcing more deeply implement this practice in 

the crisis management system, while agencies with less experience see the benefits of this 

approach, which are constantly proven in the literature, but still have barriers to full 

implementation. Understanding and characterization of these barriers and constraints is the first 

step in successful development and launch of government crowdsourcing applications, 

especially in Canada (Harrison, 2016).  

 

6. CONSLUSION 

The paper gives insight into the problems of the use of crowdsourcing in crisis management. A 

number of authors have contributed to the development of the platforms and models for 

collection, analysis and evaluation of data which have been produced during the crisis and 

distributed by the population through the Internet or mobile applications and social networks, 

of which the most common is Twitter. We have presented the problems of data processing that 

cannot be solved only by hardware but have to be the subject of human and machine processing 

in order to verify the authenticity and labelling of the data which is easier overcome by machine 

learning and distributed to government agencies and humanitarian organizations as well as back 

to the local population. It has been noted that the governments are aware of the contribution 

which crowdsourcing can bring to the crisis management practice. The scientific framework 

which will thoroughly evaluate the crisis management practice and explain how to achieve 

implementation has been in plan but has not been created yet. Governments are expected to 

develop new crisis management policy accordingly. It has been recommended to the Croatian 

government and government agencies to study the best practices in foreign countries prepare 

and localize applications and systems for communicating and processing of data and conceive 

crowdsourcing as an extremely important tool in the future crisis management. 
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ABSTRACT 

The vector of sustainable development of modern urban space is the creation of a system of 

private-public partnership (power, business, population), which allows linking processes of 

spatial development of the city with the interests of development of local territorial 

communities. The contradiction between the existing urban environment and the new needs of 

society can only be solved by qualitative transformation of existing dysfunctional urban spaces, 

namely, industrial zones, their revitalization. The transformation and development of degrading 

industrial territories is one of the most urgent tasks in the sphere of spatial development for 

each city. However, this issue should be solved systematically by developing a comprehensive 

policy for the development of depressed areas of the city. The comprehensive plan should 

determine the ratio of zones of different purposes in the central part of the city, the development 

of transport and communal infrastructure in the urban agglomeration. This process allows you 

to control effectively  the development of a spatial environment that will stop the accumulation 

and growth of irreversible chaotic processes within the city system, will help create new areas 

of gravity and give impetus to the development of entire areas. 

Keywords: сity, spatial development, reconstruction, modernization, revitalization, functional 

zones 
 

1. INTRODUCTION 

In the system of economic regulation of the land use, the issue of improving the structure and 

increasing the efficiency of the use of urban areas up to this time has not been given due 

attention. The development of the property institute, the increase in demand for housing and 

other property objects within urban areas have resulted in increased attention to the 

development of organizational and economic principles for the improvement and use of this 

group of lands. The question of the restoration of urban areas began to focus attention since 

1958 after the first international seminar on the reconstruction and modernization of cities, 

which was held in Hague, it was proclaimed that the main goal of the renovation of cities is a 

conscious change in the urban environment and the creation of modern living and working 

conditions for citizens. transformation of existing spaces [5]. This event marked the vector of 

development, the understanding of the need to plan and develop reconstruction programs in 

more detail, began to focus on social and rehabilitation of disadvantaged areas to new economic 

and social demands of society, comfort of living. Sustainable urban development involves the 

formation of a harmonious environment, which provides comfortable conditions for all 

processes of human vital activity. This is, so-called, socially, economically and environmentally 

balanced development aimed at: 

• rational use of resources (natural, labor, industrial, scientific, technical, intellectual); 

• technological re-equipment and reconstruction of enterprises, improvement of social, 

industrial, transport, communal-information, engineering, ecological infrastructure; 
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• improvement of the residential  and landscape recreation component of preservation of 

architectural and cultural heritage. 

 

The trends of development of Ukrainian big cities are the centralization of labor resources, 

capital, investments. In the country, the nature of spatial processes has changed, where the 

economic and social interests of private economic actors has dominated the position, from the 

point of view of the choice of territories for their own needs, business, and investments are 

subject to market laws. Present requires a reasonable balance of interests of all participants in 

spatial relations: city authorities, entrepreneurs, residents of the city. The effectiveness of using 

of urban areas is uneven. It depends on the size of the city, its national economic profile, the 

level of development of engineering, nature conservation and social infrastructure, natural, 

environmental and other regional factors, as well as the conditions for the placement of specific 

areas in the city plan. The size of the assessment of territory of the settlements is dynamic, 

varies over time and, mainly, increases. Therefore, the boundaries and requirements for the 

establishment of functional zones varies depending on how changes in their priority use occur. 

However, the mechanism of functioning of the municipal system is still not productive, the 

outdated infrastructure is used, which complicates the mobility of the population, there are no 

multifunctional high-efficiency territorial clusters, ecologization and aesthetization of the urban 

environment. The solution of these problems is related to the development and implementation 

of a comprehensive innovative strategy of spatial reconstruction of cities, aimed at the 

harmonious development of territorial complexes in order to create a qualitative humanistic 

environment of human life. Structural reorganization provides the rational use of the city's 

potential and adapts urban space to market conditions. In modern conditions, the practice of 

spatial reconstruction of large cities with the help of renovation of industrial zones became 

relevant. Construction and creation of territories that are free of industrial development, 

saturated with public, residential, entertainment and commercial functions, important both for 

the ecology and for the city budget, in order to attract additional investments. The problem of 

reconstruction in economic terms is accompanied by changes that are taking place in creating 

conditions for the effective functioning of the priority users of regional economic resources 

with the determining role of demand, first of all, of the local population. Constant changes in 

the needs of urban populations can be considered in two aspects. First, it is an attitude to the 

implementation of the primary function of cities ‒ the use of them as a medium for life and 

activity. Continuous socio-economic changes cause further changes in the spatial structure of 

the city, the adaptation of old elements to new conditions, if they are viable, as well as the 

disappearance of non-viable and manifestation of new spatial structures, that is, the continuous 

reconstruction of the city. Secondly, a person as a biosocial object does not exclude the 

preservation of historical, cultural and landscape-ecological potential. In addition, it should be 

borne in mind that the main aesthetic values of the urban environment belong to old buildings. 

The ambiguity of the criteria for assessing the historical and urban heritage has led to different 

approaches and definitions in relation to reconstructive measures. The most commonly used are 

the following: restoration, reconstruction, modernization, revitalization [1]. 

 

2. THEORETICAL BACKGROUND OF THE RESEARCH AND METHODOLOGY 

Restoration ‒ scrupulous restoration of the original appearance of the building, the construction, 

transforming it into a museum object, the constant maintenance of this state [10]. 

Reconstruction ‒ adaptation of existing building to new functions and needs with the maximum 

possible preservation of the environment, architectural forms, facades and interiors [9]. There 

are key areas for reconstruction [3,7]: 

• formation of compound building without demolition of existing buildings and structures (in 

order of consolidation of building); 
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• renovation of existing housing, with partial demolition of residential or public buildings; 

• development of the situation, and the formation of a new building with a partial preservation 

of valuable buildings. 

 

Modernization is a reconstruction, which is accompanied by the active introduction of new 

elements [11]. Revitalization (from lat. re - again, and vitalis - life, new life) is a complex of 

reconstruction and restoration measures aimed at the effective use of objects in modern 

conditions. Another definition can be considered - adaptation with a change in the functional 

purpose of industrial zones, which involves the consistent transformation of the material and 

aesthetic environment as a city in general, as well as the development of a separate 

neighborhood, quarter, object. In world practice, revitalization is the most optimal way of 

transforming abandoned areas into industrial zones, as well as more efficient and it's 

economically attractive use. At the same time the most important tasks find it's own solution: 

• restructuring of the planning and urban structure of industrial zones in large cities; 

• ordering transport and pedestrian connections of the territory; 

• raising the level of urban improvement and landscape organization of the environment; 

• change of functional assignment of adjacent territories; 

• solving ecological problems; 

• improvement of aesthetics and ensemble integrity of building of streets or squares. 

 

The third aspect of regulation of social and economic activity within urban areas is the methods 

and forms of control over the condition of the urban environment, which involves organizing 

activities related to both the maintenance of its engineering and construction operating 

condition and the preservation of socio-cultural and landscape- ecological potential. A 

distinctive feature of the functioning of the industrial complex of Ukraine, of the last period, is 

a deep decline in production and the plant shutdowns. Nowdays, the technical condition and 

degree of moral depreciation of industrial potential of Ukraine is such that the expediency of 

reconstruction of it with the preservation of the initial functional purpose by the technological, 

technical and technical and economic indicators is problematic [8]. This circumstance is 

confirmed by the existing practice of reconstruction of industrial development with a change in 

the functional purpose of buildings and industrial enterprises. The problems of developing a 

modern large city consist in  the lack of territorial reserves. In the general plan of Odessa to 

ensure the city's perspective needs, a clear direction was adopted, aimed at intensifying the use 

of intra-urban territorial resources in the existing administrative boundaries of Odessa. As it 

was noted by American economist W. Rogers: "The trouble with the earth is that it is no longer 

doing it." In total, according to the functional purpose, according to DBN 360-92 ** 91.5% of 

urban land is used. Free from the development of the territory, make up 8.5%. Production areas 

(industrial enterprises, communal-warehousing, construction organizations and special 

territories) occupy about 18% of the city's land. Functional zones within urban areas have signs 

of mono- and polyfunctional use. The regulation of the latter is based on the priority of the main 

objects of economic activity, with the maximum profitability, based on the use of natural 

resource potential within a specific zone. However, whole targets can not be provided on a self-

regulation basis. In market conditions, the resolution of conflict situations over the use of 

various economic resources, including land, is achieved by state intervention. In this case, the 

interests of the priority users and the state should be unidirectional, otherwise it is impossible 

to obtain the maximum efficiency of using the specified resources. In addition to the expressive 

representatives of the functional use of the territories, it is necessary to distinguish the types of 

activities that need to include objects of the economic sectors complementing the functional 

use of the territories defined as neutral or subordinate (Figure 1).  
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Figure 1: Classification of lands by methods of use 

 

This is largely attributable to the activity of transport and, accordingly, specific features of the 

allocation of land transport to other users. This feature is related to the fact that transport by 

function, as a rule, is included in the complementary or service sectors of regional distribution. 

However, the necessity and economic expediency of the placement of buildings and other 

objects of transport is determined by the fact that this branch belongs to natural monopolists. 

The boundaries of urban development, in addition to residential buildings, are divided 

according to the following features of functional use [6]: industrial areas, external transport, 

communal warehouse territories, sanitary protection strips, water surfaces, inappropriate 

territories, other territories. It should be noted that the industrial zone is understood as the part 

of the city where the enterprises and associated facilities together with the areas of sanitary 

protection zones, as well as other cities, are applied. O. Demidova defines: "Industrial zone is 

a territorial formation in the structure of the city, formed on the basis of a group of industrial 

enterprises, technologically related or not related to each other, having common engineering 

communications. In a city framework industrial areas are enclaves, little or no connection with 

an adjoining territory, different from the surrounding scale. They are part of the city and at the 

same time, they are relatively autonomous: there are practically no functional and social links 

with the surrounding buildings, with the exception of some number of workers from local 

residents" [12]. Modern problems of the functioning and development of industrial zones are a 

consequence of the urbanization policy of industrialization and the systemic socio-economic 

crisis of the post-Soviet period carried out in the Soviet period. The urbanization policy of the 

industrialization of the Soviet period envisaged a high concentration of large industrial 

enterprises in cities, regardless of what profile functions were characteristic of these cities [4]. 
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3. RESULTS AND DISCUSSION 

Analyzing the course of the history of the spatial development of Odessa, we can conclude that 

mass development of territories for industrial development is a result of the intensive 

development of industrial production. For example, in 1879 there were 159 enterprises in 

Odessa, and in 1890 there were 322. Construction continued during the Soviet Union, during 

the period of industrialization. Industrial areas and individual enterprises merged into the giant 

industrial formations. Industrial zones were formed quite heterogeneously in their composition 

and branch content, they were of mixed character. Along with the enterprises of the city-

forming subsystem there were city-service enterprises, communal, transport and warehouse 

facilities, research institutions. However, at that time industrial zones were outside the city and 

under the influence of urbanization processes, many industrial enterprises were within the city, 

and some even in the central part of it, deeply incorporated into the city structure. To date, one 

of the negative consequences of the active period of industrialization of Odessa is the industrial 

zone "Peresyp" ‒ a huge, slightly populated area, which is in contact with the Black Sea water 

and irrigation fields, being currently in an abandoned state and is the most destitute territory of 

the city. The territory of Peresyp is located in the central area and is strategically important 

from a transport point of view. There is a unique highway connecting the township named 

Kotovsky with other areas of the city and the most important railway line with several stations. 

In addition, part of the coast at Peresyp is seaports. The industrial zone "Peresyp" has lost its 

significance under the influence of changing economic conditions and today has a large urban 

development potential, its revitalization will improve city-planning, ecological, visual and other 

characteristics, will allow to create an organic architectural and landscape environment of the 

city. Improvement and rationalization of the Pereship industrial zone, the introduction of new 

alternative functions in this territory will have social, economic, environmental and aesthetic 

effects. However, it is important to note the importance of the development of this territory on 

the basis of a cluster principle, which will ensure the combination of business, science and 

production. Thus, production sites will turn into high-tech space, for example, united industrial 

parks or residential blocks, civil and green zones. The industrial zone "Peresyp" has lost its 

significance under the influence of changing economic conditions and today has a large urban 

development potential, its revitalization will improve city-planning, ecological, visual and other 

characteristics, will allow to create an organic architectural and landscape environment of the 

city. Improvement and rationalization of the Pereship industrial zone, the introduction of new 

alternative functions in this territory will have social, economic, environmental and aesthetic 

effects. However, it is important to note the importance of the development of this territory on 

the basis of a cluster principle, which will ensure the combination of business, science and 

production. Thus, production sites will turn into high-tech space, for example, united industrial 

parks or residential blocks, civil and green zones. Modern industrial zones in the developed 

countries of the world are mobile systems that are as susceptible to change. This is a flexible, 

often modular production with a high level of unification and standardization of equipment and 

production operations. Its operation, the ability to quickly reconfigure operations and 

technological modernization is supported by a complex of sub-sectors, which provide 

production of all necessary. Such production systems are easily replicated and transferred from 

one territory to another [4]. There is already an experience of the renaissance of former 

industrial enterprises in Odessa; in the past, the tea-making factory turned into a center of 

contemporary art, the Tea Factory; the premises of the steel enterprise "Stalkanat" were 

completely rebuilt into the art space, while part of the territory of the complex Krajan was 

revitalized in Center for integrated services for the city's population, related to administration, 

social protection, pensions, employment and others. However, these transformations are dot-

like, there is no experience, nor in Odessa, nor in Ukraine as a whole in the complex 

revitalization of large industrial zones.  



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

 
179 

To effectively achieve this goal, a city program or strategy for the revitalization of abandoned 

industrial zones with a mechanism for implementing functional changes, the development of 

an infrastructure plan and the preparation of investment proposals and projects should be 

developed. This occasion will allow to improve the condition of the city environment, to 

compare it with resource resources of the territories and economic opportunities of their 

realization, will allow to revive the real estate market. In our view, the revitalization of the 

industrial zone "Peresyp" should turn it into a multifunctional public area, which would include: 

1. High-tech and environmentally safe production; 

2. "creative clusters" (art zones) - centers of contemporary art, for various events (exhibitions, 

performances and festivals); 

3. business parks, business centers; 

4. cultural and entertainment centers; 

5. residential complexes; 

6. recreational zones. 

 

Figure 2: Socio-economic effect from the introduction of revitalization measures 

 

4. CONSLUSION 

In this connection, the main principles which should be the basis of revitalization measures 

become important: 

• complexity. Determines the need to address all planning issues with complex consideration 

and resolution of each issue, taking into account all other principles, as well as planning 

factors; 

• socio-economic. Accounting for cost-effectiveness, as well as a non-negligible component, 

is the social effect; 
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• planning. At the same time, the main task is to correctly recognize such a development 

perspective, which makes it possible to use all potential features and features of the 

enterprise. 

 

The territorially ‒ spatial development of the city should be directed to the development of the 

most investment attractive, significant territories and main units of the city structure. Through 

a comprehensive reconstruction and revitalization of old buildings are solved not only urban 

but also social task of providing the population with the necessary institutions, creating a 

complete structure of housing and service, comfortable urban infrastructure, modern 

accommodation in attractive areas of the city, environmental safety, preservation of cultural 

heritage and attraction public in the life of the city. 
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ABSTRACT 

Co-branding is an actual trend in the development of integration processes in business, since 

it reveals a specific form of relationship between internal and external environment in building 

competitive advantages in the context of integrated business structures evolution and growth.  

The aim of the study is the selection of an optimal structure of co-branding alliance for an 

integrated business structure based on the assessment of economic effects from co-branding 

and evaluation of the brand congruence level. The study presents a comprehensive system of 

synergistic co-branding strategy development built upon the implementation of a three-stage 

algorithm. The goal of synergistic co-branding strategy development is attaining such a 

branding alliance out of all possible alternatives where the economic benefits from a particular 

brand of integrated business structure will transform into synergistic interaction effects within 

the co-branding alliance. With the aim of empirical testing the relevance relationships and 

components of consumer attitudes to co-branding an expert evaluation of potential co-branding 

alliances for the Fozzy Group integrated business structure has been carried out. Given the 

brand congruence assessment results in terms of brand relevance and customer expectations 

indicators, clustering of possible co-branding alliances by the specified criteria has been 

performed. The evaluation of economic effects from co-branding was carried out among those 

co-branding alliances which demonstrated the highest level of congruence. To determine the 

optimal variants for co-branding alliances within Fozzy Group an ABC-analysis has been used.  

This study provides the rationality that co-branding is a logical follow-up of the innovation 

process expansion and enhancement of integrated marketing of IBS activities. The emergence 

of a joint product resulting from such strategic partnership between business units becomes a 

determining factor in the co-branding strategy and in the context of integrated structures fosters 

full integration of their marketing mix. From this perspective, building a co-brand seems to be 

a logical approach and optimal solution for further joint activities of integrated business units. 

Keywords: alliances, brand relevance, co-branding, co-branding customer expectations, 

congruence, economic effect 

 

1. INTRODUCTION 

Co-branding continues the difficult complex of theoretical-methodological problems, which are 

not yet solved by the marketing science from the position of approach of the systems. Central 

to them is the question of choosing a partner to form a co-branding strategic coalition, which 

will provide an opportunity to obtain a positive synergistic effect in terms of congruence of 

mailto:valery_shcherbak@i.ua
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brands of integrated formation. The feasibility of such an association is due to the desire of the 

integrated business structure to realize the synergetic potential through co-branding by 

capitalizing the strengths of each brand, which are united in a marketing strategic alliance. 

Nowadays, co-branding strategies of integrated business structures are becoming very popular. 

Co-branding is a reciprocal use of marketing channels by several business units aimed at 

developing a market niche, when the overall effect exceeds the result of using the same channels 

by each business unit separately. However, the relation to co-branding is ambiguous as there is 

a probability of getting a negative synergistic effect as a result of implementation of such 

strategies. Therefore, the positive synergistic effect of co-branding strategy directly depends on 

timely and reliable support of the marketing information of the integrated business structure 

company, which should be primarily focused on choosing a congruent partner for co-branding. 

Thus, the purpose of this study is to develop the principles of choosing the optimal structure of 

a co-branding alliance integrated business structure on the basis of determining the level of 

economic effect of co-branding and assessment of the level of congruence of brands. 

 

2. LITERATURE REVIEW 

Since co-brands are derivatives of brands and arise as a result of combining two (or more) 

previously unrelated trademarks into a single entity – a common brand, their definition is 

associated with relevant methodological peculiarities. An approach to understanding co-brands 

as a «product» of consumer’s cognitive activity [1], which results in the formation of new 

associative ties in his mind, explains why common branding requires the creation of deeper 

interrelationships between brands than a simple combination of names and sharing logos. Stable 

ties are designed to provide a synergistic effect for the consumer in the context of different 

products, values and ideas, which represent individual brands. By term of lacking strong content 

ties between brands, which are involved in the implementation of co-branding strategy, the 

consumer can’t see the value of the association and feel the effect of synergy [2]. Therefore, in 

view of above mentioned understanding of brands and co-branding, the methodological basis 

for the formation of competitive advantages in the integrated growth of business structures in 

the process of implementation of co-branding strategy should become approaches that allow 

the logical and patterns explanation of establishing in the minds of consumers associative links 

between brands that were united with a joint co-brand. Under the influence of advertising and 

in the process of testing goods and services in the minds of the consumer there are certain stable 

structures – «product images» and «images of brands», which during the process of their 

formation begin to influence on the judgments about the product. As noted in the works of Lee 

Ch. And Decker R., the images organize the perception of the object, forming certain 

expectations in relation to it [3]. The images of brands are the derivative level of product images 

and, as a rule, contain the main features of those of them, which are prototype to brands. In 

accordance with the mechanisms of schematization, any new information that becomes 

available to the consumer, activates the existing images of products and brands and is 

interpreted in accordance to them. In this sense, co-branding is closely linked with the processes 

of transformation of already formed images and the creation of new ones, because the consumer 

has to perceive the fact that two brands operate in the market together and to assess whether 

such a union is congruent or non-congruent [5,6]. In works devoted to co-branding, you can 

find a wide variety of terms by which their authors indicate the connection, relevancy, 

similarity, compatibility and authenticity of brands in the strategic marketing alliance. 

However, the nature of the tradition has gain the usage of category «perceived conformity», 

borrowed from the works of Aaker D. and Keller K.L and is used in the English literature on 

co-branding [7,8]. The search of the underlying causes of the importance of matching brands 

to make a successful strategic marketing alliance, determined the choice of a psychological 

paradigm of congruence as a methodological basis for the definition of an «optimal» partner 
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for branding. Consequently, the essence of conformity of brands within the framework of the 

integrated formations is revealed through the categories «congruence» and «incongruity» [9].   

Congruence is a bi-spatial concept that includes two components: expectation and relevance. 

Expectations reflect the opinion of people about the development of events in the future, 

depending on the existing ideas in their minds. From this point of view, the level of congruence 

is determined by the extent to which new information about events and objects coincides with 

the already existing picture [10]. Relevance involves the presence in the interaction of various 

objects of a certain logic, which allows you to establish a match between them with the help of 

associations. In this sense, congruency depends on the extent to which the new information 

contained in the incentives promotes the consolidation of existing cognitive schemes or 

threatens their erosion. Based on this understanding of congruence, Fleck N, Michelle J., 

Gattinon H emphasize that each of its components focuses on the component of consumer 

attitude to the association of brands. The process is dual in nature. From the point of view of 

modern theory of consumer behavior, the attitude of the consumer to the object (product, brand) 

is determined by his thoughts (cognitive component) and feelings (affective component) about 

it. The cognitive components reflect the consumer’s beliefs about the brand, which are based 

on knowledge of its attributes, and determine the degree of consumer confidence that the brand 

meets the characteristics stated in it. In turn, the affective component reflects the emotions and 

emotional reactions caused by the consumer brand [11]. Based on this, Fleck and her colleagues 

believe that brand relevance will form a cognitive aspect of co-branding, determining the level 

of perceived consumer confidence in their association. According to them, the low level of 

relevance, which means consumers are not able to see and understand the relationship between 

brands and, as a result, explain the logic of their association, based on the existing knowledge 

and representations about brands, will lead to a high level of distrust to their association. In 

turn, expectations will determine the affective component of consumer attitude to co-branding, 

meaning that consumers will percept in the alliance a certain level of novelty or non-trivial 

combination of brands. Therefore, to obtain emotional satisfaction from co-branding, a certain 

level of incongruence is needed, which will shape the feeling of a new and unusual combination 

of brands, making their alliance attractive to consumers [11,12,13]. While developing a 

dilemma concerning co-branding congruence, we can mention an interesting hypothesis that 

the result of co-branding, called a congruent, which corresponds to the consumer’s expectations 

of the brand’s alliance, will be the consolidation of stereotypes of its perception, the 

enhancement of well-known to the consumer characteristics through «repetitions» in the 

alliances with «affiliated» companies [14]. At the same time, in our opinion, multifaceted 

congruence of co-branding is most fully discovered through the understanding of its dichotomy, 

which is realized through the brand’s relevance and consumer expectations. Thus, the best 

consumer estimates of co-branding can be predicted in a situation of low expectations and high 

level of relevancy, which allows us to represent the hypothesis that the alliance of such brands 

will be the most successful in the market.  

 

3. THE METHODOLOGY OF OPTIMAL STRUCTURE OF THE CO-BRANDING 

ALLIANCE OF INTEGRATED BUSINESS STRUCTURE CHOICE 

The methodology of optimal structure of co-branding alliance of integrated business structure 

choice is based on the implementation of a three-stage algorithm. The purpose of already 

mentioned methodology is to obtain such a branding alliance of all possible, in which the 

economic effects of individual brands of the integrated structure will turn into a synergistic 

interaction effect in the middle of the co-branding alliance. According to this concept, the 

following algorithm is proposed (Figure 1). So, let’s move on to assess the level of congruence 

of the brand under typical conditions (brand relevance, consumer expectations). It should be 

noted that with the help of the typical conditions developed by us, it is possible to determine 
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the following levels: "low", "medium" and "high". Such an assessment is implemented with the 

help of a score, which is adjusted to the significance of the criterion. Its purpose is to determine 

the level of congruence of brands by the following components: relevance of the brands of the 

integrated business structure; consumer expectations. In order to increase the reliability and 

objectivity of the evaluation results, sub-systems of brand relevance of the integrated business 

structure were identified within each component. Thus, the following components were 

detached: product characteristics, brand competitive position, relations with suppliers, 

intermediaries and distributors, consumers, personnel, communications. The significance of 

each subcriteria was chosen on the basis of scientific works on expert methodology in the 

development of score scales [15]. The relevance of brands (X) is determined by the total score, 

which is represented by the scale of results ( Table 1), and is calculated by the following 

formula:  

  

                                         ij
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  ,                                            (1)  

 

where - ijp  the significance of  і-th subcriterion for the j-th criterion,    3..1ijp ;  - the 

score of i-th sub-criterion for the j-th criterion, ; і – quantity of subcriterions, 

; j – quantity of criterions, ; . 

 

The move of the interval is determined by maximum and minimum values of the product of 

significance and the score by all criteria, taking into account the number of degrees of gradation 

points. So, the interval move can be calculated by the following formula [16]: 
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Figure 1: Structure-logical scheme of optimal co-branding alliance structure choice 

 

Thus, if the overall score corresponds to a value ranging from 45 to 75 points, the relevance of 

brands has low level.  

The method of choosing the optimal structure of the co-branding 

alliance 

Synergy effect «+» 

Stage 1. Definition of brand congruency  

 

Stage 2. Matching of effects from brands of 

individual business units and co-brand  

Synergy effect «-» 

The analysis of co-branding effectiveness is 

carried out in the following way: 

1) The cost of brands of business units of IBS and 

the co-brand of the integrated group: 

, 

where Pbr – the sum of profit parts, earned by each 

business unit of brand separately 

Pbr1 – the part of profit, earned from the brand of 

the first business unit ; 

Pbr2 – the part of profit, earned from the brand of 

the second business unit; 

Pbrn – the part of profit, earned from the brand of 

the n-series business unit. 

, 

where Pco-br – the part of profit, earned by co-

branding of integrated group. 

2) Costs for the development and implementation 

of brands of business units and integrated structure 

co-brand: 

, 

where Вbr – total costs for creation and promotion 

of the brand of each business unit separately; 

Вbr1 – the costs for creation and promotion of first 

business unit brand; 

Вbr1 – the costs for creation and promotion of 

second business unit brand; 

Вbrn – the costs for creation and promotion of n-

series business unit brand. 

, 

where Вco-br – the costs for creation and 

promotion of integrated group co-brand. 

Stage 3. 

Analysis of possible solutions for improving  

the structure of co-branding alliances through 

ABC-analysis 
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The values ranging from 75 to 105 points characterize the relevance of brands in co-branding 

alliance as an average, and the interval from 105 to 135 points corresponds to a high level of 

relevance of brands. 

 

Table 1: The scale of brand relevance assessment in co-branding alliance 

Interval values of total 

estimation of the congruence 

level 

Brand relevance in co-branding 

alliance 

45≤Х<75 low 

75≤Х<105 average 

105≤Х≤135 high 

 

Hence, by the criterion of maximizing the relevancy index, we choose the most compatible 

brands. It should be noted that target associations will include brands with relevance value of 

depth from 75 to 135 points, that is to say, with high and average relevancy according to the 

matrix of brand congruency estimation in co-branding alliances. The next step in assessing the 

level of brand congruence is to determine the assessment of the proposed co-branding alliances 

by consumers. This criterion is reverse to relevance, in other words, its value is selected by the 

criterion of minimizing the value. Consequently, according to the matrix of congruent 

estimation of brands in co-branding alliances of IBSs, target associations will include brands 

with average and low value of consumer expectations. For the purpose of empirical testing of 

depicted above relationships of relevancy and components of consumer attitude to co-branding, 

we will conduct an expert evaluation of potential co-branding alliances for the integrated 

business structure of «Fozzy Group». The structure has 26 brands, which potentially could be 

combined into certain co-branding alliances. The results of estimation of congruence level of 

brands of the integrated business structure «Fozzy Group» are presented in the form of a matrix 

(Table 2). 
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Table 2: The matrix of estimation of brands congruence level of integrated business structure 

«Fozzy Group» 
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0 l l l a h h l l l h h h l h a h a h l a h h h h 

Dziao l 0 l a l a h h a a l h a a l h a l l a h h h a a 

Bank 

«Vostok» 

l a 0 a l a l a l l l l l l a a l l l h a h h a a 

ringo l a h 0 l h l a h l l a l a a a l l l h a h h l h 

trash! l l l l 0 h l l l l l l l l h l l h l l l h h a a 

Fozzy C&C h a l l l 0 h a h h h h h h h a h h h a a a a h a 

Zonk! l a l l l h 0 h h h h h a a h h a l a a h h h l h 

Staromak a l l l l a a 0 a a a h a a a h h l a h h h h a h 

Select l l l l l l l a 0 h h h h h h a h l a l a a a a h 

Instinct l l l l l h l l l 0 a h l l a a a a a l l h h a h 

Extra l l l l h a l l l l 0 h l l a a a a a l l h h a h 

PWC l l l l l h l h a a l 0 l h h h h l a a h h h a h 

Riki Tiki h l l l a h l a a l a l 0 l a a a a a l l h h a h 

Protex l a l l l a a l l l h a l 0 l l l h a h a h h l h 

Povna 

Chasha 

l l l l h h a l l l a a a l 0 a h a h l a h h h a 

U Hrom. 

popa 

l l l l l a l l a l l h l l l 0 a l a a h h h a h 

Varto h a l l l h l a a l a h l l l h 0 l h l a h h a h 

Bila 

Romashka 

l l l l l a l l l h l l a h l l l 0 l a l h h l a 

Zelena 

Kraina 

l l l l l h l l l l l l a l a l l l 0 l l h a a l 

Silpo Voyage a h h h l a l a a a l h a l l h l a l 0 a a a l a 

Bodegita h l l l l l с l a l l h a l l l a l l h 0 a a a a 

Fora a l l l l l h l l l h a h h h l a a a a l 0 h h h 

Silpo  h h l l l l h l h a l h h h a l h a h a l l 0 h h 

Nizhyn h l l l l h l l h l a a l l l l a l l l l a a 0 h 

LoSilpo a a h a l l l a h h l h a a l a a l a h a l l a 0 

 

      - high level of brand relevance; 

      - average level of brand relevance; 

      - low level of consumer expectations; 

      - average level of consumer expectations. 

 

So, taking into account the results of assessing of brands congruence level by the indicators of 

«relevance of brands» and «consumer expectations», we will build clusters of possible co-

branding alliances under the specified conditions (Table 3). 
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Table 3: The clusters of possible co-branding alliances for IBS «Fozzy Group» taking into 

account their congruence 

Level of congruence 

of brands 

The constituents of 

congruence of brands 

Possible alliances of brands IBS «Fozzy 

Group» 

 

Cluster 1 

RhEl 

Level of brand 

relevance high 

Level of consumer 

expectations low 

trash!+ Extra 

Protex + Extra 

Bodegita+ Extra 

 

 

 

Cluster 2 

RaEl 

 

 

Level of brand 

relevance average 

Level of consumer 

expectations low 

Riki Tiki+ Extra 

Staromak+ Premia 

Riki Tiki+ Silpo Voyage 

Premia + Silpo Voyage 

Dziao+ Bank «Vostok» 

Instinct + Silpo Voyage 

Riki Tiki+ Bodegita 

 

 

 

 

Cluster 3 

RhEa 

 

 

 

Level of brand 

relevance high 

Level of consumer 

expectations average 

 

Bodegita + Premia 

Dziao + Silpo Voyage 

ringo + Bank «Vostok» 

Lo Silpo + Bank «Vostok» 

Nizhyn + Select 

Instinct + Bila Romashka 

Silpo Voyage + PWC 

Povna Chasha + Bodegita 

Varto + U Hrom. Popa 

Silpo Voyage + U Hrom. Popa 

Silpo + Zelena kraina 

Silpo Voyage + Bodegita 

Silpo Voyage + LoSilpo 

 

Further on the results, obtained after the calculation of economical effect of co-branding, we 

will conduct an ABC analysis with the purpose to determine the most optimal variants of 

alliances for co-branding of the IBS "Fozzy Group" (Table 4). It should be noted that the 

condition for forming a co-branding strategy of integrated business structure is a comparison 

of the effects of the brands of individual business units and the co-brand. Such analysis depicts 

that while using this criteria the best co-branding alliances are the following: 

• ringo + Bank «Vostok»; 

• trash!+ Extra; 

• Silpo Voyage + Lo Silpo; 

• Riki Tiki+ Bodegita; 

• Silpo Voyage + PWC; 

• Instinct + Bila Romashka. 

 

However, after evaluating the results of the ABC analysis, the most optimal strategic decisions 

on the formation of co-branding alliances will be the selection of the three best ones, namely 

ringo + Bank Vostok; trash! + Extra; Silpo Voyage + LoSilpo, in other words, those alliances, 

the functioning of which will form 80% of the performance of the entire integrated structure. 
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Table 4: ABC-analysis of possible co-branding alliances of IBS «Fozzy Group» based on 

clusters of brand congruency 

№ Co-branding alliance Pbr1 Pbr2 Pbr1+Pbr2 Pco-br ΔP Part 

Accumulated 

sum 

Group A = 

0...80% B = 

80…95% C = 

95…100% 

1 ringo + Bank «Vostok» 2690,43 55850,7 58541,1 65678,4 7137,33 18,02% 18,02% А 

2 LoSilpo + Bank «Vostok» 10961,7 55850,7 66812,41 60567,2 -6245,2 16,62% 34,64% А 

3 Dziao+ Bank «Vostok» 1026,5 55850,7 56877,17 55679,1 -1198,1 15,28% 49,91% А 

4 trash!+ Extra 33487,3 3146,29 36633,58 39769 3135,4 10,91% 60,82% А 

5 Silpo Voyage + LoSilpo 2648,09 10961,7 13609,83 17896,6 4286,73 4,91% 65,73% А 

6 Premia + Silpo Voyage 13712,1 2648,09 16360,22 15789,9 -570,32 4,33% 70,06% А 

7 Bodegita + Premia 2445,29 13712,1 16157,42 15432,8 -724,65 4,23% 74,30% А 

8 Staromak + Premia 1592,8 13712,1 15304,93 14567,3 -737,59 4,00% 78,29% А 

9 Protex + Extra 9209,9 3146,29 12356,19 11468 -888,21 3,15% 81,44% В 

10 Riki Tiki+ Bodegita 5474,36 2445,29 7919,65 10112,5 2192,89 2,77% 84,21% В 

11 Riki Tiki+ Silpo Voyage 5474,36 2648,09 8122,45 8014,25 -108,2 2,20% 86,41% В 

12 Silpo Voyage + PWC 2648,09 2715,71 5363,8 7896,45 2532,65 2,17% 88,58% В 

13 Riki Tiki+ Extra 5474,36 3146,29 8620,65 7890,65 -730 2,16% 90,74% В 

14 Bodegita+ Extra 2445,29 3146,29 5591,58 5246,76 -344,82 1,44% 92,18% В 

15 Silpo Voyage + Bodegita 2648,09 2445,29 5093,38 4988,1 -105,28 1,37% 93,55% В 

16 Silpo + Zelena Kraina 1047,82 2879,33 3927,15 3798,4 -128,75 1,04% 94,59% В 

17 Povna Chasha + Bodegita 1441,38 2445,29 3886,67 3678,5 -208,17 1,01% 95,60% С 

18 Dziao + Silpo Voyage 1026,5 2648,09 3674,59 3610,33 -64,26 0,99% 96,59% С 

19 

Silpo Voyage + U Hrom. 

popa 2648,09 985,7 3633,79 3560,58 -73,21 0,98% 97,57% С 

20 Nizhyn + Select 2199,03 1441,38 3640,41 3456 -184,41 0,95% 98,52% С 

21 Instinct + Silpo Voyage 447,42 2648,09 3095,51 2876,77 -218,74 0,79% 99,31% С 

22 Instinct + Bila Romashka 447,42 660,35 1107,77 1345,78 238,01 0,37% 99,68% С 

23 Varto + U Hrom. popa 355,6 985,7 1341,3 1178,66 -162,64 0,32% 100,00% С 

  Total value       364502         

 

4. CONCLUSIONS  

The current research demonstrates the methodology of optimal structure choice of the co-

branding alliance integrated business structure by determining the level of the economic effect 

of co-branding and assessing the level of congruence of brands and proves that co-branding is 

a logical extension of the innovative process of expansion and deepening of the integrated 

marketing activities of the IBS. The emergence of a joint product of business units becomes a 

determinant of co-branding strategy and leads to the full integration of marketing complexes of 

integrated structures. For integrated business structures, the creation of a co-brand becomes a 

logical step forward and an optimal solution in the further joint business of business units. 
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ABSTRACT 

The development of the world economy depends on the level of provision of energy resources. 

Prospects for the growth of the country's economy are due to the success of solving energy 

conservation problems. The priority of such policy in Ukraine is caused by the shortage of own 

fuel and energy resources, dependence on the countries-exporters of gas and oil, and also the 

global environmental situation. It is necessary to activate internal opportunities of energy 

conversation. Low energy efficiency was a characteristic feature of the economy of the USSR, 

and from the moment of independence of Ukraine became the cause of the crisis. The 

technologically obsolete structure of the national economy and the high energy intensity of 

products limit its competitiveness in foreign and domestic markets. The crisis in the energy 

sector led to an increase in energy tariffs, social tensions in society increased. Now the 

population and all spheres of business depend on the state policy. Ukraine can activate the 

energy conversation potential and will become an attractive sales market of innovative energy-

saving technologies and equipment. There are a number of factors that affect the development 

of energy efficiency: market, investment, information, technical and institutional. Each of them 

may have a positive or negative impact on the overall situation. Therefore, the priority of the 

energy conversation strategy in Ukraine should be reinforced by effective interaction of 

government, business, population and scientific organizations. An important condition for the 

development of these relations is the observance of the interests of all participants.  

Keywords: energy conversation, fuel and energy resources, innovative energy-saving 

technologies 

 

1. INTRODUCTION 

The current social and economic situation in Ukraine and its development prospects largely 

depend on the solution of energy conservation problems. The need to introduce a priority energy 

conservation policy is primarily related to the deficit of own fuel and energy resources. The 

economic crisis significantly aggravated the issue of providing energy resources to the national 

economy. Insufficient volume of own energy carriers requires their import. However, in the 

conditions of a reduction in the world reserves of these resources and the growth of prices for 

them, the solution of energy problems only through imports is not enough. Therefore, the issue 

of ensuring energy efficiency and energy conservation in all spheres of the national economy 

is topical and determines the energy security of the country as a whole. The purpose of the work 

is to analyze the theoretical and methodological provisions, as well as the substantiation of 

practical recommendations for improving the implementation of energy conservation measures 

in the economy of Ukraine. To achieve the goal, the following tasks have been set: to analyze 

the current state of the Ukrainian energy market and the features of its functioning; to 

mailto:yusenok@ukr.net
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investigate the level of energy efficiency and energy conservation potential in Ukraine; consider 

the legislative and regulatory framework in the field of energy conservation; to analyze 

programs for supporting energy conservation in the housing and communal services at the state 

and regional levels; justify the economic feasibility of energy conservation measures in the 

residential sector; suggest ways to improve the relationship of energy conservation in Ukraine. 

 

2. THE STATE OF ENERGY SUPPLY AND ENERGY CONSERVATION IN 

UKRAINE 

One of the most important issues that determine the possibility of sustainable development of 

society is the achievement of energy security. Theoretical and applied scientific research on the 

development and implementation of energy conservation measures began to be carried out for 

a long time ago - at the beginning of the 20th century. The developed countries of the world, 

first of all, the EU countries, have already received significant success in solving energy 

efficiency problems and continue to search for new sources of energy supply. The economical 

expenditure of energy resources and increasing the efficiency of their use at all stages of 

production and consumption is the most important task of all subjects of the market economy. 

Much attention should be paid to the development of modern technologies and the 

implementation of organizational, technical and economic measures to increase the energy 

efficiency of production. Also, a significant role belongs to investments in the implementation 

of energy conservation technologies that ensure the competitiveness of enterprises and create 

the basis for their strategic development. According to the State Statistics Service of Ukraine, 

in the energy balance of the country for 2016, the total primary energy supply amounted to 91.7 

million tons of oil equivalent, which is 1.7% more than in 2015 (State Statistics Service of 

Ukraine, 2018). The structure of total primary energy supply was characterized by a high 

proportion of natural gas (27.9%, 26 million toe). The share of nuclear power was 23.2% (23 

million toe) of coal - 32.4% (27 million toe) of crude oil and petroleum products - 12.2% 

(10,500,000 toe. ) biomass (biomass, fuel and waste) - 2.2% (2 million toe), hydroelectric power 

station - 1.1% (1 million toe) of thermal energy (thermal energy of the environment and waste 

resources of technogenic origin) - 0.6% (0500000 toe) and wind power plant together with solar 

power plant - 0.1 % (0100000 toe). The total share of all renewable energy sources was 3600000 

toe, or only 4%. Analyzing the state of the energy market, we can identify certain features of 

its functioning, in particular: The energy market in Ukraine is largely monopolized, since the 

share of "pure monopoly" markets in the volumes of sales of the fuel and energy complex is 

17.2%, with signs of dominance - 64.5%, rigid oligopoly - 0.2%, with competitive structure - 

18.1% (Lavrenenko, 2015). The structure of the energy market is dominated by segments of 

traditional energy resources - oil and gas, the state of development of which is characterized by 

a significant gap between supply and demand. The problem has worsened in recent years, 

because due to the occupation of Crimea, Ukraine has no control over the state company 

‘Chernomornaftogaz’ and over the Black Sea shelf, where two new floating installations 

operated. The other part of the productive capacity is located in the occupied territory of the 

Donbas, here the losses amounted to a less significant amount - 50 million cubic meters (Koval 

H., 2015). Between the volumes of domestic production and consumption of this resource, there 

is a significant imbalance, since only 58% of the needs are covered by domestic production, the 

other 42% are satisfied through import. However, if in 2015 Ukraine imported 4100000000 

cubic meters of gas, 56% of which have a European origin, then in 2016-2017 the supply of 

imported gas to Ukraine was carried out exclusively from the European gas market. Compared 

to 2016, gas imports has increased by 27% - from 11.1 billion cubic meters to 14.1 billion cubic 

meters (Naftogaz Group's website, 2018). A complex situation has developed in the oil segment 

of the energy market. By the end of 2016, Ukraine reduced oil production with gas condensate 

by 7.5% compared to 2015 - up to 2 million 236.6 thousand tons. In January-December 2017, 
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oil production with gas condensate amounted to 1 million 921.3 thousand tons, which is 95.6% 

of the same period in 2016 (Statistics Service of Ministry of Energy and Coal Industry of 

Ukraine, 2018). And when comparing domestic production with consumption, there is an 

obvious imbalance and the need for imports. Since 2014, due to military operations in the 

Donbas, Ukraine has significantly reduced the extraction of coal. This trend continued in the 

past year. So, in January-November 2017, compared to the corresponding period of 2016, coal 

production decreased by 13.6% - to 31 million 964.1 thousand tons. However, demand is 22 

million 465.1 thousand tons and is fully satisfied at the expense of own resources (Statistics 

Service of Ministry of Energy and Coal Industry of Ukraine, 2018). Electricity production in 

the unified energy system of Ukraine in 2016 decreased by 1.8% compared to the same period 

in 2015 - up to 154,817,400,000 kWh. Note that the needs are satisfied, but certain rules were 

introduced in order to reduce consumption. A significant problem is the loss of energy 

resources, which are caused by unsatisfactory technical condition of the objects of the energy 

market. The degree of depreciation of fixed assets of the fuel and energy sector reaches 60.7%. 

The magnitude of electricity losses in public networks in 2015 exceeds 12% of total electricity 

supply to the grid, the share of losses in heating systems exceeds 20% (Energy Strategy of 

Ukraine for the period up to 2035,2017). In 2016, the volume of emissions of harmful 

substances into the air from stationary sources of pollution increased by 7.7% compared to 2015 

and reached almost 3.1 million tons, which is 5,339 kg per 1 sq. km. In addition, from stationary 

sources of pollution to the atmosphere, 150.5 million tons (8.4% more compared to 2015) of 

carbon dioxide - the main greenhouse gas, which affects climate change (State Statistics Service 

of Ukraine, 2018). High energy intensity of GDP, which in 2015 amounted to 0.28 tons of oil 

equivalent / thous.doll. USA Global Energy Statistical Yearbook 2016, which, in conditions of 

a lack of own energy resources, significantly limits the competitiveness of the domestic product 

in the domestic and foreign markets. Low energy efficiency has strengthened the crisis 

phenomena in the economy of our state, which have acquired manifestations since 

independence. In the first half of the 1990s, in the cost structure for the manufacture of industrial 

products, the cost component of energy resources has increased almost threefold, reaching 42% 

of the total material costs of production. However, since 2002, the rate of decline in the energy 

intensity of GDP has slowed due to the fact that in the most energy-intensive sectors of the 

economy-metallurgical, machine-building, chemical and petrochemical, and in housing and 

communal services, the dynamics of reducing the energy intensity of gross value added have 

undergone negative changes caused by an unacceptably high degree of physical depreciation of 

fixed assets (65-70%), and a corresponding increase in the specific costs of fuel and energy 

resources for a number of important types of products. According to the Energy Trilemma 

Index, calculated by World Energy Council (WEC), Ukraine in 2015 took the 110th place 

among 130 countries of the world. The WEC index is assigned on the basis of a comparative 

analysis of the energy situation in the country and is marked by three factors: Energy Security, 

Energy Equity and Environmental Sustainability. Depending on the success in each direction, 

the country is given a rating from A to D. Rating of Ukraine – BCD (World Energy Trilemma 

Index , 2015). However, as early as in 2016, Ukraine ranked 63rd by the mentioned index World 

Energy Trilemma Index, 2016), and in 2017 - 48th place, with the rating of ABD (World Energy 

Trilemma Index, 2016), which indicates certain positive changes in the energy sphere of the 

state. If energy conservation is an element of economic and ecological expediency for the 

industrialized countries, then for Ukraine it is a question of survival in market conditions and 

entry into European and world markets. Problems of achieving a balanced effective demand in 

the domestic and foreign markets are subject to decision, as well as diversification of imports 

of fuel and energy resources. The crisis in the energy sector is one of the reasons for the phased 

increase in tariffs for energy resources. Changes in the tariff policy lead to certain difficulties 

for most economic entities associated with payment for electricity, gas, heat, water etc.  
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At the moment, the population and all spheres of business have become to a certain extent 

dependent on state policy and the situation in the country. Therefore, the primary task for 

business structures and housing and communal services is to reduce the cost of energy used to 

ensure their activities. Low energy efficiency of GDP in Ukraine is a consequence of a number 

of factors, primarily a technologically obsolete structure of the national economy and a 

significant lag in most industries from the scientific and technological level of advanced 

countries objectively limits the competitiveness of national production. And these factors 

should play a leading role in the implementation of the energy efficiency strategy. Confirmation 

of this thesis is the conclusions of experts, according to which the energy conservation potential 

in Ukraine consists of the energy conservation potential due to the technical (technological) 

component and the energy conservation potential due to the structural component. According 

to expert estimates, the total energy saving potential due to technical (technological) and 

structural factors in the economy of Ukraine in accordance with the basic scenario of economic 

development and its spheres is 318360000. tons of reference fuel (Denysiuk S., 2016).  

However, in order for this indicator to be achieved in the forecast period, it is necessary to 

implement the relevant measures of the state policy in the field of energy conservation. This 

allows us to state that the main requirement for ensuring the effective functioning of the 

domestic energy market is energy saving, which should cover all segments of this market. 

Energy saving will allow to rationalize the expenditure of energy resources in the process of 

GDP production and increase the competitiveness of the energy market; to provide economy of 

financial resources of households, consuming energy resources; to reduce anthropogenic load 

on the environment.  

 

3. DEVELOPMENT OF ENERGY EFFICIENCY IN UKRAINE 

The complexity, multidimensionality and topicality of energy conservation problems make it 

necessary to introduce energy management at all levels of the economic system. By "energy 

conservation management" is meant a management system that is aimed at ensuring the rational 

use of fuel and energy resources by consumers (State standard of Ukraine 4472-2005, 2006). 

State Standard of Ukraine 4472-2005 "Systems of energy management. General requirements" 

defines energy management as "activities aimed at ensuring the rational use of fuel and energy 

resources and is based on obtaining energy-technological information through accounting, 

conducting a typical energy-technological measurement and verification, analyzing the 

efficiency of using fuel and energy resources and introducing energy-saving ones". The 

development of energy efficiency in a single country is influenced by various factors, shown in 

Figure 1. 

 

Figure 1: Factors influencing the development of energy efficiency in the economy 
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As Figure 1 shows, one of the groups of factors is the market. Their influence is caused by 

problems due to the conflict of interests of market actors in the process of implementation of 

energy saving projects, price disparities in the market, which make it difficult for consumers to 

comprehensively and thoroughly evaluate energy efficiency. The effect of investment factors 

arises from the perception of investments in energy efficiency as complex and risky, with high 

costs and delayed benefits in time. The lack of sufficient information and understanding on the 

part of consumers to make a decision about the rationality of implementing energy-saving 

measures makes it very difficult to achieve energy efficiency. Conversely, wide awareness of 

energy saving opportunities can significantly accelerate this process. The impact of technical 

factors is determined by the availability or lack of available energy efficiency technologies that 

are acceptable with local requirements; level of scientific and technical capacity to identify, 

develop, implement and support investments in energy efficiency. The positive influence of 

regulatory factors is formed if the tariff policy encourages consumers to invest in energy saving, 

and the incentive structure, in turn, encourages energy companies to invest in economically 

beneficial energy efficiency, reduce energy losses at all stages of its production and delivery to 

the end customer. The absence of well thought out regulatory tools of a systemic nature makes 

it impossible to achieve the desired result. Regulatory factors are closely related to institutional 

factors that acquire manifestations through the formation of a certain institutional environment, 

the level of development of which determines the quality of management of energy efficiency 

processes in the country. Thus, the negative or positive impact of these factors in a particular 

country is determined by the existing socio-economic, political, market situation and can be 

adjusted by means of state regulation. The intensification of the state policy on energy 

efficiency in Ukraine is caused by following circumstances (Figure 2). 

 

Figure 2: Factors of activization of the state course on energy efficiency in Ukraine 

 

With the aim of regulating energy efficiency and energy efficiency in Ukraine, a number of 

documents have been adopted at the state and regional levels - the Laws of Ukraine and 

regulations, which identify the optimal ways to solve the problem of increasing energy 
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efficiency in Ukraine through investment and innovation development. The main ones are the 

Law of Ukraine "On Energy Conservation", the Law of Ukraine "On Electric Power Industry", 

the Law of Ukraine "On Alternative Energy Sources", the Law of Ukraine "On Heat Supply", 

the Law of Ukraine "On energy efficiency of buildings ", etc. It is approved the "Energy 

Strategy of Ukraine for the period until 2035". For Ukraine, energy efficiency is the most 

important resource and guarantor of the formation of the necessary potential for the further 

development of the state and society. "Energy Strategy of Ukraine for the period until 2035" 

defines the main directions for increasing the energy efficiency of the Ukrainian economy, 

which are shown (Energy Strategy of Ukraine for the period until 2035, 2017): 

• raising of the consciousness of energy saving among citizens, encouragement of the use of 

household appliances and lighting with high energy efficiency indicators;  

• reduction of energy consumption of households, commercial and municipal sectors for 

heating by increasing the energy efficiency of residential and public buildings, as well as 

improving the energy efficiency of heating appliances; 

• reduction of energy costs in the transportation and distribution systems of electric and 

thermal energy through technical, technological modernization and conceptual revision of 

energy supply schemes, taking into account the achievements in the field of decentralized 

energy supply, including through the use of RES and energy management; 

• assessment of the potential for optimizing the central heating system by switching to 

individual heating in regions and facilities where this is economically feasible; 

• completeness and transparency of accounting for all forms of energy (electricity and heat, 

natural gas); 

• increase of energy efficiency in the sector of production and transformation of energy, first 

of all in heat and power engineering and centralized heat supply through optimization of 

capacity utilization, technical and technological modernization; 

• implementation of the energy management system at the level of the state, cities, budget 

and administrative buildings and enterprises. 

 

A significant role in the implementation of the state energy saving strategy is played by the 

implementation of appropriate measures in the domestic sector, which is primarily caused by 

its share in energy costs: the largest final consumers of energy in 2016 were the domestic sector 

and industry, accounting for 34% and 29% respectively (State Statistics Service of Ukraine, 

2018). Such activities as housing and communal services and the construction of residential, 

public buildings, as well as the construction materials industry are characterized by a high level 

of energy intensity. Meanwhile, buildings are a priority for increasing energy efficiency, this 

sector accounts for about 40% of total energy consumption. Among the main directions of 

implementing the policy of increasing the energy efficiency of buildings can be identified: 

• development and implementation of building codes and regulations for new buildings; 

• wide use of new (renewable) energy sources for energy supply and bringing it to zero energy 

consumption level; 

• development and implementation of a set of measures (regulatory, legislative, economic, 

information) to improve the energy efficiency of existing buildings; 

• development and effective implementation of the construction certification system. 

 

The perspective direction of increasing energy efficiency is thermal insulation and thermal 

upgrading of buildings. To date, only 25% of the housing stock in Ukraine is responsible for 

the consumption of energy resources to state construction standards, other buildings, most of 

which are residential, require the introduction of energy-efficient measures. This is caused by 

physical aging of buildings, lack of timely repair and modernization works, lack of full control 

over the energy consumption level of existing buildings and those that are only being built. 
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Considering the total number of houses and structures and the specific energy consumption for 

their heat, it is necessary to pay great attention to thermal insulation and energy saving. Since 

October 2014, the government program for "warm credits", developed and implemented by the 

State Agency for Energy Efficiency and Energy Conservation of Ukraine, has been in operation 

for the population and Association of Owners of Apartment House, which was renewed in 

2017-2018. Also, local programs of cheapening "warm" credits continued to operate, for which 

additional compensation (from local budgets) of the principal debt or interest for "warm" credits 

is provided. Currently, there are 206 such programs of different levels in all regions of Ukraine. 

Due to the simultaneous implementation of the city and state programs, the prerequisites for the 

emergence of a corresponding synergetic effect towards the implementation of energy-efficient 

housing modernization are provided. However, at present the use of heat energy in the housing 

stock of the city is irrational, there are unproductive costs for its production, which leads to the 

need to introduce appropriate savings measures, about 70% of the housing stock needs a 

complete thermo-modernization. An important condition for the activation of energy-saving 

processes is to ensure the interest of construction companies in the implementation of energy-

saving measures, the implementation of after-sales service. Contracts with Association of 

Owners of Apartment House for provision of maintenance and home maintenance services 

(video surveillance, repair of plumbing and electrical equipment, sidewalks, etc.) will provide 

an additional source of revenue from the sale of products and services. Aspiration to energy 

efficiency activates the mechanism of introduction of the newest technologies, attraction of the 

scientific organizations in energy saving processes. This can be achieved only if the interests 

of all parties are observed, as evidenced by calculations of the commercial efficiency of the 

project. 

 

4. CONCLUSION 

Rational use of energy resources - one of the basic indicators, illustrates the economic, social 

and scientific development of the country. Now the energy intensity indicators of Ukraine's 

GDP are several times higher than in Europe. The limited nature of natural resources in Ukraine, 

determines the index of import dependence at the level of 51.6%, which represents a risk for 

the energy security of the country. Preservation of existing trends can bring to critical changes 

in the economy, further lowering the standard of living of the population, will not allow to 

overcome the technological backwardness of the country from the developed countries of the 

world and to prevent Ukrainian goods from being competitive on the international market. 

Energy conservation is an important energy potential of the state. Ensuring implementation of 

energy saving measures is one of the main tasks of the modern development of Ukraine. A lot 

of attention is paid to this issue in the program documents related to energy efficiency and 

energy saving problems. To increase the attractiveness of the implementation of activities 

provided for by the regulatory framework, it is necessary to ensure the economic rationality of 

rational use of energy resources for all participants in the energy consumption process. For co-

owners of multistoried houses, a special loan program for the acquisition of modern equipment 

and insulation of the house has been developed. Provision is made for a part of the loan taken 

for energy-efficient equipment ("negative" boilers) at a rate of 20% and materials at a rate of 

30%. To persons who are assigned a subsidy, compensation is set at 70%. The mechanism of 

state support for Association of Owners of Apartment House and Housing and Utilities Sector 

provides for the reimbursement of 40% of loans for the purchase of energy efficient equipment 

and materials. In many regions of Ukraine, regional programs are being developed and 

implemented that provide for compensation of interest on loans from local budgets. The 

analysis of the economic feasibility of implementing energy saving measures confirms their 

effectiveness. However, the existing mechanism can be improved by effective interaction of 

government, business, population and scientific organizations.  
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An important condition for the development of these relations is the observance of the interests 

of all participants and the confirmation of the proposed measures by calculating the commercial 

effect.  
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ABSTRACT 

Ferry shipping is well developed in the Baltic Sea Region. Polish ferry market is a prime 

segment of ferry industry in South Baltic. Services from Polish ports to Sweden determine  the 

carriage of  units and wheeled cargo as well as transport of passengers  between Continent and 

Scandinavia. Since Poland and other states have acceded to the European Union, growing 

foreign exchange  between Continental and Scandinavian countries is  visible and Polish ferry 

market has been affected by increasing demand for transport. These services as the only ones 

in the Baltic Sea have not recorded decline in turnover since 2008. Polish ferry terminals 

located in Swinoujscie, Gdynia and Gdansk are pointed as transport nodes in Baltic – Adriatic 

Corridor. Ferry routes from mentioned ports constitute the shortest connections for cargo 

transported from Central European countries to Scandinavia. These two factors determine the 

add value and competitiveness of Polish ferry market. The aim of the article is to analyse the 

trend in foreign trade among the above countries, the market development as well as study the 

interrelationship between the trade volumes and ferry turnover. The research hypothesis is: the 

increase in  trade between Central Europe and Scandinavia is the prime factor developing the  

demand for ferry services in Polish shipping market. Detailed research hypothesis is that: the 

group of factors affecting Polish ferry market are both opportunities and  threats for 

development of ferry traffic. In order to verify the hypothesis, the article is focusing on following 

aspects: international trade volumes  and trends between Scandinavia and Central Europe,  

potential of Polish ferry market in context of market requirements. 

Keywords: Baltic Sea Region, cargo volumes, Central Europe, ferry shipping, , international 

trade, Polish ferry market 

 

1. INTRODUCTION  
In Baltic Sea Region the strong economic relations between the countries are observed.  The 

cooperation concerns many areas comprising  trade exchange, foreign direct investments (FDI), 

tourism, services. Most Baltic  and Central Europe states  trade with neighbours and countries 

located relatively close. The mutual connections between Nordic countries, as well as between 

the latter and Central Europe are prime factor of the  development of foreign trade in the region. 

Commercial relations and the size of the  exchange affect cargo flows between continental 

Europe and Scandinavia. The demand for transportation and patterns  of supply chains  from 

Central Europe to Scandinavian  and vice versa are complementary to mutual trade turnover. 

Grzelakowski emphasises that development of international trade and the demand for transport 

service are determined by a number of factors, as macroeconomic factors of the economic 

growth of the Baltic Sea Region and Central and Eastern, expressed in terms of synthetic growth 

of GDP in these countries, the increase in production and consumption, the dynamics of trade 

development and its commodity and geographical structure, as well as transport conditions 
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determining the ability to handle trade flows between the countries of the region and  transit 

cargo (Grzelakowski, 2010, p. 74).  

 

2. LITERATURE REVIEW AND METHODOLOGY  
Problems concerning Baltic Sea Region are considered in numerous studies. The scope of 

research is wide and includes such areas as economic, cultural and social relations between the 

Baltic states, transport in the region, tourism, sustainability development and environmental 

aspects. Baltic states demonstrate strong economic relations. The authors emphasise the close 

cooperation in international exchange in the region ( i.e. Mezhevich, Kretinin, Fedorov, 2016, 

pp, 11-21, Laaser, Schrader, 2017, pp. 111-130).  International  trade and FDI are recognized 

as  factors creating impact on regional economy (i.e. Fedyunina,2016, pp. 93-112, Nakamura, 

Olsson, Lonnborg, 2012, pp. 89-108, Kotilainen, Nikula, 2010, pp. 5-43, Kosov, Gribanova, 

2016, pp. 33-44, Purju, Branten, 2013, pp. 4-15). Pass and Tafenau imply that international 

trade relations provide good preconditions and challenges for continuing integration creating 

also spatial spillover effects. In addition to several other factors, the intensity of international 

trade flows is significantly influenced by transportation costs and consequently by distance ( 

Pass, Tafenau, 2005, pp. 1-2). In the other hand sustainable development and the mobility is 

stressed as growth of trade turnover impact the demand for transport and affect the port cities 

(Studzieniecki, Przybyłowski, 2017, pp. 495-505). Commercial relations and size of the 

international exchange affect cargo flows in the region. Goods between Nordic and continental 

countries are carried primary by vessels. Part of German and other West European countries  

intercourse with Scandinavia are transported by road via Denmark and fixed links in Great Belt 

and Oresund.  However maritime transport carries the majority of mutual turnover in North – 

South axis. Serry states  that ro-ro transport, handled by ferries and ro-ro cargo ships, typically 

represent Baltic internal transport which covers up to 80 per cent of total ( Serry, 2014, pp. 1-

20). Ferry shipping is well developed in the Baltic Sea Region. In studies and in practice there 

is not an uniform definition of ferry as the nature of this kind of maritime transport is specific. 

Kotowska describes ferry shipping as mode of maritime transport where two  segments: 

passengers traffic and cargo transportation are characteristic  (Kotowska, 2014, pp. 94-95). 

Stapford notes that ferries transport people, goods and vehicles over short distances by sea 

(Stapford, 2009, p.501). Most authors however focus either on cargo or passenger segment. 

Musso, Paixao and  Lynce define ferry shipping as a segment of short sea shipping and 

emphasise that these connections are an important element of road – sea transport system to 

and from continental Europe (Musso, Paixao, Lynce, 2010, p.401). Paixao and Marlow 

highlight the importance of ferry services in multimodal transport chains (Paixao, Marlow, 

2009, pp.1-19). The article focuses on commercial intercourse between countries of Central 

Europe and Scandinavia being the natural hinterland for Polish ferry market.  Finland is outside 

the scope of the study as no ferry connection from Poland to Finish port exists and cargo flows 

to Finland do not affect the Polish ferry market. The research hypothesis is: the increase in  

trade between Central Europe and Scandinavia is the prime factor developing the  demand for 

ferry services in Polish shipping market. Detailed research hypothesis is that:  the group of 

factors affecting Polish ferry market are both opportunities and  threats for development of ferry 

traffic. The research methods are the analysis of original data of trade turnover and data 

published by ferry operators as well as in-depth interviews conducted with CEOs of Polish ferry 

operators. 

 

3. FACTORS DETERMINING THE FERRY MARKET – THEORETICAL MODEL 

Several important factors determining the ferry market can be distinguished. The prime is the 

level and structure of foreign exchange between the states when the delivery can be made using 

the sea transport.  
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Ferries carry general cargo transported in units as lorries, semi-trailers, rarely in containers on 

trailers and  rail wagons. The commercial intercourse is regarded as the most important driver 

creating the demand for cargo transportation (see Figure 1). The next is port infrastructure. The 

technology and organization  of ferry shipping require dedicated terminals with efficient 

handling. The terminals are equipped with facilities for ro-ro technology – berths with ramps 

and internal roads for cargo drive in and drive out the ship. The ferry services are based on 

schedules and the time for handling operations is limited usually to 2-4 hours. In this duration 

the vessels have to be discharged and loaded again. Promptness is required by trades, hauliers, 

forwarders  and  ferry carriers, as delays create congestions in terminals and affects the logistics 

chains. Terminals services  comprises also storage as well as administration and customs 

procedures. The accessibility to ferry terminals is another factor. The connections with the 

hinterland comprises road and rail infrastructure and contribute to the demand for ferry 

operations. Sufficient land connections constitute opportunity for ferry operation as easy access 

to ferry terminals is one of the most important factors of choice the given ferry link. The demand  

comprises carriers operating ferry links with suitable number of ships and given frequency. The 

available capacity is calculated by the  length of load line and number of sailings. The access 

to transport service is prime strength of ferry route and indicates the quality of the service, as 

well as its competitiveness. 

 

Figure 1: Prime determinants  for ferry market (own elaboration) 

 

4. ANALYSIS OF COMMERCIAL INTERCOURSE BETWEEN CENTRAL EUROPE 

AND SCANDINAVIA 

Central European states  and Scandinavia display strong commercial relations. The level of 

exchange developed since these countries have acceded to the European Union. However the 

mutual turnover demonstrates the difference in  value and volume in  exports to and imports 

from individual states. The highest trading volume is observed with Sweden being the leading 

Scandinavian partner for Central European countries. Among analysed states, Poland has 

become a leading trading partner for Sweden. (Figure2 and 3). In 2017 the Polish exports 

amounted to 5,6 billion  EUR whereas  imports from Sweden totalled to 4,67 billion EURO 

(respectively 2,79 million tons in export and 2,18 million tons in import). In Polish trade with 

Sweden, electromechanical industry products  lead  (43.3% of exports and 33% of imports).  
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A significant share is also represented by the chemical industry  and metallurgy products.  

Another important group  comprises wooden products,  furniture, agricultural commodities and 

foodstuffs.  The average value of 1  metric ton amounted to 2000 and 2140 EUR in exports and 

imports respectively. Trade exchange of other Central European countries with Sweden is much 

lower (Figure 2 and 3). The next trading partners is Czech Republic with turnover of 2,5 billion 

EUR in exports to  and 1,2 billion EUR in imports from Sweden. The reached  trade figures are 

half of Polish exchange. 

 

Figure 2: Export development  from selected Central European countries to Sweden EUR 

thousand (own elaboration based on Eurostat database) 

 

 Hungary`s trade amounted to  1,38 billion EUR and  0,7 billion EUR in exports and imports 

respectively.  Austria  located further west to Central Europe has recorded higher exchange. 

The country is considered due to cargo flows between Scandinavia and the Continent. The 

commodity structure of mutual  intercourse analysed countries is similar to Polish trade.  

 

Figure 3: Import development  to selected Central European countries from Sweden EUR 

thousand (own elaboration based on Eurostat database) 
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The commercial exchange between Central Europe  and two other Scandinavian countries   is 

lower in  value and volume (Figure 4).  Again Poland is the leading partner for Denmark and 

Norway with the highest level of commerce. 

 

Figure 4: Exports and imports between selected Central European countries and Scandinavia 

in 2017- EUR  (own elaboration based on Eurostat database) 

 

The greatest share in export from Central European states to Denmark is represented by 

products of the electromechanical industry. Further, there are agricultural goods,  foodstuffs, 

chemical  and metallurgical commodities, as well as wood and paper industry products. The 

largest group in import consists of agricultural products and foodstuffs,  products of 

electromechanical and  chemical industry and light industry commodities. The exports to 

Norway from Poland comprises electromechanical products. This is mostly export connected 

with the shipyard industry. In imports  dominate agricultural commodities and foodstuffs, in 

addition to the electromechanical industry. 

 

5. THE POLISH FERRY MARKET 

Polish ferry market comprises links to Sweden from ports of Gdynia and Gdansk located at East 

Coast and from Swinoujscie at West Coast. The services are as follows: 

• Gdynia – Karlskrona (Stena Line), 

• Gdynia – Nynashamn (Stena Line), 

• Gdansk – Nynashamn (Polish Baltic Shipping Company – Polferries ), 

• Swinoujscie – Ystad (Unity Line), 

• Swinoujscie – Trelleborg (Unity Line), 

• Swinoujscie – Ystad  (Polish Baltic Shipping Company – Polferries), 

• Swinoujscie – Trelleborg (TT-Line). 

 

Altogether 16 ferries ply these routes .  The largest  capacity is concentrated on the Swinoujscie 

- Ystad and Swinoujscie - Trelleborg, where 10 ferries are in operation.  Other services are 

Gdynia - Karlskrona (4 ferries), Gdynia – Nynashamn ( 1 ro-pax)  and Gdansk - Nynashamn 

with 1 ferry. The latter service will increase the capacity late June with chartered ferry Nova 

Star. The highest total turnover is observed from Swinoujscie to Ystad and Trelleborg. In 2017,  

482 171 freight units (lorries and trailers) were carried on that sub-market. The turnover in the 

truck segment increased by 15% in compared to 2016.  
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The average yearly  growth of cargo traffic in last decade amounted to 9% y/y.  The traffic  

from Gdynia to Karlskrona  and on new line to Nynashamn amounted to about 218 000 freight 

units in 2017 and recorded a 20% growth.  Gdank -  Nynashamn is a niche sub-market where 

some 18 000 tracks were carried. 

 

Table 1: Cargo units transported by ferries between Poland and Sweden in 2013-2017 (own 

elaboration based on Shippax Market 2017, Shippax Market 2016, Shippax Market 2015 and 

carriers data) 
Route 2013 2014 2015 2016 2017 

Swinoujscie -

Ystad/Trelleborg 

326035 358 762 376 353 425 850 482 171 

Gdynia -

Karlskrona 

102849 116 828 148 648 180 474 218 011 

Gdansk -

Nynashamn 

8548 9 263 12 963 16 082 - 

 

The rise of transported units resulted from increase of trade exchange, particularly of Polish 

intercourse.   The growth of ferry traffic in last 5 years was higher  compared to international 

commerce as it  has been affected by other factors as well. Significant investments in road 

infrastructure have been made over the last decade. Construction of  network of motorways and 

highways has  facilitated the access to terminals and largely determined the demand for 

transportation of transit cargo.  The Czech and Austrian hauliers used to travel to Scandinavia 

primarily via  connections from Germany (Rostock – Travemunde and Rostock – Gedser). The 

congestions in German roads contributed  to transfer the cargo flows further East and affected 

the Polish ferry market. According to carriers` data, the average share of transit lorries has 

grown from 11 % in 2013 to nearly 20% in 2016. In Swinoujscie among transit Czech and 

Austrian trucks dominate, the others are Hungarian, Slovakian, and  Romanian.  Gdynia 

recorded primarily Slovakian, Czech and Hungarian lorries.  The link from Gdansk to 

Nynashamn nearby Stockholm is specific as the transit time is long (16-17 hours)  and transit 

commodities are transported from all Central Europe to agglomeration of Sweden capital and 

further north. Growing demand for freight service generate the need for cargo capacity. 

Currently, operators are facing deficiency in load line. The use of the available capacity for 

individual operators in 2016 was at the level of 70-80%, which means that there is no space 

reserve.  The imbalance in mutual exchange impact the utilization of cargo capacity. The higher 

outward traffic stimulate the frequency of crossings. To meet the growing demand, the  carriers 

have to increase the transport ability introducing new ro-pax ferries. Ferry traffic in Poland  is 

concentrated in 3 terminals. The largest, both in terms of turnover and available infrastructure, 

is located in Swinoujscie. The terminal has 6 berths with ro-ro ramps. Nevertheless currently 

its traffic capacity is insufficient.  In 2017 total 3576 calls were registered, up 9- 12  calls daily.  

At the terminal  infrastructure investments are planned to adapt the potential to the growing 

volume and support for intermodal transport. In Gdynia ferry terminal is located in Western 

part  in the immediate vicinity of container terminals. The infrastructure limits the capacity of 

the terminal due to length of berths and parking space as well as number of calls  4-5 daily. The 

new public terminal is under construction and is planned for 2020. The terminal will  be fitted 

with double ramp enable the simultaneously loading and discharging.  The only terminal with 

currently sufficient infrastructure is operated in Gdansk, where berth is fitted with 3 ramps. 

 

6. CONSLUSION 

Commercial intercourse between Central Europe and Scandinavia is  showing an upward trend 

and a further increase in mutual exchange of goods is expected. The growth in trade volumes 

largely determines the  demand for cargo  transport from Poland to Scandinavia and affected  
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the ferry traffic.  However the level and structure of  commodity exchange is not the only factor. 

The construction of modern road network and high quality of  ferry services are important 

drivers.  Polish terminals  and ferry connections have become the key nodes and links in land-

sea transport chains. 
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ABSTRACT 

This study aimed to investigate the conditions in which Bitcoin has developed as a leading 

cryptocurrency and, according to Nakamoto (2008), could become an instrument for everyday 

payments around the world. In comparison to other digital payment solutions, Bitcoin is based 

on a peer-to-peer electronic cash system using ‘the blockchain’. This innovative technology 

allows for decentralised storage and movement of currency in a fully anonymous way, 

introducing advantageous methods for encrypted security and faster transactions (Hagiu and 

Beach, 2014). Scepticism regards Bitcoin’s foundation, energy consumption and price 

volatility, however, did not take long to arise (Holthaus, 2017). Ten years from its white paper 

release, Bitcoin is further supported by the same drivers which could sustain its growth as the 

future of digital payments (Russo, 2018). In order to investigate the key drivers and feasibility 

of acceptance, a London based survey was used to understand the desirability of Bitcoin as a 

day-to-day tool for digital payments. Additionally, this research analysed Bitcoin’s 

stakeholders and forecast drivers of sustainability for its application to become the future of 

the payment industry. A space which relies on policies that involve multiple layers of society, 

governments, regulators and tech-firms, all on a global scale. The findings confirmed how the 

increasing lack of trust of political and financial institutions, coupled with the increasing cases 

of data-breaches by tech-firms, encouraged over 70% of respondents to consider more 

decentralised and anonymous methods for their day-to-day actions; like payments. Policy 

makers need to cope with societies increasingly separating politically but gathering together 

digitally (LBS, 2017). For Bitcoin to truly establish itself as a global digital payment solution, 

key stakeholder acceptance must converge alongside the introduction of more robust 

regulation.  

Keywords: Bitcoin, Digital Payments 

 

1. INTRODUCTION 

The term Bitcoin was coined for the first time on October 31, 2008. Satoshi Nakamoto, a figure 

which identity is still somewhat a mystery, released an introduction document (“White Paper”) 

showcasing the feasibility of a Peer-to-Peer electronic cash system. By being the pioneer of the 

cryptocurrency era, Bitcoin initiation was characterised by a turbulent five years period in 

which transactions and integrations lacked to evolve (it took exactly 1789 days for bitcoin to 

reach $1,000 in value from its first trade - Appendix 3).  



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

 
207 

The three years following the thousands dollar price milestone were characterised by extensive 

yet “damaging” media coverage that led to price fluctuation and questions around the 

trustworthiness of Bitcoin 

 

2. BITCOIN: GROWTH DRIVERS 

2.1. Avoidance of Central Authorities due to increasing lack of Trust 

After 2008 financial crises the overall financial system built of central and corporate banks was 

questioned. Furthermore, trust on politicians since these events has dramatically decrease, as 

often alleged of corruption by various corporates looking at greedy profits. As the great stock 

market depression in 1929, the first financial crises of the internet era was paid at the expanse 

of the general public [taxpayers], $700 billion in the US alone (Kimberly, 2017). The Dodd-

Frank, Consumer Protection Act and humongous sanctions to Wall Street banks were some of 

the actions taken by Barack Obama in 2010 as a result. In Europe, the first solid legislative 

action would be a revisited version of the already existing MiFID (in fact called MiFID 2) that 

has come into force on January the 3rd, 2018. Governments have taken massive actions to limit 

and control the day-to-day activities of financial institutes however each bank (by being a 

business for its nature) would always seek the best for their customers’ profit [and their own]. 

The general opinion gathered from a sample of 28 individuals surveyed in November 2017 

(Appendix 2) showed how banks lack in earned trust from its consumers (rating them as 60% 

on trustworthiness) as the dilemma if these events could happen again is not yet resolved. There 

is no question about the strategic period in which Bitcoin white paper was released (45 days 

after Lehman Brothers filed for corruption on September 15, 2008). Many consumers and neo-

unemployed finance professionals saw Bitcoin as the innovative turning point for the future of 

finance. By being unbounded to third parties, the digital currency provided oxygen for 

ingenious thoughts in the polluted Wall Street environment of that time [and some still argue if 

conditions nowadays really have changed]. This driver provides to Bitcoin and its crypto 

currencies peers a solid foundation of general consensus within different society-layers. 

 

2.2. Technology of the Third Millennium: The Blockchain 

From its disrupted nature, Bitcoin was hatched as a defiance action. The technology that made 

it possible is the Blockchain (or originally the “Block Chain”) represent a universally accessible 

digital ledger. This third millennium technology brings to the simple task of tracking records 

within an active system (in which each record is called “block” and can be only added to the 

end) the link to one of each block using cryptography. In order for each block to be added onto 

the chain three requisites must be present: 

• Link to the previous block – to confirm the proof of work 

• A timestamp – to avoid double spending 

• Transaction data (amount of data transferred – e.g. 7 Bitcoins) 

 

It is fundamental that all miners have access to the same updated version of the Bitcoin 

blockchain all the transactions are irreversible. Bitcoin miners are the key subjects in the 

network, investing heavily in energy, hardware, time etc. and by completing all transactions 

certifications practicing “good conduct” - miner is the individual who verifies transactions and 

add a record into the to the public ledger (Kelleher, 2018). It can be however possible that a 

small group of miners bypass the blockchain trusted system and validate each other transactions 

going around double spending (the bigger the amount of miners in arrangement the small the 

probability other miners notice it, hence smaller the probability events like this happen). Bitcoin 

unofficial catchphrase “In Cryptography we trust” (Peck, 2017) provides a brief explanation of 

the importance of this technology for the development of trust in the increasing “boom” of 

cryptocurrencies.  
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Background agreements and transactions approvals are now replaced by high-level software, 

secure and distributed throughout every digital user of the internet. The Blockchain has limitless 

monetary developments for bitcoin, and the Ethereum Virtual Machine is now leveraging its 

potential for building software on top of it. From identity verifications to administrative 

burdens, from transaction speed optimisation to voting mechanism, the Ethereum Blockchain 

platform could replace sections of the world’s most popular apps (Uber, Netflix, Google Drive, 

AIG etc.) and revolutionise the way we think about technology (Russo, 2017). 

 

2.3. Community, Accessibility and Transparency: a new Privacy Model 

Satoshi Nakamoto created a system where each individual can act as a miner but required to 

provide costly proofs in order to be repaid for their work. This peer-to-peer system has also 

resolved a problem that has vexed the digital environment for years: consensus. (E. Peck, 2017) 

The openness of the bitcoin blockchain network has attracted an ever-growing number of alike 

individuals that have a mutual interest: the establishment of the ever-growing decentralised 

monetary system. Not identical but similar, is the shared digital encyclopaedia example, 

Wikipedia.com: articles, like blocks, could be created by every user, however is the community 

overlooking the system and preventing mistakes (like the process of verification of transaction) 

the additional intrinsic value of the system. Activities, values and sustainability of the two 

digital platform are analysed in the table in Appendix 15. People have supported a different 

approach to privacy omitting the “trusted” third-party and supporting cryptography and 

anonymity where possible. With the current bitcoin technology, all the transactions (with 

respective amounts) taking place are publicly displayed on the blockchain yet senders and 

receivers are kept anonymous by crypted code-names. The biggest threat of this modern privacy 

system is the chronological history: if the actual corporate or individuals connected with the 

anonymous account would be released, all its activity history would be displayed. As many of 

other data driven technology advancements, potential leaks could provoke higher level of 

exposure compared to the older system, since its nature being fully cloud-based.  

 

2.4. Digital and Physical Trends: No Barriers vs. Political Independence 

In 2017 we trusted hairdressers more than our political or business leaders, leaderships surveys 

of London Business School support (LBS, 2017). With the primary data gathered from a digital 

survey to 28 individuals based in London (Appendix 2), some interesting patterns and 

correlations have been identified. A slightly negative correlation was found (-0.2 coefficient) 

between the likelihood of using bitcoin in the next 10 years and the level of trust in their bank 

to manage their money, similar result with the level of trust in central banks to prosper national 

economy (-0.18 coefficient). This indicates that the young community surveyed (mostly 

student, 90% under 25) is more likely to start using bitcoin if they feel a lack of trust on both 

their personal and England’s central bank. Additionally, the 82% of the individuals that 

confirmed their full understanding on the Bitcoin environment did declare they have already 

completed their first investment in Bitcoin (in fact Complexity has been ranked in the last 

question of the survey as the 1st barrier to entry for the general public). While the UK political 

panorama has been characterised by an increasing independence sentiment due to Brexit events, 

the amount of people interviewed confirmed how the financial system should be more 

transparent and connected in the future (71% voted 5 or above on the likelihood they will use 

Bitcoin in the next 10 years, in a scale of 10). It is curious to see that, even though 71% of the 

28 individuals surveyed are not happy with the results of the referendum, societies are 

increasingly separating politically but gathering together digitally. 24 out of 28 people surveyed 

confirmed that “Immigration” was the first reason why the UK citizens were supporting Brexit 

in June 2016; confirming that we are in a transitional decade in which digital communities and 

financial advancements are making us feel more connected than human to human dialogue and 
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diversity welcomeness. The four main key drivers of change analysed above interact with the 

competencies and resources of Bitcoin directly. Competencies and additional characteristics are 

briefly listed in the SWOT analysis attached in Appendix 14. 

 

3. ANALYSIS OF DIGITAL PAYMENT INDUSTRY AND BITCOIN DESIRABILITY 

The origin of the digital payments industry is associated with the born of the internet in 1969 

with ARPANET. While the internet took several years to develop from a military based tool to 

a cross-society asset, the Stanford Federal Credit Union had the aim to digitalise cash in form 

of e-money, token or virtual currency (Tsosie, 2017). In 1998 PayPal, current market player, 

began as a mobile payment firm, however it then switched to a fully oriented digitised payment 

platform with the EBay acquisition in 2002 (Scott-Briggs, 2016). However, vast of the digital 

payments industry development has been possible thanks to credit and debit cards. Starting 

from 1958, various companies in the US started to launch different chip-related plastic cards 

however Bank of America took the lead as the most innovative. “BankAmericard” became 

popular mostly because of its large baskets merchants accepting the newly introduced system, 

especially in California. For the first two decades most of the regulations around credit cards 

interest for example remained murky and largely unknown; to the cost of the consumers. 

BankAmericard then became Visa and its life-competitor, MasterCharge, evolved to 

MasterCard. These two providers are now processing over 90% of transactions (Appendix 6) 

and while acceptance was largely growing in the first two decades, the following regulation 

period in the US (ended with the approval of the Card Act of 2009) structured the environment 

for the genuine and spontaneous growth of a technology fulfilling the demand and behavioural 

changes of evolving human beings. Today, Bitcoin infancy can be compared to the early 1960s 

in which credit cards and digital payments were ideological concepts with good purpose but 

wide uncertainty. As shown in Porter’s 5 Forces Model (Appendix 8), the digital payments 

industry is characterized by large market players and high competitive rivalry. The 

attractiveness of the industry is also high, and few firms have developed between the current 

existing network and the new crypto environment. TenX for example is a direct competitor of 

the current digital payments suppliers and enables its users to openly connect their 

Bitcoin/Ethereum/Litecoin wallet and spend these cryptocurrencies via a normal debit cards 

(TenX branded). At the moment of payment in any worldwide merchant the card fetch the FIAT 

currency requested amount and converts it to the previously selected crypto in usage at current 

market rate. (e.g. £50 payment would deduct “0.004194” bitcoin - at a bitcoin market value of 

£11,917). The desirability of bitcoin in such industry however is highly questionable. The 

reason why is the lack of fundamental basis for Bitcoin valuation and other cryptocurrencies; 

in fact the price of Bitcoin has increased by nearly 1,000% in 2017 alone (coinmarketcap.com, 

2018). Morgan Stanley analyst James Faucette has recently released a report to various MS 

clients stating that the actual value of Bitcoin could be $0 (Edwards, 2017). To provide a 

desirability example (Appendix 11), some data gathered from a survey on renewables energy 

outlook gathered in 2016 has been compared to the the Bitcoin data gathered in the survey in 

Appendix 2. Individuals in both cases were asked about their expectations, on a scale from 1 to 

10, whatever they would use Renewables/Bitcoin in 10 years’ time. Renewables are expected 

to be part of daily lives on a 7.2 average, compared to 6.1 for Bitcoin. On both cases the two 

technologies are developing at the damage of old-established environments (fossil fuel energy 

for renewables and the banks based financial system for bitcoin). The two realities are often 

covered by the media and they do nurture an interest in the public. However, the desirability on 

both cases does depend on how the technology develops in the future and the only variable to 

which desirability is vastly linked is one: time. Additionally, Bitcoin and various other 

cryptocurrencies do not have a matured, regulated and tested underlying market. The products 

and their markets have existed for fewer than 10 years and bear little if any relationship to any 
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economic circumstances or reality in the real world (Peterffy, 2017). The second issue as of 

January 2018 is a socio-conceptualisation controversy. It is still unclear whether Bitcoin today 

is seen as a digital currency for payments or as a traditional “asset” to invest in for merely 

speculative reasons. Credit Suisse’s current CEO Tidjane Thiam declared in November 2017 

that “investors are only buying into the digital asset to make money, and described it as the very 

definition of speculation and the very definition of a bubble" (Brown, 2017). Surely the 

blockchain technology and its application into decentralised cryptocurrencies, such as the 

Bitcoin, is a clear advancement compared to the old basket of FIAT currencies that are now 

mostly underling to “thin air” and are fully controlled by countries central banks. While digital 

acceptance of Bitcoin as a way of payment lacks to take off (Appendix 10) it is clear that it 

would take some time for cryptocurrencies to settle in this high competitive industry; as 

ARPANET took decades to become part of our daily lives bitcoin could be subject to the similar 

technological and social acceptance time digestion. The Porter Generic Strategy matrix has 

been used below to highlight the current positioning of the major players operating in the digital 

payments industry [and crypto forecasted]. 

 

Figure 1: Porter Five Forces for Digital payments (Brown, 2017) 

 

4. BITCOIN: STAKEHOLDER ANALYSIS AND STABILITY EVOLUTION 

There is a large amount of individuals and organizations that are increasingly identified as 

Bitcoin stakeholders. Using a power/interest grid we can obtain a matrix of the current 

stakeholders positioning. 21 stakeholders have been identified to be related to the Bitcoin 

environment: 

 

Figure 2: Bitcoin Stakeholder Power/Interest Grid (LBS, 2018) 
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The list of Bitcoin stakeholders is expected to evolve in pair with the development of the same 

cryptocurrency and its applications. The progress of the positioning of the stakeholders listed 

above is mainly affected by the events and activity expansions of six of them in particular. A 

power/interest grid with the future trends outlook in regards to their positioning can be found 

below. A thorough examination of the main stakeholder can be found in Appendix 17.  

1. Miners - Identified as individuals, groups or companies who provide computer power 

to mine and record the transactions. Miners are probably, after regulators, the most 

critical individuals within the Bitcoin stakeholder environment.  

2. Big Tech Firms - Firms like IBM, Microsoft, Amazon, Google etc. are developing new 

technologies to leverage the blockchain into food distribution or driverless cars for 

example. (Russo and Katz - Bloomberg, 2017)  

3. Central Banks - As previously mentioned in Appendix 1, European Central Bank 

president Mario Draghi has already stated how the ECB is studying on thorough 

regulations providing for the conditions of a healthy development of the new financial 

systems.  

4. Customers / Investors - Consumers are the key driver of development of Bitcoin to 

become a global digital payment solution. Investors logically suppose to understand and 

believe in the principle of Bitcoin being a concrete substitute of current online payments 

systems, however most of them did enter the environment for speculative reasons (as 

mentioned in Question 2).  

5. Traders / Investment Banks - Traders are largely affecting the Bitcoin environment by 

increasing the number of exchange and financial products related with the crypto 

currency. ETF (Exchange Traded Funds) or Futures, for example, are expected to be 

traded with more frequencies and in large volumes in 2018. (Bloomberg, 2017)  

6. Regulators / Governments - The cryptocurrency community is eager for clarity from 

regulators on ICO, trading, mining and taxes; as that happens more investors and end-

users could dip their toes in the water. (Russo and Katz - Bloomberg, 2017) Regulators 

are highly influential and do carry extensive amount of power from government and 

governments’ treasuries.  

 

Figure 3: Key Bitcoin Stakeholder Power/Interest (LBS, 2018) 

 

As shown in the power/influence matrix above all the stakeholders key players are in a position 

of instability and are expected to be increasing or decreasing both in influence and power on a 
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monthly basis; and while the volatility and uncertainty of Bitcoin application to the digital 

payment systems remains at current level this is very likely to continue. (LBS, 2018) 

 

5. EVALUATION OF BITCOIN AS THE FUTURE OF THE DIGITAL PAYMENT 

INDUSTRY  

Bitcoin has clearly large potential to disrupt a big part of the digital payments industry, and in 

developing countries there is a very high potential, too! Various internal and external factors 

limiting the currency have however become clear with its development. The list below evaluates 

the current factors that need to evolve in order for bitcoin to become [or not] the future of digital 

payments on a global basis:  

• Regulations - from July 2017, the SEC regulator (US Security and Exchange commission) 

confirmed that US National Security Law may apply to some cryptocurrencies; without 

providing concrete guidelines on which cryptocurrencies in particular (Russo and Katz - 

Bloomberg, 2017). The current lack of national and international regulations of Bitcoin [and 

the crypto environment in general] represents one of the main reason why price volatility is 

very high and network integration is very low. A global digital payment system like PayPal 

would have never grown to the volumes and trustworthiness it has today with this much 

uncertainty. 

• Market Maturity (Fear of “Bubble”) - bubble is a confusing term for bitcoin: If there is no 

fundamental value to compare the price to, who’s to say it’s too high? (Crane and Read, 

2017) Market maturity extends to the amount and variety of services that we are seeing 

developed as well as the overall Bitcoin adoption. Additionally, the whole press sentiment 

around the globe would generally affect unsophisticated individuals’ adoption hence effect 

the pace of which Bitcoin could develop to a global payment instrument. As shown from 

the graph below, the phenomenon of adoption for Bitcoin is cyclical, and would largely 

depend on adoption of sophisticated individual, since this group is likely going to be the 

majority at the time of acceptance: 

 

• Figure 4: Digital Payment Industry Development Cycle 
 

• Speculative Investment trends - for Bitcoin to develop into a mature market and a 

trustworthy digital payment system the price needs to somehow stabilise within a certain 

“expected” range, therefore volatility needs to reduce to “average” levels.  
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• Technology and Infrastructure - transactions per seconds, on the technology side, are a big 

issue to resolve for the blockchain and its network. PayPal and Visa process an average of 

transactions that ranges between 200 and 1,600 per seconds. (Vermeulen, 2017)  Bitcoin 

alone can process a number of transactions that ranges between 3 and 7; reason why other 

cryptocurrencies have developed in this space trying to improve this inefficiency of Bitcoin 

(e.g. Ethereum with over 30 transactions per second, or Litecoin processing over 50-60 

transactions per seconds). Up to this number, Bitcoin can only compete in digital payments 

niches where anonymousness is a critical requirement. 

• Wallet / Transactions fees - another limitation for Bitcoin: for both wallet withdraws / 

deposit, and for transactions. (Appendix 12) Bitcoin transactions fees in particular are 

skyrocketing proved to be profitable for so-called bitcoin "miners". Slow transaction speeds 

and fees has led to a number of splits in the original blockchain as part of the community 

believe that the size of blocks - records of transactions on the network — should be 

increased (SegWit2x correction in the blockchain was suppose to increase the dimension of 

the blocks from 1 to 2MB - however this solution has then been dropped). (Browne, 2017)  

• Acceptance of a “Market Leader” - 97% of people interview in 2017 living in the UK have 

confirmed that they did not use Bitcoin before (Appendix 4). Even though the majority of 

people have heard of it, a rarity section of the society has clearly found ways to leverage 

Bitcoin in their daily life. People believe the biggest limitation of the Bitcoin is the fact that 

there are no locations to spend it. A really discouraging example of low bitcoin acceptance 

can be found in Appendix 11 with less than 3 of the top 500 ecommerce website in the US 

currently accepting Bitcoin. However, the ATMs around the world are increasing in number 

and is really likely this would create traction in the environment. 

 

An extensive section of in-depth details of some of the 6 factors presented above can be found 

in Appendix 19. So is clear how the acceptance / usage and well-constructed regulations are the 

main key drivers for Bitcoin development into the digital payment space. Concept-extensive 

and geographical-specific regulations would very likely need to precede the acceptance / usage 

in order for this last one to grow exponentially. 

 

6. SUSTAINABILITY AND CHANGES AHEAD FOR THE DIGITAL PAYMENT 

INDUSTRY AND BITCOIN  

The digital payment industry has been agile to adapt to various technological advancements in 

the last decade. Contactless payments, Apple/Google/Android-pay and the large development 

of gift cards [thanks to the exponential diffusion of Amazon] are just some of the advancements 

the digital payments industry has developed to meet evolving social behaviours leveraging 

technological advancements. The overall structure of the industry is proven to be solid and 

increasingly secure, by thousands of transactions completed every seconds by providers like 

MasterCard and Visa. The advent of the cryptocurrencies is not arguing this structure to be 

obsolete as a shared decentralised ledger would be more beneficial to security and integrations 

(mostly for the use of the blockchain). Our lives are increasingly moving to digital usage, and 

payment is one [if not the one] behaviour that we are going to do more and more digitally. The 

industry outlook for payments behaviours in the UK for example (Appendix 13) show how 

contactless payments (with debit card and other devices) are expected to surpass even the 

amount of times we use cash today. Smartphone and wearable devices are also expected to 

increase in usage for payments making it crucial for Bitcoin wallet providers to develop 

platforms for these devices too (1st possible Bitcoin response to changes). Bitcoin in every of 

its various environments (technological, financial, media coverage and many more) requires 

advancement for the development of a concrete sustainable competitive advantage benefitting 

the long term. Bitcoin however can be used in the future not just as a payment system but also 
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to store data, raise funds in poor countries, protect from inflations etc (Cheng, 2018). One of 

the biggest structural limitation for Bitcoin is however the current rate of energy consumption 

(Appendix 18), 2nd possible Bitcoin response to changes. Mining is certainly the biggest 

energy-consumption activity however by 2030 all the coins will be issued and just-transaction 

activities would require less power resources (If there would only be Bitcoin and no other 

coins). The reason being is that there will only ever be 21 million Bitcoin: the finite nature of 

the currency was Satoshi’s way of making sure that, unlike the fiat currencies that governments 

are free to abuse, nobody could ever destroy the value of bitcoin by arbitrarily deciding to create 

more of it (Lanchester, 2016). In terms of future sustainability, it is really unlikely that an socio-

tech-finance shift like the Bitcoin would happen again anytime soon since it would take a long 

time for it to settle and gain some space in a already extremely rival industry. What is more 

likely to happen is that Bitcoin would be surpassed by another coin like LiteCoin, Ripple of 

Ethereum as not being the first sometimes allows to develop competitive technology in the dark 

and avoid too much press; as happened in the history of the search engine industry for Google 

and in the smartphone industry for Facebook. Any action both in technology and usage would 

highly depend on regulations activities and social opinion around the bitcoin. In the scenario 

analysis below we can see how the two main factors affecting bitcoin expansion into the digital 

payments system provide a wide range of scenario that could happen in the future.  

 

Figure 5: Bitcoin Sustainability Forces Grid (Lanchester, 2016) 

 

After analysis the current drivers of growth, we position the current period (Jan-2018) in the 

exiting of stage 4 to move on stage 3. As soon as regulators would kick in the Bitcoin game, 

price is expected to drop and regulations would be probably increasing. Stage 2 is where 

regulators are normally found to be playing unfairly against the new technological trend and it 

would take a long time and various price drops to then arrive at stage 1. From the same ideology, 

the intrinsic value of a bitcoin [and its prosperity] is a genuine representation of the general 

consensus arrangements between the community practically using it. Same as currencies and 

financial asset prices (use for payments) work now: we know from the current market value 

that an ounce of gold is costs around $1,300, so why is gold in financial markets worth anything 

more than the jewellery value of gold? It is the general consensus that supports the specific 

market price based on current market conditions. The future market outlook of Bitcoin would 

probably be characterised by various changes and increasing regulations; at least internal 
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technological changes are easily applicable: “any needed rules and incentives can be enforced 

with the mining consensus mechanism - miners will vote with their CPU power, expressing 

their acceptance of valid blocks by working on extending them and rejecting invalid blocks by 

refusing to work on them” - as we can read in Satoshi's Bitcoin white paper (Cheng, 2018). And 

until acceptance [and healthy regulations that comes with it] does not take an exponential route 

between individuals, merchants and companies around the world, the likelihood of a system for 

electronic transactions without relying on trust [the Bitcoin], becoming a global solution in the 

digital payments system, would remain highly unlikely.  
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ABSTRACT 

The principles of accounting, also referred to as concepts or assumptions, constitute the rules 

for keeping accounting books and preparing financial statements in order to ensure the 

reliability and usefulness of information provided by accounting. Materiality as one of these 

principles contributes towards this goal. Accounting as an information system is founded on 

these principles, conventions and practices, which originate in the attempts to satisfy the 

information needs of users of financial statements in terms of the actual financial and economic 

situation of an economic entity (Kumor, 2014, p.410). The article discusses the principle of 

materiality, its nature and importance in accounting and auditing. It aims to present the 

importance of the principle of materiality in accounting and auditing. Based on the analysis of 

literature and legal acts, the article arguess that the application of the principle of materiality 

in accounting allows for simplifications while maintaining a true and fair picture under the 

accepted accounting principles (policy) without detriment to the usefulness of information 

presented in the financial statements. Materiality in financial audit determines financial and 

non-financial misstatements. The level of materiality, in turn, enables the auditor to define the 

scope of financial audit procedures and constitutes an important reference for the assessment 

of the effect of the misstatements in the financial statements revealed by the auditor and their 

impact on the reliability of financial statements. The verification of these hypothesis was 

conducted with the use of such research tools as the analysis of literature and legal acts. 

Keywords: accounting principles, materiality, financial ststement, accounting, auditing 

 

1. INTRODUCTION  
The principles of accounting, also referred to as concepts or assumptions, constitute the rules 

for keeping accounting books and preparing financial statements in order to ensure the 

reliability and usefulness of information provided by accounting. Materiality as one of these 

principles contributes towards this goal. Accounting as an information system is founded on 

these principles, conventions and practices, which originate in the attempts to satisfy the 

information needs of users of financial statements in terms of the actual financial and economic 

situation of an economic entity (Kumor, 2014, p.410). The financial statements are the most 

comprehensive source of information about the financial position and performance of the entity. 

It is a practical carrier of financial information that allows for the systematic analysis of data. 

The current activities and efforts in the area of the financial statements preparation are aimed 

at minimizing the asymmetry between the information received by an entity’s shareholders and 

management board and the information presented to external users by increasing its 

transparency and, hence, its quality and usefulness (Śnieżek, Wiatr, 2016, p. 207). This allows 

entities to make simplifications under the accepted accounting principles (policy). As a result, 

disclosure of information in the financial statements requires compliance with the principle of 

materiality. The materiality guidelines stipulated in IAS 1 indicate the possibility of aggregating 

and disaggregating information presented in the main part of the financial statements, as well 

as in the notes, in order to ensure the usefulness of information to its users.  
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The form of presentation and its comprehensiveness should be adequate to relevant facts and 

circumstances. These guidelines also apply to disclosures resulting from particular standards.  

The aim, or the ambition, of financial audit is the increased trust of users of financial statements 

in the information with which they are presented. This objective is accomplished through the 

detection of material misstatements. Materiality is therefore the limit of the auditor’s 

willingness to tolerate the financial reporting misstatements without demanding corrections. 

The article discusses the principle of materiality, its nature and importance in accounting and 

auditing. It aims to present the importance of the principle of materiality in accounting and 

auditing. Based on the analysis of literature and legal acts, the article arguess that the application 

of the principle of materiality in accounting allows for simplifications while maintaining a true 

and fair picture under the accepted accounting principles (policy) without detriment to the 

usefulness of information presented in the financial statements. Materiality in financial audit 

determines financial and non-financial misstatements. The level of materiality, in turn, enables 

the auditor to define the scope of financial audit procedures and constitutes an important 

reference for the assessment of the effect of the misstatements in the financial statements 

revealed by the auditor and their impact on the reliability of financial statements. The 

verification of these hypothesis was conducted with the use of such research tools as the 

analysis of literature and legal acts. 

 

2. THE CONCEPT OF MATERIALITY IN THE ACCOUNTING AND AUDITING 

REGULATIONS 

The principle of materiality as one of the primary accounting principles constitutes the rules for 

keeping accounting books and preparing financial statements in order to ensure the reliability 

and usefulness of the information provided by accounting (Dobija ed. 2005, p. 175). 

Information can be considered material if access to such information can be of importance to 

users of financial statements. Materiality can also be seen as the limitation of the scope of 

information disclosed (Hendriksen van Breda, 2002, pp. 62-163). Pursuant to the Accounting 

Act, an entity complying with the provisions of the Act art. 4 para. 4a applies the principle of 

materiality. This is manifested by the fact that under the accepted accounting principles (policy) 

an entity may apply simplifications provided this does not adversely affect a true and fair view 

of their property and financial standing as well as financial result, while maintaining the 

conservative accounting principle (art. 4 para. 4; art. 8 para.1,  Accounting Act). Information 

disclosed in financial statements and consolidated financial statements is deemed material, in 

compliance with the Accounting Act, when its omission or misstatement may affect decisions 

made on its basis by users of these statements. The Act also indicates the need to combine items 

of similar nature while determining their materiality (art. 4 para. 4a, Accounting Act). Similarly, 

international financial reporting standards underline the fact that an entity is not obliged to 

disclose certain information required by these standards unless it is materially important to users 

of financial statements even if the “minimum scope” of disclosures is specified. These standards 

allow collective or specific presentation depending on the relevant facts and circumstances if, 

either individually or collectively, they do not affect business decisions made by their users 

based on financial statements. This materiality applies both to the main part of the financial 

statements as well as the notes and other disclosures required by the standards (IAS 1, 2016, 

para. 29-31). In the Conceptual Framework of financial reporting, materiality is defined in a 

similar way as a factor limiting the usefulness of financial information to its users (Conceptual 

Framework, 2016, para. CJ11). The “EU Directive on disclosure of non-financial and diversity 

information” also applies to the issue of materiality. The Directive lists important non-financial 

issues that should be disclosed by entities and these are: environmental and social issues, 

employee related issues, human rights issues and counteracting corruption and bribery. These 

issues should be disclosed in accordance with the Directive to the extent enabling the 
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assessment of the growth, performance and financial standing of the entity and the impact of 

measures taken in this area. In determining the scope of this information, materiality is of 

crucial significance. According to the directive, all relevant information for its users should be 

disclosed in the financial statements, which will translate into improved internal and external 

decision-making processes. The application of the principle of materiality when disclosing non-

financial information is more complicated than in the case of financial information. This is due 

to the fact that it is not possible to apply financial thresholds to determine the level of materiality 

for various types of non-financial information. Therefore, there is an increased risk of divergent 

judgments on materiality by reporting agents, auditors and users of non-financial information 

(EU Directive, 2016, pp. 7-14). Kabalski points to two aspects of the materiality of information: 

quantitative and qualitative. The quantitative aspect refers to the size of an economic event, 

while the qualitative aspect is related to its nature (Kabalski, 2016, p. 4). The principle of 

materiality, as expressed in accounting regulations, manifests itself in the application of 

simplifications provided they do not have a negative impact on decisions made by users of 

financial statements. Persons responsible for accounting and the preparation of financial 

statements can, under the accepted accounting principles (policy), apply simplifications, while 

complying with the principle of materiality. The simplifications defined in accounting 

regulations can be classified according to various criteria. Selected criteria and types of 

simplifications are presented in Table 1. 

 

Table 1: Classification of simplifications (selected criteria) according to accounting 

regulations (own elaboration based on Kabalski, 2016, pp.5-10) 
 Criterion Type of simplification 

Nature of simplification  - uproszczenia mające charakter zasady ogólnej 

- uproszczenia mające charakter szczegółowy 

- general simplifications 

- specific simplifications 

Types of events and groups of units - uproszczenia podmiotowo-przedmiotowe 

- uproszczenia przedmiotowe 

- subjective and objective simplifications 

- subjective simplifications  

Scope of disclosures - uproszczenia w zakresie ujawnień informacji 

finansowej, 

- uproszczenia w zakresie ujawnień informacji 

niefinansowej 

- simplifications concerning financial information 

disclosures, 

- simplifications concerning non-financial information 

disclosures 

 

General provisions, relating to the possibility of applying simplifications, are included in the 

international standards and the Accounting Act. Additionally, the Act contains a number of 

specific provisions that allow particular simplifications of subjective or objective nature. They 

stipulate that the requirements contained in individual standards or the act do not have to be 

applied if the effect of their application is not material (Kabalski, 2016, p. 5). The scope of 

simplifications applied by an entity also depends on the regulations that the entity adopted: 

IFRS or the Accounting Act. The adoption of IFRS offers more simplifications than it is in the 

case of adopting the Accounting Act. This is due to the fact that IFRS regulate more issues than 

the Accounting Act and are more detailed. In the case of the Act, the breakdown of 

simplifications into those resulting from the adoption of small and micro unit status and 

simplifications for all entities that did not exceed the balance sheet total, revenues and the 
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number of employees (Chluska, 2016, p. 66) should be taken into account. Examples of possible 

simplifications under IFRS and the Accounting Act are presented in Table 2. 

 

Table 2: Possible simplifications under IFRS and the Accounting ACT (own elaboration 

based on Accounting Act, IFRS, Kabalski, 2016, p.11) 
IFRS – examples of simplifications Accounting Act – examples of simplifications 

The omission of immaterial costs related to 

bringing the asset to a useable condition, to the 

current location and condition or the costs related 

to the transaction and the measurement of such 

assets at initial value (IAS 16, IAS 36, IAS 2)  

The application of the purchase price to the 

measurement of materials and goods, while work 

in progress (up to 3 months) is measured at the 

direct manufacturing cost or direct materials cost, 

or it does not need to be measured at all (art. 34, 

para. 1) 

For fixed assets of low value and small 

differences in useful life for individual 

components, the renouncement of the separate 

depreciation of their components (IAS 16)  

For fixed assets of low initial unit value, 

collective depreciation or amortization charges 

for groups of assets similar in type and purpose 

or by a single depreciation charge (art. 32, para. 

6) 

Non-classification of assets of immaterial value 

held for sale as non-current assets (IFRS 5)  

Classification of lease agreements according to 

the principles set out in tax regulations (art.3 

paragraph 6) 

Renouncement of the settlement of the so-called 

cumulated paid absences, if such amounts are not 

material (IAS 19)  

Renouncement of deferred income tax provision 

and deferred income tax assets, including 

exemptions (art. 37 paras 10 and 11) 

Renouncement of mandatory discounting of 

receivables, liabilities and provisions, if the 

difference between the nominal value and the 

discounted value is minimal  

The measurement of financial instruments based 

exclusively on the Accounting Act 

 The calculation of the cost relating to the 

manufacturing of a product without 

distinguishing between justified and unjustified 

portions of fixed indirect costs of manufacturing 

(art. 28 (4a)) 

 

The reference point for the determination of materiality in the audit is, according to ISA 320, 

the explanation of materiality given in accounting regulations and –  in the case of its absence 

– the explanations regarding materiality presented in Paragraph 2 of this standard. According 

to this paragraph, information is material if its omission or mistatement may affect economic 

decisions made by users on the basis of financial statements (ISA 320, para. 2.3). The 

materiality of information depends on the amount in a particular item or an error – assessed in 

given circumstances – in the case of the omission or misstatement of this item. The 

determination of materiality involves defining the limit to which the misstatements disclosed 

can be corrected without detriment to the quality of the entire financial statements. Materiality 

is the limit to which the auditor is willing to tolerate financial reporting misstatements without 

requesting changes (Pfaff, 2018, p. 80). 

 

3. THE DETERMINATION OF THE MATERIALITY THRESHOLD AND ITS 

SIGNIFICANCE FOR ACCOUNTING AND FINANCIAL AUDIT 

In accounting, the materiality threshold is the limit at which events or assets or liabilities may 

be recognized in a simplified manner or omitted. National and international accounting 

regulations do not specify the exact amount as the materiality threshold, but contain certain 

guidelines on how to determine it. These regulations indicate that the level of materiality is to 

be determined separately by each entity, including its individual financial statements.  
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The materiality threshold adopted for reporting purposes should be verified in terms of the 

impact that adopted simplifications had on users’ decisions. The assessment of the materiality 

threshold by users of financial statement information will be a subjective judgment (Kabalski, 

2016, pp. 13-14). The level of materiality adopted in accounting and stipulated in the accounting 

policy may be the starting point for the statutory auditor in setting the materiality threshold for 

the purposes of financial statements audit. The materiality threshold is the limit at which the 

auditor is willing to tolerate financial reporting misstatements without requesting changes 

(Pfaff, 2018, p. 82). The determination of the level of materiality, according to ISA, involves 

the auditor formulating the opinion about the size and nature of misstatements that will be 

considered material. The statutory auditor defines materiality based on his professional 

judgment and perception of the needs of financial statements users in the area of financial 

information. This approach means that the auditor may consider reasonable that users: 

a) have sufficient knowledge in the field of business and accounting as well as they are willing 

to become acquainted with the information presented in the financial statements, 

b) understand that financial statements are prepared, presented and examined with the level of 

materiality taken into account, 

c) realize the inevitable uncertainty of measurement of amounts determined based on 

estimates, judgments and forecasts of future events, and, finally, 

d) make rational economic decisions based on the information provided in the financial 

statements (ISA 320, para. 4). 

 

The auditor applies the concept of materiality: 

a) when planning and conducting the audit, 

b) after the audit (Pfaff, 2008, p. 138). 

 

When planning the audit, the auditor determines overall materiality, i.e. the materiality of the 

financial statements in their entirety. If planning takes place before the balance sheet date (or 

after that date but before the financial statements are prepared), the financial statements for 

which materiality is determined do not exist, therefore, while determining overall materiality, 

the auditor takes into account: 

a) the already acquired knowledge about the entity under audit, 

b) the financial statements from previous years and for interim periods, 

c) experience gained through auditing the financial statements of similar entities, 

d) trust or lack thereof in the entity’s management, 

e) the appraisal of the quality of the entity’s financial and accounting units (Pfaff, 2018, p. 81). 

 

Overall materiality assessed during the planning stage of the audit is verified by the statutory 

auditor during subsequent steps. At the end of the audit, the auditor reassesses the materiality 

of the identified misstatements. Based on the data in the final version of the financial statements, 

including adjustments made by the entity and proposed by the auditor as a result of the financial 

audit, the auditor reassess the level of materiality. The statutory auditor separately determines 

overall materiality and performance materiality. Overall materiality (Io) is determined for the 

financial statements in their entirety. Performance materiality (Iw) is determined for individual 

balances or groups of operations. This materiality defines the maximum collective error that 

the auditor can accept, recognizing that – despite the error – the audit result allowed for the 

achievement of the audit objective, and the reliability of the entity’s statements was not 

undermined. Two methods can be used to determine performance materiality: 

a) the proportional distribution of materiality, 

b) the distribution of materiality according to the square-root formula. 
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The proportional distribution of materiality assumes its simple division into component 

materialities, concerning individual items of the financial statements, according to the 

calculated percentage ratios. The method is simple to use, but it does not take into account the 

nature and weight of the given item or the opinion of the statutory auditor. The calculation of 

performance materiality for individual assets and liabilities in the balance sheet can be 

conducted using the following formula: 

 

𝐼𝑐 = 𝐼𝑜 𝑥 √
𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠 𝑜𝑟 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

𝑏𝑎𝑙𝑎𝑛𝑐𝑒 𝑠ℎ𝑒𝑒𝑡 𝑡𝑜𝑡𝑎𝑙
 

 

𝐼𝑐 = 𝐼𝑜 √
𝑝𝑟𝑜𝑓𝑖𝑡 𝑎𝑛𝑑 𝑙𝑜𝑠𝑠 𝑎𝑐𝑐𝑜𝑢𝑛𝑡 𝑖𝑡𝑒𝑚

𝑛𝑒𝑡 𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠 𝑜𝑓 𝑔𝑜𝑜𝑑𝑠 𝑎𝑛𝑑 𝑚𝑎𝑡𝑒𝑟𝑖𝑎𝑙𝑠
 

 

where: 

Ic - component materiality 

Io - overall materiality 
 

The calculation of component materiality with the use of the above formulae will allow the 

auditor to identify the items that can be omitted in the auditing process. The auditor should 

verify the calculation results using professional judgment and the knowledge of the audited 

entity. Another method of estimating the materiality threshold is the method based on the 

comparison of the values of particular items in the financial statements with the materiality 

threshold, with the simultaneous determination of a given item as being material or immaterial. 

The selection of the basis for calculating the materiality threshold depends on the professional 

judgment of the statutory auditor. There are no general or specific guidelines for the calculation 

base. International audit practice, however, has developed criteria that the auditor can use when 

determining the materiality threshold. The most common indicators, broken down by country, 

are presented in Table 3. 

 

Table 3: Criteria of materialit (Pfaff, 2018, p.82 Kabalski, 2016, p.11) 
Country Type of indicator Value 

USA Gross financial result on 

continued operation 

Balance sheet total 

5% 

 

5% 

UK Net earnings 

EBIT 

Revenue 

Balance sheet total 

10% 

5% 

0,5-1% 

1-2% 

Norway EBIT 

Total assets 

Equity 

Sales 

5% 

0,5% 

1% 

0,5% 

China Financial result 5% 

Other  EBIT 

Balance sheet total 

Sale of goods 

Equity 

5-10% 

0,5-1% 

0,5-1% 

 

1-2% 

 

The audit of the financial statements involves the risk that the statutory auditor may reduce by 

setting additional materiality thresholds, lower than the threshold of overall materiality, the 

exceeding of which should trigger the professional skepticism of the statutory auditor.  
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Value-based materiality refers to financial misstatements, it does not refer to non-financial 

misstatements. The estimated level of materiality helps to determine the scope of auditing 

procedures that need to be conducted and provides a reference point for assessing the 

implications of misstatements identified by the auditor and their impact on the reliability of the 

financial statements (Pfaff, 2018, pp. 83-84). The selection of the basis for calculating the 

materiality threshold is part of the audit of the financial statements. The materiality threshold 

set by the auditor depends on the risk that he assesses. There is a relationship between 

materiality and the risk of the audit. Materiality is inversely proportional to the level of risk of 

the audit. The higher the risk of the audit, the lower the level of materiality (Tyrańska, 2016, 

p.45). 

 

4. CONSLUSION  

The principle of materiality, one of the accounting principles, is conducive to the achievement 

of the objectives of accounting while reducing its costs. An entity guided by this principle can 

use simplifications provided these do not adversely affect the true and fair picture of its property 

and financial standing as well as financial result. When conducting accounting, economic 

entities applying the principle of materiality should take into account the expectations of 

external users of financial statements while maintaining the usefulness of the financial 

statements. Information, if immaterial, is not useful for users of financial statements and 

therefore can be omitted. The level of materiality is defined by the materiality threshold, which 

should be specified by the entity under the accepted accounting principles (policy). Materiality 

also plays an important role in the audit of financial statements. The correct determination of 

the level of materiality allows users to distinguish between significant and non-significant 

irregularities, which affects the correctness of the audit result. Accounting and financial audit 

regulations do not specify the materiality threshold and only contain some guidelines on how 

to determine it. The guidelines vary depending on the country or professional organizations that 

give exemplary thresholds. Ultimately, in accounting, the responsibility for the proper 

application of the principle of materiality and the determination of the materiality threshold lies 

with the entity’s management, while in auditing – with the statutory auditor drawing on his 

experience and professional judgment 
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ABSTRACT 

Given the numerous challenges hampering the growth and development of small business firms 

(SBFs) in Nigeria, this paper examines the various ways through which production 

subcontracting have influenced the development of SBFs in Nigeria. While the paper adopted 

a number of methods comprising of field observations, reference to relevant literature, and 

questionnaire survey of 96 SBFs, a regression analysis was used to ascertain the relationship 

between production subcontracting forms and SBFs development. In line with the literature, 

this study identified three production subcontracting forms- specialised subcontracting, 

supplier subcontracting and capacity subcontracting. The study evaluated the relationship 

between production subcontracting forms and SBFs development- cost reduction, risk 

reduction, access to resources and knowledge. The paper found that two production 

subcontracting forms-capacity subcontracting and specialised subcontracting have positive 

relationship with cost reduction and risk reduction while there was no relationship between 

these production subcontracting types and resource accessibility as well as knowledge 

accessibility. This paper concludes by suggesting that constraints to SBFs development in 

Nigeria can be improved upon by constant de-centralization of production activities by SBFs 

through the various productions production subcontracting forms analysed in this paper. 

Keywords: Development, Nigeria, Small and Medium Enterprises, Subcontracting  

 

1. INTRODUCTION 

Access to resources and the ability to reduce cost and risk in business is vital for the survival, 

growth and sustenance of any firm. This however is relatively difficult to achieve by individual 

firms such as small and medium scale enterprises (SBFs) which are constrained by a number 

of physical and socio-economic challenges. Some of these challenges are high interest rates, 

unstable foreign exchange market, infrastructural inadequacies, poor market accessibility; 

uncompetitive products etc. Considering these challenges SBFs in the developing countries 

such as Nigeria, find it difficult to withstand and carry out their production activities. (Kafigi, 

2015). This is because, they are expected to use their own resources to meet research and 

development costs, production and marketing cost as well as overhead costs incurred from 

providing alternative infrastructure such as power supply. These costs cannot be met by SBFs 

who are constrained with - limited access to finance, market, technology, information, and 

inadequate working premises (Okon and Edet, 2016; Adoyi, Agu, Oji and Alapa, 2015; Kafigi 

2015; Nwokocha, Madu, Ocheje and Olerum 2015). In Nigeria, the adoption of various 

economic reform programmes have been a decisive switch from large scale industrial project 

to small and medium scale enterprises (SBFs) with immense potentials for developing domestic 

linkages for rapid, sustainable industrial development and employment generation (Afolabi, 

2013; Aremu and Adeyemi, 2011; Donati and Sarno, 2015). These programmes -Small and 

Medium Industry Equities Investment Scheme –SMIEIS, National Economic and 

Empowerment Development Strategy- NEEDS etc as laudable as they, have failed to address 

the competitiveness and devlopment of SBFs operating in the manufacturing sector of the 

country. This is because most of these policies and programmes were not formulated and guided 

by the operational characteristics of the SBFs operating in Nigeria and therefore lacked the 

necessary framework to address the challenges of the sector (Nwokocha, Madu, Ocheje, 
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Olerum, and Nwosu, 2015a).  However, given the potentials of SBFs in achieving the economic 

growth and development, job creation and utilization of local resources, it has become 

important for these challenges constraining the development of this sector to be addressed. One 

of the ways identified by this paper to address these challenges is through production 

subcontracting. Production subcontracting is the de-centralization of production processes 

among firms. It is a work contract that seeks to contract certain types of work to other companies 

while the contractor concentrates on its core competence. ( Ayayi, 2005; Ogbari, Ajagbe, 

Isiavwe and Ade-Turton, 2015; Willian, Davis and Chinguno, 2015; Chan, Pun and Selden, 

2015).  The adoption of this processes improves the competitiveness of companies, especially 

in complex and turbulent environments, bridge the gap between the firm’s present resources 

and its expected future requirements, as well as engendering transaction cost  and business risk 

reduction (Shankar, 2016). A review of empirical studies suggests that production 

subcontracting strategies can be utilized in three forms (Kafigi, 2015; Kongmanila and 

Takahasib, 2009). They are capacity subcontracting, specialised production subcontracting and 

supplier subcontracting. While capacity production subcontracting is structured to meet 

fluctuations in demand, which usually create excess capacity, unfilled orders and long delivery 

times, supplier subcontracting is structure to enable SBFs subcontract or outsources production 

functions in order to concentrate on their core activities and specialised subcontracting is 

structured to enable firms/SBFs gain access to processes, machineries, skills, technical-know-

how which are not easily available within the firm or available in the open market.  The 

utilization of these various forms of production subcontracting by a firm ensures de-

centralization of non core activities, increase cooperation with other SBFs, resource 

accessibility, knowledge accessibility, cost and risk reductions. This paper proposes therefore 

that the development of SBFs in Nigeria can be found in the ability of firms to engage in the 

de-centralization of non-core activities, increasing co-operations with other firms in order to 

reduce risk, production costs as well as gaining access to resources and knowledge outside their 

own boundaries. Consequently, the aim of this paper is to answer the following question: Does 

the development of SBFs depend on the production subcontracting forms- capacity 

subcontracting, specialised production subcontracting and supplier production subcontracting 

formed by partnering SBFs? In this paper, we define “SME development” as the ability to 

achieve cost reduction, risk reduction, resource and knowledge accessibility.   

 

2. CONCEPTUAL FRAMEWORK  

Small business firms are manufacturing, processing or service enterprises, that create 

independence, self-reliance, expectation of income for owners, employment opportunities, 

utilization of local resources, economic development etc (Obioma, 2017). The development of 

SBFs is vital because they play critical role in economic development of nations and they serve 

as the hub and vitality for economic development of any society. They are labour intensive, 

capital saving and capable of creating new jobs for the unemployed (Agwu and Emeti, 2014). 

For instance, SBFs have been found to contribute not less than 70% to the GDP of the Ghana 

and therefore have significant impact on economic growth, income and employment (Peprah, 

Mensah, and Akosah 2016). In India, SBFs have contributed appreciably to the growth and 

performance of the Indian economy by the creation of livelihood opportunities to millions of 

people, enhancing the export potential of the country and in increasing the overall economic 

growth of the country (Gupta and Chaturvedi, 2017), while in Europe, they have become a 

major source of entrepreneurial skills, innovation and employment and have provided about 75 

million jobs in the region. (European Commission, 2008). In Nigeria, evidence has shown that 

small business firms have underperformed and have not made significant contribution to the 

nation’s economic growth and development (Ololube and Uzorka, 2008; Muritala, Awolaja and 

Bako, 2012; Agwu and Emeti, 2014; Ebitu, Basil and Ufot, 2017).  
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The key issues affecting the SBFs in Nigeria can be grouped into four namely; unfriendly 

business environment (infrastructural inadequacies, unstable foreign exchange market, high 

risk of doing business etc), poor funding (high interest rate, inaccessible collateral requirements 

etc), low managerial skills and lack of access to modern technology (Muritala, Awolaja and 

Bako 2012; Agwu and Emeti, 2014; Ebitu, Basil and Ufot, 2017). Considering these challenges, 

most SBFs in the developing countries such as Nigeria, find it difficult to withstand and carry 

out production activities alone. (Donati and Sarmo, 2015; Kafigi, 2015). This is because, they 

are expected to use their own resources to meet research and development costs, production 

and marketing cost as well as overhead costs incurred from providing alternative infrastructure 

such as power supply. For SBFs to address these operational constraints, the adoption of 

production subcontracting strategy becomes vital and key for the sector. A well structured 

production subcontracting arrangement gives firms the opportunity to access resources (Baily, 

Masson and Raeside, 2002; Kumar and Subrahmanya, 2004; Jenkin, Alkhalkatshi, Roberts and 

Gardiners 2007), knowledge (Asheim and Coenen, 2005; Wang and Nicholas, 2005; Smyth and 

Duryan, 2016), cost reduction (Chang and Gotcher, 2007; Williamson, 2008; Memili, 

Chrisman, Chua, Chang, and Kellermanns, 2011) , risk reduction (Asanuma, 1992; Yang, Zou 

and Wang, 2016). In the aea of resources accessibility, production subcontracting can be used 

to access new technology, significant technological information, and opportunities for 

technological transfer (Elmuti & Kathawala, 2001; Hagedoorn & Letterie & Palm, 2011; Elmuti 

& Abebe, & Nicolosi, 2005). It can also be used to enhance production process, access the 

services of skilled employees, factory building, machinery, efficient procedures and 

organizational processes, capital, business contacts, knowledge, information, (Alarapa, 2007; 

Ono, 2007) as well as helping SME to achieve competitive advantages (Das & Teng, 2000). 

Similarly, production subcontracting has been attributed to cost reduction. Following Coase’s 

(1937) seminal work, activities would be subcontracted where the perceived costs of using the 

market were less than that of undertaking the activity in house. From this point of view, the 

decision to subcontract constitutes primarily a trade off between the cost and benefits associated 

with each alternative (Coase, 1937; Williamson, 1975; 1979; 1984; Scott, 1988; Storper and 

Scott, 1990). Cost reduction can be achieved through production subcontracting in three ways. 

These include contracting out parts of a production task to a lower wage producer (supplier 

subcontracting), contracting out production tasks during peak of demand (capacity 

subcontracting) and specialising on a firm’s core competence while subcontracting out 

peripheral tasks to other firms (specialised subcontracting) (Girma and Gorg, 2004). Risk 

reduction can be fostered by SBFs through subcontracting. De-centralisation of production 

processes or task means that firms give out those aspects of their production where they lack 

competence to other firms. By so doing, they are able to eliminate the risks associated with 

taking up such tasks in house.  When an industry chooses to focus on the core activity, it 

outsources the other activities that previously were conducted in-house in order to minimise 

risks and to build long-term trust relations with future supplier or customer either financially, 

legally or proprietary (Ragnarson, 2000). These risks once identified can be mitigated by 

various forms of subcontracting, such as capacity, specialised and supplier subcontracting.  

Production subcontracting also helps SBFs to acquire specialized and crucial knowledge from 

other organizations without foregoing their own skills and capacities (Yavirach, 2013). This 

reduces the cost of information search, permits rapid organizational learning, and increases the 

capacities of the cooperating firms. This most times is associated with projects that require lots 

of technical information. The main objective of this paper is to prove that production 

subcontracting forms-capacity, specialised and supplier subcontracting can be used to achieve 

SME development through -cost reduction, risk reduction, access to resources and access to 

resources.  
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3. METHODOLOGY 

The study adopted a number of methods comprising of field observations, reference to relevant 

literature, and questionnaire survey of 169 SBFs. 

 

3.1. Sample Size  

This paper purposely selected for the study 169 SBFs out of 200 found in the industrial directory 

of the area. The 169 SBF were selected on the basis of participation and willingness to supply 

information for the research. Questionnaires were administered to the 169 managers using a 

direct delivery technique. This method was adopted not only to get to the targeted population 

but also to collect the relevant information needed for this paper. Sampling strategies and 

sampling design were constrained by the practical circumstances surrounding the targeted 

population, time and cost. A pilot test on 20 SBFs helped to remove ambiguities and improve 

the instrument. Regression analysis was used to ascertain the relationship between production 

subcontracting typologies and SBFs development. While production subcontracting typologies 

were used as the independent variable, SBFs development was used as the dependent variables 

in the paper. This was to verify the impact of the production subcontracting types on cost and 

risk reduction as well as resource and knowledge accessibility. Simple statistics of mean and 

standard deviation was used to determine the relevance and usefulness of production 

subcontracting typologies to SBFs. 

 

4. RESULT  

4.1. Production subcontracting forms and sbfs devlopment              

In line with the literature, three types of production subcontracting were adopted by this study. 

They are supplier subcontracting, specialises subcontracting and capacity subcontracting. Using 

simple descriptive statistics of mean and standard deviation, the relevance and usefulness of the 

production subcontracting typologies- specialised, capacity and supplier subcontracting in cost 

reduction, risk reduction, resources and knowledge accessibility by SBFs were analysed. The 

result of the analysis showed that supplier subcontracting was used by the SBFs to achieve cost 

reduction, risk reduction and access to resources with mean and standard deviation values of 

M=2.15 S= 0.36, M= 2.36 S=0.78, M= 2.15 S=0.46 as was shown in table 1.  

 

Table 1: Descriptive statistics of Supplier subcontracting  

Supplier 

subcontracting 

N Mini

mum 

Maximu

m 

Mean Std. 

Deviation 

Cost Reduction 96 2.00 4.00 2.15 0.46 

Risk Reduction 96 1.00 4.00 2.36 0.78 

Access to Resources 96 2.00 3.00 2.15 0.36 

Access to Knowledge 96 1.00 1.00 0.23 0.43 

Valid N (list wise) 96     

Author’s computation 

 

This result shows that SBFs in this paper make use of supplier subcontracting in order to achieve 

cost reduction, risk reduction and access to resources. Similarly, the analysis of specialised 

subcontracting showed that this type of subcontracting provides SBFs with the opportunities of 

cost reduction, risk reduction and access to resources as was indicated in table 2. 
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Table 2: Descriptive statistics of Specialised Subcontracting 

Specialised  

Subcontracting 

N Minim

um 

Maxim

um 

Mean Std. 

Deviation 

 Statistic Statistic Statistic Statisti

c 

Statistic 

Cost Reduction 96 1.00 4.00 2.64 0.89 

Risk Reduction         96 1.00 5.00 3.13 1.25 
      

Access to 

Resources 

       96 2.00 5.00 3.22 1.25 

Access to 

Knowledge 

       96 1.00 2.00 0.54 0.22 

      

Valid N (list wise)        96     

Author’s Computation 

 

The result also shows that specialised subcontracting is highest with access to resources and 

risk reduction.  This from our observation shows that SBFs in the study area largely depended 

on each other to access skills and machineries which are not accessible within the enterprise. 

This helps these enterprises to reduce the risk burden of developing additional capacity with 

which to address their shortfalls. However, a standard deviation value of 1.25 equally shows 

that other factors other than risk reduction and access to resources could as well explain the 

relationship between specialised production subcontracting and cost reduction as well as access 

to resources. The use of specialised subcontracting was observed mostly with table and sachet 

water SBFs. These SBFs lack specialities in the areas of sachet and bottle manufacturing and 

therefore rely on other SBFs in the plastic sector for the production of these items. Furthermore, 

the analysis of capacity subcontracting shows that SBFs can achieve cost reduction, risk 

reduction and access to resources using this type of subcontracting as was captured in table 3. 

   

Table 3: Descriptive statistics of Capacity Subcontracting 

 N Minimu

m 

Maximu

m 

Mean Std. 

Deviation 

Capacity 

Subcontracting 

Statist

ic 

Statistic Statistic Statistic Statistic 

Cost Reduction 96 1.00 5.00 2.46 0.99 

Risk Reduction 96 1.00 5.00 2.50 0.99 

Access to Resources 96 1.00 3.00 2.16 0.53 

Access to 

Knowledge 

96 1.00 2.00 0.73 0.54 

Valid N (list wise) 96     

Author’s Computation 

 

The result equally showed that capacity subcontracting play a more significant role in risk 

reduction to the other variables. This was observed with some of the SBFs which subcontracted 

parts of their production tasks to other SBFs in order to meet excess capacity, unfilled orders 

and long delivery times. These from our investigation helped the SBFs share and reduce the 

risks of creating additional capacities to perform the tasks in-house. This was mostly observed 

with SBFs in metal, iron and fabrication as well as those in printing, publishing and paper 

processing SBFs. These SBFs subcontract tasks which cannot be accommodated within their 

enterprises to other SBFs rather than increasing their labour force or other forms of capacities 

to carry out such tasks in- house.  
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This according to the management of these SBFs helps them to maintain a stable production 

budget since most of these tasks or demand fluctuates and largely unstable. However knowledge 

accessibility was found not to be significant with the three forms of subcontracting analysed in 

this paper. A mean value of less than 1 show that the de-centralization of production tasks by 

SBFs does not give them access to new knowledge. This is because all the tasks contracted out 

by the SBFs take place outside of their domain and therefore does not give them the opportunity 

to learn or acquire any new knowledge. This findings collaborates the theoretical foundation of 

this paper as SBFs engage in subcontracting processes to reduce cost, risk and to access 

knowledge and resources. Furthermore, in order to establish the relationship between 

production subcontracting typologies and SBFs development, a regression analysis was 

deployed in the paper. The result of the analysis shows that there is a significant relationship 

between capacity subcontracting and cost reduction and  risk reduction (0.01 and 0.05) while 

there was not significant relationship between capacity subcontracting, resource accessibility 

and knowledge accessibility (0.43 and 0.58) as shown in table 4.   

 

Table 4: Summary of Output for Capacity subcontracting and SBFs Development 

Capacity 

Subcontracting 

Adjusted R2 P. Value Significant F 

 

Variables 

Cost Reduction 0.02 0.01 0.01 

Risk Reduction 0.03 0.05 0.05 

Resource Accessibility -0.01 0.43 0.43 

Knowledge 

Accessibility 

-0.01 0.58 0.58 

Author’s Computation 

 

This result shows that capacity subcontracting helps SBFs to reduce both cost and risk of 

production. By externalising production, capacity subcontracting helps SBFs to concentrate on 

their area of competence while relying on others firms for the areas where they fell short in the 

production process. Capacity subcontracting however gives SBFs access to neither resources 

nor knowledge. This is because SBFs engaged in this arrangement use their resources at both 

ends to carry out their task. This structure unlike other linkage types such as strategic alliance 

gives no room for resource and knowledge accessibility to SBFs. Similarly, the result equally 

showed that there is a significant relationship between specialised subcontracting, cost 

reductions, risk reduction and resource accessibility (0.02 and 0.01) while there was no 

significant relationship between specialised subcontracting, resource and knowledge 

accessibility (0.55, 0.95) as was shown in table 5.  

 

Table 5: Summary of Output for Specialised Production subcontracting and SBFs 

Sustainability 

Specialised 

Subcontracting 

Adjusted R2 P. Value Significant F 

 

Variables 

Cost Reduction 0.05 0.02 0.02 

Risk Reduction 0.06 0.01 0.01 

Resource Accessibility -0.08 0.55 0.55 

Knowledge Accessibility -0.01 0.95 0.95 

Author’s Computation 
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The results of this analysis have shown that specialised subcontracting helps SBFs to reduce 

the cost and risk of production while it has no impact on resource and knowledge accessibility. 

With specialised subcontracting, SBFs contracts out productions activities requiring specialised 

skills, process and machineries to other SBFs with such capacity while retaining their core 

competence in-hose. This helps the SBFs to reduce the cost and risk involved in pursuing such 

production in-house. This arrangement does not give SBFs access to resources and knowledge 

since the production subcontracting arrangement between the SBFs are pursued with individual 

resources and on an independent basis. The regression analysis also showed that there is no 

significant relationship between supplier subcontracting, cost reduction, risk reduction, 

resource and knowledge accessibility (0.51, 0.10, 0.93 and 0.80) as was indicated in tables 6. 

 

Table 6: Summary of Output for Supplier subcontracting and SBFs Sustainability 

Supplier 

Subcontracting 

Adjusted R2 P. Value Significant F 

 

Variables 

Cost Reduction -0.01 0.51 0.51 

Risk Reduction 0.03 0.10 0.10 

Resource Accessibility -0.01 0.93 0.93 

Knowledge 

Accessibility 

-0.01 0.80 0.80 

Author’s Computation 

 

This from the analysis shows that SBFs cannot achieve sustainability through supplier 

subcontracting. In other words, SBFs engaged in supplier subcontracting may not achieve cost 

reduction, risk reduction knowledge and resource accessibility. This however can be 

explained by other factors which currently are not within the scope of this paper.   

 

5. CONCLUSION 

This study set out to establish an empirically plausible relationship between production 

subcontracting forms and the sustainability of SBFs in Nigeria. The paper found that two 

production subcontracting typologies-capacity subcontracting and specialised production 

subcontracting have positive relationship with cost reduction and risk reduction while there was 

no relationship between these production subcontracting types and resource and knowledge 

accessibility. This paper also found that there was no significant relationship between supplier 

subcontracting, cost reduction, risk reduction, resource and knowledge accessibility. Thus, this 

paper concludes by suggesting that high cost of production and ever increasing production risks 

which are the common features of SBFs in Nigeria can be mitigated through the externalization 

of production activities by SBFs in the country. The externalization of these activities can be 

achieved through the various production subcontracting forms analysed in this paper. This will 

not only ensure the sustainability of these SBFs, it will equally guarantee job creation, growth 

and development of the economy which as of today is on a free fall. However, considering the 

dearth in academic literature on this area of research, it is important that further research be 

carried out in this area more especially in the area of firm performance and production 

subcontracting forms as well as supplier subcontracting and SBFs development. The results/ 

findings of this research will help bring to the academic domain the comprehensive impact of 

production subcontracting typologies on firms. 
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ABSTRACT 

Globalization prompted the emergence of global business, which is mainly associated with the 

process of transnationalization, which requires appropriate adaptation of the global economy. 

In the context of the relevance of the issue of globalization influence, the authors’ research 

methodology consists in identifying the prerequisites and substantiation of possible approaches 

to the adaptation of individual states and regions of the world to the intensification of 

globalization influence, its manifestations, the determination of priorities of state policy in the 

context of the transnationalization of the world economy, taking into account the protection of 

national interests, the interests of all participants of the global market. The purpose of the 

authors’ study is to form the authors' position on the essence of globalization processes, their 

manifestations, their impact on the development of individual countries and regions of the 

world, the justification of approaches to adaptation to the process of transnationalization of the 

world economy with the aim of preventing negative trends, leveling risks, ensuring national 

security of individual states, political, socio-economic, cultural, mental and environmental 

factors, prioritizing rovedenii long-term state policy based on national interests and the 

protection of the global market. The consequences of globalization processes, the influence of 

economies of states and regions of the world, changes in the mentality of the population are 

determined. The essence of the process of transnationalization, strengthening the influence of 

international monopolies and the peculiarities of the activities of transnational associations are 

determined. The influence of the process of transnationalization on the development of the 

world economy is generalized, advantages and disadvantages in the development of the world 

economy under the influence of globalization tendencies are determined. The main directions 

of activity of transnational business are formed, taking into account the interests of participants. 

The priority of investment opportunities of global business is determined. The main tendencies 

in dissemination of the influence of the process of transnationalization of the world economy 

and the consequences in guaranteeing the national security of the countries of the world, 

individual regions of the world are investigated. It is proved that the policy of the world’s states 

in a globalized environment should have a long-term character and provide the implementation 

of a set of measures to protect the interests of the national economy, including the increasing 

influence of the process of transnationalization, the formation of a single global market, which 

provides appropriate adaptation to change. 

Keywords: globalization, transnationalization, transnational companies, global global 

processes, global corporations, competitive advantages, investment opportunities 
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1. INTRODUCTION 

All modern world processes are characterized by the increasing influence of globalization, as a 

process that transforms the world into a single global system. The globalization of the economy 

is one of the laws of world development and reflects the interdependence of the economies of 

different states in the formation of economic space, where the branch structure, the exchange 

of information and technology, the geography of the distribution of productive forces are 

determined taking into account the world situation, stages of social reproduction acquire 

planetary scales. Globalization tendencies of the development of the world economy have a 

significant impact on individual internal processes and phenomena: socio-economic, political, 

cultural, mental and environmental. Globalization processes are characterized by a combination 

of competitive advantages of a particular state at the world level in economic, social and 

environmental fields. The model of globalization of national economies includes a large 

national business, medium and small businesses, and multinational companies. At the same 

time, the weighting factors determine the share of each type of business in the structure of the 

national economy of the country. Integration processes in the modern world have created such 

powerful international structures that already influence the fate of any state, often despite the 

rules of international law and existing international agreements. Globalization is a process that 

includes the transformation of the spatial organization of the world and its regions, social 

relations and interactions that are measured by indicators such as: duration, intensity, speed and 

influence that give rise to intercontinental or interregional flows and structures of activity, 

interactions and manifestations at socio-economic and political levels. Globalization is 

essentially a challenge to the economic security of any country that is to some extent integrated 

with the economic space. Globalization became the most important real characteristic of the 

world system, an influential force that determines the pace of development of the world 

community and the world economy. The globalization of economic development arises from 

the complete interdependence of the components of the world economy, from its unity and 

integrity, which increases with the wide expansion of the internationalization of production and 

circulation, and the intensification of integration processes. There is a process of global 

synthesis of a global scale, which is controversial and multi-faceted, affects the development 

of the world's economy, individual countries, regions and industries, and society. Globalization 

led to the emergence of a global business, which is mainly associated with the process of 

transnationalization. Which approaches of state regulation will allow the economies of the 

world countries to undergo the process of adaptation? The hypothesis of the scientific research 

is to identify the preconditions and justification of possible approaches to adaptation of 

individual states and regions of the world to strengthen the globalization influence, its 

manifestations, and to determine the priorities of state policy in the conditions of 

transnationalization of the world economy in order to protect national interests, interests of all 

participants in the global market. The object of the study is the process of globalization and 

transnationalization of the world economy, the formation of the global market, their combined 

impact on the development of individual states and regions of the world, approaches to 

adaptation in the interests of protecting national interests. The subject of the study is a set of 

theoretical, methodological and practical principles of the process of globalization and 

transnationalization of the world economy, their manifestations, influence on the development 

of individual states and regions of the world, the creation of preconditions for the protection of 

national interests in the global market. The purpose of the study is to define the position of the 

authors on the essence of globalization processes, their manifestations, the impact on the 

development of individual countries and regions of the world, the justification of approaches to 

adaptation to the process of transnationalization of the world economy in order to prevent 

negative trends, leveling the risks, guaranteeing the national security of individual states in 

terms of aggregate political, socio-economic, cultural, mental and environmental factors, 
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prioritizing long-term public policy review and protection of national interests in the global 

market. 

 

2. RESEARCH METHODS 

The study of globalization processes is associated with a combination of factors that can have 

a significant impact on the development of the world economy, individual states and regions of 

the world, industries and society as a whole. In order to study and generalize the globalization 

impact on the world economy, a wide range of research methods are used, such as: abstract-

logical method of research with the aim of substantiating the essence and peculiarities of 

globalization processes and phenomena, systemic generalization – in order to assess the 

practical impact of globalization on different world systems and processes. (political, social, 

economic, cultural, environmental); bibliographic – in order to evaluate various authors’ views 

and generalizations; analysis and synthesis – in order to identify dependencies between 

globalization processes and phenomena and influence on the world economy. Expect a wide 

range of international indices and coefficients to assess the adaptation of world economies to 

globalization processes. One of the generic indices is the KOF Index of Globalization, which is 

made up of the Swiss Economic Institute. Individual countries of the world are rated by 24 

criteria, which are grouped into three main groups of global integration: economic globalization 

(international trade volume, international business activity, trade flows, international 

investment, tariff policy, restrictions and taxes on international trade); social globalization 

(level of cultural integration, percentage of foreign population, international tourism, 

international personal contacts, volume of telephone traffic, postal items, cross-border 

remittances, information flows, development of information and communication 

infrastructure); political globalization (membership of states in international organizations, 

participation in international missions (including the UN mission), ratification of international 

multilateral treaties, number of embassies and other foreign missions) (Index…). According to 

the KOF Index of Globalization, the most globalized countries in 2017 are the Netherlands with 

the index of 92.84, Ireland (92.15), Belgium (91.75), Austria (90.05), Switzerland (88.79). 

According to the KOF Index of Globalization, the world's least-globalized states are Equatorial 

Guinea with an index of 26.16, Eritrea (25.07), and Solomon Islands (23.98). The study used 

information from 193 countries of the world, the difference between the maximum and 

minimum values of the index is 68.86 units, which confirms the complexity of adaptation of 

the countries of the world to globalization changes, different input conditions and approaches 

in the development of economies of individual countries of the world. Ukraine ranks 45th in 

terms of globalization, with an index of 70.24. In addition to the complexity of the process of 

adaptation of the economies of individual states and regions of the world, a significant factor is 

the building-up of capacities of transnational companies (hereinafter referred to as TNCs). The 

assessment of the activities of TNCs proves that they provide almost 50.0% of the world's 

industrial production; TNCs account for more than 70.0% of world trade. Thus, the relevance 

of the study is due to the fact that globalization processes have a comprehensive impact on the 

development of the world economy, the economies of individual states and regions of the world, 

which requires the prevention of negative trends, the leveling of risks in order to guarantee the 

security of the world, national security of individual states in terms of the totality political, 

socio-economic, cultural, mental and environmental factors. The expansion of the scope of 

transnational business has a significant impact on the level of security, as most companies are 

oriented mainly to obtain their own economic benefits, which can encourage social tensions in 

the recipient state's society. The complexity of the manifestations of globalization processes, 

their impact on the world economy, the economy of individual states and regions of the world 

encourages the spread of research, due to the political and socio-economic processes, especially 

the mentality of the population.  
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The works of many scientists are devoted to the research on the essence and peculiarities of the 

process of globalization, the transnationalization of the world economy, their interrelation with 

political and socio-economic systems, among which: O. A. Volodymyrova (2010), V.I. Vlasova 

(2012), V.G. Voronkova, D. Ghed (2004), P.Gerst (2002), E. Giddens (2004), L.O.Zelenova 

(2010), E.G. Kochetova (2010), E.I. Stepanova (2010), Ya. Piterze (2008), R. Robertson 

(2008), R. Skase (2007), J. Soros, J. Stiglitz, E. Toffler. Historical principles of the process of 

globalization and its manifestations are researched in the works: Luttwak E., Huntington S. 

(2002), Berger L. (2003), Sadlak J. (2002). The vast majority of the authors explored 

fundamentally the essence and characteristics of globalization, its manifestations. The authors 

identified the main historical stages of globalization, its manifestations in various spheres, 

including the emergence and development of transnational business. An evaluation of the 

results of the authors' research shows that globalization processes are multifaceted, but their 

impact remains significant and involves the development of appropriate system approaches to 

leveling down negative processes and ensuring the sustainability of all systems in order to 

guarantee the security of the world community, both in terms of political equilibrium and socio-

economic and environmental criteria of influence on the development of the world economy, 

the economy of individual states and regions of the world, as well as the preservation of the 

peculiarities of the mentality of the population. The study of the historical development of the 

essence of the process of globalization suggests that this is a gradual process of socio-economic, 

political and cultural integration. The main characteristics of the process of globalization are 

the global division of labor, the migration of all kinds of resources, the unification of legislation 

in the field of international cooperation and trade, the spread of new technologies and 

knowledge. Historical processes of globalization became active in the 20th century, which was 

due not only to the need for international trade but also to the strengthening of socio-economic, 

political conflicts, the actualization of the issue of preservation of the natural environment and 

the growth of environmental risks. The main globalization impact on individual states and 

regions of the world is manifested through interstate and interethnic relations in all spheres of 

activity, including the formation of a global market. At the same time, creating a single global 

market can have a number of risks that can lead to negative consequences and increased social 

tensions in individual states and regions of the world. That is why the study of the process of 

globalization, its manifestation through the transnationalization of the world economy remains 

relevant and requires the formation of new knowledge in order to minimize possible threats and 

challenges in guaranteeing the security of the world, the co-ordination of national interests of 

individual countries of the world with globalization manifestations. 

 

3. RESEARCH RESULTS AND DISCUSSION. 

The process of forming a single world economic space is multifaceted and controversial. There 

is globalization and unification of activity, which, in turn, has a tendency to curtail the diversity 

of business forms. In turn, there are local trends that contribute to the diversity of cultures, 

norms of behavior, as well as the growth of differences in the way of life. Thus, international 

business is a multilevel, flexible and open system that is constantly evolving under the influence 

of various factors - from the simplest forms (foreign trade business) to complex entities (global 

business). It is revealed that the modern globalization of the world economy is expressed in 

such processes: deepening, internationalization of production, and not exchange, as it was 

before. The internationalization of production is manifested in the fact that manufacturers of 

many countries of the world participate in the creation of the final product in various forms and 

at different stages. Intermediate goods and semi-finished products take an increasing share in 

world trade, and between the corporate transfers, the institutional form of internationalization 

of production, are TNCs (Sovremennaja…2010). Principles of TNC activity are based on the 

implementation of foreign direct investment in order to create production capacities abroad; the 
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use of different forms of international division of labor, which allows placing various parts of 

the production process in different countries of the world; development, transfer and use of 

innovative technology; Intra-corporate trade, which is carried out between separate units of 

TNCs using transfer prices that are significantly different from market prices, is significantly 

higher or lower than the prices for the same goods on the world market. It should be noted that 

TNCs use a global approach to management, which is based on the optimization of the 

corporation as a whole, rather than in its individual units, which allows maximization of profits 

in the long run. Most TNCs are multidisciplinary, which allows them to cover a large volume 

of different segments of the world market. TNCs can be concentrated in 5 to 50 different 

industries. So, in the group of 100 leading UK businesses, 96 are multi-sectoral, 78 in Germany, 

84 in France, 90 in Italy. Consequently, in recent years, TNCs have taken leadership positions 

in the global economy, have greatly strengthened the interconnection and interdependence of 

national economies; in the world trade, the number of TNCs is steadily increasing. TNKs 

became the main subject of the movement of international investment, technology and 

operation of international production, which prompted the formation of a global market. The 

rapid development of transnational corporations in the globalized environment is directly linked 

to their investment activity. It was foreign investment that formed the basis for the formation 

of a global system of branches of TNCs and international production, and the investment 

process is one of the main features of a transnational corporation. The process of 

transnationalization has led to an increase in the level of interdependence between states and 

regions of the world and characterizes the strengthening of global integration as a result of 

global operations of TNCs. It is determined that the process of transnationalization is one of the 

stages of internationalization of society characterized by the growing role of external factors in 

the development of states and regions of the world, the creation and expansion of transnational 

capital. The feature of TNCs is the investment of funds, mainly in the high-tech industry, which 

provides a corresponding result through the investment income of companies. Most scientists 

consider transnationalization as a process of expanding the international activities of industrial 

firms, banks, service companies, and their exit from the national boundaries of individual 

countries, leading to the expansion of national companies into transnational ones. It is 

characterized by interweaving of capital by absorption of firms of other countries, creation of 

joint ventures, attraction of financial resources of foreign banks, establishment of connections 

between companies and banks at the global level (Table 1). 
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Table 1: The essence, features and manifestations of the process of transnationalization of the 

economy in a globalized environment 

TNC Groups Criteria and 

characteristics of 

TNCs 

TNC structure Manifestations of 

the process of 

transnationalizatio

n 

Horizontally 

integrated TNCs 

- manage units 

located in 

different 

countries, 

producing the 

same or similar 

products. 

- presence of parent 

company and units 

abroad in no less than 

2 countries of the 

world. (divisions can 

be established by a 

company on the basis 

of foreign direct 

investment through 

the creation of 

production capacities 

or through mergers 

and acquisitions of 

other enterprises); 

- control of assets of 

foreign units - 

provides that the 

shareholding in a 

subsidiary owned by 

a parent company in 

another country is 

10% or more. 

- a subsidiary is a joint-

stock company in the 

host country, more than 

half of whose shares 

are owned by another 

enterprise; 

- an associate company 

is a joint-stock 

company in the host 

country, in which 10 to 

50% of the shares 

belongs to a foreign 

investor; 

- a branch is an 

unincorporated 

enterprise that is 

wholly or partly owned 

by the investor, while it 

may acquire the 

following forms: 

permanent 

representation of a 

foreign investor in a 

particular country; non-

equity joint venture 

formed by a foreign 

investor and third 

parties; 

- increase in the 

number and activity 

of TNCs and 

transnational banks; 

- a new stage in the 

internationalization 

process of the world 

economy; 

- change in the 

nature of involving 

countries and 

enterprises in the 

international 

division of labor; 

- intensification of 

the process of 

internationalization 

of economic life, the 

result of which is the 

development of 

international 

production within 

the framework of 

TNCs; 

- high level of 

internationalization 

of production and 

capital; 

- the expansion of 

the scope of TNCs; 

- new forms of 

organization of life 

that contribute to its 

internationalization. 

Vertically 

integrated TNCs 

- manage units in 

a particular 

country that 

produce goods 

shipped to their 

units in other 

countries. 

Separate TNCs - 

manage divisions 

located in 

different 

countries, which 

are not vertically 

or horizontally 

united. 

Source: Summarized by the authors on the basis of the analyzed literary sources 

 

The development of TNCs is a consequence of global integration processes, and the 

globalization environment itself has led to the spread of TNCs in all regions of the world. The 

process of transnationalization of the world economy has advantages and disadvantages, while 

most TNCs have no intention to restrict their own production capacities, while increasing the 

volume of resources used and exercising significant influence on the ecosystems of the world. 

The main negative processes take place in view of guaranteeing the economic security of the 

world's countries, which take investment capital from TNCs, as there is a danger of lowering 

the rates of development of their own industries and industries.  
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In the global environment, the 100 largest TNCs that control more than 70.0 percent of all 

foreign direct investment play a leading role. The largest number is the number of parent 

companies of TNCs in the US, Japan, Germany, France, Great Britain, PRC. The development 

of TNCs is a consequence of global integration processes, and the globalization environment 

itself has led to the spread of TNCs in all regions of the world. The process of 

transnationalization of the world economy has advantages and disadvantages, while most TNCs 

have no intention to restrict their own production capacities. The main negative processes take 

place in view of guaranteeing the economic security of the world's countries, which take 

investment capital from TNCs, as there is a danger of lowering the rates of development of their 

own industries and industries. In the global environment, the 100 largest TNCs that control 

more than 70.0 percent of all foreign direct investment play a leading role. The largest number 

is the number of parent companies of TNCs in the US, Japan, Germany, France, Great Britain. 

Trends in the global world economic space determine the processes of production of goods and 

services, the use of labor sources, the direction of investment in physical and human capital, 

technology and their distribution from one country to another, which is a requirement of the 

time. All these large-scale changes affect the competitiveness and efficiency of production, 

labor productivity and employment. National economies are now more integrated into the world 

system than any other time in the past (Aheyeva, 2017). Most TNCs have their own interests 

due to the need to increase the profitability of the parent company, affiliates and representative 

offices in different countries of the world. Capacity building, increasing the presence of TNCs 

in various sectors of the world economy and sales markets are accompanied by the scale of 

investment, which is a requirement of the time for most countries in the world. The investment 

process involves the technological upgrading of productions, increasing the competitiveness of 

products, but limits the possibilities of the national economy of the country due to the restriction 

of sales markets. It is determined that the global market has an impact on the international 

balance of supply and demand in all segments of the market, changes the relationships between 

participants in international trade, combines opportunities and creates restrictions that are 

regulated by the World Trade Organization. It is the global market that influences the gross 

output of goods in terms of existing needs. Formation and development of the global market, 

changes in approaches in international trade are under the direct influence of TNCs, which is 

growing and requires the introduction of appropriate mechanisms for adaptation. Most 

scientists believe that the process of transnationalization is an objective requirement of time 

and it is associated with the deepening of the internationalization of world society, characterized 

by the need to expand the geographical framework of international trade and the need for 

innovative solutions in all sectors of the economy (Geoekonomaka, 2010). This causes the need 

to adapt the economies of the world to the process of transnationalization and increase the 

impact of TNCs on the further development of the world economy. The process of 

transnationalization is associated with the strengthening of the level of the international 

monopoly of TNCs, as well as the increased need for resources, including the natural resources 

of the states that accept investment resources and act as the recipient. The role of TNCs plays 

an important role in the international financial system, which is associated with most 

international financial institutions that may act as potential investors for the recipient state. 

Consequently, TNCs have a significant number of benefits in the global economy, given the 

unlimited financial capabilities that can lead to the further growth of the level of international 

monopoly of different groups of global companies and corporations. In order to ensure the 

national security of the world, there is an urgent need to introduce appropriate mechanisms for 

interaction, adaptation to global change and the growing impact of TNCs. At the same time, the 

policy of the countries of the world in a globalized environment should have a long-term 

character and provide for the implementation of a set of measures to protect the interests of the 

national economy, including the increasing influence of the process of transnationalization.  
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The policy of the states of the world in a globalized environment should be oriented towards 

the mutual co-ordination of their own interests with external processes and phenomena of a 

globalizing nature. Priorities of the national interests of the state should be not only social but 

also economic categories based on the creation of a competitive economy, ensuring the growth 

of living standards and welfare of the population; preservation and strengthening of scientific 

and technological potential; the formation of prerequisites for the introduction of an innovative 

model of economic sectors development; providing environmentally and technologically safe 

living conditions, preserving the environment and rational use of natural resources. Ensuring 

the national interests of the state in the globalized environment provides the creation of 

preconditions for guaranteeing material, intellectual and spiritual values due to the priority 

needs of society and the state, the realization of which guarantees state sovereignty and 

development of the national economy. Implementation of approaches to protecting the national 

interests of the state in a globalized environment is driving the development of the economic 

sectors and public safety. Protection of the interests of the national economy of the state should 

be based on the strengthening of the influence of state instruments of the influence and 

motivations on domestic investment of the economic sectors due to the need for the introduction 

of innovative technologies, creation of new knowledge, strengthening of competitive positions 

in the global market. Priority approaches for the protection of national interests in a globalized 

environment were formulated by the authors in Table 2. 

 

Table 2: Priority approaches to protect the national interests of the state in the globalized 

environment 

 

Approaches 

Sources of 

financing 

(investing) 

 

Influence of TNCs 

Improvement of the regulatory framework in the 

field of investment 

internal sources insignificant 

Control over the implementation of statutory 

norms by all participants in the investment process 

internal sources insignificant 

Monitoring the implementation of investment 

contract terms 

internal sources insignificant 

Implementation of measures to increase the level 

of investment attractiveness of industries and 

regions of the state 

internal sources, 

partly external 

significant 

Assessment of the impact of TNCs on the 

environment 

internal sources significant 

Assessment of the impact of TNCs on society internal sources significant 

Assessment of the impact of TNCs on the national 

economy 

internal sources significant 

Development of branches of the national economy 

on an innovative basis 

internal sources, 

partly external 

significant 

Priority of the distribution of state subsidies due to 

the formation of the state's GDP 

internal sources insignificant 

Preferential taxation for domestic investors internal sources insignificant 

Activation of the process of creation of new 

knowledge and technologies 

internal sources, 

partly external 

significant 

Source: Created by authors 

 

Guaranteeing the national interests of the state and ensuring the security environment in the 

society should be ensured through a well-considered state policy in accordance with accepted 
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concepts, strategies and programs in all spheres of activity (political, economic, social, 

environmental, scientific, technical, informational, cultural) due to the changes in the 

globalization environment, the growing influence of the transnationalization process, and the 

international obligations of the state. Protecting the national interests of the state will allow us 

to adapt to the changes in the global environment, the growing influence of the global market, 

to determine the priority directions of increasing the competitive positions of the branches of 

the national economy, to neutralize the opportunities for the growth of social tension in society. 

The choice of approaches to ensure the national interests of the state is conditioned by the need 

for decisions that take into account the nature and extent of the potential threats to the 

globalization environment and must also take into account internal capabilities in implementing 

measures, including adaptive. 

 

4. CONCLUSION 

1. The impact of globalization and transnationalization on the world economy is growing and 

it changes the approaches to business in all spheres. Adaptation to the transnationalization 

process requires active involvement of funds in real sectors of the economy in order to 

increase their competitiveness. In an effort to capture the markets of TNCs, they have a 

significant impact on the national producer, with much higher competitive advantages and 

financial opportunities, including investment opportunities. The opportunities of the global 

market and TNCs create the corresponding threats in guaranteeing the national interests of 

the countries of the world, the development of national economies. 

2. An assessment of globalization processes is a prerequisite for the adoption of global 

solutions in the economic, social, political, and environmental spheres. Adapting to 

globalization factors of influence is a significant or even basic prerequisite for guaranteeing 

the national security of the countries of the world due to the need to ensure socio-economic 

development, preservation of the national identity of society, leveling out possible 

manifestations of social tension. 

3. Implementation of approaches to protecting the national interests of the state in a globalized 

environment involves the introduction of a set of actions that should be aimed at developing 

the national economy and guaranteeing public safety. The protection of the interests of the 

national economy of the state should take into account the possibility of introducing 

approaches that will allow them to settle investment processes, identify the interests of all 

participants, minimize potential threats from the process of transnationalization and 

strengthen the competitive position of the state in the global environment. 

4. The world's politics in a globalized environment should be oriented towards adapting to the 

growing influence of TNCs, and also taking into account the need to develop, correct and 

implement appropriate government instruments of the influence in order to ensure the 

coherence of their own interests with the external growing influence of the process of 

transnationalization of the world economy. At the same time, ensuring the national interests 

of the state must be based on the peculiarities of the mentality and the priority needs of the 

society, the realization of which minimizes the internal and external threats of a global 

nature.  

 

LITERATURE: 

1. Ahyeyeva A.A. Hlobalizaciya yak suchasna tendenciya rozvytku svitovoho hospodarstva: 

sut", protyrichchya, perspektyvy // A.A. Ahyeyeva, S.V. Lyashenko // Ekonomichnyj visnyk 

Donbasu. – 2017. – S. 83 – 95 

2. Ckejz R. Hlobal"nyj peredel : kak perestroyt" sebya y svoyu kompanyyu : [per. z anhl.] / R. 

Skejz. — Moskow : Vershyna, 2007. — 210 s. 



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

 
246 

3. Geojekonomika. Osvoenie mirovogo jekonomicheskogo prostranstva / Je.G. Kochetov. — 

Moskow : Norma, 2010. — 528 s. 

4. Held D. Hlobalizaciya (antyhlobalizaciya) : [per. z anhl.] / D. Held, E. Mak-Hryu. — Kiev. 

: K.I.S., 2004. — 178 s. 

5. Herst P. Sumnivy v hlobalizaciyi :  [per. z anhl.] / P. Herst, H. Tompson. — Kiev. : K.I.S., 

2002. — 306 s. 

6. Hiddens E. Nestrymnyj svit : yak hlobalizaciya peretvoryuye tvoyi zhyttya [per. z anhl.] / 

E. Hiddens. — Kiev : Al"ter Pres, 2004. — 100 s 

7. Hlobalistyka : istoriya, teoriya : monohrafiya [Tekst] u 2-x tomax / V.I. Vlasov, NNC 

"IAE", DNSHB NAAN.— Vinnycya : TOV "Nilan - LTD", 2012. — 570 s.  

8. Indeks hlobalizaciyi krayin svitu po versiyi KOF / Shvejcars"kyj ekonomichnyj instytut 

(KOF Swiss Economic Institute).  / [Elektronnyj resurs]. Rezhym dostupu: 

URL. http://globalization.kof.ethz.ch 

9. Piterze Ya. Hlobalizaciya i hibrydyzaciya / Ya. Piterze // Hlobal"ni modernosti : [per. z 

anhl.] / za red. M. Fezerstouna, S. Lema, R. Robertsona. — Kiev : Nika-Centr, 2008. — S. 

73—105. 

10. Robertson R. Hlokalizaciya : chasoprostir i homohennist" — heterohennist" / R. Robertson 

// Hlobal"ni modernosti : [per. z anhl.] / za red. M. Fezerstouna, S. Lema, R. Robertsona. 

— Kiev : Nika-Centr, 2008. — P. 48—72. 

11. Sovremennaja globalizacija : sostojanij i perspektivy / L.A. Zelenov, A.A. Vladimirov, E.I. 

Stepanov. — Moskow., 2010.—314 s. 

12. Huntington S. (2002). Global Culture. London, 

13. Berger L. (2003). Globalization : myths and reality. Prentice Hall International, Ltd,  

14. Sadlak J. (2002). Globalization and Concurrent Challenges for Higher Education. London,  

15. Dicken P. (1998). Global Shift : Transforming the World Economy. N.Y. Guilford Press. 

16. Ietto-Gillies Gr. (2002). Transnational Corporations: Fragmentation Amids Integration. 

London. Routledge. 78 p. 

17. Nester W. (1995). International Relations: Geopolitics to Geoeconomic Conflict and 

Cooperation. N.Y. Harper Collins College Publishers. 

 

 

http://globalization.kof.ethz.ch/#_blank


32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

 
247 

FEATURES OF PLANNING IT - PROJECT OF MODERNIZATION 

ACCESS SYSTEM OF SEA PORT 
 

Viktoriia Denysenko 

Odessa State Academy of Civil Engineering and Architecture, Ukraine 

vitka2kd@ukr.net 

 

Iryna Kornieieva 

Telecommunication technologies LLC, Ukraine 

slonik_deni@ukr.net 

 

Dina Lazarieva 

Odessa State Academy of Civil Engineering and Architecture, Ukraine 

dvl7@ukr.net 

 

ABSTRACT 

In article deals with the functioning of the commercial sea port, as one of the important parts 

of the transport system of Ukraine, which contributes to its hi-grade economic development. As 

subjects of international relations, sea trade ports occupy a leading place in ensuring the safety 

of navigation in the territorial sea and inland waters of Ukraine. To meet the current market 

conditions for the functioning of the transport system, ports need to constantly develop and 

improve their activities, reducing the cost of work, which is impossible without the 

implementation and modernization of information systems. For a complete understanding of 

the processes taking place in the port, it should be considered as a set of production nodes and 

software complexes that allow automating the work of operators. The detailed analysis of the 

access system as one of the most important components of the transport infrastructure of the 

port was carried out in the work. As a model for automation of the access system was chosen a 

single-channel queuing system. There are calculated the time limits, which the operator can 

spend on the issuance of one pass. This calculation was based on data of loading of the port's 

checkpoints for 2016-2017y and the planned growth of the traffic flow. Was estimated the time 

necessary for each operation to maintain a single vehicle. In article were studied the features 

of the construction of a data exchange model between different ISs, ensuring stable operation 

of the port. Substantiated the necessity of modernization of the existing hardware and software 

for implementing the port development plans adopted for 2018-2022. 

Keywords: access system, data exchange, mass queuing system, sea port 

 

1. INTRODUCTION 

Large trading ports are an important component in the overall structure of the country's 

economics, being a link between the interior areas of the country and even with neighboring 

countries that are landlocked. With the help of the port infrastructure, there is a continuous 

transit of export and import cargoes to the most remote points from the sea borders. The huge 

economic potential of the ports attracts investors who place industrial enterprises in close 

proximity to the port, ensuring the growth of employment and welfare of the local population. 

Competitiveness of the Ukrainian transport complex in the international arena directly depends 

on the efficiency of the functioning of ports, the conformity of the management system of their 

infrastructure to international conditions and of the level of their technical equipment. Both 

external and internal competition between seaports requires appropriate revision of the 

theoretical and applied rules in the field of logistics management of ports. To meet the current 

market conditions for the functioning of the transport system, ports need to constantly develop 

and improve their activities, reducing the cost of work, which is impossible without the 

http://www.ogasa.org.ua/en_info.html
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implementation and modernization of information systems. For a complete understanding of 

the processes taking place in the port, it should be considered as a set of production nodes and 

software complexes that allow automating the work of operators. Then we can proceed to an 

analysis of the efficiency of the port's checkpoint from the point of view of the theory of queuing 

systems. For their study, the methods of statistical modeling are successfully applied, and 

analytical methods are practically unsuitable. 

 

2. ANALYSIS OF RECENT RESEARCH 

The planning and identification of key indicators for software development has been studied by 

many scientists, for example Teslenko P. [5,16,17], Bokovoi Yu. [6], Ramsin R. [2], Makarov 

D. [12] The development of theoretical, methodological and practical problems in project 

management and in particular IT-projects has made a significant contribution by domestic and 

foreign scientists, such as Goldratt E. [1], Bushuev S. [9], Orlov A. [13], Subbotin A. [15], 

Serrador P. [3], Borisov S. [7], Budylsky A. [8]. Contribution to the structuring of port 

performance data was made by Ryzhenkova N. [14], Aung H. [4]. At the same time, the issue 

of building an IT system for the automation of large enterprises has not been studied at the 

moment. 

 

3. SUMMARY OF THE MAIN MATERIAL 

3.1. Formulation of the problem 

To ensure the competitiveness of the port and reduce the cost of infrastructure maintenance, the 

key performance indicators of the port are laid in the development plan. The average waiting 

time of the vehicle in the system should not exceed 3.5 minutes, which will be necessary to 

increase the throughput of the transmission Over the next 5 years, management of the port 

expecting to increase cargoes traffic flows by 20%. 

 

3.2. Purpose of the research 

It is necessary to identify the features of building cooperation between the port's access system 

and other information systems in order to achieve key indicators. 

 

3.3. Results of research 

The port's access system consists of a pass office, four checkpoints and zones for control in 

warehouses, in the border and customs zones. The central checkpoint passes pedestrians, port 

employees and transport who do not carry out cargo transportation. A squad of border guards 

and customs officials does not obey the leadership of the port, so it is not possible to influence 

their labor productivity. Observations revealed that the greatest time for servicing a vehicle is 

spent when issuing an entry permit. In our previous works [10, 11] it is justified that in order to 

ensure that the waiting time of the vehicle does not exceed 3.5 minutes, taking into account the 

further predicted growth of cargo traffic, it is necessary that the average service time of the 

vehicle at the checkpoint does not exceed 90 seconds. As a result of monitoring the actions of 

the personnel at the checkpoint, it was found that the maintenance of the vehicle includes a one-

time pass and a scan of the pass to raise the barrier. Data on the time costs are given in table 1. 

 

 

 

 

 

Table following on the next page 
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Table 1: The current average time spent on servicing the vehicle 

Act Time, s Type 

Issuance of a pass: 165 Soft+Hard+Hand 

- filling of data that confirm the identity of the driver 45 Soft 

- filling the data of vehicles and trailers 20 Soft 

- filling of data on incoming and outgoing orders 80 Soft 

- printing of a pass 10 Hard 

- rubber stamp and signature of the person in charge 10 Hand 

Return of the driver to the vehicle 20 Hand 

Raising of the barrier 15 Hand+Hard 

Summary 200  

 

In cause that is impossible to influence the speed of actions performed by a person, and to 

exclude the costs of these actions, it is necessary to upgrade the hardware and software. As a 

result of calculations, it was decided that the additional costs of replacing the hardware are not 

economically justified, because they will speed up the entire process for only 5 seconds. 

Thus, it is necessary to upgrade the software of the port's access system in order to bring the 

time costs to the indicators given in table. 2. 

 

Table 2: The satisfied average time spent on servicing the vehicle 

Act Time, s 

Issuance of a pass: 55 

- filling of data that confirm the identity of the driver 10 

- filling the data of vehicles and trailers 5 

- filling of data on incoming and outgoing orders 20 

- printing of a pass 10 

- rubber stamp and signature of the person in charge 10 

Return of the driver to the vehicle 20 

Raising of the barrier 15 

Summary 90 

 

From this we see that upgrading the software, we can get a 4-time reduction in costs of time. 

Conventionally, the upcoming modernization can be divided into two modules: 

• automating the filling of data on the driver and the vehicles; 

• automating of loading of data on incoming and outgoing orders. 

 

To implement the first module, it is necessary to add the appropriate structures for data storage 

to the access system and provide a link between them, as shown in Fig. 1. 

 

Figure 1: Types of relationships between objects in the software model 
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The most extensive and complex module for automation is loading and retrieving data on 

incoming and outgoing orders. The difficulty lies in the fact that the documents for entry / exit 

can be issued by different units of the port and port’s administration, as well as by firms 

operating in the port territory, in particular under the agreements of joint activities. The 

interaction of information systems serving these units is shown in Fig. 2. 

 

Figure 2: The current interaction of information systems. 

 

There IS CT it’s information system, that serving container terminal, IS PA – information 

system for port’s administration, AS – access system of sea port, other IS – different 

information system’s that serving separate organization providing their activities at the port 

territory. The structure of the cargoes traffic flow and the sources of the permissive 

documentation are given in Table 3. 

 

Table 3: Percentage of cargoes flows by business unit. 

Type of cargo Source % 

Container IS CT 73 

Oil Other IS 7 

Зерно, шрот IS PA, Other IS 5 

Сера IS PA 12 

Other IS PA, Other IS 3 

 

Because the largest amount of documentation is accounted for container terminal (73%) and 

port administration (about 18%), which are serviced by two information systems, it is necessary 

to adjust their interaction with the IS for passes. Then the interaction scheme will look like it is 

shown in Fig. 3. 

 

 

 

 

 

 

Figure following on the next page 
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Figure 3: The satisfactory scheme interaction of information systems. 

 

Hence we see that it is necessary to strictly separate the access rights to an intermediate database 

between information systems. The access system has the right only to request and read data, 

other information systems have the rights to write objects of a certain structure. At the same 

time, the data in the intermediate database can be received either at the moment of saving the 

corresponding document, or accumulated and transmitted in packets. The optimal latency 

between packet transfers is 10 minutes. As a further development of the access system, can be 

considered creating of API to access the database of any information system capable of 

transmitting data in a standardized form. 

 

4. CONSLUSION 

In research was: 

• considered the structure of the port's port system; 

• analyzed the time which spent on servicing the vehicle in the system; 

• revealed the distribution by types of resources that ensure the performance of each action; 

• made the table of satisfactory expenses on time; 

• considered the existing scheme of interaction between information systems; 

• proposed upgrade for software to provide automated interaction between IS. 

 

LITERATURE: 

1. Goldratt, E. (1997). Critical Chain. New York: North River Press. 

2. Ramsin, R. (2008). Process-Centered Review of Object-Oriented Software Development 

Metodologies. ACM Computer Surveys, 2008 (ISSN 0360-0300), pp. 35-42. 

3. Serrador, P. (2012). The importance of the planning phase to project success. Paper 

presented at PMI® Global Congress 2012—North America, Vancouver, British Columbia, 

Canada. Newtown Square, PA: Project Management Institute. 

4. Аунг, Х. (2010). Моделирование системы массового обслуживания порта Янгон. 

Retrieved 30.04.2018 from https://cyberleninka.ru/article/n/modelirovanie-sistemy-

massovogo-obsluzhivaniya-porta-yangon. 



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

 
252 

5. Барская, И, Тесленко, П, Денисенко, В. (2014). Особенности принятия решения на 

этапе инициации проектов создания корпоративных информационных систем. 

Управління проектами та розвиток виробництва, 2014 (ISSN 2222-8810), pp. 32-39. 

6. Боковой, Ю. (2006). Особенности методологии проектирования информационных 

систем для малого и среднего бизнеса. Прикладная информатика, 2006 (ISSN 1993-

8314), pp. 3-11. 

7. Борисов, С. (2014). Особенности управления проектами в области информационных 

систем. Фундаментальные исследования, 2014 (ISSN 1812-7339), pp. 45-52. 

8. Будыльский, А, Квятковская, И. (2014). Управление командой разработчиков на 

этапе исполнения ИТ-проекта с использованием метода критической цепи. Вестник 

Астраханского государственного технического университета: Управление, 

вычислительная техника и информатика, 2014 (ISSN 2224-9761), pp. 85-92. 

9. Бушуев, С, Бушуева, Н, Бабаев, И. (2010). Креативные технологии в управлении 

проектами и программами. К:. Саммит книга. 

10. Денисенко, В, Корнєєва, І. (2017). Визначення вимог до програмного забезпечення для 

моделі системи масового обслуговування торгового порту. Науковий вісник 

Ужгородського національного університету, 2017 (ISSN 2409-6857), pp. 80-84. 

11. Денисенко, В, Корнєєва, І. (18.12.2017) Особливості ініціації IT-проекту розробки 

системи масового обслуговування торгівельного порту. Paper presented at 

international conference Project, Program, Portfolio Management. Odessa: Astra, pp. 42-

44.  

12. Макаров, Д, Розенберг, М, Шильников, А. (2009) О факторах риска в процессе 

разработки программного обеспечения. Вестник ЮУрГУ, 2009 (ISSN 2076-0493), 

pp. 85-92. 

13. Орлов, А. (2004). Теория принятия решений. Москва: Март. 

14. Рыженкова, Н. (2017). Обзор рынка контейнеров в портах Украины в I полугодии 

2017. Retrieved 02.05.2018 from https://ports.com.ua/articles/obzor-rynka-konteynerov-v-

portakh-ukrainy-v-i-polugodii-2017. 

15. Субботин, А. (2013). Трудозатраты и стоимость портфеля проектов. Восточно-

европейский журнал передовых технологий, 2013 (ISSN 1729-4061), pp. 35-38. 

16. Тесленко, П. (2012). Прийняття рішень в умовах вартісних обмежень проекту. 

Управління розвитком складних систем, 2012 (ISSN 2219-5300), pp. 40-43. 

17. Тесленко, П., Барская, И., Чумаченнко, Е. (12.05.2013). Особенности проекта 

разработки и внедрения автоматизированной системы управления контейнерным 

терминалом. Paper presented at international conference Управління проектами у 

розвитку суспільства. К: КНУБА, pp. 248-250. 

 

 



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

 
253 

MARKETING ASPECTS OF URBAN PLANNING AND 

AGGLOMERATION DEVELOPMENT 
 

Volodymyr Levovich Glazyrin 

Odessa State Academy of Civil Engineering and Architecture, Ukraine 

 

Iosyp Volodymyrovych Shkrabyk 

Odessa State Academy of Civil Engineering and Architecture, Ukraine 

Josef@ukr.net 

 

Mykola Pavlovych Sakhatskyi 

Odessa State Academy of Civil Engineering and Architecture, Ukraine 

np.sakhatskyi@gmail.com 

 

Pavlo Mykolaiovych Sakhatskyi 

Odessa State Academy of Civil Engineering and Architecture, Ukraine 

psakhatskyi@readdle.com 

 

ABSTRACT 

This article highlights the relevancy of scientific applied processing of marketing aspects of 

urban planning and agglomerations development. Analysis of researches and publications 

containing solution of this problem is carried out and generalization of presence of proper 

theoretical, methodological and methodical basis for application of marketing principles to 

urban planning and agglomerations development is performed. Part of the researched problem 

being out of focus of scientists and being unsolved is made more specific. Purpose of the 

research of marketing aspects of urban planning and agglomeration development is defined. 

Logics and consequence of conducting scientific applied support of urban planning and 

agglomerations development on marketing principles is grounded. Odessa agglomeration 

(Odessa City with its districts and suburbs) is defined as a subject to deeper research. The 

provisions of Odessa City Development General Plan are estimated for compliance with the 

basis marketing principles. Compliance of the strategy of social and economic development of 

Odessa City with general national interests and regional and city specific features is analyzed. 

Scientific provisions are grounded and practical recommendations concerning implementation 

of the Odessa City General Development Plan on the materials of Odessa agglomeration. Main 

priorities of city development on the marketing principles are marked out to solve institutional, 

social and economic problems of the population, save historical legacy, create natural 

environment healthy for people, ensure ecological safety of the territory, development of 

science, education, servicing, recreation and tourism in the city. Importance of scientific 

consideration of the problem of marketing support of city dwelling construction development is 

established. Various consumer segments of city dwellers from the point of view of their 

requirements to quantitative, qualitative, assortment and price properties of dwelling and 

dwelling-utility services are marked out. Attention is paid to the necessity of satisfaction of the 

need in dwelling of socially vulnerable groups of population. Marketing commodity policy 

possible development prospects within the scope of social, economy-class, business-class and 

elite-class dwelling construction are specified. The importance of keeping balanced commodity, 

price, distribution and communication policy by developers for effective marketing support of 

city dwelling construction development is grounded.   

Keywords: Agglomerations development, Marketing aspect, Urban planning 

 

 



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

 
254 

1. INTRODUCTION 

Importance of scientific applied processing of urban planning and agglomerations development 

marketing aspects is caused by: relevancy of marketing management of economic, social, 

institutional and ecological areas of agglomerations urban planning as an objecting condition 

for their long-term balanced development; prospective of application of marketing tools to 

satisfy the needs of city and suburban settlements dwellers in dwelling-utility comfort and 

cultural-household facilities in accordance with world standards; turbulence of economic 

globalization and requiring permanent coordination of interests between commodity 

manufacturers and consumers, including within agglomerations; increase of competition on 

investment resources market at which superiority is gained by the agglomerations and territorial 

societies that actually implement marketing approaches to create favorable environment for 

business and life of people.   

 

2. ANALYSIS OF RESEARCHES AND PUBLICATIONS CONTAINING SOLUTION 

OF THIS PROBLEM AND MARKING OUT EARLIER UNSOLVED PARTS   

The problem of effective use of marketing attracts attention of a significant number of scientists 

and practicing persons. Thus, to use logistical and marketing approaches to the development of 

manufacture-sales infrastructure, I. A. Azhaman refers to the main approaches of scientific-

economic support of development of industrial and civil construction [1]. This scientific 

research reflects both social-economic significance of use of marketing approaches and a wide 

range of functioning thereof as it includes various sectors of economy and concerns 

construction in countryside. H. M. Zapsha discloses the theoretical-methodological grounds of 

development of property relations as an objective condition of market economy existence. It is 

scientifically grounded that the concept of new economy is reflected by marketing. At the same 

time, the researched fairly specifies the importance of regulatory policy concerning real estate 

management that ensures property relations progress [2]. Concerning the urban planning and 

agglomerations development, it is reasonable to use the conclusion of the scientist concerning 

marketing as the general idea of market economy and reasonability of formation of state 

regulatory policy adequate to current requirements. Scientific ground of O. O. Seleznova’s 

processing of theoretical, methodological, analytical, conceptual and project provisions on 

construction enterprises marketing activity management is based on clear compliance with the 

research methodology [3]. The monograph underlines that from the point of functional positions 

the marketing activity of construction enterprises includes a certain list of certain works. The 

author properly relates market research, discovering necessities, formation of demand, 

production of construction products, construction goods pricing, distribution, promotion, sales 

and customer feedback to list of the main of them. Such approach actually enables to take into 

account the total impact of internal and external factors of microeconomical and 

macroeconomical environment, to satisfy the consumers’ needs in construction goods, to reach 

social-economical aims by the market actors that is especially important for current 

agglomerations urban planning. The research by A. Yu. Sobchenko concentrates on 

methodological approaches concerning the effectiveness of organizational-economical 

mechanism of countryside dwelling construction renaissance [4]. From the point of view of 

applied agglomerations urban planning, the author’s approach to the necessity of taking into 

account the interrelations and interdependency of economic, social and natural areas of 

settlements dwellers life activity is worth special attention.  Upon highlighting the preconditions 

of countryside dwelling construction renaissance by business entities [5], A. Yu. Strenkovska 

fairly specifies the necessity of systemic approach to solution of the researched problem. The 

systematic character of agglomerations urban planning also requires systematic approach to 

determination of scales and structure of production activity of construction enterprises 

depending on the market demand with simultaneous taking into account of existing market 
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propositions of competitors. The researches by T. O. Kashchenko state reasonability of making 

effective architectural decisions in the area of dwelling construction for rational use of energy 

resources [6]. Such approach should be considered sufficiently prospective due to necessity of 

decrease of power consumption during urban planning and agglomerates functioning. Solving 

this problem is conditioned by highly effective construction materials, innovative engineering-

technical modules and reliable scientific support of construction. The urgency of increase of 

energy efficiency of agglomerations buildings is specified in the scientific works by A. M. 

Prishchenko [7]. Author’s argumentation for increase of heat resources saving includes both 

new construction decisions concerning dwelling buildings external walls and additional 

warmth-keeping of deepenings from the external side of walls. Complicatedness and 

uncertainness of run of social-economy and ecological processes in the life of modern city is 

an objective basis for complex approach to agglomerations urban planning. Namely from such 

points of view Yu. M. Denysenko [8], H. O. Osychenko, O. A. Pavlenko [9] perform their 

scientific researches. In his research of problems of brands positioning, Zozulov O.V. indicates 

the significant influence of state regulatory policy on the effectiveness of marketing activities 

management [10]. Fairness of this statement is logically explained by the fact that enterprises 

are parts of opened socio-economic systems, the conditions of functioning of which depend on 

the environment. The analysis of these and other studies and publications shows the existence 

of a substantial theoretical base and methodological developments regarding the experience in 

the marketing activities of economic entities in various sectors of the economy, as well as on 

urban development and development of agglomerations. However, practice of urban 

development and development of agglomerations on the marketing basis, as well as scientific 

grounding of this process from the position of complementarity (ability to be supplemented) 

remains the unsolved part of the problem under study. In the above studies, there is no systemic 

link between all components of this comprehensive phenomenon. There is no general 

generalization of research on marketing aspects of urban development and agglomeration 

development in the context of specific territorial communities. Issues concerning construction 

of dwelling real estate and housing and utility services for different groups of consumers are 

covered in a fragmentary and discrete manner. Based on the relevance and review of 

publications, the purpose of the study is to substantiate and develop scientific and applied 

recommendations concerning increase of the socio-economic impact of urban development and 

development of agglomerations on the basis of marketing. Scientific applied support of urban 

planning and agglomerations development on the marketing basis involves development and 

implementation of specific general plans related with respective agglomerations territorial 

development projects on the basis of detailed planning and implementation of measures on the 

landscape, architectural, spatial, aesthetic and infrastructure of the territory. It should be borne 

in mind that in real life urban planning and agglomerations development is carried out entirely 

specific objects, the study of which serves as the basis for scientific excitability. The final result 

of urban planning and agglomeration development is the creation of comfortable working, 

living and recreational conditions, the spectrum of which is able to meet the economic, social 

and institutional needs of market segments differing by solvency.  

 

3. ODESSA AGGLOMERATIONS DEVELOPMENT PROSPECT ON MARKETING 

PRINCIPLES 

The object of research is Odessa agglomeration that is the city of Odessa with its districts and 

suburbs. Studies of Odessa General Plan show that its provisions, in general, correspond to the 

main marketing principles: they have a clear focus on the final socio-economic result, reflecting 

the priority of long-term interests. They are characterized by complexity of measures to achieve 

their goals and consumer orientation, which is all the citizens of Odessa and city visitors. In 

general, adoption and implementation of the General Plan for development of the city, is 
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consistent with Odessa City Social and Economic Development Strategy up to 2022. At the 

same time, the means of urban development and architecture, the city's development provides 

for: compliance with the social-political system of the country; taking into account national 

interests and regional and urban special features; compliance with market economy 

requirements; the introduction of modern socio-political, philosophical, religious, institutional, 

ideological and other ideas into management practice. Thus, in the Territory of Ukraine 

Planning General Scheme approved in 2001 at the level of the Law, Odesa is assigned the role 

of the scientific-informational, cultural and tourism center of the country. The idea behind the 

development of the Master Plan is to develop Odessa as an “Open European City”, a 

multifunctional, oriented to the achievement of the European standard of quality of life, where 

a high-quality environment of population activity should be created. Development of urban 

planning on the principles of marketing obliges to see the urban environment, which should 

include future ensembles of Odessa, where new buildings will be designed using the latest 

technologies and materials of new generations. They must comply with international 

environmental and toxicity standards. The historical past and the traditions of creation of the 

city show that urban planners of the 18th and 19th centuries have already taken care of 

improving the quality of urban environment in Odessa. The best examples are the gigantic 

staircases created in conjunction with the two extended, landscaped coastal slopes connected 

by both sides - parks, in particular the Istanbul and Greek parks. The famous Odessa Opera 

House is built around two green spaces: the Palais Royal and the square from the side of the 

Museum of the Navy. Both of these objects are in the number of historical monuments with a 

unique architecture and a unique organization of urban space. Therefore, the main objective of 

the new Master Plan is the sustainable development of the city, the solution of social and 

economic problems, while preserving the historical heritage and increasing the natural resource 

potential. Another important priority is the creation of a healthy environment for the population 

and the ecological safety of the territory. According to the provisions of the General Plan, for 

Odessa the next 20 years shall pass through gradual refocusing to the service economy, which 

will play an important role in recreation and tourism, will become the main for Odessa. To do 

this, it is necessary to solve a number of problems caused by low provision of green plantations, 

sports zones and service enterprises, environmental threats. Extremely sharp problems are those 

related with transport and road traffic. Intensification as an instrument of urban planning seeks 

to balance the distribution of density of dwelling development. At present, dwellings take 35% 

of urban areas, of which more than half is the estate development with an average density of 

about 45 people per hectare. Therefore, the Master Plan envisages the reconstruction of areas 

with the oldest manor buildings, where the degree of deterioration is more than 60%. Such 

districts are Bugaivka, Moldavanka, Blyzhni Mlyny, Sakhalinchik, Tayirove, and Center. 

Reconstruction allows for freeing up of a total area of up to 190 hectares for development. Also, 

the Cheryomushki districts of “khrushchevkas” and in the area of the Sehedska Street of total 

area of nearly 30 hectares are to be reconstructed. Modernization of the industry should be 

carried out according to the cluster principle. Intra-city transformations will affect existing 

industrial zones. The general plan is to convert the industrial zones most closely connected to 

the center, such as “Odessa-Center” in the area of the railway station and "Peresyp" in the north-

east of the city. Now in the territory of “Peresyp” there is an environmentally hazardous 

liquefied gas transfer company. Given the terms of the existing contracts for land lease, the 

transfer of functions related to gas transshipment beyond the city and the formation of 

technology parks and logistics in the freed territories as part of environmentally sound 

knowledge-intensive industries may be completed by the end of the estimated time frame of the 

master plan. The planned take-over of industrial enterprises located along the Gulf of Odessa 

will contribute to the improvement of the sea coast and the creation of a fairly large area for 

recreation and recreation for the city's citizens and visitors.  
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The general plan provides for formation of a system of new city centers, which allows to 

significantly free the historical part of the city. The problem of the historic center, which is the 

most attractive part of the city with the maximum concentration of diverse functions, is a 

characteristic feature of modern Odessa. The historical core of the city, with its clear regular 

planning structure, was formed in the first decades of existence. Since then, more than 200 years 

have passed, but the alternative worthy of it has not been created. New centers are expected to 

be formed at the expense of reconstructed industrial areas, as well as areas free of construction, 

and special territories. Each of the centers will have its own specialization. So, at the site of the 

industrial zones and the prison near the station, it is planned to create a business center "Odessa 

City". The most radical transformations are waiting for filtration fields located in the 

northeastern part of the city with access to the Khadzhibeyskyi Liman, and occupy an area of 

about 1000 hectares. Technopolis Hadzhibeysky will include dwelling (10%), exhibition and 

fair complex, technopark, landscape park, sports zones. The historic center, with its borders by 

the Polish descent, Primorska, Preobrazhenska and Deribasivska Streets, is planned to assign 

the status of a comprehensive protection zone with the prospect of the creation of a historic and 

cultural reserve “Old Odessa” in the future. A comprehensive approach to the protection of 

monuments, unlike disperse, allows you to preserve the integrity of the entire historical 

environment, and not just its individual monuments. Within the city there are two historic areas 

– “Central” and “French Boulevard”, whose priority task is to preserve the traditional 

environment. Areas provide for building restrictions in height: no more than 18.6 m for the 

facade, and no more than 21.3 m for in-quarter buildings. Restrictions of development in the 

historic area are established on the basis of the research work “Historical and Architectural 

Support Plan, Project of Monuments Protection Zones, Definition of Boundaries and Modes of 

Use of Historical Areas of Odessa". The planning framework, which defines the structural 

organization of the city, is formed by the transport highways and landscaped zones. Relatively 

green areas - the most acute issue is the further development of the coastal slopes. Today, the 

slopes are built up chaotically, and the public is radically opposed to any construction in these 

areas. For today, the model of their development is conceptually developed within the 

framework of the 2012 contest for the project proposal for the use of the littoral area of Odessa 

from the beach “Lanzheron” to 16 stations of the Great Fontana. In the general plan, the coastal 

areas from the Park of T. H. Shevchenko to the village Chornomorka are considered an 

important element of the ecological framework of the city, which appears as a kind of buffer 

zone between dense urban buildings and the sea. Based on this, coastal slopes are included into 

the landscape and recreational areas and are allocated to a separate recreational zone. The 

general plan foresees the further development of transport and road infrastructure. Its important 

component is the railway connection. In order to unload the existing train station, it is planned 

to place its new passenger format in the area of the street. Columnar. The key to solving 

transport problems will be the construction of a system of new highways of the continuous 

movement bypassing the center, which will liberate it from the freight flow and connect the 

remote parts of the city. Highway North-South will connect Kotovsky district to the residential 

areas Cheryomushki and Tairova, and also give a powerful impact for the development of 

filtration fields. Another highway – West-East - will pass on the M. Hrushevskoho street, 

through the Leningradske highway and will go on to the Kiev highway. Significant prospects 

for solving the transport problem of the city are connected with the construction of the subway. 

According to the new General Plan it is expedient to use a combined scheme of passing metro 

lines due to the combination of land, underground and overhead sections. Their total length 

should be 37 km. According to the schedule, the first line of the subway will be along the coast 

from the district of the same. Kotovsky, crossing the industrial zone “Peresyp”, the city center, 

to the southwestern residential area; the second one - from Fontanska road through the city 

center to the western industrial area and the new railway station.  
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In this case, routes along the coast, beloved by Odessa, will be preserved. The plan provides for 

reconstruction of the existing airport and the development of pleasure sea transport (boats, 

yachts). In the long run, the length of the city's highway network will increase more than 2 

times in relation to the current length of 193 km and will reach 410 km. The primary 

development of construction should be carried out at the expense of highways of continuous 

movement, as well as the growth of the length of city and district regulated highways. Further 

development of the network of bus routes, including the route taxi mode, off-line high-speed 

transport, improving the network of urban electric transport, in the future increases the overall 

density of the passenger transport network from 2.17 km / sq. km. to 2.75 km /sq. km. The 

prospects for city development significantly depend on the use of the city's territory and 

surrounding areas. In this respect, the joint interaction and combination of resource potentials 

of the city and suburbs of Ovidiopol, Biliaivka and Liman districts of Odessa region is 

important. Applied implementation of the Odessa City Development General Plan requires 

further detailed elaboration of the development of specific areas of the city with the involvement 

of scientists and practitioners in the field of urban development, architecture, industrial and 

civil engineering, territorial planning, marketing, economics, management. Establishment of 

close cooperation between the administrative structures of the city and the Odessa State 

Academy of Civil Engineering and Architecture directly dealing with relevant scientific 

researches and training of highly skilled specialists for the construction industry, deserves 

particular attention. Further development of territorial organization of Odessa agglomeration 

involves improving the transport and road communication and activating social-economic links 

of Odessa with such cities as Chornomorsk, Yuzhne, Teplodar. In this context, organizational 

and economic interaction of all sea and river ports of the region becomes of great importance. 

The relocation of industrial production outside the city of Odessa requires involvement of the 

cities of the region – Balta, Izmail, Podilsk, and others. The need for closer cooperation of 

Odessa with suburban and other village and rural communities of Odessa region is conditioned 

both by the prospects of structural changes in the city's economy and the importance of solving 

the problems of the development of region’s rural areas. 

 

4. CITY DWELLING CONSTRUCTION DEVELOPMENT MARKETING SUPPORT 

The scientific study of the marketing provision of urban housing development involves 

identifying the needs of specific groups of consumers of residential construction products and 

identifying measures for a marketing mix that is able to satisfy the investor and enable the 

developer to carry out extended reproduction in a market economy. Market research shows that 

housing needs are shaped by different consumer segments of urban dwellers. Their number and 

ratio in the community for their welfare and social status determine the conduct of the developer 

of the relevant marketing commodity policy in terms of the scale of construction of housing - 

social, economy class, business class, elite class. The users of social housing are socially 

unprotected sections of the population, which include: residents of social dormitories; 

specialized houses for veterans of war and labor, elderly people and people with disabilities; 

specialized homes for the poor and homeless; as well as temporary shelters for adult citizens 

without a definite place of residence; and other persons who enjoy the right to social housing 

and are in queue for receiving it. Social housing is provided to citizens of Ukraine by local 

government bodies free of charge and is not subject to sub-lease, reservation, privatization, sale, 

gift, redemption and pledge [11]. In the construction of social housing, it is worth envisaging 

its complexity through the addition of the possible construction of specialized buildings, in 

which the services of medical, domestic, recreational and other nature, which require the above 

social groups of the population. The effectiveness of marketing a developer in the construction 

of social housing is to obtain orders for integrated development, free marketing 

communications in the part of non-commercial advertising, the establishment of strategic 
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cooperation with local governments regarding the possibility of using their belonging to their 

main and circulating assets, material, land, organizational and other resources. From the current 

period, starting with the report for 2015, the state statistical observation on the form No. 4-

Housing Fund (annual) "Apartment queue and provision of residential premises" is canceled. 

Therefore, the official statistics of those who need residential apartments will be submitted for 

2014. According to the data of the Main Directorate of Statistics in Odesa Oblast, by the end of 

2014, the number of families that were on the apartment account was 34 thousand. During 2014, 

the number of families who received housing during the year amounted to 78 units. At the same 

time there is a steady trend of permanent reduction of received housing [12]. Under such 

conditions, even if we proceed from the assumption that in the future the queue will not be 

replenished, and the number of families with annual housing received will not decrease, then 

in this case, in order to fully meet the needs of the inhabitants of the Odesa region in social 

housing, it is necessary more than 435 years. To avoid this discrepancy and timely fulfill the 

social housing order from the community of the region, developers should establish close 

cooperation with local governments on the right to implement residential real estate at the 

expense of the local budget and in terms of the value of assets, including land plots, the 

allocation of which is envisaged for future investment contests. Construction of housing 

economy class is oriented, primarily, to citizens with cash incomes below the average and 

middle income. Since this category of people belongs to the absolute majority of the population 

of the country and the city of Odessa, then, accordingly, it is the economy class housing the 

highest demand and the largest share of the current total construction of residential real estate. 

Apartments of economy class, by definition, are sold at relatively low prices. Profit is provided 

by reducing the cost of construction. Therefore, in the construction of housing economy class, 

for compliance with state building standards and standards, should prevail in typical panel 

houses without special architectural exploration. In the construction of housing business class 

should be oriented, mainly, to citizens with average levels of prosperity. Business class 

apartments should be sold at the most attractive price-quality ratio. Not being located in 

prestigious and central areas, business-class homes can have a sufficiently high level of 

infrastructure maintenance for domestic, transport and recreational purposes. It is expedient to 

increase the additional amenities of the internal house complex, which is a fenced area, security, 

playgrounds, parking, green zone, flowerbeds, game complexes for school-age children, sports 

grounds, etc. The highest quality business-class housing is provided by construction in 

compliance with the state building standards and the existing international quality management 

system standards. This approach fully meets the marketing requirements. In this case, it is 

expedient to use high-quality construction material both domestic and foreign manufacturers, 

and to apply building technologies that allow to receive environmentally safe and energy-

efficient housing. The elite-class housing construction is oriented primarily to wealthy citizens 

who have achieved significant results in life (in trade, management, politics, sports, etc.) due to 

their own exceptional abilities. That is, the housing of the elite class is a home for the successful. 

Its location - the central and prestigious areas with a comfortable highly developed infrastructure, 

the presence of a beautiful view from the window, the proximity of the recreational zone (park, 

beach, water bodies, etc.). The residential complex benefits from a small total number of 

apartments, each of which is equipped with modern household appliances and communication 

systems. In the interior building complex it is necessary to arrange an interesting landscape 

design with green areas and flower beds, to place sports grounds, playgrounds, playgrounds for 

school-age children. Obligatory is the enclosure of the territory with access control, round-the-

clock video surveillance, the presence of an underground parking, in which one or more parking 

spaces are located on the apartment. The elite class apartments feature an elevated space that 

provides comfortable or free planning, or the possibility of redevelopment. An important 

requirement for elite class houses is the presence of a high ceiling, which is harmoniously 



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

 
260 

combined with panoramic glazing. Window constructions from floor to ceiling replace 

wallpapers and wall paintings in picturesque landscapes outside the window, visually expand 

the space, conventionally combining the room and the street; allow better illumination of the 

room with sunlight, thereby improving the person. Caring for the vital interests of users of elite-

class housing is manifested in the zoning of guest space, recreation area, fitness, spa zone, 

swimming pool, cozy green area, the presence of at least two bathrooms. 

 

5. CONCLUSION 

The main provisions of Odessa City Development General Plan, in whole, respond to the 

marketing principles as they are focused on consumers, focused on the final social-economic 

result, priority of long-term interests and complexity of approaches to reach the set aims.   

Implementation of Odessa City Development General Plan is usually coordinated with Odessa 

City Social and Economic Development Strategy up to 2022; takes into account the general 

national interests and regional and city special features; responds to the requirements of market 

economy; provides for introduction of modern social-political, social-economy, institutional 

and scientific-technical and other ideas into business practice. The main priorities of stable 

development of Odessa City are: solution of social and economic problems of population, 

preserving the historical legacy, increase of natural resources potential, creation of natural 

environment healthy for people, enrichment of territory ecological safety, structural movements 

in economy to the development of science, education, servicing, recreation and tourism.  

Number and proportion of population within the settlers under welfare and social status 

determines conduction of proper marketing commodity policy by the developer within the 

terms of the scales of dwelling construction by categories: social, economy-class, business-

class, elite-class. The price policy of the dwelling sale must be differentiated and take into 

account the solvency of population. Effective marketing support of city dwelling construction 

development provides for keeping balanced commodity, price, distribution and communicative 

policy.  
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ABSTRACT 

The possibilities of information transfer, and in particular the dissemination of the Internet and 

the recognition of information as valuable and important development factor, have led to the 

increase of the importance of monitoring in recent years. A specific problem is not only  the 

access to information, but verification of the information. The development of regional tourism 

products requires a special interdisciplinary approach in the field of development policy, its 

programming and planning, taking into account economic, spatial and administrative aspects. 

The aim of this study is to show the importance of access and verification of information in the 

development of regional products in tourism. An important aspect is to present the problem 

based on the opinion of entities that shape such products related to the development of tourism. 

Therefore, this study presents the results of a survey carried out among the creators of the 

tourist offer on the example of the city of Gdynia. The main objective of the study was an attempt 

of the respondents to assess access to information, information and the willingness to have 

market information at particular stages of the tourist product development of the area. It was 

assumed that the information chaos and the lack of a monitoring system and data presentation 

shows significant weaknesses in the harmonious development of the tourist function of the city. 

The results of the study clearly indicate the need to intensify activities for the acquisition and 

processing data that broadens knowledge about the market. This will significantly increase the 

quality of tourist products in Gdynia and increase the  tourists’ satisfaction. 

Keywords: city development, market information, tourism product 

 

1. INTRODUCTION  
Effective development, both on a local and regional scale, depends on the response to factors 

and phenomena determining the activity of business entities in a given area. An effective 

development policy should take into account the needs of entrepreneurs. Knowledge about the 

socio-economic environment of enterprises is essential for the sustainable development of the 

area. It seems to be a necessity to conduct activities, which include (Czochański, 2013, p. 2013):  

• diagnosing the state of socio-economic, environmental and pre-spatial situation, 

• monitoring changes in states, phenomena and processes, 

• analysis of development trends and detection of their creation mechanisms, 

• forecasting of development directions, 

• inference, evaluation and reconsideration for subject policies, 

• directing, introducing corrections and verifying phenomena and accomplishing tasks, 

• forecasting changes and achieving effects (factual, financial, social and other). 

 

All these issues require access to a wide range of information. Information is usually disordered 

and their scope is very wide. In the era of general access to the Internet, we can gain a whole 

lot of knowledge that is difficult to transform into useful information (Smalec, 2014a).  
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The implementation of planned tasks related to the acquisition, processing and sharing of socio-

economic information, based on a uniform comparable methodology and systematic, allows  

much more effective and economically justified activity. In the literature, we can find studies 

on the relationship between obtaining market information and creating products. They refer 

mainly to the activities of enterprises. Noteworthy is the study by S. Hart, N. Tzokas and M. 

Saren (Hart, Tzokas, Saren, 1999, p.30). The authors proposed a conceptual model in which 

many general elements combine in the aspect of developing new products. These elements 

include, among others: the use of market information, perceived usability of information, types 

of created products, organizational solutions related to the process of building products and 

others. D. Dąbrowski (2009, p.7) wrote about the essence of market information in the 

construction of products, noting that the method of acquiring market information depends 

mainly on the development stage of the product. In the empirical context, the work of Ch. 

Moorman, who noticed that the excess of market information flowing into the company may 

affect the result of the research (information overload). (Moorman, 1995, p.329). The quality 

of the process of obtaining this information is also very important for the value of acquired 

information and the opportunities of using it. The low quality of this process may also lead to 

wrong organization decisions. In the context of proper acquisition and use of information, one 

should also take into account the specificity of the competitive environment and the risks of 

obtaining data. Individual business entities operating in given area, operating under competitive 

conditions, usually do not cooperate with each other in obtaining and exchanging information. 

The data may be incorrectly processed. Acquiring data regarding competition may also limit 

innovation, as it leads to duplication of solutions and limits creativity. (Frishammar, Horte, 

2005, p.259, Dąbrowski, 2009, p.7, Kotylak, Małachowski, 2017, p.759). The tourist product 

of the area has its specificity (Holloway, Robinson, 1997, p.118-119, Altkorn, 2000, p.11). 

Many features, such as network connectivity - products are created on the basis of many related 

activities of various entities (Wanagos, Smalec, Małachowski, 2017, p.701) make the task of 

acquiring market information in the product context usually rest on non-governmental 

organizations or local government organizations (Sołtysik, 2013, p. 8). System solutions in this 

area are taken very rarely because they are expensive. However, due to the development of the 

market and the growing information needs, they are becoming more and more appropriate. 

Process of creating tourist products is based on the specificity of the area (Smalec, 2014b, p.43). 

Identifying the potential of a place is the basic step of strategic development decisions.  

Possibilities for the development of diversified functions, relying on forecasting changes is the 

basis for creating effective solutions and successes of individual entrepreneurs, and thus the 

entire city. 

 

2. PROCESS OF THE TOURIST CITY PRODUCT CONSTRUCTION AND 

INFORMATION  ABOUT MARKET 

In the literature a tourist offer related to a specific city, region or other geographical unit (eg a 

national park) is referred to the tourist product of the area. Such a product is closely related to 

the place where it is made. Literature usually lists such features of the product as complexity, 

complementarity, diversity, synergy (many entities, different relationships, different standards, 

etc.) (Kaczmarek, Stasiak, Włodarczyk, 2005, p.110, Panasiuk, 2006, p.18). In addition, many 

specific features appear in various stages of product development, which becomes extremely 

important in the context of obtaining and using market information. The following stages can 

be mentioned in the process of creating the tourist product of the area: phase 1 - preparation of 

the product concept, phase 2 - transformation of the concept into a product, phase 3 - launching 

the product and its commercialization, phase 4 - quality and efficiency control, phase 5 - product 

improvement. It is worth mentioning that, according to Deming's concept, the 4th and 5th phase 

is usually inscribed in the product development and the activities related to these stages should 
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be implemented in a continuous mode - be repeated (Deming, 1982, p.2). The main groups of 

market information at each stage are presented in Table 1, which were proposed in accordance 

with the results of the study (cf. Chapter 3). 

 

Table 1: Main groups of information at individual stages of the tourism product development 

of the area (own study) 

Development stage Types of information 

Preparation of the 

product concept 

- information about the entities involved in the creation of 

the product (their functions, capabilities) 

- information about the resources of the area and entities 

shaping the product 

- information about complementary products 

- information about potential buyers (mainly needs and 

preferences) 

- information about competitive products, including 

substitution products 

- information about social conditions (mainly concerns the 

acceptance of residents) 

Transforming a 

concepts into a product 

- information about legal conditions 

- information about financial conditions 

- information about social conditions (residents) 

- information about technical conditions (infrastructure) 

Launching the product 

and its 

commercialization 

- information about the costs of entering the market 

- information about the impact on the environment 

- information about benefits for local entities 

- information about channels and communication 

techniques 

Quality and efficiency 

control of the product 

- information about benefits for residents (social and 

economic) 

- information about the opinions of tourists 

- information about benefits for the industry 

- information about the impact on the natural and cultural 

environment 

Product improvement - information about the possibilities of the participating 

entities 

- information about the competition 

- information about the impact on the environment 

- information about the acceptance of residents 
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The general division of the market of information proposed in the literature is described as 

information on buyers, information on competition, general market information (Dąbrowski, 

2009, p.12). In the context of a tourist product, the information is described as: 

• information about buyers - should be interpreted as information not only on tourists, but 

also hikers and residents, who make up a small part of customers, 

• information about competition - these may be other products and entities in a given area, 

but also products with similar functions in other areas and those that constitute substitute 

products, 

• other market information - constitute a wide range of data, e.g. about the natural 

environment, about the social and cultural environment, about organizational aspects, etc. 

 

In the spatial approach (product of the area) in relation to the shaping of a specific function of 

the area, a very important role should be attributed to information on residents who are the main 

beneficiaries of benefits (infrastructure development, a wide range of services also available to 

residents - recreation, gas supply, raising living standards, higher income local government, 

etc.). On the other hand, residents can also bear the costs of developing a specific tourist 

function (transforming space - investments, environmental pollution - including noise, etc.) 

(Ahn, Lee, Shafer, 2002, p.18, Kizielewicz, 2015, p.188). Information about the residents' 

acceptance is important at every stage of the tourist product development of the area 

(Markowski, 1999, p. 60, Wolska, Kizielewicz, 2015, p.148). 

 

3. THE ESSENCE OF MARKET INFORMATION IN THE ASSESSMENT OF 

GDYNIA'S TOURIST ENTITIES - METHODOLOGY AND ANALYSIS OF THE 

STUDY 

The aim of the study was to identify the information needs of tourism entities in the 

development of tourism in the city of Gdynia. The results illustrate the respondents' opinion 

regarding the access to information, the state of having information and the desire to have 

information in the process of developing the tourist product of the area. The survey was carried 

out from August 2017 to April 2018 in Gdynia. Gdynia is a city on the Gulf of Gdansk, 

inhabited by about 200 thousand. people (Statistic Yearbook of Gdynia City, pp.126-142)  with 

a dominant industrial and commercial function (mainly related to the seaport) (Urbanyi-

Popiołek, 2014, p.344). The tourist function of the City is a complementary function. It is not 

apparent from any City documents that the tourist function should be made a leading function. 

This City is an example of use the tourist potential to increase the importance of recreational, 

gastronomic and business services, as well as culture and sport. The members of tourist industry 

comes together as part of the Tourism Council Established by the City. At these meetings, 

problems relevant to the development of tourism are discussed. In the period from August 2017 

to May 2018, five meetings were held with the tourist industry of the city, in which 52 entities 

(both commercial and not-for-profit) participated in total. These meetings were used to 

implement the research objectives analyzed in this study. As a method, a diagnostic survey was 

carried out using a questionnaire technique. The structure of the surveyed entities can be 

equalized: 34% of hotel enterprises, 21% of catering enterprises, 6% of travel agencies, the 

remaining 38% are other entities. 81% are commercial entities and 19 are non-profit entities. 

In the first stage, respondents were asked to indicate groups of the most important information 

according to their opinions in the various stages of the tourism product development of the area. 

Respondents were to assign weight to specific information groups (on a scale of 1 to 10, where 

1 was the least important group and 10 the most important). Those  groups, where score 

exceeded the average score of 5 were accepted for further investigation. In the second stage of 

the survey respondents expressed their opinion indicating 1-10 to individual groups of 

information (1- lowest grade, 10 highest grade).  
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The assessment concerned three problems: the assessment of access to information in a given 

area, the assessment of knowledge in a given area, the assessment of the willingness to have 

knowledge of a given area. 

 

Table 2: Opinion of respondents on different groups of information at various stages of 

development of the tourism product of the area in terms of access, possession and willingness 

to own (own study) 
Development stage Types of information Access to 

information 

The status of 

having 

information 

The desire to 

have 

information 

Preparation of the 

product concept 

information about entities 

participating in the creation of the 

product (their functions, 

possibilities) 

8,3 4,5 5,6 

information about the resources of 

the area and entities shaping the 

product 

7,1 6,5 9,5 

information about complementary 

products 

5,3 4,5 7,4 

information about potential buyers 

(mainly needs and preferences) 

4,4 3,5 9,4 

information about competitive 

products, including substitution 

products 

5,5 3,4 8,3 

information about social 

conditions (mainly concerns the 

acceptance of residents) 

7,5 4,4 9,7 

Transforming 

concepts into a 

product 

information about legal conditions 8,4 7,6 9,5 

information about financial 

conditions 

5,7 8,3 9,8 

information about social 

conditions (residents) 

4,8 5,6 8,5 

information about technical 

conditions (infrastructure) 

8,2 8,5 8,7 

Launching the 

product and its 

commercialization 

information about the costs of 

entering the market 

7,3 8,5 9,8 

information about channels and 

communication techniques 

5,4 6,5 9,1 

information about the benefits for 

the entities shaping the product 

6,5 6,4 9,3 

information about the impact on 

the environment 

6,4 5,2 8,5 

Quality and 

efficiency control of 

the product 

information about the benefits for 

residents (social and economic 

8,5 4,3 8,8 

information about the opinions of 

tourists 

8,3 3,8 9,4 

information about the benefits for 

the industry 

5,2 4,7 9,8 

information about the impact on 

the natural and cultural 

environment 

6,3 3,4 7,4 

Product improvement information about the possibilities 

of participating entities 

7,6 8,3 9,7 

information about the competition 4,3 5,4 8,8 

information about the impact on 

the environment 

6,5 4,3 7,6 

information about the residents' 

acceptance 

8,4 4,3 7,7 
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Analyzing the results of the study, it can be noticed that the highest values of respondents' 

assessment appear with the 'willingness to have information', slightly lower ratings were given 

for 'available to information', and the lowest for 'information possession'. Unfortunately, it 

results from the fact that the state of knowledge of the entities is not considered very high. 

Despite the fact that they recognize that access is quite large, the state of having information is 

relatively low. The most desirable information (on average over 9 points) includes: information 

on the resources of the area and entities shaping the product, information on potential buyers, 

information on social conditions (residents). In the product verification stage, the most 

anticipated are: information about costs of entering the market and information on the opinions 

of tourists and benefits for the industry. What is quite surprising, is the fact that the surveyed 

entities have very little assessment of their knowledge. Despite the wide access to various 

sources of information, entities do not fully use it. They assess knowledge about buyers very 

low (3.5). At the same time, it should be emphasized that this is information that is highly 

regarded as desirable (9,4). Respondents also lowly assess the state of their knowledge in the 

field of information on competing products. Undoubtedly, knowledge about the market, its 

elements and condition is a very valuable resource for entities shaping the tourist product of the 

area. The research shows that all entities declare the will to expand it. 

 

4. CONSLUSION  

The development of the tourist product of the area requires the cooperation of many entities 

and use of a lot of information. The specificity of such product - its complexity and 

complementarity, the involvement of various entities (commercial and non-profit), creates 

unique conditions for the process of obtaining market information. Organizing the scope of 

obtaining information usually depends on the specificity of the place and the product itself. 

Entities shaping the tourism product of the area use market information to achieve the desired 

effects. From the research conducted on the example of Gdynia, it can be seen that the 

knowledge of entities building the city's tourist sub-region and obtaining information is 

insufficient. The evaluation regarding the state of knowledge is low in research. However, the 

assessment of the desire to posses the information is on high level. It follows that entities 

express a desire to have a much larger range of information than they have. The most valuable 

information for the surveyed entities is information about the client and financial aspects. The 

knowledge about the market is needed for entities shaping the product at every stage of product 

development. The scope of information obtained and used depends primarily on the activity of 

these entities, indication of the desired knowledge and their organization. 
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ABSTRACT 

The integration of Ukraine into the international economic environment meets the general 

principles of civilization that dominate at the present stage of the world economy. Globalization 

as a systemic geoeconomic and geopolitical phenomenon leads to increased risks for Ukraine 

considering its inadequate competitiveness, and therefore the search of a vector for own path 

of development, an effective management format for the domestic economy is the guarantee for 

successful integration into the global economy. Education, considered as an element of the 

innovation economy, plays a fundamental role in preparing the intellectual resources of the 

country not only for producers, but also for the social sphere, that is the role of education 

extends beyond the triad: education, science and production. The economic success of 

development of a higher educational institution depends directly on its competitiveness in the 

education market, on the chosen development strategy, the diversification of commercial efforts 

– all areas of activities specific to the brand of a higher educational institution. Brand in the 

field of education is the guarantee of quality of an educational service or a scientific product 

obtained, its reputation, image, associations that arise in the minds of people when they see the 

attributes of an educational institution. The brand in current environment is also a part of all 

the processes in activities of the higher educational institution, and such marketing 

communication tools as advertising, public relations, introduction of educational start-ups, 

educational fairs or conferences, training seminars, trainings, coaching intensities, direct 

mailing, supporting materials, etc. play an important role in the educational and informational 

brand of a higher educational institution. Considering these tools as brand translators is a 

good way to understand their role. They allow to transfer the educational drivers of a higher 

educational institution. The process of creation and promotion of brands of higher educational 

institutions corresponds to the modern market conditions of development of society, which have 

inherent characteristics such as globalization and chaotic nature. In such conditions, the brand 

has certain advantages which enable it to remain competitive and to achieve commercial 

success. However, modern educational modernizations do not always contribute to the rapid 

response of higher educational institutions to numerous changes. From an organizational point 

of view, branding is a set of consistent measures aimed at creating a holistic and consumer-

friendly image of a higher educational institution, whose algorithmization allows to visualize 

this process and to simplify the construction of the brand as much as possible. Consequently, 

all integration processes of higher education are aimed at getting out of a tight framework 

taken as a "start". Nowadays the integrated educational branding is offered as an ideological 

adjustment for educational marketing.  

Keywords: brand, branding, brand translators, higher education, integrated educational 

branding 

 

1. INTRODUCTION 

System modernization of the domestic economy as a dominant mechanism for increasing its 

profitability is capable of integrating the powerful potential of the country and externalizing it 

into general national enrichment (Makashev M. O., 2004). Increasing the economic potential 

of Ukraine to the level of developed countries will provide an additional impetus from 
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integration with other countries on a parity basis by attracting additional external resources – 

financial, innovative and intellectual into the economic turnover (Rotov A.S, 2010). The 

innovative economy needs advanced technologies and equipment, a new educational system 

that will provide updates of intellectual potential. The determining role in training specialists 

and establishing scientific and technical, cultural and educational ties which form the 

educational system belongs to the institutions of higher education. The use and dissemination 

of new knowledge becomes the basis of national competitiveness and the basic pre-condition 

for the intensive growth of the country's economic potential. The fundamental scientific 

research offers new knowledge to people which transforms into technology and products of 

knowledge-intensive production, stimulates the productivity growth, the reduce of material and 

energy consumption, the increase of the competitiveness of social production, accelerating the 

pace of accumulation of social income, changing the motivation of labour, improving the 

general welfare of citizens in the country. (Abalmazova M. E., 2013). Scientific potential as the 

component of innovation potential is determined by the aggregate of resources and 

organizational, managerial forms for productive realization of opportunities not only in the 

sphere of science, but also in education, production of any system (of an enterprise, territory, 

industry, country). Thus, the relationship between science, education and production creates the 

preconditions for the development of scientific potential. In turn, the state acts as a key investor 

in the Ukrainian educational system, since such costs are of social benefit. Therefore, the 

economic success of the development of a higher education institution directly depends on the 

competitiveness of the higher educational institution in the education market (not only domestic 

but also international), on the chosen strategy of development, diversification of commercial 

efforts – all areas of activities inherent in the brand of the higher educational institution. A 

brand in the field of education is a guarantee of the quality of the educational service or 

scientific product obtained, its reputation, and image. 

 

2. CONCEPTUAL AND METHODOLOGICAL BACKGROUND OF THE BRANDING 

THEORY OF HIGHER EDUCATIONAL INSTITUTION 

The process of creation and promotion of brands of a higher educational institution complies 

with the modern market conditions of the development of society with inherent characteristics 

such as globalization and chaotic nature (Makasheva Z.M., 2010). In such conditions, it is the 

brand that provides certain advantages to a higher educational institution which enable it to 

remain competitive and to achieve scientific, educational and commercial success (Serkova 

E.V., 2010). The conceptual and methodological basis of branding theory was laid in the 

fundamental works of scholars such as D. Aaker, G. Armstrong, B. Vaneken, S. Davis, F. 

Kotler, S. Kumber and others. The main models and branding tools are presented in the studies 

of foreign and domestic experts (A. Bayle, S. Van Gelder, A. Dilgach, S. Kumber, V. Pertsiia, 

E. Popov, K. Seriohina, O. Serebrennikova, A. Tsvetkov, P. Chernomaz). Although the 

provision of basic branding tools creates productive preconditions (Zavhorodnia T.V., 2010) to 

achieve certain positions in the market of educational services and to ensure decent competition, 

the important theoretical and practical problems of generalization and analysis of the essence 

and classification of brands of higher educational institutions, the problem of formation of an 

educational brand of a higher educational institution as a source of marketing communications 

and as an effective factor for increasing competitiveness of the national higher education are 

still unattended today.  

 

2.1. Peculiarities of Formation of Integrated Educational Brand of Higher Educational 

Institution as a Source of Marketing Communications 

Nowadays, the most powerful countries of the world in terms of economy have the status of an 

information society, in which the primary importance belongs to the educational sphere.  
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Similar problems are faced by the national system of higher education. In order to fully meet 

the latest requirements, modern higher education institutions should actively use innovative 

marketing tools in their activities including advertising and public relations. At the same time, 

the aggregate of methodological marketing tools actively used by educational institutions is 

characterized by the absence of a holistic concept of branding, innovative activities directed at 

the formation and development of a brand. This significantly make actual the need for a 

comprehensive scientific study of the theory and practice of the brand formation of a higher 

educational institution. Meanwhile, the brand is considered an effective tool that helps to better 

orient in the diversity of educational services and is one of the most important factors for 

increasing the competitiveness of a higher educational institution. In other words, owing to the 

brand of a higher educational institution, consumers, on the one hand, receive a certain range 

of guarantees regarding the quality of educational services, and on the other hand, the brand 

ensures loyalty of the audience and raising the level of consumer awareness. In general, brand 

building begins with the establishment of a higher education institution that will be its 

embodiment. In case of the need to build a brand for an existing institution of higher education, 

the step of "establishment" is skipped. In the study, the branding of a higher educational 

institution is defined as the process of creating, developing and managing the brand, the main 

way to identify the higher educational institution, the tool for its introduction into the market 

and establishing a long-term communication with consumers. From an organizational point of 

view, branding is a set of consistent measures aimed at creating a holistic and consumer-friendly 

image of a higher educational institution, whose algorithmization enables to visualize this 

process and as much as possible simplify the building of the brand. While developing the brand, 

it is important to take into account that the main consumer of educational services are students 

obtaining higher education – those studying or having a desire to study at the higher educational 

establishment in order to obtain the appropriate degree and qualification. However, it is worth 

not neglecting another group of consumers, which includes the parents of future students who 

take part in the decision making as to the choice of a higher educational institution as well as 

companies that are interested in obtaining higher education by their employees. This will help 

to identify the sources of marketing communications with all consumer groups and increase the 

productivity of this dialogue. All processes of the branding algorithm must be consistent with 

the philosophy of the object which essentially prompts other people to act in accordance with 

their goals and is considered as a system of guiding principles that is the basis of action taken 

by the employees in relation to each other and to the consumer (students, post-graduate students, 

etc.). In the course of the study, it was determined that algorithmization of branding 

characterizes the process of branding of a higher educational institution in one plane, but in fact 

the process of branding develops in a spiral way, otherwise, further development and promotion 

of the brand would be blocked because its "life journey" is very short. The idea of a spiral form 

of the development of history appeared on the principles of dialectics. In the light of the 

"negation of negation" law, the development of history splits into separate, relatively 

independent stages, where each subsequent stage is associated with the previous negation – a 

necessary and essential element of development. At the beginning of the last century, 

academician V. Vernadskyi formulated the role of human intelligence as a productive force of 

global scale and linked the further development of mankind with science, intelligence and 

humanism, that is, with "noospherization," so it is no coincidence that the structure of the 

integrated brand of a higher educational institution in this study symbolizes a solar system 

which naturally holds the brand of a higher educational institution, the brand of organization, 

the brands of its services, the brand of territory, the brand of events, the brand of intellectual 

property products and even the brand of personality in the orbit. Each of the "planets" rotates 

in its own orbit, so it has a strategy for development and promotion, has specific tasks which in 

aggregate are consistent with the general strategy of the higher educational institution and are 
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focused on the general consumer. Take into account the specific features of educational 

services, the integrated educational brand of a higher educational institution can be defined as 

the process of forming a set of techniques and methods that can bring the developed brand of a 

higher education institution to the consumer of educational services and form the image of an 

educational institution in his mind and thereby providing effective assistance for an entrant in 

the perception and analysis of the distinctive features and advantages of one or another higher 

education institution. That is, in this context, the brand of a higher educational institution 

represents the expectation of consumers of educational services in terms of obtaining a specific 

benefit as a result of education, taking into account not only obtaining a particular specialty, 

but also further career development. Thus, the strategy of the "spiritual" leadership is clearly 

defined as the vector of success of a higher educational institution in general and branding in 

particular. It is this strategy which makes potential consumers interested in high-quality, 

emotional values of the brand of a higher educational institution.  

 

2.2. The Role of Integrated Marketing Communications in the Context of Successful 

Functioning of Higher Educational Institution  

Productive application of integrated marketing communications by higher educational 

institutions and the introduction of new methods of their management require, first of all, the 

definition and understanding of the essence of such concept as "integrated marketing 

communications" (Siniaieva I.M., 2012). Depending on the tasks set out by individual scientists 

and researchers in their works, there are different approaches to the interpretation of the term 

"integrated marketing communications" (Krasyuk I.M., 2013). It is believed that the concept of 

"integrated marketing communications" combines all the tools of marketing communications, 

from creating an image to the formation of a picture, from advertising to a system of appeals or 

creating a separate slogan (Becker E.G., 2012). In general, the specificity of integrated 

marketing communications is made actual in the use of all means of marketing communications, 

whose task is to transmit the value message to the target audience. Nowadays, the successful 

management of a higher educational institution requires full orientation towards a specific 

consumer of goods and services with long-term relationships, and not to segmental consumer 

markets (Sharkov F.I., 2006). Therefore, a stable competitive position of a higher educational 

institution in the market is ensured by the integrated marketing communications as the only 

functional area where all means of marketing communications are coordinated and based on 

the use of a single logo (Schultz D.E., 2004). This is a new way of understanding branding from 

the standpoint of consumers. For a modern institution of higher education, taking into account 

all factors of the educational environment, such an approach is extremely relevant, in particular, 

the orientation towards a particular consumer of educational services. Focusing on the use of 

integrated marketing technologies when building the brand of a higher education institution, it 

was noticed in the study process that their peculiarities should be taken into consideration, 

namely, paying more attention to consumers of intellectual property products (or educational 

services), their users and potential clients, rather than the main tasks of the educational 

institution to increase sales or profit. Thus, the essence of integrated marketing technologies 

lies in the coordinated communications with the needs of consumers in focus and in order to 

create the value of intellectual property products which differentiate it from products of 

competitors in the minds of consumers. However, the productive use of integrated marketing 

technologies for the successful communication of a higher educational institution with a 

potential consumer of educational services is preceded by their "modelling", which primarily 

involves identifying a target audience and developing a well-coordinated program (concept) for 

promoting an intellectual property product or educational service in order to get the desired 

reaction of consumers. The concept of integrated marketing communications is the 

development of a single program for a marketing campaign, personal sales, sales promotion 
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and public relations (Sharikov F.I., 2006). However, in our opinion, this approach only partially 

reveals the elements of the integral marketing communications complex of the higher 

educational establishment, since the means and techniques used by the indicated 

communications are much wider and go beyond the scope of the use of the presented means 

only. Modern institutions of higher education currently have the opportunity to use integrated 

marketing communications which combine advertising, direct marketing, promotion, personal 

sales, public relations, marketing publications, exhibition marketing, interactive marketing, 

corporate identity, sponsorship, unplanned communications, and others (Kotler F., 2011).   

Thus, there is a need for higher educational institutions to conciliate and coordinate all efforts 

in the field of promotion of educational services, namely the use of integrated marketing 

communications, their "modelling" which is a system of elements of marketing 

communications. It enables to integrate individual messages in order to ensure consistent and 

targeted impact on different groups of communications recipients. In this case, the values, 

contained in the brand of the higher education institution and transferred to a consumer, form 

the fundamental part of the integrated educational branding platform of a higher educational 

institution. 

 

3. MODELLING THE PLATFORM OF INTEGRATED EDUCATIONAL BRAND IN 

MARKETING COMMUNICATION SYSTEM OF HIGHER EDUCATIONAL 

INSTITUTION  

Proper development and application of the concept of integrated educational brand of a higher 

educational institution is one of the important strategic tasks for the heads of higher educational 

institutions. At the same time, any activity regarding the positioning of a higher educational 

institution in the minds of consumers of educational services should be based on the 

understanding of the importance of both educational goals and objectives by the administration 

as well as on the building of a platform for the formation of the brand (Hryshchenko I.M., 

Krakhmalova N.O., 2012). The platform of an integrated educational brand of higher 

educational institution is built and structured on the basis of in-depth monitoring carried out at 

different decision-making levels. The place of the platform in the general scheme of building 

an integrated educational brand of a higher educational institution and its detailed structure are 

modelled according to educational goals, needs and tasks of occupational training of future 

specialists at a higher educational institution. The values contained in the integrated educational 

brand of the higher education institution for the consumer of educational services form the 

fundamental part of the platform of the integrated educational brand of a higher educational 

institution. 

 

3.1. Platform of Integrated Educational Brand of Higher Educational Institution 

The functional benefits identified at the stage of the object creation (individual educational 

programs of the higher educational institution, training courses, providing of educational 

innovations, special professional staff of the higher educational institution, etc.) are the primary 

internal identifiers, according to which the consumer of educational services determines 

conformity of the values of the integrated educational brand of the higher educational institution 

with his own attitudes. As for the secondary benefits, they arise for consumers in direct contact 

with a higher educational institution, but they should be realised and recognized before 

establishing this contact, because this understanding will be the pivot for building the external 

identification of a higher educational institution. Secondary advantages include the social, 

mental and spiritual benefits, the understanding of which helps to create a brand code, a DNA 

of a higher educational institution, which ensures the unique nature of the integrated educational 

branding of a higher educational institution in the modern world. In turn, social benefits provide 

consumers with the ability to identify themselves with a particular social group (self-
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identification), to express own educational mission. Thereafter, mental benefits support a 

person's confidence, inspiration, good mood, pleasure, psychological rest, the intense 

perception of authenticity. This measurement really penetrates into the personality. In this case, 

the brand affects what most of us would call a soul. Mental benefits influence the personal 

transformation, so they can change or contribute to the development of a new understanding of 

oneself, and we firmly believe that some of the best integrated educational brands of higher 

educational institutions of tomorrow will play the role of a personal coach that will contribute 

to the mental development of branding consumers. Spiritual benefits are perception of global 

or local responsibility, a sense of belonging to the solution of global problems of society, the 

introduction of further cultural development, innovation of higher educational institution. Thus, 

the platform of the integrated educational brand of a higher educational institution is an 

instrument for forming a unique set of elements of an integrated educational brand of a higher 

educational establishment that will enable it to differentiate in difficult market conditions. An 

important key element of the brand platform is its legend and mission. The legend of the 

integrated educational brand of a higher educational institution is the history of its origin 

presented in the form of interesting facts and based on historical components. The legend 

defines "the age of brand", describes its history and largely determines its further development. 

The mission of the integrated educational brand of a higher educational institution is the purpose 

for the brand to exist, which is presented in the most general brief form and often expresses the 

main reason for its existence, it is a fundamental program statement that defines the most 

important principles of functioning and development, gives a message to the external 

environment about its aspiration and promotes the formation of a certain image of an 

educational institution and the creation of a corporate spirit. The final element of the platform 

of the integrated educational brand of a higher education institution is the appearance of a higher 

educational institution, which includes elements enabling to create a visual identity of the brand 

and to make it distinct from competitive brands. The external elements for the identification of 

the platform of the integrated educational brand of a higher educational institution are as 

follows: name, logo, graphic, slogan, form, colour or colours, sounds (anthem), movements – 

all constituents forming the final image of a higher educational institution that involves work 

over the formation of elements of corporate culture and corporate identity, the search for a 

productive strategy, own identity and the benefits of educational activity, which in the future 

will turn into stable values which will provide a long-lasting stable associate perception by the 

target audience (Lavlok K., 2005). Promotion of the integrated educational brand of a higher 

educational institution involves the use of traditional marketing tools, the complex of which is 

aimed at creating own favourable image in order to form the competitiveness of a higher 

educational institution. The system of marketing tools in this context is considered as 

educational marketing. The sphere of application of educational marketing is extremely wide. 

In general, it can be defined as the educational market where there is a production, demand and 

supply of a special type of product – educational programs, courses, textbooks, etc. There is a 

difference between the marketing tools of the economic and educational environment, but in 

general the channels of promotion are traditional. When forming a complex of elements of an 

integrated educational brand of a higher educational institution, such an important direction of 

communication activity should be taken into consideration as definition and satisfaction of the 

informational needs of teachers, employees, current students and other persons in the internal 

environment because in turn they are also channels for the transmission of information to the 

target audiences (Kotler F., 2011). So, it can be concluded that in order to achieve the goals, 

the higher educational establishments are productively employing various communication 

means and their combinations, which ensure the simultaneous disseminating and obtaining a 

wide range of diverse and necessary information. In the process of studying the communication 

activities of higher education institutions, the "deep treasure" of the peculiarities of integrated 
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marketing communications was also focused on. Thus, it has been established that the 

distinctive features of integrated marketing communications at a higher educational 

establishment are:  

• a conscious marketing activity of an educational institution in a competitive environment 

(which, accordingly, has its own goals and nature of persuasion and aims at achieving 

tactical and strategic objectives); 

• definition of not only educational goals and strategic tasks, but also forms and tools used 

both simultaneously and consistently in the process of communication and are mutually 

agreed; 

• provision of the ways to receive feedback and its availability (in which the response of the 

recipient of information is simultaneously a signal for further actions of the higher 

educational institution); 

• multilevel nature of communication, the implementation of which includes successive 

stages (levels); 

• the possibility of calculating the economic effect of communication activities (which is a 

distinctive feature associated with the economic nature of marketing communication); 

• economy of the communication budget due to a thorough approach to the selection and 

coordination of elements of integrated marketing communications.  

 

Thus, given the distinctive features of integrated marketing communications in the "modelling" 

process of the platform of the integrated educational brand of a higher education institution, it 

is finally appropriate to use only those combinations of integrated marketing communication 

tools that are best suited for productive achievement of strategic goals; the choice and intensity 

of the use of a complex of communication elements are important not only for the higher 

educational establishment, but for all other members of the communication process. 

Using a systematic approach in selecting the channels for promoting a brand of 

educational service or a brand of a higher education institution as a resource in consumer 

competition, the integrated educational brand of a higher education institution will strengthen 

the authority and trust to this higher educational institution.  

 

3.2. Research of Introduction Productivity of Integrated Marketing Communications in 

Activities of Higher Educational Institutions  

The integrated educational message within the platform "modelling" for the integrated 

educational brand of a higher education institution will enable to achieve the goals with greater 

productivity by providing accurate and understandable information to the target audience. In 

terms of promoting an integrated educational brand with advertising tools, the brand acts as an 

agent of influence on consumers. It is the carrier of psychological, cultural, ideological 

characteristics that make it possible to consider the capital of an integrated educational brand 

of a higher educational institution as a source of innovation in the field of education 

management. The development of an integrated marketing communications system in the 

context of the platform "modelling" for the integrated educational brand of a higher education 

institution is one of the final stages of creating a brand that includes:  

1. Media planning (provides the contact of the target audience with an advertising message). 

2. Production of advertising products. 

3. Placement of advertising products in communication channels. 

4. Integrated "loyalty programs".  

 

It should be noted that consumer loyalty to a higher educational institution has certain features 

related to the length of repeated addressing to it (in Ukraine, this is actually connected with the 

periodicity of the admission campaign to higher educational institutions).  
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The formation of a loyalty vector by a customer of educational services is the first impression 

on the contact with a higher educational institution which has credibility. Such a situation 

should be supported throughout the whole period of cooperation with a higher education 

institution. It stimulates a potential consumer of educational services to choose one or another 

institution of higher education and promotes the advice to other consumers of educational 

services. Loyalty of consumers of educational services at a higher educational institution is 

supported by the "modelling" of a holistic concept of the integrated educational brand of a 

higher educational institution. There are currently around two dozens of approaches to assessing 

the value of a commercial brand in the world, but based on a variety of techniques, there is a 

number of similar indicators: brand history; stability of situation in the market; coverage share 

of domestic markets; costs for support of advertising; legal protection, etc. (Sharkov F.I., 2006). 

However, the brand is an intangible asset of a higher educational institution (Rudelius V., 2005). 

Creating and promoting an integrated educational brand of a higher education institution is an 

educational innovation that helps to create and maintain the brand value through the use of 

integrated marketing communications, which increases the productivity of its promotion. 

Therefore, the creation of a powerful integrated educational brand of a higher education 

institution is not simply a combination of a combination of technologies, but the systemic 

advancement of the educational services at the market and the permanent impact on potential 

consumers of educational services. Scientific and educational activities of the higher 

educational institution in conjunction with the "modelling" of the integrated educational brand 

of the higher educational establishment creates its unique image, which promotes its 

strengthening and effective promotion in the market. In addition, there is a direct correlation 

between the integrated educational brand of a higher educational institution, commercial and 

academic success. That is why the modelling and continuous improvement of the platform of 

the integrated educational brand of a higher educational institution in the systems of marketing 

communications of a higher educational institution also have a strategic importance. In 

addition, it is important to distinguish the categories of "brand identity" and "brand image" 

because the image is how the brand is perceived, and identity is how it should be perceived. 

Associative perception is crucial for both concepts, and it is the basis for the communication 

process, the relationship between the brand and the consumer of educational services (Sharkov 

F.I., 2006). The difference is in the degree of coincidence between the expected and received 

perceptions, the task of the brendologists is to make this difference minimum that can be 

achieved through continuous monitoring of the market environment, conducting a consumer 

survey, audit and correction of the brand (Serkova E.V., 2012). Thus, the concept of identity of 

an integrated educational brand of a higher educational institution is related to its subjective 

perception by consumers of educational services. The positioning of a higher educational 

institution in the market of educational services also takes into account the geographical 

location of the target segment (finding and occupying a free niche of educational services, or 

competing in the existing one) and the presence of a competitive advantage. The task of 

positioning is to create competitive advantages for a higher educational institution. The 

geographic segmentation of the modern market is also a productive resource in the platform 

"modelling" of the integrated educational brand of a higher educational institution and is 

characterized by the emotional congeniality of the group of consumers, which provides general 

psychographic features and becomes a distinctive feature of modern segmentation. Therefore, 

the presence of a working platform of the brand and its clear positioning in the market create 

conditions for developing a strategy for managing the integrative educational brand of a higher 

educational institution. Thus, if the content of the strategy concept changes under the influence 

of the economic development of society, then the traditional approaches to understanding the 

strategy of platform "modelling" for the integrated educational brand of a higher educational 

establishment must constantly change and improve.  
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The specific feature of integrated educational branding of a higher educational institution, the 

strategy of "modelling" its platform, development, advancement in the market of educational 

services, its advantages (as the main tool for creating its stable associative perception) make up 

its content, and the external identifiers of the platform of the integrated educational brand of 

the higher educational institution (which make it possible to distinguish a brand by external 

features among its competitors) make up its content load and external appearance. The process 

of constructing a platform for the integrated educational brand of a higher educational 

institution and directly the very brand of a higher educational institution as the main source of 

marketing communications at a higher educational institution is the key element in achieving 

the strategic goal of commercial success by an educational institution during its operation in 

market conditions.  

 

4. CONCLUSION 

At the current stage of development of the market for educational services in Ukraine and 

abroad, the successful functioning of national higher educational institutions requires the full 

orientation to a specific consumer of educational services with long-term relationships, rather 

than to individual segmented consumer markets. Improving the level of educational services 

and the competitiveness of higher education institutions in modern conditions is largely 

possible due to the detailed study and implementation of innovative branding technologies for 

the effective management of its potential in practice in the educational sphere. The stable 

competitive position of the institution in the market of higher education is provided by 

integrated marketing communications as the only functional area where all means of marketing 

communications are coordinated, which is based on the use of a single integrated educational 

brand of a higher educational institution. It should be noted that the productive integrated 

marketing communications play a crucial role in the successful administration of an educational 

institution and significantly affect the importance of its competitive position in the domestic 

market of educational services and in other countries. The application of the integrated approach 

to marketing communications will make it possible to make the "economical" marketing 

activities of the higher educational institution actual. Despite the fact that branding technology 

has not been massively introduced in Ukraine, there are already competitive brands in the 

market for educational services, and not only on domestic scale, but also in the scope of the 

world educational space. The integrative educational brand of a higher educational institution 

ensures the efficiency in the implementation of important educational tasks. The platform 

"modelling" for the integrative educational brand of the higher educational institution promotes 

the consumers of educational services to make their choice balanced and correct, and what is 

most importantly, comfortable and productive. Moreover, the formation of an integrative 

educational brand of a higher educational institution adds the confidence in the future to the 

educational institution by stabilizing all business flows, minimizing the probable financial and 

other risks and costs for the development and further implementation of new projects. The need 

for an integrative educational branding of a modern higher education institution is due to 

competition between higher education institutions for qualification staff, consumers, and public 

funding. The integrative educational brand is the source of marketing communications for a 

higher education institution and is a kind of "subject" in the educational market which offers 

and promotes its "intellectual property product" in the form of educational services and 

educational product, brand-persons, brand-events, brand-organizations and others through the 

establishment of communications with consumers by using the optimal system of integrated 

marketing tools and technologies. The "modelling" of the platform for the integrative 

educational brand of a higher educational establishment provides the country with innovative 

development, economic independence and security of the country, develops its great economic 

potential.  
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ABSTRACT 

In the center of the city Odessa at the intersection of Deribasovskaya and Preobrazhenskaya 

streets there is an architectural monument of the XIX century - "Passage". Due to changing 

technogenic and natural factors, the "Passage" building was constantly undergoing minor 

deformations. However, since 2009 the intensity of deformation of the building has increased. 

To study deformation processes, geodesic monitoring was organized to study the draft of the 

building. To quantify the sediment of the Passage building, a method of high-precision 

geometric leveling with the beams of the second class program with a precision electronic level 

Dini 12 and a bar-code strip was used. Analysis of the results of observations served as the 

basis for an objective identification of the alleged causes of sediment. The main cause of the 

deformations was the local soaking of the soil of the base of the building as a result of water 

leakage from the damaged (spoiled) water-bearing communications that pass from 

Deribasovskaya street through the entrance to the "Passage". After the reconstruction of water-

bearing communications, deformation processes ceased. This made it possible to give 

recommendations on eliminating these causes and ensuring the normal operation of the 

building in the future. During the reconstruction of the street Preobrazhenskaya in 2017, the 

road surface was lifted to a depth of 1-1.5 meter, and the work was carried out by heavy road 

machinery and jackhammers. At the same time, reinforced concrete was started to reinforce the 

foundations of the "Passage" interior, also with the use of jackhammers in conjunction with 

existing foundations. The appearance of new cracks is presumably a consequence of these 

vibrational processes. Recent observations of the sediments of the building, carried out in 

March 2018, found discrete subsidence of up to 12-30 mm for almost half a year. 

Simultaneously, the electronic total station Nivo measured the roll of the outer walls of the main 

facades of the building. Calculation of the rolls was carried out by the method of coordinates. 

Roll in the direction of. Preobrazhenskaya street reaches 311 mm. 

Keywords: water-bearing communications, geodetic monitoring, geometric leveling, 

deformation processes, roll, building sludge 
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1. HISTORICAL AND CULTURAL VALUE OF THE ARCHITECTURAL 

MONUMENTS  

The ancient building of the Odessa "Passage", was built in 1898-1899, located in the city centre 

(on the corner of Preobrazhenskaya and Deribasovskaya streets) and one of the most beautiful 

buildings in the city. Persist the postcards (pic. 1.2), published before 1901, which are 

eloquently evidencing that the Passage became the pearl of the Odessa.  

 

Pic. 1:  The building of the "Passage" on postcards until 1901 

 

Pic. 2: General view of the "Passage" building in the early 19th century 

 

Pictures taken before the fire in 1901, as there a central tower on the roof. In the result of the 

fire, this tower on the roof was burnt and was not restored (pic. 3) 
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Pic. 3: Building "Passage" after the liquidation of the consequences of the fire 

 

On the building have a large number of sculptures and stucco (pic. 4-5), the main of them 

sculpture of Mercury protector of the trade and two sculpture of Fortune. Talented Polish 

architect L.L. Vlodek balanced harmoniously combined several architectural styles: modernized 

eclecticism, mixed style of Baroque and Renaissance, eclecticism and late modernity (interiors) 

and even the Moorish style (arches). At the time of commissioning, "Passage" was equipped with 

the most modern standards for that time - electric lighting, which was provided by own power 

station, steam heating, telephones, elevator. 

 

Pic. 4: Opened cracks on the facade of the "Passage" 

 

The inner courtyard of the hotel is closed by glass roof and creates a unique atmosphere of the 

European city with the refinement of architecture and sculptural compositions, inside of the 

hotel there is a whole street with shopping rows (pic.5) 
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Рiс. 5: The modern view of the gallery "Passage" 

 

Рiс. 6:  Sculptural groups symbolizing abundance 

 

Before the revolution in "Passage" were the most solid shops of the city: jewelry, perfume and 

haberdashery, gramophones and musical instruments, gastronomic, crockery, book and 

postcards. Besides, "Court Passage" Passage" was in the building of "Passage". In the years of 

the NEP, apart from the hotel and shops, the building housed various Soviet institutions. One 

of the most famous and the longest (about 100 years) that existed without changing the profile 

of the "Passage" element was the "Central Gastronome" (located in the premise on the first floor 

at the corner of Deribasovskaya and Preobrazhenskaya streets). The profile of the retail space 

store was changed only at the beginning of the 21st century. Nowadays, there is jewellery store 

and located in the hotel complex and shopping rows.   
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2. ARISEN PROBLEMS 

In 2017, in the old building of the Odessa’s "Passage", after reconstruction of water-bearing 

communications and foundations in 2015, reappeared the cracks. Presumed cause is soaking the 

loess-like soil of the base of the building and arising due to their uneven precipitation. [3] 

 

3. ANALYSIS OF RECENT ACHIEVEMENTS AND PUBLICATIONS, IN WHICH 

PRINTED THE SOLUTION OF THESE PROBLEMS 

The first visual deformation cracks of the "Passage" walls were detected in 2009. By the 

department of engineering geodesy of Odessa State Academy of Civil Engineering and 

Architecture  on the perimeter of the building were laid deformation sedimentary marks (pic. 7) 

and were made 4 cycles of high-precision geometric levelling with short beams of sighting by 

the electronic level DINI 12 according to the program of II class of accuracy. From the analysis 

of the results, it was concluded that significant local sediments (20-22 mm) of grades 12, 13, 16, 

17 are caused by soaking the soil of the foundation of the building from obsolete damaged water-

bearing communications, which run from ul. Deribasovskaya through the entrance to the 

"Passage" After their reconstruction, the fourth leveling cycle showed no further build-up of the 

building, and a mathematical-statistical analysis of the results confirmed that, in the absence of 

additional aggressive influences, the sediment would end in May 2019, increasing by 1 mm. 

However, in 2016-2017 years the capital reconstruction of the road surface and communications 

of the street of Preobrazhenskaya with excavation up to 1.5 m (pic. 8-9), which probably 

influenced condition of the building. [4-7] 

 

Рic. 7: Deformation marks arrangement 
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Рic. 8: Reconstruction of the Transfiguration Street in 2017 

 

Рiс. 9: Replacement of engineering networks near the "Passage" 

 

4. PURPOSE OF RESEARCH 

For a qualitative assessment of new deformations, finding out their causes, sources, and making 

recommendations for the elimination of possible disruptions, continued geodetic monitoring 

performed in 2009-2017.  

 

5. SUMMARY OF THE BASIC RESEARCH MATERIALS 

Geodetic monitoring continued with the observation of sediments of deformation marks and rolls 

of the exterior walls of the building. The measurement accuracy of the sediment was established 

in accordance with requirements with an average square error not exceeding ± 2.0 mm. This 

value is the starting point for selecting the observation method, the instruments and calculating 

the accuracy of determining the excess at the station. To determine the building sludge with an 

average square error of mn ≤ ± 2,0 mm, the method of high-precision geometric levelling by 

short beams of sight up to 25 m was used in accordance with the program of II class of accuracy 

using the high-precision electronic level DINI 12 and bar-code strip. Three base-points were 

used as a fixed base [4-9]. From the obtained results it follows that from August 26, 2017 to 

07.03.18 the building sludge was practically absent with the exception of grades 12, 13, 16, 17, 

18, 19 from 3 to 9 mm, M37 and M38 - 12 mm and M29 - 30 mm. There are no regularities in 

the development of precipitation, except that the first two grades are in the sensitive structures 

of the building-arches, and the M29 sediment is probably associated with reinforced concreting 

to strengthen the foundations of the "Passage's" interior with the use of jackhammers in 

conjunction with existing foundations [14-15]. 
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6. DETERMINATION OF THE SLOPE 

Building tilt were measured instrumental by electronic tachymeter series Nivo. The rolls of the 

walls were calculated by the coordinate method. The technical task was to determine the roll of 

the walls of the main facades from the Deribasovskaya street and Preobrazhenskaya street. In 

connection with a significant number of architectural elements, the challenge was to the 

determine the plane of the walls in terms of both height and height. The definition of roll of the 

building was carried out in height and in four levels. Due to the lack of measurement drawings, 

the distance between points along the length of the building was taken in such a way that the 

plane of the wall was designated. From the results obtained, it follows that the deviation of the 

walls from the side of Deribasovskaya ranges from 0 to 125 mm. At the same time, there are no 

regularities in the deviation of the building walls. The maximum deviation of the wall along the 

vertical is 125 mm. A significant variation in the deviation of the walls in the planned position 

takes place along the facade from the side of the Preobrazhenskaya Street. The deviation of the 

wall varies from 0 to 311 mm in the level of the fourth floor. Part of vertical deviations the 

middle of the building wall from the Preobrazhenskaya street in pictures 10. 

 

Pic. 10: Part of vertical deviations the middle of the building wall from 

 the Preobrazhenskaya street 

 

7. CONCLUSIONS AND RECOMMENDATIONS  

1. Precipitation of the building during the last cycle of geodetic observations in the period from 

26.08.2017 to 07.03.2018. develops unevenly and is the range from 0 to 30 mm. There is no 

possibility to establish the reasons for the development of the uneven deformation of the 

"Passage" building. At the time, the development of uneven deformation can be influenced by: 

- change in groundwater level including under the influence of reconstruction of the street of 

Preobrazhenskaya; 

• the impact of technogenic dynamic processes; 

• the influence of dynamic processes in the process of reinforcing foundations. 

 

2. Due to the fact that the interval between the penultimate and the last cycles of geodetic 

measurements is 6 months, it is not possible to establish the development of deformation in time. 

In this regard, and it is necessary to perform at least three more cycles of geodetic measurements 

with an interval of 1 month, in order to reveal the regularity in the development of the draft of 

the building in time.  

3. The maximum deviation of the roll from the side of the Preobrazhenskaya Street is 311 mm. 

In addition, the value of the roll is within the limits permitted by regulatory documents. [8] 
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4. It is advisable to install deformation marks inside of the building as an arch and as an along 

the perimeter of the exterior wall of the building from the east side. 

5. The building of the "Passage" requires constant geodetic monitoring during the whole period 

of its reconstruction.  
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ABSTRACT 

The problem of protecting territories from flooding is relevant for many decades. An effective 

way to protect buildings and structures from groundwater is to install vertical anti-filtration 

screens. But not always waterproof is at the reach of depth, and the construction of a horizontal 

screen will create additional difficulties. The arrangement of a horizontal screen under an 

existing building will require a large area of production, the implementation of labor-intensive 

soil development or the use of expensive horizontal directional drilling. It will also require the 

interface of the horizontal and vertical parts of the anti-filtration shield to provide protection 

from groundwater. The technology of the device of the conjugate anti-filtration screen under 

existing buildings and structures, which are located in areas subject to flooding, has been 

developed. In the article, the use of well boring under the slope and the device of conjugate 

anti-filtration screens using the developed screw equipment are considered. Drilling of inclined 

guide holes is carried out under the existing building at an angle, which ensures further 

coupling of the anti-filtration elements of the screen. Screw equipment is usually used for the 

arrangement of vertical wells and the auger is directed along the well being developed. In the 

developed technology the auger is located perpendicular to the guiding wells and is used for 

the development, transportation and mixing of soil with solutions. Anti-filtration screens, made 

with auger equipment, are formed due to intersecting elements, in the form of panels, which are 

formed by mixing the soil with cement mortar. A technological plan for the production of works 

to protect against flooding of existing buildings according to the developed technology is 

developed. The main technological processes, materials and equipment for the production of 

works are presented. 

Keywords: anti-filtration screen, auger equipment, flooding of territories, drilling of wells 

 

1. INTRODUCTION 

Industrial, urban, hydraulic engineering and meliorative construction caused an increase in the 

level of groundwater. As a result, underground water floods the sites of industrial enterprises, 

territories of cities, large settlements. The construction of anti-filtration screens is effective for 

protecting buildings and structures from groundwater. Vertical screens, join with the water 

repellent, overlap the filtering area [1]. If the water retainer is in inaccessible depth, then the 

construction of a vertical anti-filtration shield to protect existing buildings and structures from 

flooding is not appropriate. 
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2. ANALYSIS OF RECENT RESEARCH AND PUBLICATIONS 

Screw drilling is a type of rotary drilling of wells, in which the destroyed rock is delivered from 

the well to the surface by a screw, a drill pipe with a steel band wound on it. The destruction of 

the rock at the bottom of the well during auger drilling occurs by cutting and loosening the rock 

with a paddle drill bit [2]. The screw of the drilling rig (Figure 1) is directed along the developed 

well and is used for development with transportation of soil. Modern technologies allow feeding 

a hardening solution through a screw into the well cavity [3]. 

 

Figure 1. Drilling rig 

 

The construction of an anti- filtration screen along the building using the above drilling rig is 

labor-intensive. Drilling wells one after another with mating is done with many repetitions of 

operations or an increase in the number of installations. More efficient is the drilling of wells 

of rectangular cross-section. An alternative design of a drilling tool with a curved working 

surface is proposed at the Kazakh Polytechnic Institute. The bit is made in the form of a 

truncated sector of a flat disk (Figure 2).  

 

 

 

 

 

 

 

 

Figure following on the next page 
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Figure 2. Drilling tools for the formation of wells of rectangular cross-section: 

1 - body; 2 - teeth; 3 - hinges; 4 - slits for flushing liquid 

 

The working surface of sector 1 is equipped with carbide-tipped teeth 2. On the truncated part 

of the sector there are hinges 3 connecting the bit with a mechanism of cyclic action, for 

example an eccentric type rotated by drill pipes. The destruction of the rock at the bottom of a 

rectangular well occurs with periodic rolling of the bit along the face. In the bit body, slots 4 

are provided for passage of the washing liquid [4]. The drilling tool is designed to form vertical 

wells of rectangular cross-section that can be used to construct a vertical screen with a water 

seal. In the absence of waterproof at an accessible depth, the use of this tool is not advisable. 

 

3. RESEARCH RESULTS 

To protect existing buildings and structures that are subject to flooding, a technology has been 

developed for constructing a conjugated anti-filtration screen using screw-type equipment. In 

the developed technology the auger is located perpendicular to the guiding wells and is used 

for the development, transportation and mixing of the soil base with hardening solutions. 

Drilling technological wells is done in two stages with minimal impact on the foundation of the 

existing building. In the first stage, wells are drilled at an angle along an existing building or 

structure (Figure 3). The required slope of the wells is determined taking into account the depth 

of foundation and the width of the section, which is possible for deflection. The number of wells 

depends on the width of the element and the geological conditions of the anti-filtration screen 

and varies from 1.5 to 2 meters. 

 

 

 

 

 

Figure following on the next page 
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Figure 3. Construction of an anti-filtration screen: 

1- existing building; 2- inclined wells; 

3- drilling rig 

 

The depth of the technological wells is determined taking into account the intersection of two 

opposite planes in the lower level of the anti-filtration screen and their mutual interfacing. The 

arrangement of the wells of the two inclined planes, relative to each other, is expediently 

performed with ligation to ensure their monoliting when crossing. At the ends of building, the 

anti-filtration screen is arranged with the help of vertical screens, which are interfaced with the 

inclined planes described above. Vertical screens complete the creation of a continuous anti-

filter screen, which takes the form of a triangular prism. Anti-filtration screens are formed due 

to intersecting panels obtained as a result of mixing of the ground with hardening solutions 

(bentonite, cement, liquid glass, etc.). With direct drilling, the developed soil is transported by 

a bi-directional screw (Figure 4a) from the center to the guide wells and pumped to the surface 

by pumps. As a result, a flat slit is formed between the guide holes. The hydraulic motor rotates 

the auger, which is attached to the rig shafts. After reaching the depth of drilling, a hardening 

solution is fed through the rods through the rods, which fills the formed slot during the 

backward drilling (Figure 4b). The hydraulic motor rotates the bidirectional screw in the 

opposite direction and mixes the developed ground with the solution. The drilling rig evenly 

raises the rotating auger, using the guide rods. 

 

 

 

 

 

Figure following on the next page 
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Figure 4. Bi-directional screw: 

a – soil removal; b – solution supply 

 

Next, the installation moves to the next design position and the operations for the construction 

of the screen element are repeated. The site for the construction of the next element is passed 

through one well to the design strength of the element. The second stage of the construction of 

the anti-filtration screen follows after the hardening of the solution of the first stage. This is 

necessary to transfer loads from the foundation of the existing building. The drilling rig is 

moved to the position of the missing element and the operation for drilling a rectangular well 

and filling with a solution is repeated. The transition time to the second stage with the use of 

cement mortar does not exceed 6 hours after setting [5] to prevent cold seams and ensure the 

monolithic nature of the screen. After solidification of the solution of the second stage, a 

monolithic construction with an average thickness of about 15-20 cm is formed. In parallel, 

work is underway to build two sloping screen planes along the building and vertical screens 

along the ends of the building in order to minimize the possibility of cold seams of the anti-

filtration screen. Work on the construction of the first end vertical screen begins with the 

beginning of work on the construction of inclined planes, and work on the construction of a 

second end vertical screen begins before the end of the work on the construction of inclined 

planes of the anti-filtration screen. The construction of vertical face-to-face anti-filtration 

screens is carried out according to the developed technology, but without the inclination when 

drilling rectangular wells. Technological wells are performed vertically to the depth of 

intersection with the inclined planes of the anti-filtration screen. Creation of anti-filtration 

elements is performed in turn with passes to minimize the effect of loads from the existing 

building. Drilling with a bidirectional screw is performed in two guide wells. This creates a 

cavity for the hardening solution, which is supplied after drilling and creates an anti-filtration 

element. A set of end elements create an anti-filter screen in the form of a triangle. Ultimately, 

according to the developed technology, the anti-filtration screen has the form of a prism 

consisting of two longitudinal inclined and two vertical triangular planes. The planes of the 

anti-filtration screen are connected monolithically with the holding of temporary technological 

interruptions. To increase the strength and waterproofness of the screen, the dispersed 

reinforcement with basalt fiber is used. 
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4. CONCLUSION 

1. Advantages of the developed technology: 

• elimination of the need for preliminary excavation, construction of water depletion,  

maintaining the stability of the walls of excavation, preliminary strengthening of the 

foundations of neighboring buildings and structures; 

• Absence of impact loads, strong noise effects, significant sedimentation of foundations and 

ground surface elevations; 

• the possibility of performing construction work under the foundations of buildings and 

structures, in weak and water-saturated soils, in cramped conditions, at depths of up to 30 

m; 

• during the construction of anti-filtration screens, ensure the monolithic joining of adjacent 

sections - due to their crossing. 

2. The developed technology will allow to build a monolithic anti-filtration screen under 

existing buildings or structures, to protect them from flooding, in soils with unattainable 

waterproofing. 
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ABSTRACT 

The degree of socio-economic development of any country and the living standard of its 

population are directly related to the amount of energy consumed. The task of the state 

economic policy is to form an effective energy saving strategy and to intensify the processes of 

updating the fixed assets with high-tech energy-saving equipment and technologies. Currently, 

the ecological situation in Ukraine is difficult. Excessive anthropogenic impact and a high level 

of technogenic load on its territory testify to this. The situation regarding energy efficiency in 

the housing and communal services complex remains the most complicated. The energy 

intensity of GDP in Ukraine is higher than in European countries. The conditions of the EU-

Ukraine Association Agreement provide for the introduction of sustainable economic 

development and the mechanisms of "green" economy. The article presents different 

approaches to the definition "ecologization of the economy", the essence of energy saving and 

directions of energy-saving technologies. The study considers the assessment of Ukraine's 

environmental sustainability through various indicators (Environmental Performance Index, 

Energy Architecture Performance Index) and its comparison with other countries. The 

legislative framework and existing state programs on energy saving in Ukraine are considered. 

In conclusion, on the basis the energy saving potential and of foreign experience in the 

implementation of energy-saving measures, the main directions of implementation of energy 

efficiency in Ukraine were identified. 

Keywords: ecologization, energy intensity, energy-saving, environmental sustainability 

 

1. INTRODUCTION  

World experience shows that high energy intensity of the economy combined with the scarcity 

of its own power base causes numerous problems lowest price competitiveness, the additional 

burden on the state budget, strengthening of inflation etc. Therefore, today the energy efficiency 

of industrial production and reduce energy consumption in the housing and communal services 

is not an issue of economic expediency for Ukraine, but a matter of survival. The works of 

many Ukrainian and foreign scientists devoted to the study of energy efficiency and energy 

saving in a market economy: A. Prachovnik, L. Antonenko, V. Rosen, M. Voznyuk, Yu. 

Bakalin, G. Bagiev, A. Zlatopolsky and other. At the same time, work on identifying directions 

and ways of optimizing energy supply to stimulate the development in Ukraine should be 

permanent in view of new types of resources and new program activities. 

 

2. ANTHROPOGENIC IMPACT AND ENERGY INTENSITY 

2.1. Anthropogenic impact 

Excessive human impact and high anthropogenic impact on the territory of Ukraine due to the 

presence of complex mining, chemical and energy facilities, a large number of industrial-urban 

agglomerations and the high population density in industrial and developed regions of the state. 

For a long time, about 60% of export earnings were provided on the basis of extraction and 

processing of mineral resources. This leads to the formation of large amounts of waste, polluting 

emissions to air and discharges into surface water objects. For example, in 2015 emissions of 

air pollutants in Ukraine made up 4.5 mln.tons. About 63% of it refers to stationary sources of 

pollution industries.  
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The density of air pollutants emission on average per 1 sq. km of the territory in Ukraine was 

7.8 tons, and per capita - 105.5 kg. [4]. A significant amount of waste from production and 

consumption and the inadequate level of reuse, recycling and utilization creates real risks for 

the population and the environment, taking into account the increasing level of pollution of 

surface and groundwater waste. In 2015 according to the State Statistics Service of Ukraine, 

the 13,544 enterprises that are covered by statistical observation and households formed 312.3 

mln. tons of waste. 98.1% of generated waste (306.2 mln. tons) was formed as a result of the 

economic activity of enterprises and organizations, and 1.9% (6.1 mln. tons) in households. The 

peculiarity of the waste structure in Ukraine, due to the raw material orientation of the economy, 

is the high proportion of mining waste (overburden and mineral products - slimes, tails, etc.) , 

over 75%. The largest amount of waste is formed at the enterprises of mining and metallurgy, 

coal, chemicals and energy. In Ukraine, during 2015, 94.4 mln. tons of waste was utilized 

(recycled), which is 30.2% of the total generated waste, and 1.13 mln. tons was burned. 

According to the state statistical reporting, 12.5 billion tons of waste has been accumulated in 

specially designated places or objects and in the active enterprises by the end of 2015. The 

technogenic load on the territory of Ukraine in 2015 amounted to 21.7 thousand tons per 1 sq. 

km. Currently, there is no system of effective treatment of industrial and domestic waste in 

Ukraine, therefore there is a risk increasing their accumulation (7.2 billion tons, or 20-25% by 

2030) and increasing surface area required for their storage. The waste management situation 

is complicated by the lack of necessary infrastructure for the separate collection, sorting and 

utilization of solid household wastes. In Ukraine, GHG emissions occur in the following sectors 

set by the IPCC: Energy; Industrial Processes and Product Use (IPPU); Agriculture; Land Use, 

Land Use Change and Forestry (LULUCF); Waste. The GHG emission structure is shown in 

Figure 1. 

 

Figure 1. The GHG emission structure in 2016 [5] 

 

The largest GHG emissions in Ukraine take place in the Energy sector. In 2016, the share of 

this sector accounted for around 65% without the LULUCF sector. About 80% of emissions in 

this sector account for emissions in the Fuel Combustion category, which include the categories 
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of Energy Industries, Manufacturing Industries and Construction, Transport, Other Sectors, and 

Other, as well as 20% - emissions in the category of Fugitive Emissions from Fuels. The share 

of the Agriculture sector in total GHG emissions without LULUCF was 13.9% in 2016. The 

major sources of emissions in the Agricultural sector are enteric fermentation and agricultural 

soils, 24.7 % and 64.4 % of the total emissions in the sector in 2016, respectively. The 

contribution of the Waste sector in 2015 in total emissions is 3.7%. The main source of CH4 

emissions is landfills of municipal solid waste (MSW), and that of emissions of N2O - human 

sewage. 

 

2.2. Energy intensity 

Energy efficiency is one of the integral indicators of the economy, science and socio-cultural 

development of the nation. By this indicator Ukraine is among those states where stagnation of 

the existing situation can provoke a serious economic crisis with subsequent massive social 

upheavals. The most complicated energy efficiency is the situation in the housing and 

communal services complex, where worn-out heating and water supply stations operate with 

low efficiency and deliver through the same worn-out networks. As a result, energy losses reach 

45-50%. For example, in Ukraine the efficiency of thermal power plants with steam turbines is 

35% (and in some stations even 25%), the world actively implemented combined-cycle plants 

with an efficiency of 50-60%. Significant energy costs take place in industrial production, 

especially in such industries as metallurgy, chemical and petroleum refining industry. Here the 

energy share in product value is 30-50% and sometimes up to 60%. For the country as a whole, 

the energy intensity of gross domestic product is almost 3 times higher than in European 

countries and the world and exceeds the energy intensity of the closest neighbors (table 1). This 

means that goods manufactured in Ukraine have considerably higher costs compared to the 

same foreign model.  
 

Table 1: Energy use (kg of oil equivalent) per $1,000 GDP (constant 2011 PPP)  

 2007 2008 2009 2010 2011 2012 2013 2014 2015 

World 139.8 137.8 137.4 137.8 134.5 132.6 130.0 126.5 .. 

European 

Union 
101.1 100.0 98.5 100.3 94.7 94.4 93.1 88.0 86.8 

Ukraine 352.6 333.0 332.5 369.0 334.3 322.9 306.2 298.1 .. 

United States 152.1 148.6 145.3 145.0 141.2 136.0 135.3 134.0 128.2 

Belarus 215.5 195.8 185.6 178.6 180.4 184.4 163.2 163.2 .. 

Bulgaria 180.2 171.5 156.9 158.1 166.9 159.4 145.6 152.0 .. 

Moldova 261.5 241.7 244.3 251.8 232.0 231.2 189.9 194.9 .. 

Poland 129.2 125.8 117.7 121.3 116.1 110.5 108.9 101.6 98.4 

Source: created of author on base World Development Indicators, Series: Energy use (kg of 

oil equivalent) per $1,000 GDP (constant 2011 PPP) [8] 

 

Ukraine's high energy intensity is a consequence of the peculiarities of the structure in the 

national economy shifted towards more energy-intensive industries, the substantial 

technological lag of most industries from the level of developed countries, as well as price 

distortions in the internal energy markets. In terms of the country's dependence on imported 

energy sources such as gas and oil high energy intensity limits the competitiveness of domestic 

production and leads a significant burden on the economy.  
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3. ECOLOGIZATION OF THE ECONOMY, ENERGY SAVING AND ITS 

DIRECTIONS 

3.1. Ecologization of the economy 

The conditions of the Association Agreement Ukraine and the EU provide for the introduction 

of sustainable economic development and the mechanisms of "green" economy that meets the 

principles of the sustainable development strategy adopted at the UN Summit "Rio + 20". The 

ecologization of the economy means the purposeful process of its transformation, aimed at 

reducing the integral eco-destructive impact of production and consumption of goods and 

services on the unit of the aggregate social product [3, p.171]. The process of ecologization the 

economy has two dimensions: ecological modernization of the economy and creation of new 

"green sectors" of the economy. The detailed analysis of ecologization by sectors of the 

economy is given in Table 2 [7].    

 

Table 2: Detailed analysis of ecologization by sectors of the economy 
Sectors of 

economy 

 

New «green» directions 

 

Ecological modernization 

Energetic - small energetics; 

- wind power; 

- solar power; 

- bioenergy 

- use of coal bed methane; 

- cleaning equipment in power plants; 

- use of secondary energy resources 

Resource - wind, solar, hydro and bio-energy - extraction of shale gas; 

- use of local sources. 

Food - introduction of eco-labeling; 

- development of organic agriculture 

- control over the cultivation, 

production, sale and consumption of 

genetically modified organisms 

Social - adaptation of the households and 

the population to climate change; 

- increasing energy efficiency of 

housing; 

- forming a system of sustainable 

consumption 

- systemic measures for the prevention 

of emergencies of technogenic origin 

Regional economy - development of the "green" 

economy in the regions 

- rehabilitation of radiation-polluted 

areas as a result of the Chernobyl 

accident; 

- water management; 

- recreation of forests and protected 

areas 

Industrial - "green" building, energy saving 

technologies and materials produced 

with minimized environmental 

damage; 

- development of green tourism; 

- introduction of "green" 

technologies 

- energy saving in production; 

- «more clean production»; 

- joint implementation projects under the 

economic mechanism of the Kyoto 

Protocol 

Transport - development of "green" transport - 

trolleybuses, trams, electric cars, 

bicycles 

- limitation of emissions of auto 

transport, air transport; 

- logistics 

Financial - formation of the carbon market; 

- green purchases; 

- “green” tariffs for electricity 

- calculation of losses from emergency 

situations 
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Ecologization of technologies is the development and introduction into production processes 

that, with the maximum possible receiving of high-quality products to satisfy the specific needs 

of consumers, should ensure the preservation of ecological balance [2, p.20]. At the same time, 

the main conditions are: scientifically grounded extraction of natural resources does, that not 

lead to irreversible consequences of environmental changes, the maximum possible processing 

of initial natural raw materials, minimize waste and losses of all materials and energy with the 

possibility of adapting the substances that go into an environment. The policy of ecologization 

the economy is an instrument of modernization and attraction of new technologies that will 

create new jobs and reduce the negative impact on the environment. Implementation of the 

mechanisms of the "green economy" can become a tool for redistribution of capital from old 

low-tech and resource-intensive industries into new high-tech industries, new products of 

export to EU countries. 

 

3.2. Energy saving and its directions 

Energy Conservation (or a more accepted term in Ukraine “Energy Saving”) refers to a 

reduction in energy consumption by using less quantity energy services [11]. Energy savings 

are different from energy efficiency, which refers to the use of less energy for the same service. 

Though energy saving reduces energy service consumption, its result may be an increase in the 

quality of the environment, national security, and personal financial security. Energy 

conservation is at the top of a sustainable energy hierarchy. Implementation of energy-saving 

technologies in the economic activity of enterprises and households is one of the important 

steps in solving many environmental problems - climate change, atmospheric pollution, 

resource depletion and others. Energy saving is the efficient use of energy resources through 

the application of innovative solutions that can be technically implemented, economically 

justified, environmentally and socially acceptable, and do not change the habitual way of life. 

The main directions of energy-saving technologies can be subdivided into several categories: 

thermal energy saving in production, transport and consumption; saving of electric energy; 

saving water at intake, transportation and consumption; fuel savings in the production of 

electricity and heat; accounting of water, gas, heat and electricity; energy audit, energy surveys, 

creation of energy passports; renewable sources of heat and electric energy. Conditional, 

modern energy-saving technologies can be divided into several types depending on the fields 

of using: energy-saving technologies in production, transport, individual consumption, general 

consumption. The main directions and methods of energy saving: 

1. Save electric energy (lighting, electric drive, electric heating and electric cookers, 

refrigeration units and conditioners, consumption of domestic and industrial devices, 

reduction of losses in the power grid). 

2. Heat savings (reducing heat losses, improving the efficiency of heat supply systems). 

3. Water saving (water intake, consumption in the home and at work, reducing losses and 

improving the efficiency of water supply systems). 

4. Gas savings (consumption in the household and at work, reducing losses and improving the 

efficiency of gas supply systems). 

5. Fuel saving (reduction of consumption in internal combustion engines, alternative types and 

hybrid systems, reduction of losses and increasing the production efficiency of electric and 

heat energy). 

 

4. ASSESSMENT OF ENVIRONMENTAL SUSTAINABILITY UKRAINE 

4.1. Environmental Performance Index 

The assessment of the current state of the ecological component of Ukraine's economy 

represents the results of the international environmental ranking started by analysts Center for 

Environmental Policy and Law at Yale University and Columbia University and the World 
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Economic Forum in the 2000 year. Environmental Performance Index (EPI) is a method of 

quantitative assessment and comparative analysis of environmental policy indicators in the 

countries [12]. EPI ranked countries by effectiveness in several categories, which are combined 

into two groups: human health protection and ecosystem protection. The index is published 

every two years. The first place by the level of environmental efficiency in 2018 received 

Switzerland (EPI=87,42). The top ten also included leaders: France, Denmark, Malta, Sweden, 

United Kingdom, Luxembourg, Austria, Ireland, Finland [14].Ukraine in the rating of 

environmental efficiency in 2018 significantly deteriorated its results compared to 2016 and 

dropped from 44 positions (EPI = 79.69) to 109 positions (EPI = 52.87) from 180 countries 

surveyed. The countries in the rating are distributed on the basis of criteria, united in 10 

categories, the detailed analysis of which allows to identify the country's strengths and 

weaknesses in the field of environmental efficiency (Fig.2). 

 

Figure 2: Positions of Ukraine in terms of criteria for assessing EPI 

Source: created of author on base [14] 

 

Thus, with 109 positions in EPI, Ukraine occupies 143 positions from 180 countries by criterion 

«Climate and Energy», that related N2O Emissions Intensity (168 positions), Methane 

Emissions Intensity (141 positions) and Total CO2 Emissions Intensity (134 positions); 140 

positions by criterion «Biodiversity and Habitat», that related Biome Protection (Global) (148 

positions), Biome Protection (National) (148 positions) and Species Protection Index (133 

positions); 122 positions by criterion «Air Pollution», that related PM2.5 Exposure (133 

positions) and PM2.5 Exceedance (129 positions) [14]. Minimization of the nature 

consumption indicator is based on the possibilities of reducing the volume of natural resources 

through the improvement of technologies, the introduction of low-waste and resource-saving 

technologies and production, the use of secondary resources. To ensure this process is possible 

under condition sustainable development as prerequisite transformational changes in Ukraine. 
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4.2. Energy Architecture Performance Index 

The World Economic Forum published an annual study of the energy systems efficiency in the 

world – Global Energy Architecture Performance Index Report 2017 or Energy Architecture 

Performance Index [13]. The index is calculated on the basis of 18 indicators grouped in three 

directions, which give an assessment of how much energy systems of the studied countries 

contribute to their economic growth and development, environmental sustainability, energy 

security and access to energy sources. Rating in 2017 covered 127 countries, the first place as 

last year, took Switzerland. The top ten also includes Norway, Sweden, Denmark, France, 

Austria, Spain, Colombia, New Zealand and Uruguay. Last ranking occupied Yemen (126) and 

Bahrain (127). Ukraine this year took place 73 to 72 last year. Energy Architecture Performance 

Index of our country is 0.58 points as last year. Figure 3 shows Ukraine's positions in three 

directions, which are evaluated for EAPI. 

 

Figure 3. Positions of Ukraine in the Energy Architecture Performance Index (0→1 better) 

[13] 

 

Ukraine has best places by criteria of Electrification rate (1 position) and Diversity of TPES 

(Herfindahl index) (25 positions). Experts note that every country has the potential to provide 

the population with safe, affordable and sustainable energy, regardless of the development level 

of its economies and geographical location. However, the development of power systems 

requires constant effort and cooperation between the state and private sectors in the long term. 

 

4.3. Legislation and state program directions for energy saving in Ukraine 

In September 2015, 193 world leaders adopted a new sustainable development program and 

concluded a new global climate change agreement. As a result, new Goals for Sustainable 

Development have emerged, that based on the eight Millennium Development Goals. The New 

Sustainable Development Goals (CSRs), which today all countries and Ukraine adhere, set 

development indicators and include 17 goals and 169 specific tasks. The list of CSRs was 

officially approved by the UN General Assembly at the end of September 2015. In CSRs by 

2030, much emphasis is placed on ecologization of the economy [9]. So, Goal 7 "Affordable 

and clean energy" involves ensuring everyone's access to reasonable price, uninterrupted, 

sustainable and modern energy supply. Goal 8 “Decent work and economic growth” envisages 

an increase in the total efficiency of consumption and production of resources, and also 
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promoting to economic growth, taking as an example the experience of developed countries in 

order to counter environmental degradation. Goal 9 “Industry, Innovation and Infrastructure” 

involves modernizing the infrastructure and modifying the industry, ensuring their sustainable 

development, increasing the efficient use of resources and environmentally sound technologies 

and production processes. Goal 11 "Sustainable cities and communities" promotes integration, 

security, adaptability to changing conditions and urban sustainability. Goal 12 "Responsible 

consumption and production" substantiates the task of implementing the principles of 

sustainable consumption and production. According to the Strategy of the State Environmental 

Policy of Ukraine for the period up to 2020, sustainable development can be defined as the 

process of ecologization not only the economy, but also public life in general, the harmonization 

of productive forces through the introduction of bioeconomic principles of management, 

satisfaction of necessary social needs  with conditions preservation and phased reproduction of 

the environmental  integrity, ensuring a balance between the natural potential and the population 

requirements [10]. In 2017, the Government approved the Energy Strategy of Ukraine for the 

period up to 2035 "Security, Energy Efficiency, Competitiveness" aimed at ensuring energy 

security and sustainable development of the energy sector [6]. The State Target Economic 

Energy Efficiency Program aims at forming conditions for approaching the energy intensity of 

gross domestic product of Ukraine to the level of developed countries and the standards of the 

European Union, reducing the level of energy intensity of the gross domestic product during 

the Program by 20% compared to 2008 (3.3% annually), increase of efficiency of use of fuel 

and energy resources and strengthening of competitiveness of the national economy [1]. 

The main directions of the Program: 

• introduction of the latest production and consumption technologies of energy resources; 

• use of solar and geothermal energy; 

• production and use of biofuels; 

• development of wind energy, small hydropower and bioenergy; 

• modernization of the gas transportation system, heat and water supply systems, heat power 

plants; 

• implementation of measures to reduce consumption energy resources by institutions 

financed by the state budget; 

• reducing environmental pollution; 

• restructuring of enterprises with aims of reducing material and energy intensity of 

production, etc. 

 

5. CONSLUSION 

The study of energy efficiency policy of energy saving countries-leaders shows that it is based 

on three basic principles: energy saving incentives; coercion to energy saving; educational 

programs in the energy saving sphere. The energy saving potential in Ukraine consists of 

technical and structural components. The technical (technological) component can be realized 

by increasing the efficiency of production (extraction), transformation, transportation and 

consumption of energy resources and, accordingly, reducing the energy intensity of products 

and services through the introduction of the latest energy-efficient technologies and energy 

saving measures. The structural component implies a change in macroeconomic proportions in 

the economy in order to reduce energy consumption; reducing the proportion of energy-

intensive sectors, industries and transport through the development of high-tech sectors and 

industries with low energy and material intensities. Also, need to pay attention to measures by 

an implementation of energy efficiency in the housing sector: energy audit and energy 

modernization of buildings, energy certification of buildings, modernization of heat supply 

systems, and others. Ensuring energy security and competitiveness is impossible only at the 

expense of energy saving measures.  
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Therefore, it is necessary to introduce advanced producing energy technologies from renewable 

sources in parallel. In addition to economic and environmental feasibility, an increase in energy 

efficiency is necessary for Ukraine to strengthen national energy security, as well as for joining 

the European and world energy markets.  
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ABSTRACT 

In economic theory, a household is one of the basic business entities next to the enterprise and 

the state. Gross (non-financial and financial) assets as well as net assets (gross assets reduced 

by the size of debt) collected by the household have been studied by economists in terms of their 

impact on the growth of the society’s wealth and economic development. The presented article 

includes the study of the countries belonging to the so-called “old” and “new” (ten countries 

that joined the EU after 2004) European Union, taking into account such values as: gross 

wealth, indebtedness and net assets per capita (per adult) as well as the dispersion of these 

values. The main source of output data was the Global Wealth Databook report prepared by 

the Credit Suisse Bank A.G. The gross per-capita assets in the audited period (2006-2016) 

increased in all EU countries by 108.9%, debt by 12.50%, and net assets 8.72%. Analysing the 

group of “new” EU countries that we were interested in, they recorded an increase in gross 

assets by 23.60%, debt by 38.00%, and net assets by 7.00%; and in the case of other EU 

countries adequately (gross assets – 7,60%, debt by 10.00%, net assets by 7.00%). Although 

the countries that joined the EU after 2004 recorded a higher increase in gross and net assets 

per adult in relation to other countries, their position did not improve and they remained in the 

least prosperous zone during the entire period considered. In the analysed period, in the 

examined group of 27 countries, the discussed per capita figures of countries from the first 

quartile (only the countries from the “new” EU) exceeded the median by 10-15%, while the 

third quartile countries (only the “old” EU countries) exceeded the median by several times. 

This indicates huge disproportions in the wealth of citizens of the “old” and “new” EU 

countries. 

Keywords:  gross asset,  GDP, household, net assets, UE 

 

1.  INTRODUCTION   

In economic theory, a household is one of the basic business entities3 next to the enterprise and 

the state. This micro-entity is an active participant in economic processes, functioning both in 

the sphere of consumption and for consumption (Zalega, 2012, p.81-87 ; Bywalec, 2017, pp. 

15-18; Milc-Czerniak, 2009, p 110- 119 ) In the context of this article, the household will be 

perceived through the prism of natural persons aged 20 and over. This approach to the 

examination of wealth (assets) and indebtedness for one adult was applied in the Global Wealth 

Databook 4 (hereinafter GWD ), a report whose data regarding the studied phenomenon will be 

used in this publication. In the opinion of the authors of the report, this approach is supported 

by the fact that adults are both property and income disposers. It was considered that even if 

people under 20 earn a living, the money is usually passed on to adult household members 

(GWD  2017, p.5).  

                                                           
3 Increasingly, this micro-entity is treated as a central element in the structure of the economy in both economic literature, for 

example  (Bywalec, 2012)    as well as in EU documents, e.g. Commission Communication 2010/2020 final version:  EUROPE 

2020 A strategy for smart, sustainable and inclusive growth EUR-lex. 52010DC2020 
http://ec.europa.eu/eu2020/pdf/1_PL_ACT_part1_v1.pdf  if  Regulation (EU) No 254/2014 of the European Parliament and of 

the Council of February 26, 2014 on the multiannual consumer program for 2014 - 2020 and repealing Decision No. 

1926/2006/WE (Official Journal of EU, L 84/42 of March 20, 2014).    
4This report has been prepared for several years by  Credit Suisse Bank A.G file:///C:/Users/ubs/Downloads/global-wealth-

databook.pdf  (access April 10, 2018). 
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The aim of the study is to analyse the size of gross assets, indebtedness and net assets of adult 

natural persons of the “new” EU countries (11 countries that joined the EU after 20045) in 

relation to the “old” EU countries (16 countries6) both in terms of the absolute size of the 

indicated attributes and the rate of their growth in the period 2006–20167. Taking into account 

the availability of data as of the end of each calendar year, the analysis is of a microeconomic. 

The issue of financial assets of natural persons is analysed from various points of view. This 

topic appears in many books and scientific articles. We can mention several authors from 

Poland: eg Korenik (2003), Milc-Czerniak (2016) or Bywalec (2017). A wider approach: net 

gross wealth and household debt (natural persons) are met with increasing interest not only by 

economists but also politicians or social activists, e.g. Pikett (2014) or in research carried out 

for several years by the European Central Bank - Household Finance and Consumption Survey 

(ECB JEL2017), in which the National Bank of Poland participates, preparing and publishing 

the second consecutive report entitled Households' wealth in Poland (NBP 2017). Hypotheses: 

between adult natural persons from countries that joined the EU after 2004 and others, there are 

significant inequalities in property (gross, net) as well as in the value of debt in terms of value. 

The growth rate of assets and indebtedness of adults from CEE countries in the analysed decade 

is higher than the increase in the surveyed values of adults from other countries. The 

respondents are subject to strong cyclical influence in the entire surveyed population of EU 

countries. In the preparation of the article, the following research methods were used: analysis 

of economic literature and quantitative statistical analysis.  

 

2. BASIC CONCEPTS  

One of the main factors determining the basic financial behaviour of a household (or of an 

adult) is the level of disposable income (the sum of monetary and non-monetary8 income of a 

household will be reduced by advances on taxes as well as social and health insurance 

premiums). The generated financial surplus (disposable income reduced by consumption 

expenditure), by the decision of households, may be directed to the financial market or the non-

financial market. There are numerous objective reasons (independent of the household) and 

subjective reasons on the distribution of disposable income – apart from income. In the 

economic literature, the subjective group includes, among others: prudence, foresight, 

calculation, independence, entrepreneurship, and even the motive of avarice, phase of life, 

down payment, prepayments and others. (Keynes, 2003, p.75;   Owsiak ,2016, p. 222;  Milic-

Czerniak, 2016, pp. 108-109 )   Objective ones include, among others: changes in fiscal policy, 

interest rates, changes in stock markets, inflation, political changes, etc. In temporal terms, 

financial surpluses (savings) build wealth (assets) of the household, consisting of non-financial 

(material) and/or financial assets. Wealth only covers those assets and liabilities that are private 

property of the household and are subject to market valuation. The material side of the property 

is represented, among others, by: real estate (including the main residence), vehicles (e.g. cars, 

boats, airplanes, motorcycles), valuables and other valuable items or property components 

resulting from running a business activity on the basis of self-employment.  

                                                           
5 The Czech Republic, Estonia, Latvia, Lithuania, Slovakia, Slovenia, Hungary and Poland joined the EU in 2004, followed by 

Bulgaria and Romania in 2007 and Croatia in 2013 respectively. 
6 Great Britain was excluded from the study due to the withdrawal from the EU.  
7 It should be emphasized that the correctness of the argument should take into account a number of other aspects of the 

discussed problem, including such issues as: disposable income, consumption, structure of financial and non-financial assets, 

structure of income and liability debt to GDP, distribution of assets, price changes, interest rates, loan costs, dollar exchange 

rate and many more. However, taking into account the volume of the publication, the focus was on three variables: gross assets, 

debt and net assets, in order to meet the objective indicated in the article at the general level. The author’s plans include 

exploring the presented issue in subsequent publications, which will take into account further aspects of the studied problem. 
8 The basic components of household income are listed e.g. in Regulation No. 549/2013 of the European Parliament and of the 

(EU) Council of May 21, 2013 on the European System of National and Regional Accounts ESA 2010 in the part: Institutional 

sectors – households S 14 (Official Journal, L 174/1 z 26.6.2013). 
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On the other hand, the structure of financial assets includes, among others, such items as: 

deposits, deposits, investments in bond funds, shares listed on stock exchanges, funds entrusted 

to management, derivatives, voluntary pension funds, life insurance or financial claims e.g. due 

to loans, promissory notes, etc.9 In the initial phase of their creation, on the one hand gross 

assets stem from savings, on the other hand from income from previous savings and 

redistribution of assets accumulated by previous generations. Wealth may also be depleted due 

to a decrease in the value of fixed assets, taxes paid, unrest in financial or political markets, and 

the fact that the maintenance of tangible assets is costly (due to insurance, maintenance, repairs, 

management, etc.). Growth of wealth in the long term can be supported by loans, especially 

mortgage loans. In the short term, the loan has to be repaid, which reduces the savings. In 

contrast, the use of loans for the purpose of expanding consumption (unpaid debt on credit 

cards, credit lines, arrears with repayment or loans) reduces irretrievably the savings of a natural 

person and even generates additional costs. Any liability arising from the use of an external 

payment must be repaid in a shorter or longer period. Therefore, from the point of view of the 

wealth of households, an important issue is not only the size of gross assets but, above all, the 

net assets (gross assets lessened by financial liabilities). This issue is important because the 

assets possessed not only testify to the wealth and financial stability of the society but, in 

particular in the case of financial assets, they are a source of capital for other economic entities. 

This capital (financial assets), as stated by  Owsiak (2015, p. 222 ),   Dorosz ( 2016 p. 77-80)  

“enables the economy to make physical investments, which in turn provide the basis for 

economic growth and general development of society.” The presented statistical data on the 

issues of gross assets, debt and net value are presented in nominal terms, without taking into 

account the inflation rate. Such an approach may slightly falsify the real states, but it allows to 

capture some general tendencies. The observation of the economic environment proves, in 

general terms, that the increase in prices affects the increase in the value of numerous material 

and financial assets: an increase in prices of shares, gold, real estate, works of art, etc. A 

decrease in prices has the opposite effect. Reducing the interest rate encourages taking loans, 

while the increase of the interest rate discourages from it. The course of business cycles has a 

major impact both on the change in the prices of tangible and financial assets, as well as on the 

behaviour of people with assets. In each country, business cycles are usually different, although 

crises on a global, regional or even local scale may have very similar effects in a narrower or 

wider spatial layout. An example is the global crisis of 2007 or, locally, the Greek, Spanish, 

Portuguese or Italian crisis, which had an impact, on a smaller or larger scale, on other EU 

countries for many years. Apart from business cycles and other factors mentioned above, the 

value of the analysed features is also influenced by currency exchange rates. Gross assets per 

one adult in all EU countries were valued in 2006 at USD 4.044.689 and ten years later at USD 

3.711.332 which gives slightly more than  8,98% increase. The indebtedness amounted to USD 

659.517 in 2006 and in 2006 to USD 742.089 (increase by 12.50%), while the net assets in 

2016 were valued at USD 3.314.368   and ten years earlier at USD 3.064.011  (increase by 

8,20% ). Between the first and the last of the researched years, there are both significant 

increases and significant decreases in the analysed volumes. Good economic situation in the 

half of the first decade of 21st century and the beginning of the next decade supported a strong 

increase in gross and net assets, but also indebtedness (e.g. 2006-2007 or 2012-2013), while 

deterioration (caused by numerous crises) resulted in a significant reduction in the value of 

assets and giving up on loans (2007-2008 or 2013-2014) 10. Analysing the discussed values in 

the division on CEE countries and other EU states, the following should be noted: first of all, 
                                                           
9 After: Central Bank Report of the European Household Finance and Consumption Network (HFCN), 2017, p.63 

https://www.ecb.europa.eu/home/pdf/research/hfcn/HFCS_Statistical_Tables_Wave2.pdf?58cf15114aab934bcd06995c4e915

05b (access April 15, 2018). 
10 The economic situation affected not only the size of the property, but its structure as well, e.g. financial assets Banaszczak-

Soroka ( 2018, p. 141-163) 
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that the CEE countries were characterised by a faster growth in gross assets in the studied 

decade (CEE countries 23,6 % others – 7,5%), indebtedness (respectively 38,00% and 10,00%) 

and net assets (respectively 18,90 % and 7,20 %) compared to other EU countries, and secondly, 

that both groups were also, to a significant extent, subject to the same cyclical inflows. If we 

take a gross assets , debt or net astate debts from 2016 to 2007 (the beginning of the crisis), the 

picture is not very satisfying. Gross assets in the CEE countries have decreased by 5,1%  net 

by 7.2% and debt by 4.2%. Adequate in other EU countries: gross assets  7,8%  net wealth at 

7.5% and indebtedness by 9.3%. Conclusion - until 2016, adults in total from both the CEE and 

other EU countries have not recovered from the crisis when gross and net assets were in crisis. 

On the other hand, greater aversion to drawing loans by adults from the countries of the "old" 

EU and the "new" EU was observed (Fig.1 end 2). 

 

3.  GROSS ASSETS OF ADULT NATURAL PERSONS IN EU COUNTRIES 

By ranking EU countries according to gross assets per capita (from the lowest value to the 

highest), there is an evident division into the countries of Central and Eastern Europe (CEE) 

that joined the EU after 2004 and others that are much longer in the structures of the 

organisation. Twenty-five percent of the population (seven countries) designated by the first 

quartile  (countries with gross value per capita at most equal to the first quartile we will call 

first quartile countries) recorded the assets of adults from the following countries in alphabetical 

order: Bulgaria, Croatia, Lithuania, Latvia, Poland, Romania and the four CEE countries: the 

Czech Republic, Estonia, Hungary, and Slovenia were all located above the first quartile. The 

first quartile  determined gross assets of adults, inhabitants of  Slovakia  and in two  years, 

adults living in Poland. The gross value of real estate belonging to adults in Slovakia  was in 

the range of USD 25.189 in 2006 to USD 33.417 in 2012, whereas adults in Poland range from 

USD 31864  in 2010 to USD 37.324  in 2013. In the group of countries included in the first 

quartile, there was a slight   rotation of positions within the group. The reduction of gross assets 

per adult person or its increase, in different years of the examined period, resulted in shifting 

particular countries by one place  up or down the table. In the years 2006-2016, the countries 

above the first quartile were in the same configuration: Hungary, Estonia, the Czech Republic 

and Slovenia. The least wealthy adults in 2006-2010 lived in Bulgaria, and in the following 

years in Romania. The lower limit of gross assets per one adult in the CEE countries was 

recorded in Bulgaria in 2006 at 14.127, and the upper limit was set by the adults of Slovenia – 

84.985 in 2007. The characteristic feature of gross assets per adult of the first quartile countries 

is the relatively small  variation in the size of gross assets (short line on the box chart). 
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Figure 1: Gross assets, debet end net assets  per adult in the CEE and   in other countries  EU  

(2006 -2016 USD) 

 
 

                     other countries  EU                                               CEE countrys 

Source:  own elaboration based on  CDB  2017,  Table 2-4, pp.55-98 

 

Figure 2: The box chart -   gross assets , debt and net assets  per adult in 2006-2016 in EU 

countries. 

  
+  arithmetic average         - median 

Source:  own elaboration based on  CDB  2017,  Table 2-4, pp.55-98 

 

In the decade under review, there has been noticed a disturbing phenomenon of the progressive 

stratification of gross assets per adult between Bulgaria / Romania and Slovakia. In 2006, it was 

about 11.00 thousand dollars and in 2013 - just over 175,000 dollars (an increase of around 
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64%). If, however, we take into account the entire population of CEE countries, these 

differences are greater – from USD 43.000 in 2016 to a maximum of USD 58.900 in 2009 

(relation Romania – Slovenia). Throughout the period considered, adults living in the “new” 

EU countries did not exceed the gross assets of the least well-off citizens of the “old” EU – the 

Portuguese. Slovenians, the richest among the adults of CEE, was behind the Portuguese 

population by around USD 20.000. Twenty-five percent of the surveyed population (seven 

countries), designated by the third quartile (countries with assets equal and higher to the third 

quartile we will call the third quartile countries) have the highest gross assets per adult in the 

entire EU. The lower limit of the examined feature (third quartile) was determined by the 

following countries: the Netherlands in 2006-2008; Austria in 2009, 2011, 2013 and 2016, and 

Italy in 2014-2015. Gross assets of their citizens ranged from USD 175.000 in 2006 (the 

Netherlands) to a maximum of USD 209.000 in 2012 (Austria). On the other hand, the upper 

limit of the third quartile is marked by Luxembourg’s gross assets, which remain the highest 

during the period considered. Between the lower and upper limits of the surveyed variable, the 

persons with the highest gross assets per adult lived, in various configurations, in the following 

countries: Belgium, Denmark, Ireland, France and Sweden. The gross amount of assets at 

Luxembourg’s disposal in 2006 was USD 260.000, to reach the highest level in 2013 at USD 

349.700. The characteristic feature of gross assets per capita in the countries of the third quartile 

was the significant spread of the examined variable (long line on the box chart). These 

differences were between USD 90.000 (in 2014) and USD 135.000 (in 2010). While assessing 

the spread between the adults from Luxemburg and the second wealthiest country in the order 

(most often Belgium or France), it should be noted that in 2006 the difference was only USD 

4.800. In subsequent years, the stratification of gross property of adults from these countries 

grew rapidly, arriving in 2012-2016 at over USD 50.000. The analysis of the above-mentioned 

values (gross property per adult) leads to the conclusion that between the inhabitants of 

Luxembourg (the wealthiest) and Romania (the poorest in the entire population), a huge 

property gulf is drawn. Residents of Romania have only about 5% of Luxemburg’s gross assets, 

and the inhabitants of Slovenia (the wealthiest among the least well-off countries) are within 

one-fifth of those. Referring gross property per adult of selected countries to the median 

(distribution of assets shows right-sided asymmetry, which means that in the surveyed 

population there is a country, due to which the average is perceived as higher than it actually is 

in the population – and it is Luxembourg), it is noticeable that Romania’s gross assets were 

usually seven to eight times less than the median, while Luxembourg’s gross assets were two 

to 2.7 times the median value. The median value was determined successively by Cyprus in the 

years 2006-2007, Spain in 2008-2013, again Cyprus in 2014, then Malta in 2015-2016, and 

these were values in the range of USD 105.000 in 2006 (Cyprus) to USD 135.000 in 2009 

(Spain). Only when we compare the gross assets of adults of all CEE countries to the median, 

we receive a result similar to the richest inhabitants – the Luxembourgers. The size of gross 

assets per person in all CEE countries was greater than the median within 2.3 times in 2009 to 

2.9 times in 2014. This data confirms the thesis about low gross assets of adults in the CEE 

countries, when in relation to the median, “new” EU countries together achieve a level of 

property close to one richest adult Luxembourger.( GWD 2017, Table 1-4, pp.55-98; Fig 2)  
 

4. INDEBTEDNESS OF ADULT NATURAL PERSONS IN EU COUNTRIES  

By juxtaposing, similarly to gross assets per adult, the debt in EU countries, we receive a similar 

basic arrangement in the table. Adults living in the CEE countries occupy positions in the lower 

debt levels – the least indebted, whereas adults from the “old” EU in the upper states – the most 

indebted. Twenty-five percent of the population surveyed – seven countries designated by the 

first quartile – shows the indebtedness of adults from the following countries listed 

alphabetically: from Bulgaria, Croatia, the Czech Republic, Hungary, Lithuania, Latvia, 
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Poland, Romania, and Slovakia. However, above the first quartile, there are people living in the 

following countries, in alphabetical order: Croatia, the Czech Republic, Estonia, Latvia, 

Slovakia and Slovenia. It is worth noting that the variability of the indebtedness of adults from 

the “new” EU countries (increase or decrease in debt) in each year built their variable 

positioning not only within the first quartile but within all eleven CEE countries. On the list of 

CEE countries, only two occupy the same places in the entire analysed period: Slovenia is the 

tenth in terms of indebtedness of adults and Estonia is eleventh. These are two countries where 

adults are the most indebted in the population of the CEE countries. The first quartile (the 

seventh country) determined the indebtedness of the adult inhabitants of Slovakia in 2006, 

Latvia in 2009 and 2011, and the indebtedness of the citizens of Croatia in the remaining years. 

The value of indebtedness of adults from first quartile countries was in the range from USD 

5.000 in 2011 (Slovakia) to USD 8.000 in 2009 (Latvia). The least indebted adults came 

interchangeably from Romania or Bulgaria. The lowest indebtedness in these countries was 

recorded in 2006 – USD 1.200 (in Bulgaria), the highest in 2009 – USD 3.200 (in Romania). 

On the other hand, the debt of adults from Estonia was set in the range between USD 9.000 

(2006) and USD 14.000 (in 2008 and 2009). A characteristic feature of the indebtedness of the 

countries of the first quartile is its relatively small diversity (short line on the box chart). The 

smallest difference occurred in 2011 – USD 3.500, the largest in 2007 – USD 5.200. 

Considering all CEE countries, the stratification is twice as large, from USD 7.900 in 2011 to 

USD 10.200 in 2010. It is interesting to note the persisting difference in debt between the most 

indebted and the least indebted in the group of CEE countries on a stable level since 2011, 

which is about USD 8.500. There also occurs a similar phenomenon here as in the case of gross 

wealth in property. The indebtedness of adult citizens of the “new” EU countries did not exceed 

the indebtedness of the least indebted adults in the “old” EU – for Malta in 2006-2011 and for 

Greece in 2012-2016. However, the distance between Estonians and the least indebted people 

from the “new” EU was not as significant as in the case of gross assets (about USD 20.000), it 

stayed in the range between USD 4.500 in 2016 and nearly USD 9.700. Twenty-five percent of 

the surveyed population (seven countries), designated by the third quartile, is the most indebted. 

The lower limit of the examined feature (third quartile) was determined by two countries – in 

the years 2006-2012 by Spain, and then Finland. The indebtedness of the inhabitants of the 

countries designating the third quartile remained in the range of USD 31.000 in 2006 to USD 

44.300 in 2013. By contrast, the maximum was the debt per one adult in Denmark throughout 

the period considered. The lowest indebtedness of adult Danes was recorded in 2006 – USD 

92.000, the highest – 121.000 in 2009. As in the case of CEE countries, there were observed 

numerous movements of the “new” EU countries up or down the list. The characteristic feature 

of gross assets per person in the third quartile countries was the relatively high spread of the 

examined variable (long line on the box chart). These numbers amounted to as much as USD 

75.000 in 2007. The debt of the Danes had an impact on such significant spans. When assessing 

the scale of indebtedness of adult residents of Denmark in relation to the next country on the 

list of the most indebted adult residents, Ireland (in 2006-2008) and then Luxembourg (2010-

2016), there is a significant dissonance of the examined variable. Differences in debt amounted 

to as much as USD 30.000. In recent years, this disproportion was reduced, mainly due to the 

decreasing debt of the Danes. In 2016, the difference was about USD 13.000. The total debt of 

all adults from the CEE countries was the lowest in 2006 – USD 48.8000, and the highest in 

2009 – USD 83.800. If we refer these amounts to the Danish debt in the same years, the share 

of CEE countries was 53% in 2006 and 69.0% in 2009, respectively. This data confirms the 

thesis about low gross debt of adults in the CEE countries, since the “new” EU countries 

together contribute to half of the debt of people from just one country – Denmark. Referring 

the indebtedness of the selected countries to the median (the distribution of assets shows right-

sided asymmetry, which means that there is a state in the study population, due to which the 
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average is perceived as higher than it actually is in the population, in this case Denmark), it is 

possible to notice that the debt from the minimum position (alternately Bulgaria and Romania) 

was even 22 times smaller than the median (in 2007), only to stabilise at the level of about nine 

times smaller in the following years, with the median which, throughout the researched period, 

fluctuated between 20.000 and 25.000. In the following years, the median was determined by 

the indebtedness of an Italian adult (2006-2013) and further on by the Portuguese, the Maltese 

and the Finns. On the other hand, the debt of adult Estonian residents accounted for 

approximately 50% of the median. The Danes’ debt was as much as five times higher than the 

median. ( GWD 2017 Table 1-4, pp.55-98; Fig 2) 

 

5.  NET WEALHT OF ADULT NATURAL PERSONS IN EU COUNTRIES 

Assuming a similar formula as in the case of the two identifiers discussed above, i.e. gross 

assets and debt for an adult person in EU countries, the same basic location was noted for them. 

In the lower part, for countries with the lowest net assets per one adult, there are located all the 

countries of the “new” EU. The other group is populated by the countries of the “old” EU. In 

the twenty-five percent of the population (seven countries) designated by the first quartile 

(countries with a net worth of assets per adult equal to the first quartile we will call the first 

quartile countries) there are, alphabetically, the following countries: Bulgaria, Croatia, 

Lithuania, Latvia, Poland, Romania; and above the first quartile, there are, in alphabetical order: 

the Czech Republic, Estonia, Hungary and Slovenia. The first quartile in 2006-2010 was 

determined by the net assets of adults, inhabitants of Croatia; in 20011 -  2015 – the inhabitants 

of Poland  and in the rest (2016), the residents of Slovakia.    The value of net assets of adults 

who designated the first quartile fluctuated around 25.000 USD.  In the group of countries 

included in the first quartile, there was a rotation of positions within the group in each year. The 

reduction of net assets per one adult or its increase, in different years of the examined period, 

caused shifting individual countries up or down the list, even by a few positions, e.g. Poland, 

Croatia. Poland has moved one place up and Croatia even four, while Slovakia has moved two 

places down.  Adults from two countries, the Czech Republic, Estonia, Hungary and  Slovenia,  

kept the same position above the first quartile throughout the entire period.The lower limit of 

net assets of adults per one person in the CEE countries was recorded in Bulgaria     at USD 12. 

015  per person, and the upper limit was set by the Slovenians in 2007 at USD 75.914. The 

characteristic feature of nett  assets per adult of the first quartile countries is the relatively small 

variation in the size of gross assets (short line on the box chart). It oscillated around USD 12.000 

in each year of the period conside. If, however, we take into account the entire population of 

CEE countries, these differences are greater – from USD 43.000 in 2016 to a maximum of USD 

58.900 in 2009 (relation Romania – Slovenia). Throughout the period considered, adults living 

in the “new” EU countries did not exceed the net assets of the least well-off citizens of the “old” 

EU – the Portuguese. Slovenians, the richest among the adults of CEE, was behind the 

Portuguese population by around USD 20.000. Twenty-five percent of the surveyed population 

(seven countries), designated by the third quartile (countries with assets equal and higher to the 

third quartile we will call the third quartile countries) have the highest net  assets per adult in 

the entire EU. The lower limit of the examined feature (third quartile) was determined by the 

following countries: the Netherlands in 2006-2008; Austria in 2009, 2011, 2013 and 2016, and 

Italy in 2014-2015. Net assets of their citizens ranged from USD 175.000 in 2006 (the 

Netherlands) to a maximum of USD 209.000 in 2012 (Austria). On the other hand, the upper 

limit of the third quartile is marked by Luxembourg’s net assets, which remain the highest 

during the period considered. Between the lower and upper limits of the surveyed variable, the 

persons with the highest net assets per adult lived, in various configurations, in the following 

countries: Belgium, Denmark, Ireland, France and Sweden. The gross amount of assets at 

Luxembourg’s disposal in 2006 was USD 260.000, to reach the highest level in 2013 at USD 
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349.700. The characteristic feature of net assets per capita in the countries of the third quartile 

was the significant spread of the examined variable (long line on the box chart). These 

differences were between USD 90.000 (in 2014) and USD 135.000 (in 2010). While assessing 

the spread between the adults from Luxemburg and the second wealthiest country in the order 

(most often Belgium or France), it should be noted that in 2006 the difference was only USD 

4.800. In subsequent years, the stratification of gross property of adults from these countries 

grew rapidly, arriving in 2012-2016 at over USD 50.000. The analysis of the above-mentioned 

values (gross property per adult) leads to the conclusion that between the inhabitants of 

Luxembourg (the wealthiest) and Romania (the poorest in the entire population), a huge 

property gulf is drawn. Residents of Romania have only about 5% of Luxemburg’s net assets, 

and the inhabitants of Slovenia (the wealthiest among the least well-off countries) are within 

one-fifth of those. Referring gross property per adult of selected countries to the median 

(distribution of assets shows right-sided asymmetry, which means that in the surveyed 

population there is a country, due to which the average is perceived as higher than it actually is 

in the population – and it is Luxembourg), it is noticeable that Romania’s gross assets were 

usually seven to eight times less than the median, while Luxembourg’s gross assets were two 

to 2.7 times the median value. The median value was determined successively by Cyprus in the 

years 2006-2007, Spain in 2008-2013, again Cyprus in 2014, then Malta in 2015-2016, and 

these were values in the range of USD 105.000 in 2006 (Cyprus) to USD 135.000 in 2009 

(Spain). Only when we compare the net assets of adults of all CEE countries to the median, we 

receive a result similar to the richest inhabitants – the Luxembourgers. The size of net assets 

per person in all CEE countries was greater than the median within 2.3 times in 2009 to 2.9 

times in 2014. This data confirms the thesis about low gross assets of adults in the CEE 

countries, when in relation to the median, “new” EU countries together achieve a level of 

property close to one richest adult Luxembourger. ( GWD 2017 , Table 1-4, pp.55-98; Fig 2) 

 

6. CONCLUSION  

The analysis of data contained in the Credit Suisse report, divided by the author into two groups 

– the “old” EU countries (16 countries) and the “new” EU countries (11 countries), allows to 

articulate several basic conclusions. CEE countries were characterised by a slightly higher 

growth rate of both gross assets in relation to other countries (CEE – 123%, others – 107.50%) 

as well as net ones (respectively 118% and 107%). In comparison to other countries, adults 

from CEE are more and more willing to use external sources (respectively 138% and 110%), 

which is probably associated with the desire to increase consumption and to own a household. 

This increase in debt is perceived as lower due to the amount of net assets in the CEE countries 

compared to other countries. The examined values in the entire analysed period were subject to 

cyclical changes, which were caused mainly by crises. Their effects affected entire economies 

and, therefore, households, thus lowering the value of assets and discouraging indebtedness. 

Overcoming the crisis results in an increase in assets and the willingness to be indebted. In the 

entire analysed period, the population of CEE countries, taking into account the examined 

values per adult, was in the group of countries situated from the first to the eleventh place in 

the table arranged from the lowest gross and net assets and the lowest debt. None of the CEE 

countries in the entire decade has changed its position in relation to other EU countries, while 

numerous upward or downward movements within the group have been observed. The lowest 

gross assets belonged to adults residing in Bulgaria in 2006 – 14.127, the highest belonged to 

the Luxembourgers – USD 439.997. A similar disparity exists in net assets – the lower limit 

was determined by Bulgarian  assets – USD 12.915  in 2006 and the upper one by the 

Luxembourgers  – USD 349.670. The smallest indebtedness concerned Slovaks in 2011 – USD 

1.200, the largest belonged to Danes – USD 121.000. 
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Adults from all CEE countries do not have such allowances as one adult resident in 

Luxembourg, taking into account gross and net assets. Between the inhabitants of countries 

located at both ends of the spectrum, there is a significant wealth gap 
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ABSTRACT 

The paper presents the scale of and  trends in economic growth in the African, Caribbean, and 

Pacific (ACP) countries in the years 2002-2016. The study covers 48 African, 16 Caribbean 

and 15 Pacific countries and is based on the data retrieved from the World Bank Database. 

During the analysed 15 years, five African countries and Cuba had average annual GDP per 

capita growth rates higher than 4.0%.On the other hand, more than twenty ACP countries 

recorded negative or very low average annual GDP per capita growth rates. GDP in the fastest 

growing ACP countries has been primarily generated through services and industry sectors. 

Services and agriculture sectors have contributed the most to GDP in the slowest growing ones. 

The poorest countries were highly dependent on agriculture which provided a living for the 

vast majority of their population. On the demand side, domestic private consumption was the 

main source of growth in the analysed countries. Many countries experienced a decline in the 

share of exports of goods and services in GDP. Several ACP countries sustained growth mainly 

because of foreign aid. Resource rich countries managed to attract  foreign direct investment. 

In some fast growing ACP countries, economic growth resulted from the implementation of 

market-based economic policies and improvement of investment framework and in other 

countries, government’s interventionist policies enhanced it. The slowest growing ACP 

countries have been affected by conflicts, internal political turmoil and suffered from climate-

related shocks. The vast majority of the analysed countries have to improve the business 

climate, governance, and control of corruption to maintain or accelerate economic growth.  

Keywords: ACP countries, economic development, economic growth, growth policy 

 

1. INTRODUCTION 

Since the beginning of the twenty first century, several developing countries have recorded 

rapid economic growth and made significant progress in economic development. At the same 

time, other countries have experienced negative or very low average GDP per capita growth 

rates and slightly improved their development indices. The main aim of the paper is to show 

trends in economic growth in the African, Caribbean and Pacific Group of States (ACP Group) 

over the period from 2002 to 2016. The analysis is based on the data retrieved from the World 

Bank Open Data and comprises 79 countries. There are a lot of studies on economic growth 

and development in African, Caribbean and Pacific countries. For instance, economic growth 

in African countries was a subject of the study in Anyanwu (2014), Caceres and Caceres (2015), 

Onjala and K’Akumu (2016), and Oluwatayo and Ojo (2018). Mamingi and Borda (2015) focus 

on economic growth in the Caribbean countries and Connell (2011) in the Pacific. Nowak 

(2017a, 2017b) analyses economic growth and development in least developed countries. The 

main contribution of this paper to the discussion on economic growth in the twenty first century 

is a comparison of growth determinants on the supply and demand sides in the ACP countries 

using the same set of data. 

 

2. THE FSTEST AND SLOWEST GROWING ACP COUNTRIES IN THE YEARS 

2002-2016 

The African, Caribbean and Pacific Group of States was formally created by the Georgetown 

Agreement  and by the first Lomé Convention signed in 1975.  
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The ACP Group comprises 48 countries from sub-Saharan Africa (SSA), 16 from the Caribbean 

and 15 from the Pacific1. It is a diverse group of states. The surfaces of ACP countries vary 

from 20 square kilometres (Nauru) up to 2 344.9 thousand square kilometres (Democratic 

Republic of the Congo). The population ranges from 11 thousand (Tuvalu) to 186 million 

(Nigeria), while the population density varies from 3.0 (people per sq. km of land area) in 

Namibia to 662.8 in Barbados. The size of 2016 GDP varies from US$ 38 million (in 2010 

constant US dollars) for Tuvalu to US$ 457 billion for Nigeria and the 2016 per capita GDP 

ranges from US$ 218.3 (2010 constant US dollars) in Burundi to US$ 19 991.1 in Bahamas. 

The twenty countries are high ranked in the Human Development Index. Fourteen Caribbean, 

four Pacific and two African countries were classified as high human developed in 2015. 

Sixteen countries are medium human developed2 and the remaining 43 ACP states are low 

human developed. In the years from 2002 to 2016, several ACP countries recorded high GDP 

growth. Ethiopia was the fastest growing economy in the considered group of countries3. The 

average annual GDP growth rate in the country was above 9%. It is worth noting that the 

Ethiopian economy grew faster in a shorter period. GDP growth rate in Ethiopia averaged 10.2 

per cent between 2007 and 2016. During the analysed 15 years, high GDP growth rates were 

also observed in Rwanda, Mozambique, Nigeria, Tanzania, Uganda, Sierra Leone, Zambia, 

Ghana, and Democratic Republic of the Congo (DCR). Chad, Angola, and Equatorial Guinea 

had high average GDP growth rates because their economies grew very fast for few years i.e. 

Chad from 2002 to 2005, Angola from 2004 to 2008, and Equatorial Guinea before the global 

financial crisis. On the other hand, twelve ACP countries had average annual GDP growth rates 

below 2% in the years 2002-2016. The economy of Central African Republic (CAR) grew at 

rate -0.5% and the Zimbabwean economy at -0.4%. The economic performance of several ACP 

countries was even worse in a shorter period (Table 1). It is worth noting that the economy of 

Zimbabwe was contracting by around 9% per year  from 2002 to 2008 and it recorded growth 

of more than 13% per year in the period 2009-2012. 

 

 

 

 

 

Table following on the next page 

 

 

 

 

 

                                                           
1 The ACP countries from Sub-Saharan Africa are the following: Angola, Benin, Botswana, Burkina Faso, Burundi, Cabo 

Verde, Cameroon, Central African Republic, Chad, Comoros, Congo, Côte d’Ivorie, Democratic Republic of the Congo, 

Djibouti, Equatorial Guinea, Eritrea, Ethiopia, Gabon, Gambia, Ghana, Guinea, Guinea-Bissau, Kenya, Lesotho, Liberia, 

Madagascar, Malawi, Mali, Mauritania, Mauritius, Mozambique, Namibia, Niger, Nigeria, Rwanda, São Tomé and Príncipe, 

Senegal, Seychelles, Sierra Leone, Somalia, South Africa, Sudan, Swaziland, Tanzania, Togo, Uganda, Zambia, and 

Zimbabwe, from the Caribbean: Antigua and Barbuda, Bahamas, Barbados, Belize, Cuba, Dominica, Dominican Republic, 

Grenada, Guyana, Haiti, Jamaica, St. Kitts and Nevis, Saint Lucia, St. Vincent and Grenadines, Suriname, and Trinidad and 

Tobago, and from the Pacific: Cook Islands, Fiji, Kiribati, Marshall Islands, Micronesia, Nauru, Niue, Palau, Papua New 

Guinea, Samoa, Solomon Islands, Timor-Leste, Tonga, Tuvalu, and Vanuatu. 
2The following ACP countries: Barbados, Bahamas, Palau, Antigua and Barbuda, Seychelles, Mauritius, Trinidad and Tobago, 

Cuba, Saint Kitts and Navies, Grenada, Fiji, Saint Lucia, Jamaica, Dominica, Suriname, Dominican Republic, Saint Vincent 

and Grenadines, Tonga, Belize, and Samoa are in the group of “higher human development”. Botswana, Gabon, South Africa, 

Cabo Verde, Namibia, Guyana, Micronesia, Timor-Leste, Vanuatu, Congo, Equatorial Guinea, Kiribati, Ghana, Zambia, São 

Tomé and Príncipe, and Kenya are medium human developed countries. 
3Nauru grew at 17.4% per annum in the years 2008-2016. However, this small Pacific island is excluded from the analysis 

because the available data cover only nine years.  
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Table 1: Average GDP growth in the selected ACP countries, 2002-2016 (Source: Own 

calculations based on WBOD, 2018) 

The fastest growing ACP countries The slowest growing ACP countries 

Country 2002-2016 2007-2016 Country 2002-2016 2007-2016 

Ethiopia 9.1% 10.2% CAR -0.5% -1.7% 

Rwanda 7.8% 7.6% Zimbabwe -0.4% 3.9% 

Chad 7.3% 3.9% Micronesia 0.01% -0.1% 

Angola 7.3% 6.3% Bahamas 0.2% -0.5% 

Mozambique 7.2% 6.7% Jamaica 0.7% -0.1% 

Nigeria 7.0% 4.9% Barbados 1.1% 0.2% 

Equatorial Guinea 6.9% 1.4% Palau 1.2% 1.2% 

Tanzania 6.8% 6.7% Haiti 1.3% 1.9% 

Uganda 6.7% 6.1% Tonga 1.3% 1.4% 

Sierra Leone 6.6% 4.9% Marshall Islands 1.5% 1.5% 

Zambia 6.6% 6.5% Tuvalu 1.7% 2.4% 

Ghana 6.4% 6.8% Dominica 1.8% 1.5% 

DRC 6.0% 6.3% Kiribati 2.0% 2.2% 

 

Over the period from 2002 to 2016, GDP growth ranged from 0.2% (Bahamas) to 5.3% 

(Dominican Republic) in the Caribbean countries and from 0.01% (Micronesia) to 4.9% (Papua 

New Guinea) in the Pacific ones. In the years 2007-2016, in the group of the Caribbean 

countries the lowest average annual GDP growth rate was also in Bahamas (-0.5%) and the 

highest in Dominican Republic (5.3%). GDP growth varied from -0.1% (Micronesia) to 7.8% 

(Timor-Leste) in the group of Pacific countries. Low GDP growth together with high population 

growth resulted in really low GDP per capita growth in many ACP countries (Table 2).  

 

Table 2: Average GDP per capita growth in the selected ACP countries, 2002-2016 (Source: 

Own calculations based on WBOD, 2018) 

The fastest growing ACP countries The slowest growing ACP countries 

Country 2002-2016 2007-2016 Country 2002-2016 2007-2016 

Ethiopia 6.2% 7.4% Zimbabwe -2.1% 1.7% 

Rwanda 5.3% 4.9% CAR -1.7% -2.6% 

Nigeria 4.3% 2.2% Bahamas -1.5% -2.0% 

Cuba 
4.3%  

(2002-2015) 

3.1% 

(2007-2015) 
Liberia -0.7% 1.9% 

Sudan 4.2% 4.2% Madagascar -0.4% -0.1% 

Mozambique 4.1% 3.6% Gabon  -0.4% 0.6% 

Dominican 

Republic 
3.9% 3.9% Comoros -0.3% -0.4% 

Ghana 3.8% 4.2% Burundi -0.3% -0.2% 

Mauritius  3.7% 3.8% Haiti -0.2% 0.5% 

Chad 3.7% 0.6% Gambia -0.1% 0.3% 

Zambia 3.6% 3.4% Kiribati 0.04% 0.3% 

 

In the years 2002-2016, twenty two ACP countries had an average GDP per capita growth rate 

lower than 1% per annum. It is worth noting that in the shorter period (2007-2016), nearly 30 

ACP countries had so low GDP per capita growth rate. During 15 years, the highest GDP per 

capita growth was observed in Ethiopia and Rwanda while between 2007 and 2016 in Ethiopia, 
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followed by Timor-Leste, and Rwanda. In sub-Saharan Africa GDP per capita growth ranged 

from -2.1% (Zimbabwe) to 6.2% (Ethiopia) in the years  2002-2016  and from -2.9% (Equatorial 

Guinea) to 7.4% (Ethiopia) in the shorter period. In the Caribbean countries GDP per capita 

growth varied from -1.5% (Bahamas) to 3.87% (Dominican Republic) over the period of 15 

years and from -2.0% (Bahamas) to 3.94% (Dominican Republic) in the years 2007-2016. 

Among the Pacific countries the lowest average annual GDP per capita growth rate between 

2002 and 2016 was in Kiribati (0.04%) and the highest in Papua New Guinea (2.5%). Over the 

period 2007-2016, GDP per capita growth ranged from -0.04% (Micronesia) to 5.7% (Timor-

Leste) in the Pacific region. 

 

3. DETERMINANTS OF ECONOMIC GROWTH IN SUB-SAHARAN AFRICA 

In the fastest growing sub-Saharan African countries, except Chad, services are principal 

sources of GDP. In recent years, the services sector contributed more than 70% to GDP in 

Mauritius and more than 50% in Nigeria, Zambia, Mozambique, Ghana, Rwanda, and Sudan. 

Services, followed by agriculture have been generated GDP in Ethiopia, and agriculture, 

followed by services in Chad. The structure of GDP in Nigeria sharply changed in 2010. 

Between 2002 and 2016, the share of services in GDP increased by nearly 40 percentage points. 

At the same time the share of industry sector in GDP declined by 13 p.p. and agriculture  by 27 

p.p. The share of services in GDP increased by 20 p.p. in Sudan (at expense of industry sector) 

and in Ghana (at expense of agriculture). The structure of Sudan’s GDP changed after the 

secession of South Sudan. In Ghana, agriculture was the mainstay of the economy in the years 

2003-2005 due to the expansion of the cocoa subsector. The industry sector contributed nearly 

37% to GDP in Zambia, 28% in Ghana, and about 20% in Mozambique, Ethiopia, Mauritius, 

and Nigeria in 2016. The agricultural sector generated 50% of GDP in Chad, 39% in Sudan, 

and 37% in Ethiopia. In terms of employment, agriculture has been a major sector in most SSA 

countries. More than 70% of population is employed in agriculture in Rwanda, Mozambique, 

Chad, Ethiopia, and Zambia. The agricultural sector employs more than half of the workforce 

in Nigeria, Sudan, and Ghana. The services sector provides the main livelihood for a vast 

majority of the population only in Mauritius. On the demand side, domestic private 

consumption has been the main source of growth in most SSA countries. The average share of 

household final consumption expenditure in GDP was less than 60% only in Zambia. The share 

of gross domestic investment (gross capital formation) in GDP more than 40% was observed 

in Ethiopia, Mozambique, and Zambia. The contribution of government final consumption 

expenditure to GDP was the highest in Mozambique. Exports of goods and services were very 

important source of foreign reserves in Mauritius. They were contributing more than 50% of 

GDP over the period 2002-2016. Exports generated more than 30% of GDP in Chad, Ghana, 

Zambia, and Mozambique. In Ethiopia, Rwanda, Sudan, and Nigeria the share of exports in 

GDP was low. Top exports of Mauritius are processed fish, raw sugar, and  articles of apparel. 

Chad is an exporter of crude petroleum, gold and raw cotton. Ghana exports gold, cocoa and 

cocoa preparations, and crude petroleum. The Zambian exports are based on copper, pearls, 

precious stones, and corn. Top exports of Mozambique are aluminium, mineral fuels, oils, 

distillation products, tobacco, prawns, cashews, and cotton. Ethiopia exports coffee, tea, edible 

vegetables, pearls, and precious stones. Gold, tea, refined petroleum, coffee, and spices are 

basic export goods in Rwanda. Sudan exports gold, crude petroleum, precious stones, pearls, 

oil seed, grain, and live animals. Crude and refined petroleum, petroleum gas, cocoa beans, and 

gold are top exports of Nigeria. A positive trade balance has been observed only in Chad, and 

Zambia. Mozambique, Rwanda, and Ethiopia rely on foreign direct assistance (ODA). 

However, Mozambique’s economy boomed not only on ODA but also on large inflows of 

foreign direct investment (FDI). In Nigeria, remittances are more important source of income 

than ODA or FDI (Table 3). 
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Table 3: Remittances, net ODA, and net FDI flows as per cent of GDP in the selected sub-

Saharan African countries, 2002-2016 (Source: Own calculations based on WBOD, 2018 and 

OECDstat, 2018) 

Country Remittances ODA FDI Country Remittances ODA FDI 

The fastest growing sub-Saharan African countries The slowest growing sub-Saharan African countries 

Ethiopia 1.4% 11.7% 2.7% Zimbabwe 7.1% 6.6% 1.5% 

Rwanda 1.6% 17.9% 2.1% CAR n.a. 14.3% 1.8% 

Nigeria 6.2% 1.5% 2.5% Liberia 13.8% 71.1% 32.5% 

Sudan 2.6% 3.6% 3.7% Madagascar 2.3% 9.7% 6.1% 

Mozambique 1.0% 19.3% 16.3% Gabon  n.a. 0.6% 3.7% 

Ghana 3.0% 6.8% 5.9% Comoros 17.4% 10.2% 1.1% 

Mauritius  0.01% 0.8% 2.6% Burundi 1.1% 27.5% 0.7% 

Chad n.a. 6.1% 6.9% Gambia 11.6% 12.4% 5.7% 

Zambia 0.3% 9.1% 6.1%     

Note: Data on remittances for Burundi cover the period 2004-2016 and for Comoros and 

Gambia 2003-2016. Data on FDI inflows for Burundi cover the period 2004-2016. 

 

Ethiopia has a planned economy. The state is heavily engaged in economy. In the years 2006-

2015, the Ethiopian government implemented two national five-year plans to improve 

economic growth and reduce poverty i.e. the Plan for Accelerated and Sustained Development 

to End Poverty (2005-2010) and the Growth and Transformation Plan (2010-2015). They 

prioritised agricultural and export-led industrialisation. Economic growth in Ethiopia was 

driven by government investment in large-scale infrastructure projects (Grand Ethiopian 

Renaissance Dam on the Blue Nile River, railway line connecting Ethiopia to the Red Sea coast 

in Djibouti) and progress in the agricultural sector and services. Rwanda recorded high 

economic growth due to sound economic policies, peace and political stability. It made a great 

progress in improving business climate. Between 2008 and 2017, Rwanda implemented 49 

different reforms, of which 44 making it faster and easier to do business WB (2018). The 

Nigerian economy relies on the oil sector. However, since the outbreak of the global financial 

crisis economic growth has been driven by growth in telecommunications, services, and 

agriculture. Before the secession of South Sudan, the oil sector had driven much of the Sudanese 

GDP growth. From 2012, Sudan has been developing gold mining and agriculture. In 

Mozambique, economic growth resulted from implementation of market-based economic 

policies and the improvement of investment framework. Most of the FDI flows were 

concentrated in mining, hydrocarbon and energy sectors. Mozambique’s economy was also 

intensively supported by donors. Services contributed the most to GDP growth in Mauritius. 

The Mauritian economy grew primarily due to sound economic policies and a development of 

financial services, tourism, and information and communication technology. The economy of 

Chad is based on oil industry and agriculture. It grew very fast before the global crisis due to 

high oil prices. The expansion of cocoa sector and oil industry has boosted GDP growth in 

Ghana. Investment and human development were significant determinants of economic growth 

in Zambia (Mukupa, Lungu and Chibangula, 2016). In the slowest growing sub-Saharan 

African Countries, the services sector contributed more than 50% to GDP in Gambia, 

Zimbabwe, and Madagascar. GDP in Liberia has been generated through services, followed by 

agriculture while in Burundi and Central African Republic by the agricultural and services 
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sectors. Agriculture, including fishing, hunting, and forestry accounts for about 50% of GDP in 

Comoros. The industry and services sectors generate GDP in Gabon. In terms of employment, 

agriculture provides the main livelihood for more than 60% of the population in Central African 

Republic, Comoros, Gabon, Liberia, Madagascar, and Zimbabwe. In Burundi, above 90% of 

the population are engaged in agricultural activities. Only in Gambia a half of labour force is 

employed in the services sector. Gambia benefits from tourism and re-export trade. Travel and 

tourism account for 20% of the Gambian GDP and 17% of total employment. In Madagascar 

economic growth is driven by tourism (16% of GDP), construction, agriculture, and the 

extractive industries. The Liberian economy relies on production of the iron ore and agricultural 

sector led by rubber and timber exports. Burundi’s agriculture is dominated by coffee, cotton 

and tea. Agriculture (the cultivation of food crops), forestry and mining remain the basis of the 

Central African economy. Agriculture, including fishing, hunting, and forestry, tourism, 

construction, and commercial activities constitute GDP of Comoros (Nowak, 2017b). The oil 

industry heavily affects Gabon’s economic performance. The Zimbabwean economy depends 

on mining sector and export revenues. Due to political violence and human rights abuse 

Zimbabwe has been subjected to many sanctions from 2003. As a result, the economy 

experienced a deep recession and the worst hyperinflation of all time with the peak in 2008. 

The average share of household final consumption expenditure in GDP was more than 70% in 

all the slowest growing sub-Saharan countries, except Gabon. The gross domestic investment 

contributed to GDP more than 30% only in Gabon. The contribution of government final 

consumption expenditure to GDP was relatively high in Burundi. In the years 2002-2016, 

exports of goods and services generated more than 50% of GDP in Gabon. Exports were an 

important driver of growth in Liberia before the global crisis. Between 2002 and 2007, exports 

generated 60% of the Liberian GDP. In the years 2008-2016, the share of exports in GDP 

declined to 25% in that country. Exports of goods and services generated about 30% of GDP in 

Gambia, Madagascar, and Zimbabwe during the analysed 15 years. Exports were a small share 

of GDP in Burundi, Central African Republic, and Comoros. The top exports of Gabon are 

crude petroleum, manganese ore, and sawn wood. Liberia exports rubber, iron ore, gold, 

diamonds, and cocoa. Rough wood, coconuts, Brazil nuts, and cashews are exported by 

Gambia. Export income of Madagascar depends on vanilla, raw nickel, and clothing. Zimbabwe 

is an exporter of raw tobacco, gold, nickel ore, and diamonds. The top exports of Comoros are 

vanilla, cloves, and ylang ylang. Central African Republic exports  rough and sawn wood, 

diamonds, and fruits. Burundi is an exporter of gold, coffee, tea, and wheat flours. In the years, 

2002-2016, remittances contributed more than 17% to the Comoros’ GDP. Money from 

diaspora have been important sources of income also in Liberia, and Gambia. Six out of eight 

slowest growing sub-Saharan African countries are aid-dependent. The share of FDI in GDP 

was the highest in Liberia (Table 3). To maintain or accelerate economic growth, the sub-

Saharan African countries have to improve the business climate, governance, and control of 

corruption. The most favourable environment for business start-ups and entrepreneurs has been 

created in Mauritius and Rwanda. Mauritius is ranked the 25th out of 190 in the World Bank 

Group Flagship Report Doing Business 2018 and Rwanda ranks the 41st. The third country in 

the group of the analysed SSA countries which has the most business-friendly regulations is 

Zambia (the 85th). The remaining countries were very low ranked and their domestic firms face 

very costly and time-consuming process. For instance, Chad ranks the 180th and Central 

African Republic ranks the 184th (WB, 2018). Mauritius and Rwanda are countries with the 

best governance and Chad and Central African Republic with the poorest one (WGI, 2017). 

According to the 2017 Corruption Perceptions Index, Rwanda and Mauritius rank highest with 

scores of 55 and 50, respectively. Chad and Sudan rank lowest with scores of  20 and 16, 

respectively4 (CPI, 2017).  
                                                           
4 The  Corruption Perceptions Index ranks countries on a scale of zero (highly corrupt) to 100 (very clean). 
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4. FACTORS OF ECONOMIC GROWTH IN THE CARIBBEAN AND PACIFIC 

COUNTRIES 

In the Caribbean countries, GDP has been mainly generated through the services sector. Over 

the period 2002-2016, services contributed more than 80% to GDP in Barbados, Bahamas, and 

Saint Lucia, and more than 70% in Antigua and Barbuda, Grenada, St. Vincent and Grenadines, 

Cuba, St. Kitts and Nevis, Jamaica, and Dominica. The services sector accounted for more than 

60% of GDP in Dominican Republic and Belize. More than 45% of GDP was generated by 

services in Suriname, Guyana, Haiti, and Trinidad and Tobago. The Barbadian economy is built 

on tourism and offshore banking. More than 70% of labour force are employed in the services 

sector. It is worth noting that construction sector has been one of main employers in Barbados. 

The economy of Bahamas is heavily dependent on tourism. The total contribution of travel and 

tourism to GDP was nearly 48% in 2017. Banking and international financial services constitute 

the second most important sector of the Bahamian economy. The services sector provides the 

main livelihood for 90% of the population in Bahamas. Tourism and offshore finance are also 

main drivers of the Saint Lucian economy. Antigua and Barbuda’s economy heavily depends 

on tourism arrivals. Travel and tourism account for more than half of their GDP. Besides, 

offshore financial services and construction sector play important role in Antigua and Barbuda. 

Tourism and construction have become dominant economic activities in Belize, too. Like other 

Caribbean countries, Dominica, Jamaica, St. Kitts and Nevis, St. Vincent and Grenadines, and 

Grenada relay on tourism as the main source of their foreign reserves (Table 4).  

 

Table 4: Share of travel and tourism in GDP and total employment of the Caribbean and 

selected Pacific countries in 2017 (Source: WTTC, 2018) 

Country % of GDP 
% of  total 

employment 
Country % of GDP 

% of  total 

employment 

The Caribbean coutries 

Antigua and 

Barbuda 
51.8% 46.1% Guyana 7.0% 7.4% 

Bahamas 47.8% 55.7% Haiti 9.7% 8.5% 

Barbados 40.6% 40.5% Jamaica 32.9% 29.8% 

Belize 42.3% 37.3% St. Kitts and Nevis 26.8% 25.6% 

Cuba 10.7% 9.9% Saint Lucia 41.8% 50.8% 

Dominica 37.6% 34.4% 
St. Vincent and 

Grenadines 
23.4% 21.5% 

Dominican 

Republic 
17.2% 15.9% Suriname 2.7% 2.5% 

Grenada 23.3% 21.4% 
Trinidad and 

Tobago 
7.7% 9.9% 

The Pacific countries 

Fiji 40.3% 36.5% Solomon Islands 9.0 7.9 

Kiribati 20.9% 17.3% Tonga 18.2% 19.6% 

Papua New 

Guinea 
1.8% 1.6% Vanuatu 44.5% 37.9% 

Note: WTTC (2018) data are not available for all Pacific countries. 
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In the Caribbean region only a few economies are industrial. Economic growth in Trinidad and 

Tobago resulted from the rapid growth in the energy sector. Exports of oil and gas account for 

more than 40% of GDP. Trinidad and Tobago has been diversifying its economy and 

developing manufacturing industry, finance services, and tourism. The Dominican Republic’s 

economy is based on free trade zone industry, tourism, and construction. The country has been 

developing manufacturing industry, communication sector, and financial services. A basis of 

the economy of Suriname is a mining industry. In the years 2002-2016, the Surinamese 

economy expanded on gold, oil, and alumina exports. It is dominated by state-owned enterprises 

and more than half of workforce is employed in the public sector. The Guyanese economy is 

based on agriculture (sugar, rice) and extracting industries (gold, bauxite). GDP of Haiti has 

been generated primarily through banking, electricity, telecom services, textiles, sugar refining, 

and construction industry (Nowak, 2017b). In contrast with other Caribbean countries, Cuba 

has a planned economy with state-owned enterprises and most of Cuban labour force is 

employed by the state. From 2011, the Cuban government has been implementing limited 

economic reforms. Cuba’s services sector is based on tourism, retail, and finance. The 

agriculture is dominated by sugarcane, tobacco, rice, and tropical fruits. Cuba is famous of its 

biotechnology and pharmaceutical industries. In terms of employment, services sector has been 

a major sector in the Caribbean countries. On the demand side, household private consumption 

accounted for 90% of GDP in Haiti and more than 70% in Jamaica, Saint Lucia, and Dominican 

Republic. The share of gross domestic investment in GDP was really high in Suriname. It 

accounted for 66% of the Surinamese GDP in 2016. The gross domestic investment generated 

30% of GDP in Haiti and Guyana. The highest contribution of government final consumption 

expenditure to GDP was observed in Guyana (17%). The main feature of the analysed countries 

is their high openness to international trade. In the years 2002-2016, exports of goods and 

services were an important driver of growth in Guyana (61.5% of GDP), Trinidad and Tobago5 

(57.8%), Belize (57.7%), Antigua and Barbuda (47.8%), Suriname (44.9%), Saint Lucia 

(42.7%), Bahamas (41.6%), Barbados (41.3%), and St. Kitts and Nevis (40.1%). The share of 

exports of goods and services in GDP was smaller in Dominica (38.1%), Jamaica (34.2%), 

Grenada (32.8%), St. Vincent and Grenadines (31.9%), Dominican Republic (28.1%), Cuba 

(19.7%) and Haiti (16.0%). Between 2002 and 2016, the share of exports in GDP declined in 

eight countries (Antigua and Barbuda, Bahamas, Barbados, Dominican Republic, Guyana, 

Jamaica, Saint Lucia, and St. Vincent and Grenadines). All Caribbean countries, except 

Trinidad and Tobago, and Suriname, recorded a trade deficit. They mainly imported mineral 

fuels and oils, and refined petroleum (Antigua and Barbuda, Bahamas, Barbados, Belize, Cuba, 

Dominican Republic, Grenada, Guyana, St. Kitts and Nevis, Saint Lucia) and food (Cuba, Haiti, 

Saint Lucia). The main export commodities were the following: petroleum gas, and mineral 

fuels (Trinidad and Tobago), refined petroleum (Saint Lucia, Trinidad and Tobago), precious 

metals, inorganic chemicals, and aluminium ore (Jamaica), gold, and aluminium oxide 

(Suriname), aluminium ore, pearls, and precious stones (Guyana), nickel (Cuba), bananas 

(Dominica), sugar, fruit, and nuts (Belize, Guyana, Cuba), nutmeg, fish (Grenada), beverages 

(Barbados, Cuba), apparel, and manufactures (Haiti), pharmaceutical products (Barbados), 

electrical and electronic equipment (Dominican Republic), and passenger and cargo ships and 

boats (Antigua and Barbuda, Dominica, St. Kitts and Nevis, St. Vincent and Grenadines). The 

United States are the major trading partner for all Caribbean countries, except Cuba. Bahamas 

and Dominican Republic are dependent on trade with the US. The Caribbean countries, except 

Haiti, do not benefit much from official development assistance and are not aid-dependent. 

Remittances from diaspora have been important sources of income in Haiti, Jamaica, Guyana, 

and Dominican Republic. Several countries have managed to attract foreign direct investment 

(Table 5). 
                                                           
5 Data for Trinidad and Tobago, Belize, Barbados, and Cuba cover the period 2002-2015. 
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Table 5: Remittances, net ODA, and net FDI flows as per cent of GDP in the Caribbean and 

Pacific countries, 2002-2016 (Source: Own calculations based on WBOD, 2018 and 

OECDstat, 2018) 
Country Remittances ODA FDI Country Remittances ODA FDI 

The Caribbean coutries 

Antigua  

and Barbuda 
1.8% 0.6% 12.2% Haiti 22.8% 14.8% 1.3% 

Barbados 2.7% n.a. 6.5% Jamaica 15.5% 0.5% 5.1% 

Belize 4.7% 1.9% 7.3% St. Kitts and Nevis 5.0% n.a. 16.1% 

Dominica 5.9% 5.2% 6.0% Saint Lucia 2.2% 1.8% 9.6% 

Dominican 

Republic 
8.1% 0.3% 3.9% 

St. Vincent and 

Grenadines 
4.2% 2.5% 14.0% 

Grenada 3.9% 3.3% 10.6% Suriname 0.4% 1.9% -1.6% 

Guyana 14.0% 8.8% 6.8% Trinidad and Tobago 0.6% n.a. 3.2% 

The Pacific coutries 

Fiji 5.2% 2.2% 7.9% Solomon Islands 1.8% 34.8% 6.6% 

Kiribati 
10.1% 

(2006-2016) 
17.9% 0.4% Timor-Leste 

6.5% 

(2006-2016) 
13.5% 2.5% 

Marshall Islands 
14.8% 

(2005-2016) 
29.3% 6.4% Tonga 26.9% 14.1% 2.5% 

Micronesia n.a. 36.2% 0.9% Tuvalu 17.9% 42.4% 1.3% 

Palau 
0.9% 

(2005-2016) 
14.2% 6.5% Vanuatu 2.0% 12.7% 6.1% 

Papua New 

Guinea 
0.1% 5.4% 0.6%     

Note: WBOD (2018) data for Bahamas, Cuba, Cook Islands, Nauru, Niue, and Samoa are not 

available. Data on ODA for Papua New Guinea and Vanuatu cover the period 2002-2014 

and for Timor-Leste 2002-2015. 

 

In the group of the Caribbean countries, Jamaica and Samoa have created the most favourable 

environment for business start-ups and entrepreneurs. Jamaica is ranked the 70th out of 190 

countries and Samoa ranks the 87th. On the other hand, Suriname ranks the 165th  and Haiti 

ranks the 181st (WB, 2018). The least corrupted country is St. Vincent and Grenadines (score 

58). Moreover, Dominica, Saint Lucia and Grenada achieved score above of 50. Haiti and 

Dominican Republic have a big problem with corruption (CPI, 2017). Most Caribbean countries 

have high quality of national governance. Barbados and Bahamas are ranked the highest in the 

World Bank’s Worldwide Governance Indicators ranking. Belize, and first of all Haiti have 

poor governance (WGI, 2017). In the years 2002-2016, GDP in the Pacific countries has been 

largely generated through the services sector. Services accounted for nearly 80% of GDP in 

Palau, and Cook Islands, and more than 60% in Marshall Islands, Fiji, Micronesia, Tuvalu, 

Samoa, Tonga, and Nauru. The services sector contributed more than 50% to GDP in Solomon 

Islands, Vanuatu and Kiribati. Industry followed by services have been generated GDP in Papua 

New Guinea and services followed by industry in Niue. The industry sector  was the main driver 

of growth in Timor-Leste (ADB, 2017 and UNCTAD, 2017)6. The Palauan economy consists 

mainly of tourism and fishing. Earnings from fishing licences generate income in Kiribati. 

Offshore financial services and tourism form the basis of Vanuatu’s income. Tourism and 

offshore financial services are also the basis of the Cook Islander economy. Offshore financial 

services are source of income for Marshall Islands, too. The Fijian economy is primarily based 

on tourism (Table 4). The economies of Samoa and Tonga depend on tourism, agriculture and 

fishing. The services sector in Timor-Leste is dominated by public administration, retail and 

wholesale trade, and real estate activities.  

                                                           
6 According to WBOD (2018), services accounted for more than 60% of total gross value added in Timor-Leste in the years 

2006-2015. 
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The public sector is the largest employer in Micronesia and dominates economic activity in 

Tuvalu. Tuvaluans make a living primarily through exploitation of the sea. Solomon Islands’ 

economy is based on primary commodities and rests on mining, agriculture, and fishing. The 

Papua New Guinean economy consists of a small formal sector (minerals and energy extraction) 

and a large informal one (agricultural, forestry, and fishing sector) which employs most of the 

labour force. The Nauruan economy is based on phosphate mining. Most of labour force is 

employed in the mining industry and public administration. Niue’s industry consists of small 

factories for processing fruits. Most people in Niue works on family plantations. Generally, 

industry in the small Pacific countries is limited to fish and fruit processing, and handicrafts. In 

terms of employment, the services sector or services, followed by agriculture (Fiji) employ 

most labour force in the Pacific countries. Agriculture provides a subsistence livelihood for 

more than 80% of population in Papua New Guinea, above 70% in Solomon Islands, and  60% 

in Samoa and Vanuatu. In Timor-Leste labour force is mainly employed in oil industry sector 

and services. On the demand side, the household private consumption accounted for 80% of 

GDP in Fiji and 60% in Palau. In the group of the Pacific countries, the gross domestic 

investment and government final consumption expenditure were the most important 

components of GDP in Palau and Fiji. Over the period 2002-2016, international trade was very 

important to the economy of Fiji (53% of GDP), Palau (51%), Vanuatu (45%), and Solomon 

Islands (43%). In the remaining Pacific countries, the share of exports in GDP ranged from 

7.7%  in Timor-Leste to 28.6%  in Samoa. Between 2002 and 2016, the share of exports in GDP 

decreased in Fiji, Kiribati, and Timor-Leste. The top exports of Fiji, Micronesia, Kiribati, Cook 

Islands, Samoa are fish. Palau exports shellfish and tuna. Copra and coconut oil are main export 

goods of the Marshall Islands. Niue is an exporter of fruit juice and fish. Fish, vanilla, coconuts, 

Brazil nuts, and cashews are exported by Tonga. Tuvalu and Vanuatu exports boats and fish. 

Exports of Nauru are based on phosphates. Papua New Guinea exports petroleum gas, gold, 

rough wood, crude petroleum, and copper ore. Main exports of Solomon Islands are rough 

wood, palm oil, and fish. Timor-Leste exports primarily crude petroleum and coffee. All the 

Pacific countries, except Papua New Guinea and Solomon Islands, have trade deficit. 

Remittances and/or foreign aid are main sources of income in the small Pacific countries. 

Worker’s remittances contributed the most to economic growth in Tuvalu (Tuvaluans work in 

Nauru in phosphate mining industry), Micronesia, Solomon Islands, and Marshall Islands. 

Tuvalu, Micronesia, and Solomon Islands are almost entirely dependent on foreign aid (Table 

5). Australia is a major donor to Fiji, Kiribati, Nauru, Papua New Guinea, Samoa, Solomon 

Islands, Timor-Leste, Tonga, Tuvalu, and Vanuatu. The United States provide aid primarily to 

Marshall Islands, Micronesia, and Palau. Cook Islands and Niue are mainly supported by New 

Zealand. It is worth nothing that the Pacific states are also financed by China mainly in order 

to isolate Taiwan which currently maintains official relations with Kiribati, Marshall Islands, 

Nauru, Palau, Solomon Islands, and Tuvalu (Nowak, 2015). The share of FDI in GDP is bigger 

than the share of ODA or remittances only in Fiji. In the group of the Pacific countries, Samoa 

(the 87th), Tonga (the 89th), and Vanuatu (the 90th) have the best business climate. Samoa, 

Palau, and Nauru have also the highest quality of governance. On the other hand, Marshall 

Islands, Papua New Guinea, and Solomon Islands have a problem with governance. The 

Corruption Perceptions Index 2017 ranges from 29 in Papua New Guinea to 43 in Vanuatu. 

 

5. CONCLUSION  

GDP growth rate averaged seven per cent or above in several sub-Saharan African countries 

between 2002 and 2016. On the other hand, the economies of Zimbabwe and Central African 

Republic have contracted. The economies of SSA countries grew mainly due to political 

stability, sound economic policies, and improvement in business climate. In Ethiopia, the state 

has been heavily engaged in economy.  
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The slowest growing ACP countries have been affected by conflicts, internal political turmoil 

and suffered from climate-related shocks. The vast majority of SSA countries have to improve 

the business climate, governance, and control of corruption to maintain or accelerate economic 

growth. Over the period 2002-2016, Dominican Republic was the fastest growing economy in 

the Caribbean. In the Pacific, Timor-Leste experienced high growth in the years 2007-2016. 

The Dominican Republic’s economic growth was boosted by development of free trade zone 

industry. The economy of Timor-Leste was growing due to expansion of oil sector and 

government expenditure on basic infrastructure, including electricity and roads. Economies of 

the Caribbean countries are mainly diversified into tourism and finance. Several countries are 

offshore tax havens. Half of countries are dependent on tourism. Besides, they are highly open 

economies. The Caribbean countries were hit by effects of the global financial crisis. They 

suffered from a sharp decline in tourism and a rise in debt. The Caribbean countries remain 

vulnerable to external shocks including natural disasters, volatile tourism receipts, changes in 

international oil and mineral prices. The Pacific countries’ economic growth is hindered by 

geographic isolation, remoteness from international markets, limited size of domestic markets, 

lack of natural resources, vulnerability to natural disasters, and inadequate infrastructure. Small 

countries with limited natural resources and a narrow economic base are extremely vulnerable 

to external shocks.  
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ABSTRACT 

In the article is a research modern approach in relation to determination of conception of 

corporate management enterprises in Ukraine. It is set on the basis of their generalization, that 

a corporate management is the difficult phenomenon, which it is expedient to examine both in 

wide and in a narrow value; from point of partial, normative, economic financial, 

administrative-organizational, legal, public and socio-economic approaches. Principles of 

corporate management in Ukraine are based on the basis of general, and also the specific 

which take and include into account the national features of corporate sphere of management. 

Last approval by the State commission on securities and share market of Ukraine, and 

presented in such blocks, as: purpose of society; rights for shareholders; observant advice and 

executive branch; opening of information and transparency; control for financially and 

economic by activity of society and the interested persons. Also in the article there are certain 

descriptions of corporate form of business, to which is taken: independence of enterprise as a 

legal entity; limited liability of individual investors; possibility of transmission for other 

persons the actions which belong to the individual investors; centralized management. The 

introduce decryption of basic units of corporate management in Ukraine. There are allocations 

an object and a subject, and also basic subjects of corporate management. It is taken to the 

last: issuers, investors or shareholders, management and workers of enterprise, state in the 

person of public and organs of local self-government, creditors, other interested persons 

authorities, what enterprises of corporate type involved in the process of functioning. Taking 

into account traffic of corporate rights regulation such entities of corporate management as: 

citizens-proprietors of corporate rights; proprietors and management of enterprise - issuer of 

corporate rights, or their proprietor; public and non-state organs and others like that. There 

are determined basic functions of corporate management – planning, organization, 

coordination, control, and motivations which are considered from point of corporate 

management rights and also from point of management of corporation. Spared attention the 

question of becoming and development of the Ukrainian model of corporate management, in 

which takes place are combination of elements of insider and outsider models. 

Keywords: corporate management, corporate case frame, approaches, principles and 

functions, component elements 

 

1. ENTRY 

Development of market’s relations in Ukraine assisted appearance of different legal forms of 

enterprises, the special place among there are occupied by joint-stock company of the closed 

and open type, company with limited liability and others like that.  
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On such enterprises the mutual relations are formed between their participants - proprietors - 

shareholders, management, workers and other subjects. All of it causes the necessity of 

application of the system’s rules and principles which will provide such management and 

control above a company, that will take in a most measure into account are interests of 

shareholders and other stakeholders, including are workers, clients and suppliers. A modern 

corporate management shows such system a soba the company. Will notice, that the observance 

of high standards of corporate management takes on the special significance in the 

globalization’s context and euro integration’s processes and there is a requirement of investors 

to the potential partners, and improves possibilities in bringing of investments. Understanding 

of ponderability, and accordingly, the increase of investor’s interest, state supervision’s organs, 

society, shareholders and management, companies’ personnel to the corporate management 

determines actuality researches of essence and value of this phenomenon, and also 

determination of his features on the enterprises corporate’s type in Ukraine. 

 

2. MODERN GOING IS FOR DETERMINATION OF CORPORATE MANAGEMENT 

IN UKRAINE 

Interpretation of concept "corporate management" depends on the approaches, used by different 

authors, that is mortgage in essence of this concept certain aspects and for that can be based 

basic principles of corporate management: 

• this is based on normative positions and menage’s practices; 

• the provides protection of rights for investors and corporate control; 

• the decides contradictions between shareholders and management of corporation; 

• uses institutional mechanisms for effective work of enterprise and management of property 

relations 

 

The essence corporate’s management research by us was begun with the study of normatively-

legal base, that interprets are basic terms related to the corporate management. So, in the 

Commercial code of Ukraine is examined the concept of corporate enterprise. Marked, that in 

Ukraine depending on the method of founding and forming of charter capital enterprises operate 

unitary and corporate. The corporate enterprise appears, as a rule, by two or anymore founders 

after for their general decision (by an agreement), operates on the basis of association of 

property and/or entrepreneurial or environment servicing activities of founders (participants), 

and theirs general administrative department, on the basis of corporate laws, which including 

through organs, that created by them, to participating of founders (participants) in allocation of 

enterprise’s profits and risks. There are corporate are co-operative enterprises and enterprises 

that is created in form economic society, and also other enterprises including based on a peculiar 

two or more persons. Also in the marked code to concept determination the corporation points. 

It is marked that the corporation is a contractual association, created on the basis of combination 

of productive, scientific and commercial interests of enterprises that united, with delegation by 

them separate plenary powers of the centralized adjusting of activity each of participants to the 

of management’s organs of corporation. Business enterprises are appearing as associations, 

corporations, consortia, business concerns, other associations of enterprises, as statutory. State 

and municipal enterprises and associations appear mainly in form corporation or business 

concern, regardless of the name of association (combine, trust and others like that) [1]. The 

determination to the concept of the corporate laws is given in the internal revenue code of 

Ukraine. The last are examined as rights for personality part of that is determined in the charter 

capital (property) of business entity, that include competence on participating of this person in 

a management business entity, receipt of certain share of profits (dividends) of this business 

and assets in case of liquidation last under the law, and also other to the competence, statutory 

and by regulation documents. Also there are certain in a code such terms as revenue, dividends, 
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share premium, investments, including are capital, financial, direct, portfolio investment [2]. In 

the law of Ukraine "On joint-stock companies" is also brought determination of "corporate 

laws". The last is interpreted as totality of property and unproperty rights for a shareholder - 

stock of society, that swim out from the right of ownership on actions, that include a right on 

participating in a management a joint-stock company, drawing dividends and assets of joint-

stock company in case of his liquidation under the law, and also other rights, and to the 

competence, holder, statutory or by regulation documents [3]. It was set on the basis of study 

legislatively-normative’s documents, that on this time in Ukraine it is not formed only going 

near understanding of essence of concepts corporate laws, corporate relations, corporate 

management. The marked underlines the necessity of further improvement of legislatively-

normative base in relation to these questions and grounds expediency of scientific researches 

in this direction. Deserves attention the experience of foreign scientists that in the time began 

research in relation to determination of essence of corporate management. Also, at the 

beginning of 30th of XX of century are Adolf Berle and Gardiner Means came to the 

conclusion, that control interests above a corporation radically different from interests 

possessing property of corporation and thus interests of proprietors of capital and managers, 

that manage him does not coincide [4]. In 1937 Ronald Harry Coase worked out the contract 

theory of firm, in that offered permission of conflict of interests, that arises up between 

proprietors and managers, through by the conclusion of corresponding contract, where all rights 

and terms of collaboration of parties are illuminated [5, с. 386–405]. A next step to the decision 

of questions in relation to a management corporations development became in 70th of XX of 

century by Michael C. Jensen and William H. Meckling theories of agent charges are 

determination of size of losses for investors, that is related to distribution of ownership and 

control rights [6, с. 118–191]. Peter Ferdinand Drucker, studying this question in 1945 marked 

that a corporate management is oriented to creation of such frames case corporations in that 

shareholders would realize right and duties really [7]. M. Jensen and W. Meckling marked that 

an effective corporate case frame must be built thus, to minimize agent charges, abandoning 

valuable corporate control after shareholders. Colin Mayer examines a corporate management 

as organizational agreement in obedience to that a company presents and serves interests of the 

investors [8, с. 25]. The specialists of IFC determine a corporate management as system of the 

elected and appointed bodies of joint-stock company, that manages him, removes balance of 

interests of his proprietors and sent to the receipt of maximally possible profit from all types of 

activity of society within the limits of current legislation [9, с. 90]. As a system of electoral and 

appointed organs a corporate management is examined А. Кozachenko, А. Voronkova, A. 

Korenev [10]. Corporate management as organizational model by means of that there are and 

are on the defensive interests of investors examine Е. Gubin, Т. Kashanina, G. Vechkanov, V. 

Pulyaev examine a corporate management as certain organizational agreement that can embrace 

the different aspects of activity of corporation. From the point of view of protection of rights 

for investors and corporate control a corporate management is examined by V. Kondratyev, Y. 

Кurenkov, А. Povaznyi. Reasonable approach in obedience to that a corporate management is 

examined from position of mutual relations between the different participants of corporations 

[10 - 13]. In a narrow value a corporate management it is expedient to examine as a certain 

mechanism of management and distribution of power between the different groups of 

participants of corporate relations. In a wide value is totality of relations between a corporation 

and society. On the basis of generalization of researches in relation to essence of corporate 

management there was the distinguished row of approaches in relation to interpretation of 

corporate management Figure 1. 

 

 

Figure following on the next page 
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Figure 1. Going is near determination of essence of corporate management 

 

As a result of research the essence of corporate management in scientific literature it was set, 

that there is understood as an operating method on the system of mutual relations between the 

participants of corporate relations, that is regulated by legislative and normative acts, by internal 

normative documents for the increase of efficiency of menage - receipt of the expected profit. 

In our view, a corporate management can be examined as a management corporate law. It 

determination is very wide and testifies that the proprietor of such rights has a right of 

ownership on part in the charter capital of economic society, including rights on a management, 

receipt of share of corresponding profits of society and also on part of assets in case of 

liquidation of this subject of menage. From this point of view a corporate management shows 

a soba the processes of adjusting of motion of it’s a proprietor corporate laws with the aim of 

receipt of profit and management an enterprise. Or, in other words, it is possible to say, that a 

corporate management is the system of relations between the organs of society and his 

proprietors (by shareholders) in relation to the management of society activity. The system of 

corporate management shows a soba an organizational model by means of that an enterprise 

presents and protects interests of the investors. This system contains elements, beginning from 

the board of directors to the charts of labor’s remuneration of executive link and mechanisms 

of filing a petition for bankruptcy. The type of the applied model depends on a corporate’s 

structure, which exists within the framework of market economy and represents the fact of 

division of possession’s functions and management at the modern corporation. In the wide 

understanding a corporate management is examined as a system by means of that direct and 

control activity of society. It is determined within the framework of corporate management, 

how investors carry out control for the activity of managers and also what responsibility is born 
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the by managers before investors for the results of activity of society. The proper system of 

corporate management allows to the investors to repose in that guidance of society reasonably 

uses them to the investment for financially-economic activity and thus the cost of part of 

investor’s increases in the capital of society. The proper corporate management is not limited 

to exceptionally the relations between investors and managers, but envisages also taking into 

account of legal interests and active collaboration with the interested persons that have 

legitimate interest in activity of society (by workers, consumers, creditors, by the state, by 

public and others like that). It is related to that society can’t exist regardless of society it 

functions in that and eventual success of his activity depends on payment of all interested 

persons. Thus, corporate business management’s essence is the system of relations between 

investors - proprietors of business, his managers and also of interested persons for providing of 

effective activity of business, equilibrium of influence and balance of interests of participants 

of corporate relations. Importance of corporate management for societies consists in its payment 

to the increase of their competitiveness and economic efficiency due to providing: the proper 

attention to interests of shareholders; equilibrium of influence and balance of interests of 

participants of corporate relations; financial transparency; input of rules of effective 

management and proper control. Importance of corporate management for the state is 

conditioned by its influence on social and economic development of country through: 

• It is assistance to development of investment processes, providing of confidence and 

increase of investor’s trust; 

• It is an increase of efficiency of the use of capital and activity of enterprises; 

• taking into account of interests of wide circle of the interested persons, which provides 

realization of enterprise's activity for the good of society and increase of national riches. 

 

The most attractive for investors in Ukraine there are four descriptions of corporate business’ 

form: independence of enterprise as a legal entity; limit liability of individual investors; 

possibility of transmission to other persons of actions that belong to the individual investors; 

centralized management. 

 

3. DESCRIPTION OF ELEMENTS, PRINCIPLES AND FUNCTIONS OF 

CORPORATE'S MANAGEMENT 

3.1. Corporate custom controls are in Ukraine 

Main function of corporate management in Ukraine - to provide work of corporation in interests 

of shareholders, that gave corporations financial resources and also in interests of other 

interested persons. The object of corporate management is a corporation. The objects of 

corporate management are business enterprises. However is not all a business enterprise gets 

under for the concept of corporate. First of all, to them takes joint-stock companies, societies 

with a limit and additional responsibility, id est. those in that a management is dissociated from 

property. The object of corporate management is also the state property, passed in the charter 

capitals of business enterprises, action of joint-stock companies that belong to the state. Public 

relations that is folded between the participants of corporation come forward as the article of 

corporate management, between a corporation and management, between the different organs 

of management in the process of becoming, activity and liquidation of corporation. So as a 

concept "corporate management" shows a soba the system of internal relations - between the 

organs of society and his shareholders, and relations external - between society and by any other 

third persons. Thus, as participants of corporate relations come forward: issuers - as a rule, it is 

joint-stock companies; investors or shareholders; management of enterprise; the state is in the 

person of public and organs of local self-government authorities; creditors, other stakeholders. 

If in the system of corporate management for a base element to take all corporate laws, then it 

is expedient coming from it to define also his subjects.  
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First of all, the direct proprietors of corporate laws come forward as subjects of corporate 

management. Such today are citizens, legal entities, state. These subjects are the proprietors of 

corporate laws and carry out their traffic regulation. Thus, the corporate management comes 

true by separate citizens, organs of government control and also at the level of separate 

enterprises - issuer corporate’s laws. A key figure in composition the participants of corporate 

relations is an issuer. Exactly issuers of securities are the consumers of investments, which of 

them get by producing of securities. Exactly they unite persons that invest money and property 

in securities of issuer. Shareholders enter with a corporation in the special relations: they do 

possible self-existence of corporation as suppliers of "risk" capital, necessity for her origin, 

development and increase. Thus, as subjects of corporate management, from one side, the 

proprietors of corporate laws come forward. However they are not single, as such the objects 

are not only proprietors and but also other states, workers of corporate enterprises et al. From 

the point of view of corporate’s laws traffic regulation there are clearly certain subjects of 

corporate management : separate citizens are proprietors of corporate laws; proprietors and 

management of separate enterprise - issuer of corporate laws or their proprietor; public and non-

state organs that carry out direct or mediated traffic of corporate laws and activity of enterprises 

regulation. In particular, business enterprises and also are the proprietors of both integral 

property objects and corporate laws. 

 

3.2. Principles of corporate management are in Ukraine 

For basis of forming of principles of corporate management international experience of 

management of the world corporations and general principles of corporate management, 

worked out by The Organisation for Economic Co-operation and Development (OECD), 

European Bank for Reconstruction and Development  (EBRD) are fixed in Ukraine and also 

certain on the European Confederation of Directors' Associations (ecoDa) [14, 15]. 

Consequently, ОЕСD is worked out 23 principles of the corporate management; however not 

all of them are used and operate in the Ukraine. Concordantly to Decree of President of Ukraine 

"About events in relation to development of corporate management in the joint-stock 

companies" of 2002 The State commission on securities and fund market confirmed national 

principles of corporate management. Home principles of corporate management contain key 

principles on the basis of that corporate’s relations in Ukraine and certain recommendations 

must develop in relation to a quality and transparent management. On results an analysis it is 

possible to distinguish basic principles of corporate management that it is expedient to unite in 

such blocks: protection of rights for shareholders, participation of the interested persons, 

opening of information, absorption of company and protective events, company management, 

audit and accounting control. Principles of corporate management in Ukraine also include 

specific that take into account the national features of corporate sphere of management, last 

approval by a state commission on securities and fund market of Ukraine and presented in such 

blocks, as an aim of society; rights for shareholders; review supervisory board and executive 

branch; opening of information and transparency; control after financially-economic activity of 

society and interested persons. Among marked basic are: leading role of review broker's in a 

management a joint-stock company; a presence of independent members of review supervisory 

board are in the joint-stock companies; external control for activity of review supervisory board 

and officers of a company. 

 

3.3. Functions of corporate management 

The functions of corporate management can be examined depending on the objects of 

management. Foremost, management’s functions arise up at the management’s corporate laws 

and have a certain feature here. Secondly, the functions of corporate management exist at a 

management of corporation as by a specific legal entity.  
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Thirdly, the functions of corporate’s management exist at an economics’ management the 

corporation as by organization. It is such functions on a production, which execute productive 

subdivisions (management of basic, auxiliary operations, marketing, finances, quality, 

innovations, by a personnel and other). In a general view distinguish such functions as: 

planning, organization, coordination, control and motivation. To the specific functions of 

corporate’s management it is expedient to take: realization of primary and derivative emissions, 

traffic of corporate securities regulation at the fund market, adjusting of realization of general 

collection, forming of management’s organs between general collection and grant to them of 

certain plenary powers, work is with financial mediators, organization of depositary and 

registration activity, organization of payment of dividends, acquaintance of shareholders with 

information, reorganization of corporation and other. 

 

3.4. Becoming and development of the Ukrainian corporate management 

Becoming and development of the Ukrainian’s corporate case frame takes place taking into 

account world experience of corporate management. For basis of the Ukrainian corporate case 

frame insider is taken and outsider’s systems of corporate management. Will notice that the 

insider’s systems are characterized such situation, when property is concentrated and hands of 

a few persons, which own the large stakes of corporate property. In this case a management 

comes true and by these (legal or physical) persons and a management is under their direct 

influence. The outsider ‘s system are characterized joint-stock property that is nebulized enough 

and that is why influence on making decision largely depends on managers, application of 

different forms of intercept of control after a corporation. 

 

4. CONCLUSION 

Summarizing the results of researches will mark that a corporate management is the difficult 

phenomenon that it is expedient to examine both in wide and in a narrow value; from the point 

of view of the system, structural, institutional, dualistic, normative, economically-financial, 

administrative-organizational, legal, socio-economic approaches and other approaches. 

Principles of corporate management in Ukraine take into account international experience and 

also the specific that take into account the national features of corporate sphere of management 

include. As a result of research of descriptions of corporate custom controls a subject and an 

object and also basic objective of corporate management are distinguished in Ukraine. To the 

last, it is taken: issuers, investors or shareholders, management and workers of enterprise, state 

in the person of public and organs of local self-government, creditors, other interested persons 

authorities, what enterprises of corporate type involved in the process of functioning. Taking 

into account traffic of corporate laws regulation such subjects of corporate management are 

certain as: citizens-proprietors of corporate laws; proprietors and management of enterprise - 

issuer of corporate laws or their proprietor; public and non-state organs and others like that. 

The basic functions of corporate management - planning, organization, coordination, control 

and motivations that is considered from the point of view of management corporate laws are 

certain and also from the point of view of a corporation’s management. 
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ABSTRACT 

University North is a public institution that conducts activities of higher education, organising 

and conducting professional studies in university undergraduate, graduate and post-graduate 

studies and it also conducts scientific and development research. By studying students’ opinions 

it wishes to improve the market recognition of the University, thus increasing the number of 

students that study at the „North“. Successful communication via social media today is almost 

no longer a question of choice, but has become one of the most important tools of modern 

business. Precisely because social networks are dynamic and available almost to anyone, they 

are an excellent example channel of everyday communication with the multitude of their users. 

In this paper a preliminary research of the opinions of the students at University North will be 

carried out. The data gathered in this research (survey questionnaire) will be processed by the 

method of descriptive and inferential statistics. For the purpose of testing the assumed 

hypotheses a one-way t test will be used. 

Keywords: Higher education, Reserching, University North, Views of students 

 

1. ABOUT THE UNIVERSITY 

University North is an institution of higher education whose founders are the towns of 

Koprivnica and Varaždin, in each town a university centre is located, and by Law on transfer 

of Founding rights from the towns to the Republic of Croatia it become the eighth public 

university in 2015. Today one the University's goals is to become an influential university and 

be known as a modern university, one that is oriented towards the needs of the local community, 

which implies the education of students in those skills that are necessary for the development 

of our community. After finishing their undergraduate studies students have the option of 

continuing their education at one of the offered graduate studies and thus enriching their 

knowledge. The quality of the studies is visible from the mission and vision, where the goals 

that we are trying to achieve are specified (Elaborat o osnivanju Sveučilišta Sjever, 2014). „The 

mission of the University North is to educate a capable expert cadre for the needs of the real 

economy and the health care system in the region of north-western Croatia through the quality 

execution of professional and graduate studies within the demands of the Bologna declaration. 

In carrying out this goal University North is organised as a dynamic organisation that constantly 

follows, applies and implements scientifical and professional knowledge in modernising 

existing and developing new programs, promotes the concept of life-long education and 

deepens and maintains relations with the economy and cooperation with similar institutions of 

higher education, both in the country as well as abroad.“ From the mission, one can tell how it 

is the desire of the University that after their finished education students can be of benefit to 
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their local communities with the knowledge and skills they have acquired. „The vision of the 

University North is to be the leading, scientific, professional and socially responsible higher 

education institution for the education of cadres in the area of technical, economical, biomedical 

and healthcare, biotechnical and interdisciplinary sciences and the field of arts in north-western 

Croatia https://www.unin.hr/o-sveucilistu/misija-i-vizija-sveucilista/ [pristupano: 29.04.2018.]. 

Graduates of University North are and will remain wanted and employable experts because of 

the high level and width of gained knowledge and competencies, ready for independent work 

in their profession. In its operation University North applies the principle of quality in high 

education, the principles of ethics, creativity, transparency, cooperation with other higher 

education institutions and above all good interpersonal relationships.“ The overall vision of the 

University North is focused on students. Not surprising, because the quality of study is 

measured precisely according to the students and their gained knowledge, which they can and 

do apply in practice (Statut Sveučilišta Sjever). 

 

2. INFORMATION ABOUT THE STUDY PROGRAMS 

University North offers a range of programs, in which everybody can find something for 

themselves. A rich choice of programs attracts people from different areas of interest. Study 

programs are carried out and organised on three education levels: undergraduate, graduate and 

post-graduate studies (Hunjet, Ostojić, Trbojević, 2010, p. 460). University North offers the 

possibility of education in two university centres- University centre Koprivnica and University 

centre Varaždin. Students get the possibility of enrolment in the undergraduate study by logging 

in the application on the site www.postani-student.hr and choosing the desired study course that 

is being taught at the University and a having passed State Matura. From the academic year 

2018./2019. at the University centre Varaždin students can enrol in new undergraduate study 

programs: Mechatronics and Physiotherapy. New graduate studies are: Multimedia, 

Engineering, Construction and Nursing – management in nursing (nursing management). 

 

Table number 1: Study programs that are being carried out at the University centre Varaždin 

Type of Study Course 

Undergraduate study 

Electrical engineering 

Multimedia, shaping and use 

Manufacturing engineering 

Construction 

Technical and Economical logistics 

Nursing 

Mechatronics 

Physiotherapy 

Graduate study 

Business economy 

Public relations 

Multimedia 

Engineering 

Construction 

Nursing- management in nursing (nursing 

management) 

Postgraduate study 
International economic relations and 

management 

Source: https://www.unin.hr/popis-studijskih-programa/ [accessed on: 29.04.2018.] 

 

Also, new study programs were opened at the University centre Koprivnica. from the academic 

year 2018./2019. It is possible to sign up for new undergraduate studies: Nutritional technology 

http://www.postani-student.hr/
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and Technical and Economic logistics, but also a postgraduate university study Media and 

Communication. 

 

Table number 2: Study programs that are being carried out at University centre Koprivnica 

Type of Study Course 

Undergraduate studies 

Media design 

Journalism 

Operations and management 

Nutritional technology 

Technical and economical logistics 

Graduate studies 

Packaging 

Media design 

Journalism 

Sustainable mobility and logistics 

Postgraduate study Media and Communication 

Source: https://www.unin.hr/popis-studijskih-programa/ [accessed on: 29.04.2018.] 

 

From these two tables it can be seen that the University puts significant effort in order to adapt 

their study programs to the labour market, that is to say to educate the deficient cadre and thus 

encourage the development of the overall economy in the north-western region, and it will 

continue to do so in the future (Horvat Novak, Hunjet, 2015, p 463).  

 

3. THE EFFECTIVENESS OF HIGHER EDUCATION IN THE REPUBLIC OF 

CROATIA 

The effectiveness of education can be defined as the output of a special review or analysis that 

is measured by the level of achieving special goals of education or the level on which the 

university fulfilled special goals. Measuring the success of a study programme or a university 

is carried out by means of various procedures that involve supervision, observation and a tour 

of the university. In order to get a primary measure of success it is necessary to collect important 

indicators, information and evidence that best depict the effectiveness of the institution in 

regards to the student learning and academic achievements. Measuring the effectiveness of 

education creates an additional value through the process of insuring quality and an 

accreditation procedure and contributes to the development of a culture of evidence in the 

university (Hunjet, 2009, p 251). The quality of higher education can be defined both in a 

broader and a narrower sense. In the broad sense quality represents the compatibility of higher 

education with the demands and needs of users, goals, norms and procedures (Hunjet, 2008, p 

253). In the narrow sense quality represents the compatibility of processes and results of 

preparation of highly educated experts with the needs, goals, norms and standards of the state, 

employers and the society as a whole. The quality of higher education is the result of an 

influence of a large number of demands that are being imposed and imply the demands of users 

of higher education, the demands of the Bologna process and international norms, the demands 

of the system of quality management and the demands of business of a higher education 

institution (ZZDVO, 2003), (Zakon o osiguravanju kvalitete u znanosti i visokom obrazovanju). 

Indicators of success involve various activities of the institution, and the quality can be seen 

through the grade of study programmes and modules and the grading of the quality of 

participants that involves professors, students and the faculty as a whole. One can conclude that 

the quality of higher education is a complex term for whose creation, maintenance and 

development are responsible many elements such as the state, professors, students, employers 

and employees in higher education institutions (Hunjet, Kuhar, 2012, p 373). 
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4. ANALYSIS OF THE CURRENT CONDITION 

University North, despite a large selection of programs, still does not attract a large number of 

students. There are plenty of reasons for that. The main reason is an inadequate awareness on 

the behalf of the public, that is to say the target group. As the need for education grows ever 

larger, as does the competition, that leads to a second equally important factor. Today price is 

an important factor when deciding about and choosing a higher education institution (Hunjet, 

Kozina, Milković, 2014, p 216). The University has about 3000 full and part time students from 

all over Croatia and the neighbouring countries, and it employs over 350 qualified employees 

and associates in all teaching, scientific-teaching and arts-teaching positions. The ration of 

professors and students is 1:23. The basic reason and goal of establishing University North is a 

long term increase of the number of high educated population in the counties it operates in, in 

other words in the north-western region of Croatia. 

 

4.1. Marketing communication 

Today, without advertising there is no success. For every new business it is important to invest 

sufficient means into advertising, and the same applies to institutions. The money invested into 

advertising will eventually pay itself off, if it is carried out properly. As everything is revolving 

around the Internet, people spend most of their time on a computer, it is important to advertise 

yourself on-line. Unfortunately, our University does not invest enough into promoting its 

numerous departments, and thus can’t reach the competition, which is strong (Kesić, 2003, p. 

363). University North has a main webpage online that can be visited by anyone interested. The 

page contains plenty of information about the university, as well as about its departments. 

Future students can see what awaits them and what courses they can take. Speaking of future 

students it would useful to enable some form of communication with them, where their 

questions are meet with a quick and efficient answer, thus attracting them to continue their 

education here. As social networks are growing in popularity and the young spend more time 

on them, as well as receiving most information there, a good step would be opening an active 

page on one such network, in other to come closer to the target group. A present Facebook page 

is active, but has no information that would interest younger people that are only now finishing 

high school. According to a survey carried out among high school children, data was gathered 

about the information they would like to see about every higher education institution. They are 

based on price of enrolment, the programme that is prevailing and the most important thing for 

them is to see the average score for individual courses. It is important to note that 

communication with present students is fine, but could be more advanced. As there are various 

applications for online studying, so does the University have an e-study, only it is a great shame 

it is not more used because in that way students could at any time receive feedback from the 

professors and from each other and thus be more satisfied. In that way they would have all the 

course material in one place as well as the curriculum of a certain professor, accurate 

information about exam dates and about any changes that may occur (Hunjet, A., Kozina, G., 

Đukec, D, 2018, p. 798). An important and good promotion for the University is the “open door 

days”, carried out annually and in that contact is made with future students. No matter how 

good this type of promotion is there is no improvement if such an event is not promoted weeks 

in advance, through all available media that are accessible both to the young and elderly 

population. 

 

4.2. Planning new activities   

University North is planning on becoming the leading educational, scientific, professional and 

socially responsible institution for cadre education in the field of technical, economic, 

biomedical and healthcare, biotechnical and interdisciplinary sciences as well as the field of 

arts in north-western Croatia. 
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An important factor in the planning of future activities of the University we would like to point 

out is advertising via various gifts with the logo of our University. Firstly, that would be cups 

that have the University logo on them so that anyone who sees the cup would notice something 

new and interesting and would be intrigued about it. Also we would hand out free pens. Besides 

the logo the cups and the pens must have the web address of the University on them, so that 

anyone interested could reach information about the University in the quickest way possible. 

Planners are also one of the ideas how to advertise the University. Small planners with the 

University logo on them, in which we can jot down various notes and in that way they can 

always be in our bags are also an appropriate gift and a way of advertising. 

 

 
 

 

Picture 1: Cups with the University logo 

 

 
Picture 2: Planners with the University logo 

 

5. MEDIA PART  

Media are the most important means of advertising in the 21st century. Every day we can see a 

multitude of commercials whether they are on the television, on the Internet or in the 

newspapers. Because of these commercials we often become interested in a certain item and 

we wish to acquire or purchase it. Advertising via media is the best way of advertising because 

the media is accessible to a large majority of people. Media advertising is important for every 

business and that includes University North. Via media we familiarise the University to the 

people and show of its qualities. It is necessary to promote and advertise the University so that 

people hear about it all over the country and abroad and so that as many people as possible 

enrol into offered programs. As the main goal of our project is to familiarise people all over the 

region with University North promotion is one of the key factors.  
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The main promotion, that is to say the advertising, must be carried out via television, social 

networks and newspapers because the large majority of people follow said media on a daily 

basis. Social networks and the Internet are followed on a daily basis by a large number of young 

people, therefore it is important to interest them and encourage them to think about enrolling 

into University North. For these reasons a large part of the advertising would be carried out via 

the internet. 

 

5.1. Media mix 

As the most important media we single out: 

1. Internet 

2. Television 

3. Radio 

 

So that the younger population would get the necessary information about the study programs, 

for the purpose of promotion the internet is used, a necessary source of information for the 

youth in modern times. Promotion via television and radio is aimed at the older part of the 

public, those that follow a lot of information via these media. As often employed people do not 

have plenty of free time for independent researching this way of promoting is the most effective 

in reaching them. The goal of new ways of promoting is to reach a more competitive position 

on the market. It would be apparent through familiarising an ever larger number of people, both 

future students and the public at large with University North. It is important to monitor changes 

on a weekly basis, to notice possible errors or a wrong way of promoting and to correct it if 

need be. Weekly analysis would be carried out via graphic displays of visitation of University’s 

internet pages, and by number of asked questions to the future students on a portal where that 

is possible. The effectiveness that would be achieved by these actions can be monitored for 

several months, even years. In this case a period of 12-24 months is implied. The following can 

be efficiently done via various surveys and a measurement of public interest after all the 

activities are carried out. After the results are gained the previous state must be compared to the 

present one, and in case of positive shifts it is important to carefully plan out future promotion 

and advertising of the University in order to maintain and in time possibly improve the results. 

Of course, this is not possible to achieve over night, but dedication and the quality of promotion 

is important and cannot be underestimated. 

 

6. EMPIRICAL RESEARCH OF ATTITUDES OF STUDENTS OF UNIVERSITY 

NORTH  

In this chapter empirical research of student attitudes about University North is described. 

Research questions and hypotheses are set, following by the description of data and 

methodology of the study. In final part of this chapter results are presented and conclusions are 

derived (Field, A. 2013).  

 

6.1. Research questions and hypotheses  

Main goal set by the authors of this paper is to research student attitudes about University North. 

This paper is a result of effort to address the following questions: 

1. Are student expectations fulfilled? 

2. Are students content with knowledge gained during their study? 

3. What are the student attitudes towards the name and visual identity of the University? 

 

Four main hypothesis are set:  

H1: Studying at University North fulfils student expectations 

H2: Students are content with knowledge gained during their study  
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H3: Students of University North evaluate the name of the University positive  

H4: Students of University North evaluate the visual identity of the University positive 

 

6.2. Research methods and data 

Data used in the research were gathered in online survey. Total of 619 students answered 

questions about their attitudes. Students were asked to evaluate if their expectations were 

fulfilled and if they are content with knowledge they gained at the University. Also, they were 

asked about their attitude about the name and visual identity of the University. In table 3 

descriptive statistics for questions described above are shown. We can see number of 

observations, mean, standard deviations and standard error for mean. Mean values for all 

questions are between 3,45 and 4,22 with standard deviations ranging from 0,951 to 1,089, 

which means that values are centralized around mean value. To confirm the hypotheses set by 

the authors, one sample t – test was conducted. Data was analysed using statistical software 

SPSS.  

 

Table 3: Descriptive statistics 

 N Minimum Maximum Mean 

Std. 

Deviation 

Studying at University North  

fulfils student expectations 
610 1 5 3,56 ,951 

Students are content with 

knowledge gained during 

their study 

609 1 5 3,45 1,089 

Students of University North 

evaluate the name of the 

University positive 

614 1 5 4,22 1,063 

Students of University North 

evaluate the visual identity 

of the University positive 

598 1 5 3,88 1,051 

Valid N (listwise) 591     

Source: output of SPSS 

 

6.3. Results and discussion 

In order to research their attitude, students of University North were asked to evaluate four 

statements. The attitudes about a certain statement were measured with the Likert scale ranging 

from 1 (strongly disagree) to 5 (strongly agree). The results are summarized in table 4 and in 

Figures below.  

 

 

 

 

 

 

 

 

Table following on the next page 
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Table 4: Attitudes of students of University North 

  % 

Studying at University North  

fulfils student expectations 

I strongly disagree 2,6 

I disagree  10,2 

I don’t agree nor disagree  31,0 

I agree 41,5 

I strongly agree 14,8 

Students are content with 

knowledge gained during 

their study 

I strongly disagree 6,6 

I disagree  10,2 

I don’t agree nor disagree  31,7 

I agree 34,6 

I strongly agree 16,9 

Students of University North 

evaluate the name of the 

University positive 

I strongly disagree 3,4 

I disagree  5,7 

I don’t agree nor disagree  10,3 

I agree 27,0 

I strongly agree 53,6 

Students of University North 

evaluate the visual identity of 

the University positive 

I strongly disagree 4,2 

I disagree  4,5 

I don’t agree nor disagree  23,2 

I agree 35,3 

I strongly agree 32,8 

Source: output of SPSS 

 

In Figure 1. the evaluation of statement about fulfilment of student expectations is shown. As 

we can see more than 56% of the participants of the study agrees or strongly agrees with the 

statement that studying at University North fulfils their expectations. 

 

 

 

 

 

 

 

 

Figure following on the next page 
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Figure 1. Studying at University North fulfils student expectations 

Source: output of SPSS 

 

In Figure 2. the evaluation of statement about contentment with knowledge gained during the 

study is shown. As we can see more than 51% of the participants of the study agrees or strongly 

agrees with the statement that they are content with knowledge gained during the study. 

 

Figure 2. Students are content with knowledge gained during their study 

Source: output of SPSS 

In Figure 3. the evaluation of the name of the University is shown. As we can see 80,6 % of the 

participants of the study agrees or strongly agrees with the statement about the name of the 

University. Clearly, students think very high of the name University North. 

 

 

 

 

 

 

 

Figure following on the next page 
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Figure 3. Students of University North evaluate the name of the University positive 

Source: output of SPSS 

In Figure 4. the evaluation of visual identity of the University is shown. As we can almost 70 

% of the participants of the study agrees or strongly agrees with the visual identity of the 

University North. 

 

Figure 4. Students of University North evaluate the visual identity of the University positive 

Source: output of SPSS 

 

To test the hypotheses, we made in this paper, we conducted one sample t – test. For every 

statement that we test we made two assumptions: 

H0: μ<3 

H1: μ>3  

 

The sample has a statistically significant higher mean than 3 (p < .05) and, therefore, we can 

reject the null hypothesis and accept the alternative hypothesis. Thus, the results of the test 

(table 5) indicate that students evaluates all four statements with agree or strongly agree. Based 

on the one sample t – test we can conclude that student expectations are fulfilled. Further, 

students are content with the knowledge they gain during their study. Also, they have a positive 

attitude towards the name and visual identity of the university. The hypotheses that we set in 

this paper are confirmed. 
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Table 5: One – Sample Test 

 

Test Value = 3 

t df 

Sig. (2-

tailed) 

Mean 

Difference 

95% Confidence 

Interval of the 

Difference 

Lower Upper 

Studying at University North  

fulfils student expectations 
14,435 609 ,000 ,556 ,48 ,63 

Students are content with 

knowledge gained during their 

study 

10,234 608 ,000 ,452 ,36 ,54 

Students of University North 

evaluate the name of the 

University positive 

28,370 613 ,000 1,217 1,13 1,30 

Students of University North 

evaluate the visual identity of 

the University positive 

20,468 597 ,000 ,880 ,80 ,96 

Source: output of SPSS 

 

7. CONCLUSION 

The goal of the communication strategy of University North is to encourage and create a need 

to enrol into undergraduate, graduate and postgraduate studies. By hard work and continuous 

investment into the quality of studying and by improving its own staff University North will 

become one of the best universities in this part of Europe. When enrolling students in 

undergraduate and graduate studies a questionnaire will be carried out in order to find out how 

did the students became aware of University North. Was it via the media and if yes, via which 

one? Or was it at direct lectures at school? How interesting and useful do they consider the 

official University sites etc. On the basis of the questionnaire results marketing activities in the 

following years will be carried out. In this paper an empirical research of the opinions of the 

students at University North was carried out. Via a survey questionnaire the opinions of the 

students regarding the quality of studying and the University’s visual identity were researched. 

The research was carried out with the goal of further improving the quality and identity of the 

University. Research results show a high degree of satisfaction among the students with the 

present state of things. From the aforementioned it can be concluded that the University is on 

the right path of fulfilling out its goals of creating a recognisable institution of higher education 

that will form the foundation of future economic and social development. 
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ABSTRACT 

The aim of this paper is to investigate whether the subjects of continental tourism in the 

Republic of Croatia use the advantages of planning advertising and promotion through social 

networks, with special emphasis on Facebook as the most prominent social network in Croatia. 

For the purpose of research, a questionnaire has been created that contains questions about 

exploiting the potential of promotion and advertising offered by social networks, as well as the 

share of such advertising in relation to other promotional methods. The survey was conducted 

on a sample of 87 business entities that are classified as subjects of continental tourism and 

present the market situation in the Republic of Croatia at the end of 2017. The purpose of this 

research was to cover insufficiently researched area of advertising of continental tourism 

entities through social networks, as a modern communication channel, with an emphasis on 

Facebook. The expected scientific contribution is in the exact determination of the existing 

situation, and the reference to the advantages of this kind of advertising and promotion. The 

results of the research showed that the subjects of continental tourism have not yet fully 

understood the importance as well as the advantages offered by social networks. In a 

satisfactory percentage, they have started to engage in social networks, but there is still a lack 

of round activity and understanding of all possibilities of this kind of promotion. The data 

obtained can be used for the purpose of providing better marketing positioning of subjects in 

continental tourism of the Republic of Croatia. 

Keywords: continental tourism, Facebook, promotion, social networks 

 

1. INTRODUCTION 

Nowadays, social networks present a strong marketing tool. Therefore, it is vital to know how 

to utilize their strength in order to improve business activities. Boyd and Elisson (2007) define 

social networks as a web-based service that enables individuals to create public and semi-public 

profiles within an enclosed system, articulate the list of other users with whom the network is 

shared and use their own connection list and other connection lists within the system. Even 

though the initial purpose of social networks was to satisfy personal needs for communication 

and information; vast number of users, free content, global outspread, as well as other social 

media specifics made them a perfect tool for companies to communicate with clients. 

Nowadays, they are a source of numerous business ideas, an opportunity for business 

promotion, as they represent a place where trends in business that characterize today's global 

market are created (Kovač, 2014). Social networks allow successful business activities because 

they offer better connectivity and openness towards consumers, advertising to target groups, 

branding, finding potential partners, developing new ideas and better placement on search 



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

 
346 

engines that guarantee business success. Such a media, backed with online technologies, offers 

a direct access to various statistics, while there is no alternative media for determining target 

population and tracking results of a campaign and its success rate. Marketing communication 

on social media is a method of Internet marketing, with the use of multidisciplinary marketing 

campaign, that approaches social media users and transmits a message that usually calls for 

action, and less often only provides information. Just because of that, social networks are 

becoming platforms for successful and productive business processes. Moreover, a question of 

possible exploitation of such niche market promotion, like continental tourism market in 

Croatia, arises. The research that follows aimed at better understanding what implications such 

technologies and trends in marketing have on subjects in continental tourism, and the goal was 

to research if the subjects use planned advertising and promotion on social networks, with the 

main emphasis on Facebook, as the most popular social network in Croatia. 

 

2. LITERATURE REVIEW 

Several researchers have studied the role of social networks in marketing. For example, Iyengar, 

Van den Bulte, and Valente (2011) have focused on influential users in viral marketing, and Du 

and Kamakura (2011) have modeled contagion in product diffusion. There has been little 

emphasis, however, on the active management of customer networks and on testing the effects 

of network activities and structure on business outcomes. Firms or individuals can use a variety 

of networking activities to stimulate network growth and online success. (Ansari et al., 2018). 

According to Nickson (2014), social networks that were rising exponentially in the last few 

years will continue to be extremely important for hotel industry, and the reflection of their use 

a display of business direction towards future and increasing the level of competitiveness. The 

process of planning based on which a communication strategy can be projected and which will 

be applied in making a theoretical model of communication strategy on social networks, 

according to Li and Bernhoffu (2010) is called POST, which is short for people, objectives, 

strategy and technology. It includes directions for an adequate choice of target audience, 

defining goals and an appropriate strategy for achieving them and using possibilities the 

technology offers, in this case social networks. Tourism market is constantly changing, which 

is why companies needed to adjust their product and services strategy in accordance with 

different levels of market application, with a purpose of successfully managing the changing 

needs of consumers and competition's offer. Many changes are expected on a tourism market, 

and they relate to a massive development expansion and stiffer global competition that will 

create a situation where destinations and hotels need to be very creative and distinguish 

themselves in a conception, as well as access to the market, distribution and experiences they 

offer (Viet Hung, Zhuochuan, 2011). From the public relations viewpoint, every company, 

government institution or non-government organization becomes a media that can directly 

communicate with its audiences. Social networks are especially important in the field of public 

relations because they advance communication, affect social changes, and lead to a 

development of new communication dimensions, especially in business communication 

(Demetterffy-Lančić, 2010). The affordances, popularity and pervasive use of social media 

platforms such as Facebook, Twitter and Instagram have made these platforms attractive to 

organizations for enhancing their competitiveness and creating business value. Despite this 

apparent significance of social media for businesses, they are struggling with the development 

of a social media strategy as well as understanding the implications of social media on practices 

within their organizations (Kwayu et al., 2018). 

 

3. MARKETING COMMUNICATION ON SOCIAL MEDIA 

Advantages of planned advertising on social media are numerous. Advertising within social 

networks offers more opportunities, as well as a fast insight in specific company's results, while 
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some aspects of such advertising are completely free. In the context of digital advertising, it is 

clear that Croatian market increasingly follows European market, as well as global trends. 

Larger and more serious B2C companies in Croatia are using digital technology in their 

marketing efforts. As it is becoming a trendy advertising method, bigger portions of companies’ 

budgets are invested in web advertising and content production. More than ever, brands and 

marketing experts have to get along with the latest trends and technical achievements in order 

to stay focused. All the before mentioned supports a thesis that we find ourselves in times of 

increasing direct marketing  where target market is not a part of massive market, but a chain of 

individuals with whom one can communicate directly. Users are sometime buyers and sellers 

at the same time, even creators of communities with its amenities (Ružić, Biloš and Turkalj, 

2014). Marketing on social media can be defined as a strategic approach aimed at inciting 

potential customers on a voluntary exchange of information about a product or a service and 

commenting it, which contributes to a higher level of promotional message exposure. 

Addressing target markets or communicating with them has changed with the invention of 

social networks and their growth. Marketing programs are transformed and directed to become 

a subject of voluntary exchange between large number of users on social media. Advantages of 

marketing on social media are the speed of communication and user feedback (Kesić, 2003). 

Facebook has a clear and unique advertising strategy. While Google, an undisputed king of 

Internet advertising, helped people to find what they have decided to buy, Facebook will help 

them decide what to buy. When a person searches something on Google, an advertisement 

displays as a reaction to what is written in a search engine. Usually users decide to purchase 

based on such advertisements, which in return brings billions of dollars to Google. However, 

the advertisments users tend to click are for products and services that are already calculated as 

a necessity. In marketing, Google AdWords satisfies demand, while Facebook creates demand 

(Kickpatrick, 2012). Facebook is the most popular network for tourism and hotel industry due 

to the biggest number of users (Zavišić, Luburić, 2013). It is a network where almost all tourism 

subjects have an opened profile or a group through which they communicate with their loyal or 

potential clients. Among standard comment possibilities, posting different content, etc., 

Facebook offers the biggest number of communication possibilities for its users; for example, 

some hotels offer the possibility of creating a direct accommodation reservation through 

Facebook profile. 

 

4. RESEARCH METHODOLOGY 

For the purpose of research, a survey with three groups of questions was created. Questions 

relate to the utilization of promotion potential and advertising offered by social networks, as 

well as a share of such advertising when compared to other ways of promotion. The research 

was conducted on a sample of 87 businesses across Croatia classified as subjects of continental 

tourism that belong to the following regions: Zagreb and its surroundings, northwest Croatia, 

east Croatia and mountain Croatia. Data collection and analysis from social networks will be 

done with the use of social network analysis software (Mediatoolkit and Sentimenter), while 

some data will be analyses in SPSS and shown in graphs. A survey was introduced to people in 

charge of managing social networks in order to get a full access to the communication strategy 

on social networks. Questions analyzed if the communication goals, target market, 

communication tools and budgets are defined in advance and examined if the communications 

action plan results are followed (if such exist). Moreover, the intention was to find whether the 

continental tourism subjects use paid advertising and how satisfied they are with campaign 

results. 87 surveys were analyzed, out of a total number of 150 sent questionnaires. Methods of 

descriptive and inferential statistics were used in data analysis. In addition, a Chi-squared test 

was performed for hypothesis testing, in order to test the relationship of chosen characteristics. 
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A questionnaire contained 13 close-ended questions. Research results show current situation in 

continental tourism market in the late 2017., while the expected scientific contribution is in 

ascertaining the current state. The main hypothesis H1 is: Social networks can contribute 

towards developing business activities to subjects in continental tourism, while auxiliary 

hypothesis is: The most represented social network whose full communication potential use for 

continental tourism is Facebook.  

 

5. RESULTS 

The results of this research, methodologically explained in the previous chapter, are shown 

chronologically based on the answers in the survey, and are statistically discussed. The main 

presentation of continental subjects on social media is a personal introduction to potential users. 

Personalizing the business subject’s page is important because it emphasizes on subject over 

the other. By making adjusted pages for social networks a direct effect on interaction with 

consumers occurs during which a notion on recognizing business subjects strengthens. Also, 

skilled communication with fans can results in a greater number of fans for the brand through 

„word-of-moth“ effect, making fans gain more trust in the brand. The results confirm that the 

subjects of continental tourism have recognized the before-mentioned, whereas 77% of 

respondents uses social networks for promotion. Since it is clear that most of the questioned 

continental subjects use social networks for advertising (Facebook 78.6%), listed hereafter will 

be the key steps for successful advertising and promotion and the results of using those tools 

for the purpose of advertising continental tourism subjects.  

 

Social network advertising 
frequency 

Arithmetic 
mean 

Median Mode St. Dev. Coef. Of 
Variation 

2,35 2,00 2,00 0,71 30,16 

Table 1: Chosen descriptive statistic ratios related to using social networks for advertising 

 

Even though there are opposing views on using the arithmetic mean, and indicators based on it, 

in the case of variables measured on Likert scale, we used them in the analysis order to make 

choosing easier. According to median, half of respondents rated the frequency of using social 

network advertising with a grade 2 or lower, while the other half with a grade 2 or higher. Mode 

also had number 2 as value. So, most of the respondents stated they use social network 

advertising occasionally. Standard deviations and coefficients of variation indicate that 

variability level of answers on both questions can be considered small. 

 

5.1. Creating a profile 

Facebook users are offered an option of creating Facebook profile, FB Group and FB Fan Page, 

i.e. professional page. 

• Facebook profile – individuals create it for their personal, social, and other reasons. One 

can connect to 5 000 friends even though very few people know that many. However, due 

to a number of individuals on a network, promotion effects can be surprising. Almost 33% 

presents their services through FB profile, that is mainly aimed at individuals due to a 

limited number of followers, i.e. friends. It is also inadequate for promotion since all the 

personal friend dana of that subject are visible to people that maintain the business subject 

s profile, whose names are usually not known.  

• Fan page – one of the most useful Facebook tools intended for marketing. The main 

advantage of fan page is visibility in „news feed“, why it is important what is posted on the 

page. It is important not to overdo with promotion „pressures“ and the promotion rate. The 
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results show that respondents mostly use Fan pages (50%) for promotion, which is also the 

best form for promotion.  

• Facebook group -  is a place of assembly over some idea or phrase. The advantage is such 

that massive calls for joining can be sent. Facebook group is one of the inferior tools due to 

a number of deficiencies in effectiveness. The main drawback is that the post is not shown 

on „news feed“. 27% of respondents use FB group to promote their services, but due to its 

deficiency, there is a chance that group members do not see posts on time which results in 

a interaction reduction, which is not good for this type of promotion. 

 

It is also important to note that Fan pages offer advertising possibilities, i.e. creating Facebook 

Adds that can be aimed at specific audience, which really intensifies page visibility on 

Facebook and can have a significant role in attracting new fans. 

 

5.2. Insuring branding 

The first step when opening a page would be filling the profile information and placing branded 

logo as a profile photo. In that way, new visitors are given a know start point. Results show 

profile photo is completely aligned  with business identity in 61.2% cases, while only 38.9% of 

respondents have partially aligned photo. Moreover, if a specific service or a product is 

promoted, a photo aligned with that can be places as profile photo. However, it needs to be 

actual only for the duration of a promotion, that is, while the offer lasts. For even stronger brand 

experience, Facebook let one create different applications that are thematically and visually 

adjusted to a brand. By making these adjusted applications for social networks, it is easy to 

directly affect on interaction with customers during which brand awareness increases. This 

possibility is still not sufficiently recognized by users, since only 23,5% users have a created 

application. 
  

Chart 1: Compliance profile photo with business identity 

 

5.3. Monitoring the event flow and participation in a dialogue   

Connecting with fans through two-way dialogue is important because Facebook users got used 

to a certain way of behavior. Two-way conversation encourages interaction, trust and 

information spread. The best way for such communication is oftentimes participation in a 

debate and creating their own, and when fans comment something, take their comment in 

consideration and respond. It is important to bear in mind that every dialogue with fans is visible 

and available to all of his friends on Facebook. In order for all comments not to end up on the 

main page, it is necessary to have a place for discussion. Giveaways (used by 20% of 

respondents) are also a great way to promote products and services. Giveaways can especially 

have good results if they are attractive, and participation easy. Facebook users interact, and 

every organization should join that interaction. A brand s fan page should be a fertile ground 

for an equal interaction, so fans should be encouraged to communicate.  

60

40

0

YES, COMPLETELY PARTIALLY ADJUSTED NO

Is your profile photo completely adjusted with your 
business identity?
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It can be achieved by opening discussions on their own web page and taking an active part in 

them by answering questions. It is important to remember that such types of discussions should 

be monitored in „real-time“, which means it is necessary to have a person responsible for 

managing social media, about which more will be written in the next part of the paper. Even 

though communication is key for success on social media, the results indicate it is not yet fully 

adequate to achieve a satisfactory success in promotion. It is important to mention the term 

community management- a term usually associated with marketing on social media. It relates 

to managing and maintaining business profiles on social media with an intent to keep the clients, 

broaden the business and generally promote the brand and its services. The role of community 

manager is to be engaged in the process of promotion by searching for information and listening 

to feedback, finding interesting discussion topics, creating promotion campaigns, answering on 

user questions, and generally giving a dose of personality to a brand and its products or services. 

It is also important for business subjects that are present on social media, to have a community 

manager for their page to be updated on time and with right content, which further results will 

show. In the largest percentage (75%), the FB site is managed by a person of interest related 

PR, but such a person is insufficiently acquainted with social networking rules and it is best to 

have PR specialists in charge of social network management - community managers. 12% of 

respondents have recognized this pre-eminence and have an employee community manager, 

while 13% use PR / marketing agencies for this purpose, which is certainly a better option than 

the first, but effective public relations is not just external communication but also internal 

communication where PR agency is not so significante. From the above it is apparent that the 

best solution for effective communication is certainly a PR expert - community manager. 

 

Chart 2: Facebook page management 

 

The research results show that respondents update their websites fewer than once a month 

(47.7%), while absolutely nobody does it on a daily base. It is simply unacceptable for such a 

media, nor can it lead to success. As already states, social media are platforms where the 

exchange of information happens in a real time, and if there is no interaction with a target 

market for a month, the presence looses its meaning, especially promotion. It is best to update 

the page on daily basis and keep interaction with target market, but it is also acceptable to do it 

on a weekly basis, which 14.3% of respondents does, conditioning that they answer clients 

inquiries/comments. The role of a community manager is vital in order to use all the potential 

social media offers and due to the need for constant presence.  
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Chart 3: Frequency of publication of relevant content 

 

Video content production is exponentially growing due to low cost of production, wider 

availability of such content through social media. The video has double advantage. Firstly, it is 

easier to approach the customer by using it, and secondly, it is easier for users to transmit their 

message with a „under one minute“ video. That is why Facebook introduced video as a means 

of promotion (Zavišić and Mijatović, 2016.) Sharing promotional video materials and creating 

short commercials which show the effectiveness of services and products is becoming a 

mandatory part of promotional campaign on social networks, however, it is still not recognized 

by business subjects in the continental tourism.  

 

5.4. Facebook advertising 

Facebook advertising is very successful because of private data that users leave on their pages. 

Facebook enables advertisements to be targeted based on location, age, sex, relationship status, 

interests, keywords, workplace, etc. Also, Facebook marketing directly ensures more visits to 

business subject s web page, and more visits translate to more profits. Such interactive 

advertisements soon replaced sponsored notifications which were, until then, the main 

advertisement on Facebook. Sponsored stories, are not, as Zuckerberg1 says, „information that 

people produce on a website“. This new type of advertisement became a big hit. Moreover, 

once advertiser creates a connection with a user, he/she gets what Facebook calls „derived 

value“. That is, according to experts, after the brand gets connected with the consumer, around 

two hundred additional free „display“ of information on that brand among Facebook users will 

arrive (Kickpatrick, 2012). Based on result parameters related to Facebook advertising, it is 

concluded that almost 3/5 (60%) of respondents did not use Facebook advertising campaigns, 

while 2/5 of surveyed that used campaigns, only 50% did it once. When discussing about the 

success of promotion through such a marketing channel, a cumulative result, in terms of an 

evaluation grade (1- the worst grade, 5- the best grade) is 3.5, that is, 80% of respondents who 

used Facebook advertising campaign was satisfied with the campaign results (partially, mostly 

or completely satisfied). In viewing further justification of such campaigns, 75% of those who 

used Facebook advertising campaign plan on repeating it again. Social networks can contribute 

towards developing business activities to subjects in continental tourism, while auxiliary 

hypothesis is: The most represented social network whose full communication potential use for 

continental tourism is Facebook. Since the p value is 0.069, which is more then 0.05, with 95% 

confidence level, we can conclude that there is no statistically significant difference between 

the two hypothesis, and both are accepted. 

                                                           
1 Zuckerberg, Mark – founder and CEO of Facebook 

0

14

38

47

ON DAILY BASIS ON WEEKLY BASIS ON MONTHLY BASIS LESS THAN ONCE A 
MONTH

How often do you publish relevant content?



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

 
352 

Pearson's Chi-squared test  

X-squared = 14.127, df = 4, p-value = 0.069  

Table 2: Chi-squared test 

 

6. CONCLUSION 

Quality communication, presence and interaction with users on social networks will, in long-

term, bring great results and customer relations that need to be constantly nurtured. The benefits 

of presence on social media are numerous, from strengthening brand awareness to successfully 

launching new products, which ultimately increases sales. From all the before mentioned, it is 

evident that the presence of business subjects on social media is becoming more and more 

mandatory. But, it is a matter of knowledge and experience if companies will manage in a 

virtual world of social networks and maximally use all of their advantages. Continental tourism 

business subject analysis in Croatia shows that the respondents did not understand the 

importance and advantages associated with social media. They are becoming present on social 

media in a satisfactory percentage, but what lacks are well rounded actions and understanding 

all of the possibilities of such a promotion. The potential of targeted advertising through 

Facebook would ensure those same subjects have quality segmentation and target market 

profiling in a form of direct marketing and a direct access to a big base of potential consumers. 

In the end, based on obtained results, a suggestion to advance the existing state is to encourage 

subjects of continental tourism to promote and advertise on social media, as well as to get 

acquainted with all the possibilities and advantages that such a way of promotion offers. 
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ABSTRACT 

Cost management is one of the most important processes in a company. Company managers 

try to adopt such a strategy that will lead to an optimization of the level of costs. This is a 

difficult task as in many cases the costs that theoretically could be avoided are the result of a 

conservative liquidity management policy. And this policy is to guarantee the financial security 

of an individual, which is the basis for effective management. Customer lending is also a cost 

that could be theoretically avoided but an aggressive policy in this area could have a negative 

impact on the sales volume. The business environment is also influenced by the company's cost 

management policy. These are various types of external phenomena that managers do not have 

influence on, for example, changes in raw material prices, state policy, and various types of 

conflicts. Therefore, managers need to focus their activities on their own cost management 

policy. In general, the basic and the simplest solution in the field of cost management is the 

reduction of wages. In many companies, in the short term it is effective, but there are industries 

such as air transport where cost reduction and seeking savings in this area is unacceptable. 

The aim of the article is to analyze cost management in an air transport company and present 

solutions that can lead to an optimization of non-cost expenditure in such units.  

Keywords: cost, management, air transport 

 

1. INTRODUCTION  
Cost management is an extremely complicated process as costs arise in every area of an 

enterprise. Costs are present in every business process that takes place in an enterprise. In order 

to earn revenues, an enterprise needs to incur expenses that should be at the expense of it. There 

are industries of the enterprise where managers are constantly trying to optimize them. The 

simplest method that is used to reduce the level of costs is to look for savings in the area of 

remuneration or conduct a remuneration management policy to minimize its level. Often in 

enterprises, one tries to save money by outsourcing services. Perhaps such an action will lower 

the level of costs in the company, but it may negatively affect the relationship with the client. 

A very good example of such dilemmas is the organization of transport in commercial 

enterprises. Maintaining the internal transport department costs, but contractors are used to the 

transport services that the supplier performs for them. Ordering this kind of services to an 

internal company that evaluates its effectiveness mainly through the prism of time is not a good 

solution. Contractors, who have used the internal transport of the supplier, are accustomed to 

the fact that they can change the time and a place of delivery at any time. In the case of transport 

services, it is often impossible, or it may need to be negotiated. Another important issue in the 

case of cost management is the use of a cost cutting policy. Basing the strategy of cost 

optimization on the policy of "low prices" in the long run can only lead to the collapse of the 

enterprise. Low prices greatly reduce the quality of products or services. Certain industries base 

their functioning on high quality, inability and this is where air transport companies should be 

included. Lowering the quality means lowering the security of service provision. In this type of 

industry, one cannot allow this. In the case of cost management, it is worth paying attention to 

the fact that costs can be divided into two groups. The first group are the costs which the 

managers have an impact on - these are the company's operating costs and costs related to the 

provision of services or production and sales. The second group of costs are costs which the 

managers do not have completely influence on.  
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This group of costs includes taxes, fees that one enters into enterprises. From the point of view 

of transport companies, oil prices are a group of costs which the managers have no influence 

on. Oil and its price are a very sensitive material for changes in politics, crises and armed 

conflicts. Before these phenomena, managers of a transport company have no chance to secure 

themselves. In the case of cost management the key to its optimization process is their detailed 

records. A well-structured cost accounting system is a very good tool that allows making the 

right decisions aimed at costs reduction. After detailed accounting of costs, enterprises have a 

chance to introduce some tools that will optimize costs. 

 

2. COSTS REGISTER SYSTEMS 
When using a traditional cost account based on full real costs, an enterprise has a variety of cost 

accounting solutions at its disposal. According to these requirements, the cost records of the 

main operating activities can be kept (Sawicki, 2000, p.92): 

• only by type (including only group accounts no. 4), it is a generic cost system. The 

company's managers receive information on the type of costs incurred, such as consumption 

of materials and energy, wages and salaries, material consumption, external services, taxes 

and fees, and social insurance. This accounting system is popular in commercial enterprises. 

• only according to the places of creation (including only group accounts no. 5) with a 

possible further division for the purposes of calculating production costs for direct and 

indirect costs - so-called functional and calculating system. This system of records allows 

determining the areas of costs incurred, e.g. the department of primary production, the 

board's department, the sales department, the auxiliary production department. 

• full cost records using group accounts no. 4 and 5 in total. It is a full cost accounting system, 

it provides the most information about the costs incurred. 

In the first two cases, there are simplified variants of the cost accounting for basic operating 

activities. In order to detail the picture of the incurred costs by type, it is worth entering auxiliary 

accounts in transport companies related to logistics. In air transport enterprises, the largest share 

of costs are those related to the purchase of means of transport, fuel consumption, costs of 

maintenance repairs, remuneration of pilots, insurance. For these cost items in each enterprise 

an appropriate system of cost accounting should be created which would provide detailed 

information on the costs of the service, places and type of costs that were significantly exceeded 

in relation to the planned values. 

 

3. METHODS OF COSTS MANAGEMENT IN THE AIR TRANSPORT COMPANY 

The process of cost optimization in an enterprise requires appropriate management methods. 

An additional difficulty is emerging of price warriors in virtually every industry. These are the 

units that are trying to effectively compete with enterprises that are market leaders by offering 

contractors a low price. Price warriors gain their advantage by offering a given product only in 

the basic version, focusing on only one segment of customers, have small headquarters and are 

able to maintain a low level of costs at any time. In the air transport industry, price warriors 

include SouthWest Airlines and JetBlue (Kumar, 2007, pp 75-87). They are cheap airlines 

which very often at the expense of lowering the level of quality of services they offer low prices. 

Air transport is an industry for which the application of the low price strategy provides some 

opportunities to reduce the level of costs, it is important that it does not take place at the expense 

of lowering the security of services provided. The safe tools coming from management 

accounting or finance, the application of which may lead to optimization of the level of costs 

can include: 

• Analytical accounts of logistics 

• Group purchasing, 

• Benchmarking. 



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

 
356 

Analytical accounts of logistics - the basis for efficient cost management, optimization of their 

level is a detailed system of cost accounting. Using the chart of accounts, creating analytical 

accounts for the most important cost items is the first step that needs to be taken. This is within 

the reach of the company because managers can give instructions on how to prepare ancillary 

accounts to group costs, which the accounting and IT department of each company is able to 

do.In the table no. 1 below the typical accounts of group no. 4 are presented, for which sample 

solutions of logistics cost accounting are given .  

 

Table1: Typical chart of accounts of group no.4 including logistics costs (Zimon, 2016, 

pp.155-164) 
Control accounts Logistics analytical accounts 

Depreciation • Depreciation of motor vehicles 

• Depreciation of other fixed assets 

related to logistics 

Materials and energy consumption • Consumption of logistics materials 

• Fuel consumption 

• Consumption of energy for logistics purposes 

External services • Transport 

• Loading and unloading 

• Leasing 

• Telecommunications services 

• Repair services 

• Other external services 

Remunerations • Drivers’ remunerations 

• Warehouse workers’ 

remunerations 

• Other logistics workers’ 

remunerations 

Social securities and other benefits • Social security and other benefits 

for drivers, e.g.  

1. ZUS (Social Insurance Institution 

in Poland) contributions, 
2.  training,  expenses on health protection, 

3.  Expenditure on Occupational Safety and Health  

• Social security and other benefits 

for other logistics workers’, e.g.  

1. ZUS (Social Insurance Institution 

in Poland) contributions, 
2. training,  expenses on health 

protection, 
3. Expenditure on Occupational Safety and Health  

 

Taxes and charges • Motor vehicle taxes 

• Taxes on logistics property 

• Environment protection charges  

• Other charges, e.g. stamp duties, court fees 

Other costs classified by their nature • Insurance 

• Business travels of logistics workers 

• Other costs 
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Keeping cost accounting records this way would inform about their nature and function. The 

sample way of fuel consumption costs accounting is presented in the figure below.  

 

Figure 1: Analytical accounts of logistics 

Source: author’s own work 

 

In the case of cost records on accounts according to cost centers, the following group accounts 

no. 5 are used: 

• Costs of core operations, costs directly related to the basic activity of the entity (production, 

service or commercial). In manufacturing companies, these are the costs of manufacturing 

products (direct and indirect production costs). In services, these will be the costs of the 

service, e.g. transport costs. 

• Costs of auxiliary production, costs directly related to auxiliary activities of the unit 

(production, service or commercial), e.g. costs of functioning of own boiler house, 

renovation department. 

• Management costs, overhead costs, recognized according to cost centers in departments 

such as marketing, logistics, administration, etc. 

• Costs of sales, costs related to the sale of products, e.g. advertising costs, transport costs to 

the recipient, commissions for traders. 

 

The examples of the use of auxiliary accounts for account group number 5 are shown in figure 

2 below. 

 

 

 

 

 

 

 

Figure following on the next page 
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Fuel consumption - 
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Figure 2: The examples of the use of auxiliary accounts for account group number 5 

Source: author’s own work 

 

The use of full cost records along with auxiliary accounts for logistics provides detailed 

information on the costs of the business. In the case of enterprises dealing with air transport, 

the basic cost items are costs of fuel consumption, remuneration, costs related to the purchase 

and maintenance of means of transport. These are the items for which managers need detailed 

information as this gives them a chance for their subsequent reduction. In honor of these items, 

the company's managers are not affected by, for example, fuel costs. Oil prices are dictated by 

producers. However, there are some tools that can be used to safely reduce the level of costs 

incurred. Group purchases are a method of cost optimization, mainly used in group purchasing 

organizations (GPOs) Joint purchase within GPOs mobilizes individual enterprises to cooperate 

because the price depends on the total amount of purchased goods (Zhou, Xie,2014 pp.42-52). 

This rule also applies to group purchases. Group purchasing was already popular in ancient 

Egypt (Wooten 2003, pp. 4-7), the joint purchase is designed to reduce prices (Snyder, 1998, 

pp. 205-209), such activities are very popular in small and medium-sized enterprises (Essig, 

2000, pp.13-22). Inferioration of administrative costs (Tella & Virolainen, 2005, pp. 61-168), 

reduction of administrative costs (Nollet & Bealulieu, 2005, pp. 1-17) and cost reduction (Burns 

& Lee, 2008, pp. 203-215). One does not have to be a member of a purchasing group to use 

group purchasing. There are more and more situations when enterprises do not merge into 

purchasing groups, but only decide to make a purchase together. To this end, they use various 

types of Internet portals. Ensuring a lower price for customers by collecting a large number of 

orders and using the economies of scale is the basic concept of online group shopping 

(Kauffman & Wang, 2002, pp.99-137). In companies related to air transport, there is a large 

area for the use of group purchases. Joint purchase allows achieving economies of scale, which 

enables to accept a stronger negotiating position in negotiations with the producer. It is a way 

for buyers to gather bargaining power (Chipty and Snyder, 1999, pp.326-340). In the aviation 

industry, companies do not function as part of purchasing groups, but instead try to take 

advantage of economies of scale and take advantage of group purchases. In Europe, in the 

aviation industry, Luftansa, SAS (Dana, 2012, pp. 470-485). In principle, in the case of 

purchase of materials, fixed assets, oil of this type of operation allows reducing the level of 

costs.  

Management costs 

Administration Marketing 

Accounts The Board 
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Benchmarking is a management accounting tool whose main task is to find a way to solve an 

emerging problem. Benchmarking applies when the management believes that there is no 

possibility of solving problems on their own, in connection with potential, resources and 

knowledge (Kowalak,  2009, p. 15). The authors define benchmarking as the process of 

comparing themselves to the best competitors and then setting goals in such a way that our 

organization becomes competitive. (Belm 1992, p. 32). The task benchmarking is to compare 

and evaluate the products and processes of the business entity in the context of those 

organizations that are considered the best "in a given class". This is a typical comparison 

method for the client which was transfer red to the organization. The process of benchmarking 

involves the comparison of operational processes. Most often, it involves a comparison with a 

model enterprise. An example of this is procurement logistics, distribution, organization of 

warehouse work. Benchmarking processes can be divided into: (Gabrusewicz, Kamela-

Sowińska, Poetschke, 2002, p. 269): 

• Comparison with the best within the organization, e.g. between departments, 

• Comparison with the best from outside the organization, 

• Comparison with the best in terms of functionality 
 

Benchmarking can also be used in strongly developed organizations where one can compare 

individual faculties with the model department, the leader. The disadvantage and difficulty that 

arise in the case of benchmarking will be the limitations resulting from the inability to obtain 

the necessary information. An example of this is the situation when a company wants to 

compare a certain process with an enterprise that is a leader in a given market, but also a major 

competitor. There are hardly any chances of getting the necessary information to conduct 

benchmarking in this case. The barrier related to obtaining information is the biggest problem 

when using benchmarking. Air transport enterprises, those large ones that are well developed, 

have a good chance of using internal benchmarking. In this case, the lack of information is 

missing. If they compare a given process, for example customer service, internal logistics, they 

get a lot of information about the advantages and disadvantages of a given process. The 

emerging joint purchases in the air transport industry show that companies notice that together 

they can do more. There is a clear sign that one can try to apply external benchmarking and 

make a comparison to the company they are working with. 

 

4. CONCLUSION 

Air transport enterprises are doomed to incur high expenditure, especially this related to the 

purchase of transport means. Subsequently, operating costs and fuel consumption are the next 

major items in the cost structure. In the case of these cost groups, the use of a policy consisting 

only of cost reduction, or the search for cheaper alternatives is a disastrous strategy of cost 

management in air transport companies. The first stage leading to the optimization of the level 

of costs should be an application of solutions, a tool derived from accounting that will not 

reduce the quality of services provided by air transport companies. These methods include the 

introduction of detailed cost records with the creation of appropriate analytical accounts for 

logistics for costs from groups 4 and 5. The introduction of full cost records will strengthen the 

controlling process in the area of costs. The next method is the use of group purchases. Joint 

purchases and the use of economies of scale will allow acquiring at lower prices assets that will 

be of high quality. Certainly, the high quality of services provided in this type of enterprises 

will positively affect the level of sales. Establishing cooperation with other enterprises during 

group purchasing organization creates a way to use the last tool discussed, i.e. benchmarking. 

The possibility of using benchmarking, i.e. learning from the best, in various areas of the 

company's operation, is a great opportunity for managers to optimize the level of costs without 

the need to reduce the quality of services. 
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ABSTRACT 

The degree of differentiation of the BSR countries is enormous when it comes to the degree of 

development of the national economy. This is due to the fact that after the Second World War 

the Baltic States as dependent on the Soviet Union and Poland under the influence of the Soviet 

Union were countries with irrational and ineffective socialist economy. At the end of the 1990s, 

the process of systemic transformation began in these countries, which although completed did 

not compensate for differences in the level of economic development of the countries of the 

Baltic Sea basin. With regard to a part of the national economy - the maritime economy, the 

issues of differences and delays are not so visible due to the nature of this sector. The maritime 

economy as the most globalized economic activity, even in socialist countries, was to a certain 

extent based on market principles. The European Commission, striving to achieve equal living 

standards in Europe, created development strategies on various levels (regional – the European 

Union Strategy for the Baltic Sea Region, EU - Europe 2020, sectoral – the Integrated EU 

Maritime Policy), whose task is to achieve continuous and sustainable development, inter alia, 

in sectors of the economy based on sea resources (maritime economy) of the European Union, 

including the Baltic Sea Basin region. The aim of the research was to compare and determine 

the level of development of selected types of maritime economic activity in the Baltic Sea Region 

countries in the period from the publication of the Integrated Maritime Policy (IMP) for the 

EU (i.e. from 2007) to 2016. In the paper the method of analysis and logical construction was 

used. An analysis of selected aspects of economic activity within the maritime economy was 

performed and then a synthesis was carried out. The relationships detected in this process were 

examined with the use of selected statistical measures. 

Keywords: Baltic Sea Region, Integrated Maritime Policy for the EU, maritime economy, 

maritime transport  

 

1. INTRODUCTION  
The Integrated Maritime Policy for the European Union adopted in 2007 (COM (2007) 574 

final) was the effect of noticing an increasing number of problems related to sea and ocean 

areas. These problems concerned more and more intensive exploitation of seas - both in terms 

of the scope of activity and its intensity. Due to a growing number of people using marine 

resources - the marine environment has become a place of growing conflicts of interest. 

Unsustainable exploitation of marine resources is a source of potential economic threats 

(maritime transport, food production, electricity production) as well as ecological threats 

(climate regulation, impact on marine flora and fauna, and indirectly on health and well-being 

of people). The EU maritime policy proposes that ‘(...) all issues related to the oceans and seas 

of Europe (...) should be led in an integrated manner’ (COM (2007) 574 final, p. 2). Among 

five areas of action, around which the EU Integrated Maritime Policy is focused, the first to 

mention is maximization of the sustainable use of oceans and seas. In this area, the most 

important were: sea transport, seaports and shipbuilding. The choice of these areas of activity 

resulted from their importance in development of modern economies, which was confirmed in 

subsequent EU strategic documents: Strategic goals and recommendations for the EU's 

maritime transport policy until 2018 (COM (2009) 8 final), Blue Growth opportunities for 

marine and maritime sustainable growth (COM (2012) 494 final), Towards more sustainable 
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growth and jobs in the blue economy (SWD (2017) 128 final). Maritime transport is the 

foundation of the maritime economy - creating demand for products and services of other 

industries concentrated in the maritime cluster. It is one of the main driving forces of Europe's 

development - on the one hand, the sector which is susceptible to globalization, on the other 

hand – one that is shaping this globalization. Its key role in development of the world results 

from the lack of an alternative to transporting cargo by sea. This is a consequence of uneven 

distribution of centres of extraction of natural resources, places of their transformation and 

places of consumption of final goods obtained from given resources. The lack of substitutes for 

sea transport in the case of large and heavy batches of long-distance transports does not preclude 

external substitution - reduction of demand for transport services due to localization of 

processing activities near places of resource extraction. However, external substitution cannot 

offset the demand for transport services in general - finished products, manufactured close to 

extraction sites, should be provided to potential buyers - which in turn again generates the 

demand for maritime transport services. This may be a demand for services of other vessels, 

but it does not eliminate transport needs by sea as such (Skrzeszewska, 2016, pp. 313-314). Sea 

transport is also one of the cleanest and the most environmentally friendly. Maritime transport 

and the sectors developing around it, including ports and shipbuilding industry listed in IMP, is 

the source of wealth of nations with a coastal location. This is mainly due to the economic 

potential of shipping itself and the sectors operating for it. Research conducted over the years 

by Oxford Economics confirms this thesis. Direct, indirect and induced effects of sea navigation 

have a significant impact on the economic activity of regions, where maritime transport 

operates. According to the latest report, the EU maritime sector directly employed 640,000 

people, and the sector's contribution to GDP reached € 57 billion. Considering the supply chain, 

the number of jobs generated thanks to maritime transport reaches 2.1 million, and the share in 

generating GDP is estimated at € 140 million (Oxford Economics, 2017, pp. 16-17). Seaports 

are an important link in the logistics chain, as development of regions, in which they operate 

and of the entire economic area of the EU depends on their capacity and performance. This is 

so because ports provide territorial continuity to the EU, in particular by handling connections 

with islands and peripheral areas (COM (2013) 295 final, p. 3). Shipbuilding and repair yards 

are, in turn, an indispensable element in the value chain created by maritime transport. 

Shipbuilding industry was recognized as a sector of strategic importance for the EU, and issues 

related to its development were developed by CESA (Community of European Shipyards 

Associations) and announced in 2004 as the LeaderSHIP 2015 program, replaced in 2013 by 

LeaderSHIP 2020. The Sea, New Opportunities for the Future (LeaderSHIP 2020, 2013, p. 3). 

 

2. SELECTED ELEMENTS OF MARITIME ECONOMY IN THE COUNTRIES OF 

THE BALTIC SEA REGION 
The uniqueness of the Baltic Sea Region results from at least two reasons: it is a peripheral 

region in the EU - located on the north-eastern borders of the Union, far from the geographical 

and economic centre, and additionally it is a region with a large diversity of socio-economic 

potential (Klemeshev et al., 2017, pp. 4-20). The diversity concerns both the area of countries, 

the number of inhabitants and the basic economic indicator - GDP. Hence, while characterizing 

the region, it is necessary to distinguish coastal regions and take into account disproportions in 

the size of populations living in particular countries of the BSR (Table 1). 

 

 

 

 

 

Table following on the next page 
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Table 1: Population of BSR countries including coastal regions (Eurostat) 
Country Population, 1st January 

[number] 
Population in coastal regions as 

percentage of the total population [%] 

2007 2016 2007 20152 

Denmark 5 447 084 5 707 251 96 96 

Germany  82 314 906 82 175 684  n. a. 1 n. a. 

Estonia 1 342 906 1 315 944 75 76 

Latvia 2 208 840 1 968 957 62 64 

Lithuania 3 249 983 2 888 558 11 11 

Poland 38 125 479 37 967 209 10 10 

Finland 5 276 955 5 487 308 63 64 

Sweden 9 113 257 9 851 017 81 82 
1 the list lacks information on population of the coastal region – no data in Eurostat. Study on 

Blue Growth, Maritime Policy and the  EU Strategy for the Baltic Sea Region states that in 

2010, 1.74 million people lived on the coast (4.28% country's labour force: 2.62% in the 

Baltic Sea Region and 1.67% in the North Sea Region) (Study on Blue Growth ..., 2013, p.12). 
2 data for 2016 is still incomplete (May 2018). 

 

In the analyzed period, the percentage of population living in coastal regions in particular 

countries was stable (an increase of 2 percentage point was recorded in Latvia, by 1 percentage 

point in Estonia, Finland and Sweden). In addition to three countries of the Southern Baltic 

(Germany, Poland and Lithuania), a greater part of population of the countries in the studied 

region live on the coast. However, taking into account the size of population of particular 

countries, it can be concluded that the average number of population coastal areas in Poland 

and Germany is similar to other countries (the exception is Lithuania). In the vast majority of 

countries, population of coastal regions is concentrated within 15 km of the shoreline (Eurostat). 

Analyzing the GDP per capita in particular countries, it can be noticed that the convergence 

process of economies of the former Eastern bloc is still ongoing, and the difference in the level 

of development measured by GDP is still huge (Table 2).  

 

Table 2: Gross domestic product (GDP) per capita, at current market prices (national; 

coastal regions levels) [thousands euros] (Eurostat) 
  2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

Denmark 431; 412  44; 42 42; 41  44; 42  45; 43 46; 44 46; 45 47; 46  48; 47 48; 48  

Germany  31; n. a.  32; n. a. 31; n. a. 32; n. a.   34; n. a. 34; n. a. 35; n. a.  36; n. a.  37; n. a.  38; n. a.  

Estonia 12; 13 12;13  11; 12 11; 12  13; 14 14; 15 14; 16  15; 16  16; 17 16; 18  

Latvia 10; 13  11; 14  9; 11 9; 10 10; 12 11; 15 11; 16  12; 16 12; 17  13; n. a. 

Lithuania 9; 9  10; 11  9; 9 9; 10  10; 11  11; 12  12; 13 13; 13 13;13 14; n. a. 

Poland 8; 8  10; 9 8; 8 9; 9  10; 9 10; 9  10; 9  11; 10 11; 10  11; n. a.  

Finland 35; 39  37; 40 34; 38 35; 39 37; 40 37; 40 37; 41  38; 41 38; 42  39; n. a.  

Sweden 39; 40  38; 39  33; 35  39; 41  43; 44 45; 46 45; 47  45; 46 46; 47 47; n. a. 
1 national level, 2 coastal region level 

 

While in the north-western part, GDP per capita fluctuates around 38-48 thousand Euro (in 

current prices), in the south-eastern part the value of this index is 3 times lower - from 11 to 16 

thousand Euro (in 2016) (Eurostat). However, another approach to the issue of GDP shows 

some similarities between the coastal parts of the countries of the region. Percentage of GDP 

per capita in current prices, developed in coastal regions, is usually higher than the average 
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GDP per capita calculated on a national scale. The only exception is Denmark (with the highest 

GDP per capita in the BSR) and Poland (where this indicator is the lowest one). 

 

3. ANALYSIS OF RESULTS OF OPERATIONS OF SELECTED SECTORS OF THE 

MARITIME ECONOMY  

3.1. Transhipment 

In the Baltic Sea region, both in 2007 and 2016, the largest transhipments were recorded in 

German ports (315 and 295 million tonnes, respectively). Regarding this country, however, it 

must be remembered that its ports are located both on the Baltic coast and the North Sea. And 

these are German ports over the North Sea which generate much bigger trans-shipments. 

Germany is followed by Scandinavian ports: Swedish, Finnish and Danish ports respectively 

(Tab. 3.).  

 

Table 3: Gross weight of goods handled in all ports of the Baltic Sea Region - country level 

[thousand tonnes] (Eurostat)  
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

Denmark 109 660 106 096 90 636 87 068 92 613 87 827 88 406 92 244 95 098 95 899 

Germany 315 051 320 636 262 863 275 953 296 037 298 758 297 281 303 742 295 918 297 137 

Estonia 44 964 36 191 38 505 46 026 48 479 43 519 42 908 43 578 34 965 33 596 

Latvia 61 083 61 430 60 088 58 691 67 016 72 723 67 148 71 836 67 811 60 962 

Lithuania 29 253 36 379 34 344 37 869 42 661 41 033 39 757 41 105 43 128 46 236 

Poland 52 433 48 833 45 079 59 507 57 738 58 825 64 282 68 744 69 530 72 926 

Finland 114 819 114 725 93 239 109 326 115 452 105 120 105 117 105 537 99 962 105 887 

Sweden 185 057 187 778 161 823 179 579 177 093 172 976 161 570 167 530 169 685 171 324 

 

In the case of the Southern Baltic countries, the scale of transhipment is much lower - it accounts 

for 10 to 25% of cargo from German ports, or 20-40% of cargo handled in Swedish ports. The 

mere turnover of commodities is not enough to determine how particular countries use trade 

potential. It is worth looking at the main trading partners of the BSR countries on this occasion. 

In Table 4, all the countries analysed are listed in rows. All potential trading partners from this 

region are listed in columns. The number n in a cell means that for a country, whose name 

appears in the row, the country, whose name appears in the column is the n-th largest trading 

partner. 

 

Table 4: The main trading partners of the Baltic Region countries    

(prepared on the basis of: UNCTAD) 
 Denmark Germany Poland Lithuania Latvia Estonia Finland Sweden 

Denmark  1      2 

Germany         

Estonia  1       

Latvia  4 3  2 5   

Lithuania  4  1  2  5 

Poland    5 4  2 1 

Finland  1      2 

Sweden 4 1     5  

 

When preparing the table, only five most important trading partners of each country in the BSR 

region were included. The table shows that Germany is the most important trading partner in 

the region. It is the largest trading partner for: Denmark, Poland, Finland and Sweden. Equally 

important, though not the most important trading partner, is Germany for Lithuania and Latvia. 

The next country, with which the most countries of the region trade, is Sweden. It is the main 
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trading partner of Estonia, the second is Finland and Denmark and the fifth is Latvia. The 

position of the main trading partner is directly connected with the results of cargo handling in 

ports. Germans are the undisputed leader in this field, and Swedes are on the second place.  

In absolute terms, the least cargo handling takes place in the Baltic States, but if the number of 

inhabitants of these countries is taken into account, it turns out that the leader in trans-shipment 

in ports, measured in tonnes per capita are (in 2016): Latvia (31.1 tonnes / pc), Estonia (25.5 

tonnes / pc) and Finland (19.3 tonnes / pc) (Eurostat). Port development associated with many 

geographical, economic, political and infrastructural factors has a huge impact on development 

of the local coastal area economy. The activity of ports and sectors centred around ports is of 

great importance for the region in every respect: gross value added, taxes paid to the state 

treasury and local budgets, as well as jobs. It is estimated that one workplace in the port 

generates from 20 to 25 jobs in the sectors operating for the port and in the economy, as a result 

of direct, indirect, induced and catalysed effects (Oxford Economics, 2012, p. 3), (Matczak, 

2016, p.36). 

 

3.2. Merchant Navy 

Each country of the Baltic region has its own fleet, which is to a greater or lesser degree 

registered under the national flag. Owning ships under the country’s own flag brings enormous 

economic benefits, as well as non-economic and prestigious benefits to fleet owners. Although 

nowadays it is rare that the fleet belongs entirely to the state treasury as in the times before the 

political transformation, but even so private ownership of the fleet generates many benefits for 

the economy and the society, too. Ships registered under the flag of a given country generate 

many sources of revenues to the state budget:  registration fees, fees for inspecting ships by the 

Flag State Inspection (FSC), tonnage tax or business activity taxes, direct and indirect taxes on 

employees, whose jobs are created by shipping (indirect and induced effects). Analyzing the 

size of the trade fleet of the countries of the region, the first conclusion that can be drawn is a 

loss of transport potential by almost all the BSR countries (the exception is Denmark). To better 

illustrate this situation, changes in the size of the fleet (in DWT) were presented in a broader 

context (from 1993) and broken down into north-western and south-eastern countries (after 

systemic transformation) (Fig. 1A, 1B).  

 

  
   A       B 

Figure/Chart 1: The size of the commercial fleet (in thousands DWT) of the North-West Baltic 

(A) and the south-eastern Baltic (B) (UNCTAD) 

 

0

2000

4000

6000

8000

10000

12000

14000

16000

18000

1
9

9
3

1
9

9
5

1
9

9
7

1
9

9
9

2
0

0
1

2
0

0
3

2
0

0
5

2
0

0
7

2
0

0
9

2
0

1
1

2
0

1
3

2
0

1
5

2
0

1
7

          Denmark           Finland

          Germany           Sweden

0

500

1000

1500

2000

2500

3000

3500

4000

4500

1
9

9
3

1
9

9
5

1
9

9
7

1
9

9
9

2
0

0
1

2
0

0
3

2
0

0
5

2
0

0
7

2
0

0
9

2
0

1
1

2
0

1
3

2
0

1
5

2
0

1
7

          Estonia           Latvia

          Lithuania           Poland



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

 
366 

While at the beginning of the 1990s, the fleets of these countries were equal with regard to the 

size of the of fleets of Finland or Sweden, over the period of 25 years they almost disappeared. 

The reasons for this are varied, but due to the size limits of the paper – they will be omitted 

here. In order to counteract the loss of the fleet, many BSR countries undertook actions aimed 

at making the conditions of operation of the fleet under the national flags more attractive. The 

most frequently used policy instrument was a tonnage tax, i.e. the form of taxation of shipping 

operations, independent of the financial result of operations. It was introduced in: Germany, 

Denmark, Poland, Latvia, Finland and Sweden. The effects of the implemented solutions, apart 

from Denmark, did not bring the expected results. In view of the above facts, the Baltic Europe 

does not count as the region with strong transport potential, despite two large fleet of Germany 

and Denmark. 

 

3.3. Shipyards 

The European maritime technology industry encompasses all the enterprises involved in the 

design, construction, maintenance and repair of all types of ships and other relevant maritime 

structures, including the complete supply chain of systems, equipment, services and supported 

by research and educational institutions (European Commission, 2013, p. 1). Similarly to sea 

sailing and seaports, the shipyard sector is an important element in implementing the Europe 

2020 development strategy, in particular its part related to knowledge and innovation-based 

development as well as more efficient use of resources in a more environmentally friendly way. 

The shipbuilding industry of the Baltic Sea Region has an established and stable position in the 

European Union at the level of approx. 17% of the value of production in this sector (Table 5). 

 

Table 5: The largest shipyard manufacturers in Europe (by production value) with regard to 

their market share in the EU and regional market (PRODCOM 2008, ..., 2017)   
  2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

Ships Value (of the whole 

BSR production as a % of 

the EU production) [%] 

9.5. 19.95 13.25 22.04 18.91 17.17 17.57 16.06 16.95 17.71 

1st producer in the BSR FI DE  FI DE DE DE DE DE DE DE 

Ships Value (of the 1st 

producer as % of the whole 

BSR production)  [%] 

44.95 48.79 58.53 58.20 65.90 51.80 53.16 56.99 49.23 42.36 

Ships Value (of the 1st 

producer as % of the whole 

EU production) [%] 

4.27 9.74 7.76 12.83 12.32 8.89 9.34 9.15 8.34 7.50 

2nd producer in the BSR [%] PL FI DE FI FI FI FI  FI FI FI 

Ships Value (of the 1st 

producer as % of the whole 

BSR production)  [%] 

34.50 36.04 21.42 28.00 15.32 26.34 28.64 25.61 31.23 35.52 

Ships Value (of the 1st 

producer as % of the whole 

EU production) [%] 

3.28 7.19 2.84 6.17 2.90 4.52 5.03 4.11 5.29 6.29 

3rd producer in the BSR SE PL PL PL PL PL PL PL PL PL 

Ships Value (of the 1st 

producer as % of the whole 

BSR production) [%] 

8.07 9.83 13.96 7.39 14.87 13.64 10.48 11.91 13.65 16.62 

Ships Value (of the 1st 

producer as % of the whole 

EU production) [%] 

0.77 1.96 1.85 1.63 2.81 2.34 1.84 1.90 2.31 2.94 

 

The undisputed leader in the BSR shipbuilding industry is Germany. Its share in the value of 

the entire regional production oscillates around 50%, which accounts for about 10% on the EU 

scale. The largest value expressed in monetary units is obtained by German shipyards thanks to 

production classified as ‘motor boats and motor yachts for pleasure or sports’ (PRODCOM, 
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2017). Finnish shipyards rank second with a 25% market share in the regional market and 

around 5% share in the EU market. The Finns' domain is ‘fitting out services of ships and 

floating structures and structures’ (PRODCOM).  

Poland with 10% in the regional market and around 2.5% share in the EU market specializes in 

‘conversion and reconstruction of ships, floating platforms and structures’ (PRODCOM). 

 

4. CONCLUSION  

The Baltic Sea, although located on the periphery of the European Union, is an important area 

for EU. Apart from three countries (Germany, Poland, Lithuania), the majority of the Baltic Sea 

Region (BSR) citizens live in coastal regions, which means that the sea is an important source 

of livelihood for many BSR residents and an attractive place to live. The potential of the 

economy based on marine resources can be demonstrated by the fact that in the vast majority 

of countries, GDP per capita in coastal regions is higher than national GDP per capita (with the 

exception of Denmark and Poland, and in the case of Germany – this data is inaccessible). 

Attractiveness of the sea as a place of business and a place to live caused that conflicts of 

interests of entities using marine resources arose and began to intensify. In order to prevent 

negative effects of these conflicts and to use marine resources in an economically and 

ecologically optimal way, a number of strategic documents have been developed that set 

priorities in the use of marine resources. One of them is the Integrated Maritime Policy EU 

(IMP), which outlines the necessity of sustainable exploitation of marine resources and the most 

important areas for development of economic activity are: maritime transport, handling goods 

in maritime ports and shipbuilding. The data analysis regarding activities listed in the IMP 

showed that while differences in economic development of Western European countries and 

countries that underwent the systemic transformation are still visible, differences in the 

maritime economy are not so important. With regard to cargo handling in seaports, the largest 

turnover in the period considered was recorded in Germany, Sweden and Finland. However, 

taking into account the number of inhabitants in particular countries, the largest handling in 

tonnes per capita was recorded in Latvia, Estonia and Finland. With regard to the maritime 

fleet, all (except Denmark) countries of the region have reduced their potential. The 

phenomenon affected the Baltic States and Poland to the greatest extent. With regard to 

shipbuilding activity - the region provides about 1/5 of the value of production of the entire 

European Union. These are primarily specialized constructions and special purpose units. The 

leaders, with a well-established and stable position throughout the entire period considered, are 

Germany, Finland and Poland. Diversified sets of leaders in individual, strategically important 

areas allow formulating the statement that all the BSR countries benefit economically benefits 

from the Baltic Sea and their common goal should be as much care as possible for sustainable 

exploitation of its resources. 
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ABSTRACT 

Smart city concept has gained importance in urban development literature and there have been 

many initiatives and projects around the world implementing the smart city concepts. There is 

a need for an assessment framework, customized for the local context. This study aims to offer 

a holistic assessment framework for smart city projects, which include smart city dimensions 

and application areas. The framework is then used for Istanbul’s recent smart city project. The 

improvement areas are specified, and recommendations are made to increase the effectiveness 

of Istanbul’s project by using this framework. The results show that technology as a dimension 

and smart mobility as an application area have the highest scores. Governance and 

institutional context dimensions as well as smart building and energy areas are recommended 

to be addressed more in the project. The framework can be used for other smart city projects 

around the world as well. 

Keywords: Smart city, Assessment framework, Application areas, Dimensions, Istanbul 

 

1. INTRODUCTION 

Cities are the centers for development and innovation (Villa and Mitchell, 2009). 

Conceptualizing the processes whereby urban development happens is a major concern for the 

city authorities, planners and the industry related with urban development. Cities are also 

sources of wide-ranging socio-economic and environmental impacts (John et al., 2015; Aina, 

2017). The concept of smart city has been gaining momentum recently to improve urban 

development and sustainability. There are various definitions of the concept of smart city 

(Albino et al., 2015; Angelidou, 2015; Caragliu et al., 2011). Although it has been mostly 

associated with Information and Communication Technology (ICT) (Townsend, 2013; Bulu, 

2014; Bifulco et al., 2016; Niaros et al., 2017), smart city concept incorporates ideas such as 

smart governance, sustainability, institutional context as well as management and organization. 

On the other hand, assessment frameworks are still in infancy regarding the implementation of 

smart city concepts in an urban area. Understanding the local setting is quite important to adapt 

and adjust the smart city concepts (Neirotti et al., 2014). In this regard, an assessment 

framework is needed to assess the current condition of the urban context with regard to 

receptivity to any form of smart city application. Therefore, a framework should include not 

just the components or dimensions of smart city concept, but also application areas where those 

dimensions are operationalized. Although there are many studies providing different 

frameworks, strategies, guidelines and best practices (Giffinger et al., 2007; Lee et al., 2014; 

Angelidou, 2014; Roche, 2014), those frameworks generally focus on the dimensions and 

components of the smart city concept without delineating how those dimensions interact with 

application areas.  Therefore, a framework which incorporates the dimensions with application 

areas is still needed and this paper provides such a framework which can be implemented in 

urban areas where smart city concepts are applied. Istanbul, with a population of nearly 14.8 

million, is a mega-city having many urban problems such as urban mobility, infrastructure, 
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energy and environmental pollution. Istanbul Metropolitan Municipality (IMM) launched a 

smart city transformation project at the beginning of 2017. Various stakeholders are involved 

in the project. A subsidiary municipal company, which provides ICT solutions for Istanbul, is 

assigned as the coordinator for this project. It cooperates with one global and one local 

technology companies to deliver the projects planned for smart city transformation. After the 

studies analyzing the current situation of Istanbul; smart city vision, strategies and the roadmap 

for Istanbul are still in development phase as of the beginning of 2018. A Big Data Management 

Center is planned to manage the data generated from various urban activities such as mobility, 

energy consumption, waste management etc. so that this data can be utilized to provide higher 

quality urban services. The development of start-up firms which can use the open data provided 

from this center is also planned to bring about urban development and innovation. Internet of 

Things (IoT) projects, establishment of smart communication networks and operation centers, 

provision of energy automation systems, smart lighting and sensors, artificial intelligence 

solutions for energy, mobility, health and security are some of the examples for the planned 

projects. Criticized as the techno-centric view in the literature (Mora et al., 2017), the smart 

city project in Istanbul can be regarded to a large extent with a techno-centric view, which 

overlooks social, cultural, organizational and environmental dimensions of smart city 

application. For this reason, Istanbul can be a good case example where the proposed 

framework can be applied. In this study, the proposed framework which includes smart city 

dimensions and application areas is applied for Istanbul to improve the ongoing smart city 

project. With this assessment framework, it is expected that the smart city project can 

incorporate all the dimensions of smart city concept besides technological dimension. Those 

dimensions include management and organization, technology, governance, institutional 

context, community orientation, economy and financing, data and analytics, sustainability. At 

the same time, different application areas can be assessed with regard to their status vis a vis 

the dimensions. The application areas in our framework include smart building, mobility, 

infrastructure, technology, healthcare, citizen, governance and energy. The main contributions 

of this paper are (i) to provide an enlarged and holistic assessment framework for smart city 

projects, (ii) to apply this framework for Istanbul’s smart city transformation project as a case 

study, and (iii) to expand the scope of techno-centric smart city projects with other important 

smart city dimensions. The rest of the paper is organized as follows. Section 2 presents a 

detailed literature review of smart city concept, applications, frameworks as well as best 

practices. A new assessment framework for smart city projects is developed in Section 3. The 

application of this framework for Istanbul is presented in Section 4. Results and discussions are 

given in Section 5. Lastly, Section 6 concludes the paper. 

 

2. RELATED WORKS 

The literature for smart cities presents many definitions, focusing on different aspects of the 

smart city concept (Albino et al., 2015; Angelidou, 2015; Lara et al., 2016). Kim et al. (2017) 

argue that the main characteristics of a smart city incorporate information technology 

integration and implementation of information resources. Smartness play an important role 

here, delineating various domains such as “smart technology, smart services, smart 

management and smart life”.  On the other hand, Caragliu et al. (2011) views smart city as 

investing in human and social capital with modern ICT infrastructure to foster sustainable 

growth. Therefore, participatory governance and smart management of natural resources are 

underlined in this definition (Alawadhi et al., 2012). Deakin and Al Waer (2011) emphasizes 

the technological aspect of smart city concept. According to their definition, smart city is where 

ICT is applied and implemented to improve the quality of urban life. Digitalization of services 

is underlined by Seta et al. (2015) where all city functions are embedded in the technology 

infrastructure (Sarma and Sunny, 2016).  



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

 
371 

Furthering the techno-centric view, Batty (2013) emphasizes the role of big data in smart city 

concept and Jin et al. (2014) presents a framework for the realization of smart cities through the 

Internet of Things (IoT). Hall et al. (2000), on the other hand, brings an efficiency perspective 

to the definition of smart city, where all structures including transportation, water, energy are 

maintained using integrated ICT infrastructure, hence providing efficiently running urban 

services. Cocchia (2014) gives an extensive literature review of smart city concept, focusing on 

time, definition, terminology and geographic analysis. Lacinak and Ristjev (2017) underline 

the safety aspect of smart city and give the application areas as smart transport, smart energy, 

smart technology, smart living, smart environment, smart citizens and education, smart 

economy, smart government and safe city. Chourabi et al. (2012) and Dirks and Keeling (2009) 

regard the smart city as a large organic system composed of many subsystems and components.  

Morvaj et al. (2011) present those interconnected infrastructures as “citizens, water and energy, 

communication, business, transport and city services”. Different frameworks, dimensions and 

guidelines have been developed recently for the application of smart city concept. Giffinger et 

al. (2007) proposed dimensions for the smart city as “smart economy, smart mobility, smart 

governance, smart environment, smart living and smart people”. Albino et al. (2015) put 

forward the four main characteristics of smart city as “networked infrastructure, entrepreneurial 

and innovative urban development, social inclusion and natural environment”. Alawadhi et al. 

(2012) give eight categories or dimensions, and these are “technology, management and 

organization, policy context, governance, people and communities, economy, built 

infrastructure, and natural environment”. Different implementation frameworks are proposed 

by Battarra et al. (2016) and Lee et al. (2014). Lee et al. (2014) gives various components for 

smart city implementation, including “urban openness, service innovation, partnership 

formation, urban pro-activeness, smart city infrastructure and smart city governance”. Other 

important aspects of smart city implementation such as interoperability and scalability of the 

services (Angelidou, 2014), partnerships and collaboration (Breuer et al., 2014) are also 

emphasized in the literature. Besides, Anthopoulos et al. (2015) gives eight dimensions for the 

smart city conceptualization: “architecture, governance, planning and management, data and 

knowledge, health, energy, people and environment”. Other studies focus on different aspects 

of smart city concept. Mulligan and Olsson (2013) investigates the “system architecture 

evolution” needed to provide innovative business models for smart city applications. Nam and 

Pardo (2011a) offer strategic principles aligned with three dimensions; technology, people and 

institutions for smart city concept. They further emphasize the policy and management part of 

smart city, which are sidelined by the technology aspect (Nam and Pardo, 2011b) and also 

provide a risk-based view of smart city innovation. Lastly, Zygiaris (2013) addresses the smart 

innovation ecosystem by developing a “smart city reference model” and offers notions such as 

green, interconnected, instrumented, open, integrated, intelligent and innovating for this model. 

The concept also draws criticism from various perspectives. Hollands (2008) takes a critical 

view of smart cities, revealing the underlying assumptions and contradictions of the concept. 

Kitchin (2014) presents a critical account of smart city based on the implications of big data 

and smart urbanism. Vanolo (2014) focuses on power and knowledge implications of smart city 

concept and gives a discourse analysis. 

 

3. ASSESSMENT FRAMEWORK FOR SMART CITIES  

In smart city applications, a framework is required to incorporate different dimensions of smart 

city concept as well as different application areas. The literature review provided us with a 

general understanding of various dimensions and assessment frameworks. However, different 

local contexts require different assessment frameworks. Therefore, an idiosyncratic assessment 

framework needs to be developed for different settings. For this end, previous frameworks and 

their dimensions and characteristics can be used or adapted.  



32nd International Scientific Conference on Economic and Social Development – Odessa, 21-22 June 2018 

 
372 

In this study, dimensions and application areas are merged to form an integrated framework. 

The rationale behind this is to present a comprehensive and holistic framework to monitor 

different dimensions and their status with respect to different application areas at the same time. 

This is particularly important where some dimensions and application areas are neglected. 

Istanbul’s case presents such a setting where technology dimension tends to dominate the other 

dimensions and smart technology overrides other application areas. Table 1 gives the integrated 

framework that we developed for smart city applications. Each cell inside the framework shows 

the maturity level with respect to the corresponding dimension over the application area. The 

maturity levels take values from 1 to 5, depending on how a specific dimension of smart city 

concept is well applied on a specific application area. For example, if governance dimension of 

smart city is not well addressed and applied in smart healthcare, then the corresponding cell 

takes lower values. 

 

Table 1: Smart City integrated assessment framework 

  

Application areas  

Smart 

building 

Smart 

mobility 

Smart 

infrastructure 

Smart 

technology 

Smart 

healtcare 

Smart 

citizen 

Smart 

governance 

Smart 

energy 

D
im

en
si

o
n

s 

Management and 

organization 
                     

Technology                

Governance                

Institutional 

Context 
               

Community 

Orientation 
               

Economy and 

Financing 
               

Data and Analytics                

Sustainability                

 

Dimensions include management and organization, technology, governance, institutional 

context, community orientation, economy and financing, data and analytics, and sustainability. 

Application areas, on the other hand, include smart building, mobility, infrastructure, 

technology, healthcare, citizen, governance and energy. Management and organization refers 

to managerial and organization factors (Chourabi et al., 2012) including managerial challenges 

like alignment of organizational goals, conflicting roles, resistance to change as well as 

managerial strategies like project team skills, clear and realistic goals, planning, roadmapping, 

good communication (Gil-Garcia and Pardo, 2005). Technology refers to integrated hardware, 

software and network technologies and provision of real-time and advanced analytics for smart 

decisions and processes (Washburn et al., 2010). ICTs are the most critical part in smart city 

applications (Chourabi et al., 2012). Main challenges include IT skills, training, lack of 

departmental coordination and ambiguous vision of IT among practitioners (Ebrahim and Irani, 

2005). Governance refers to stakeholder relationship through which a participatory model is 

adopted. Cooperation between stakeholders, leadership, alliance structure and jurisdictional 

differences compose the main pillars of governance (Scholl et al., 2009). Satisfying different 

needs and expectation of different stakeholders is the key to success in smart city projects. This 

can only be achieved through participation and cooperation (Meijer and Bolivar, 2016; Palomo-

Navarro and Navío-Marco, 2017). Therefore, a smart governance structure where a transparent, 

accountable and responsive infrastructure is formed is indispensable in smart city projects 

(Mooij, 2003; Johsnton and Hansen, 2011). Institutional context refers to both formal and 

informal institutions which can enable or constrain smart city applications. Informal institutions 

include culture, habits, norms and traditions, whereas formal institutions include laws, 
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regulations, judicial and bureaucratic environment. Without an enabling legal framework, for 

example, smart city projects can fail regardless of how well technology-oriented projects are 

applied. Institutional context provides the underlying framework for smart city initiatives. 

Without addressing those institutional barriers, smart city projects run the risk of failure. 

Community orientation refers to educating and developing the community so that they are 

involved and know how to benefit from smart city transformations. The engagement of the 

communities involved in smart city initiative is key to success or failure of smart city projects. 

Being an active user of smart city applications is an important dimension of community 

orientation (Chourabi et al., 2012). Economy and financing refers to the capacity of smart city 

projects to improve economic competitiveness and innovativeness of the cities. Helping to 

create sustainable and integrated urban economies is one of the major aims of smart city 

initiatives. Developing smart financing methods for smart city projects is also an important 

aspect of this dimension. For example, value capturing, congestion charging, and high 

occupancy tolls are widely used smart financing methods for smart mobility projects. Data and 

analytics refers to the capacity to utilize data-driven solutions to provide more responsive urban 

services (Barns, 2017). Data has the power to change traditional and bureaucratic ways of 

service provision for a more collaborative, dynamic and agile ways of delivering urban services. 

Data integration from different data sources is critical to ensure a coordinated service delivery. 

Various business intelligence and analysis tools and methods can extract valuable information 

and knowledge from this integrated data (Khan et al., 2014; Khan et al., 2017). Sustainability 

refers to the potential of smart city initiatives to foster better management of natural resources, 

protection of the environment and hence, achieving to create a sustainable and livable city. 

Usage of technology should be directed towards increasing the sustainability (Chourabi et al., 

2012). Neglecting this dimension in smart city projects often results in ineffective and 

inefficient outcomes. 

 

4. ISTANBUL’S SMART CITY PROJECT 

Smart city projects in Istanbul are guided by Turkish Ministry of Development’s report on 

“Strategies and Action Plan for Building Knowledge Society, 2015-2018” (SAP-BKS, 2015). 

Although Istanbul formally started its smart city project in 2017, previous projects involving 

smart technologies in various areas helped to facilitate the later transformation. These projects 

include traffic control center, mobile applications for traffic, parking, public transport etc., 

smart signaling systems, traffic sensors, messaging communication systems, electronic traffic 

detection systems. Most of the previous projects addressed the mobility aspect of the application 

areas due to its critical role in Istanbul. Traffic congestion problem in Istanbul is among the 6th 

worst in the world according to global Tomtom Traffic Index (2017); therefore, smart city 

project which started in 2017 mainly addressed traffic and mobility problems. Smart mobility 

systems are also an integral part of smart cities and can bring sustainable and innovative 

solutions to growing cities, like Istanbul (REC Sustainable Smart Cities Workshop Report, 

2017). According to Smart City Roadmap Report (2016) specifically prepared for Turkey by 

one of the biggest GSM operators in Turkey and an international accounting, auditing and 

consulting company; urban mobility is the area having the most of the smart city investments 

(94.7%). Other areas include water management (42.1%), security (31.6%), waste management 

(31.6%), municipal government services (21.1%) and other urban services (10.5%) as shown 

in Figure 1. 

 

 

 

 

Figure following on the next page 
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Figure 1: Application areas for smart city investments in Turkey 

 

Although the survey carried out in the report include the responses from 19 metropolitan 

municipalities in Turkey, it also reflects the situation in Istanbul regarding smart city. 

Inadequacy of urban mobility services, traffic congestion and parking problems are the main 

issues expected to be addressed by smart city projects by the citizens of those cities. The smart 

city applications which are regarded as successful by the respondents mainly include urban 

mobility area: smart bus stops, smart buses, smart traffic lights and signaling, smart junctions, 

bike sharing, traffic monitoring, free wi-fi points and communication panels. The report 

highlights important findings regarding the maturity of smart city in Turkey. It found out that 

there is a high level of awareness regarding smart city concept and a need for holistic 

frameworks. The concept is regarded as an opportunity and an urgent need for cities. Also, 

technology is regarded as the most critical dimension in smart city applications. Smart city 

concept in Istanbul is mainly defined through a technology - oriented perspective by the CEO 

of the municipal company responsible for coordinating smart city project. He defines smart city 

as “the technology supported systems for delivering sustainable and livable cities in every 

aspect of urban life”. The application areas include governance, economy, mobility, 

environment, energy, security, people and living. The main aims of the smart city project 

include the followings (http://www.fortuneturkey.com/):  

• Facilitating access to urban services, 

• Supporting entrepreneurs to develop and commercialize their ideas via incubator centers, 

• Providing faster and more comfortable door-to-door urban mobility services, 

• Promoting use of alternative energy resources and reducing carbon footprint, 

• Promoting efficient use of resources for urban economic growth, 

• Providing healthcare to old and disabled people with high quality smart healthcare services, 

• Offering real-time data through open data platforms to developers, citizens and researchers, 

• Increasing the mobility and social inclusion of disabled people, 

 

Smart city project in Istanbul is composed of 8 phases and planned to complete in 2018.  

Strategies for technology-supported smart city transformation in Istanbul are stated in Big 

Smart Istanbul Vision (2016). In order to put forward the strategies, key performance indicators 

(KPIs) and the roadmap, benchmarking studies with 9 cities have been carried out, which 

include many global cities around the world: New York, San Francisco, London, Barcelona, 

Copenhagen, Seoul, Singapore, Berlin and Paris. The main strategies include (i) the 

transformation of infrastructure and operations by connecting systems, data and people from 

different municipal departments to offer accessible information and affordable services, (ii) 

providing real-time communication through mobile applications, devices and interactive 

platforms to ensuring the engagement of citizens and businesses, (iii) fostering innovativeness 
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and competitiveness of the local economy by enhancing the entrepreneurial skills of the young 

workforce. The activities set out in the smart city project mainly include the followings:  

• Building smart city system architecture incorporating city strategies, business capacities, 

business services, application architecture, data architecture and infrastructure architecture,  

• Establishing a City Management Center to collect, analyze and manage the big data 

generated from all data sources and offering open-data platforms, 

• Building Living Labs for ensuring the engagement of the community and citizens, 

• Regarding urban mobility; offering bike sharing platforms (stations and bicycles), iTaksi 

mobile application (online taxi management platform), IBB Navi mobile application (online 

real-time navigation platform), vehicle-to-vehicle and vehicle-to-infrastructure 

communication systems, transport demand management solutions such as congestion 

charging and high-occupancy vehicle lanes,  

• Focusing on technology-oriented projects: cloud and hybrid cloud technologies, storage, 

analysis and processing of big data, business intelligence and decision support systems, 

Internet of Things (IoT) and Machine-to-Machine (M2M) technologies, cyber security 

including Network Operations Center (NOC) and Security Operations Center (SOC), 

mobile communication technologies (5G), augmented and virtual reality applications, 

wearable technologies, deep learning and artificial intelligence systems.  

• For energy dimension; distant reading electric meter data, smart city lighting, smart energy 

demand management, solar power plants.  

 

With the information about the smart city project in Istanbul obtained from semi-structured 

interviews with project coordinators as well as from press releases, we can now assess the smart 

city project in Istanbul by using the Smart City integrated assessment framework that we 

developed. Figure 2 presents the heatmap illustration for the scores of Istanbul’s smart city 

project for each dimension and application areas.  

 

Figure 2: Heatmap for the scores of dimensions and application areas 

 

5. RESULTS AND DISCUSSION 

The proposed assessment framework provides a holistic perspective to evaluate the potential 

areas for improvement in smart city projects. Conflating the dimensions and the application 

areas, the framework is useful to pinpoint which dimensions need to be worked out in which 

application areas. Heatmap illustration facilitates this process. When we look at Figure 2, 

Istanbul’s smart city project, overall, has a fairly acceptable level of maturity in many 

dimensions. The dimension which is addressed most in the project seems to be “technology”. 
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The main coordinator being a technology provider subsidiary municipal company and partner 

companies being also technology companies explain this higher score for technology. Although 

technology is an integral part of smart city projects, focusing exclusively on technology aspect 

can diminish the effectiveness of smart city projects. Techno-centric view of smart city projects 

can overshadow other important aspects such as governance, community orientation etc. Projects 

can fail to address people’s needs if they are carried out just for the sake of technology itself. 

“Data and analytics” is another dimension having relatively higher scores. Establishing a City 

Management Center to collect, analyze and manage the big data generated from all data sources, 

offering open-data platforms and clear focus on the importance of data increase the score for this 

dimension. On the other hand, “institutional context” seems to be not addressed adequately. This 

can hinder the development of project because failing to address the legislation, regulations and 

broader bureaucratic environment can impact the project outcomes negatively. There is not 

enough evidence that the smart city project of Istanbul includes the issues and challenges that 

institutional context brings about. For example, metropolitan municipalities law (numbered 

5216) defines the role of metropolitan governments. Without addressing the articles in this law, 

the application process can be hampered. This is especially important from the “management 

and organization” and “governance” dimensions since these dimensions refers to alignment of 

organizational goals, conflicting roles between agencies and stakeholder relationships. The 

project having a specified project coordinating agency improves the score of management and 

organization dimension. However, the scores can vary according to application areas. For 

example, smart building area has low scores in both dimensions because the role of major 

agencies having a stake in this area like Environment and Urban Ministry and district 

municipalities are not specified clearly in the project. This can later lead to conflicting roles and 

misalignment of organizational goals. The project underlines the importance of “sustainability” 

dimension in its strategies and vision. This is why the scores for this dimension are generally 

high, except some application areas like smart building, governance and energy. Focusing on 

how sustainability will be improved in those areas can increase the score of this dimension. On 

the other hand, supporting local economy and increasing the competitiveness and innovativeness 

of businesses increase the scores for “economy and financing” dimension. Although economy 

dimension is well addressed, financing dimension seems to be overlooked. Finding smart 

financing mechanisms to ensure the financial sustainability of the smart city transformation is 

an area for improvement.  The engagement of the community in the smart city transformation 

process is well-addressed in the project. Living Labs for example are planned to be established 

with a view to increasing the engagement of citizens. In terms of application areas, the greatest 

focus is clearly on smart mobility area. This is understandable given the urgent problems and 

challenges the city faces in this area. Most of the projects try to bring about a smart solution to 

traffic congestion, public transport and other urban mobility issues. Therefore, the highest 

scores are in the intersection of technology dimension and smart mobility area. In contrast, the 

lowest scores are in the area of smart building and smart healthcare. Smart buildings get very 

low attention in the project. Furthermore, other than the project regarding providing healthcare 

to old and disabled people, there is not any mention of other healthcare related projects. 

Partnership and collaboration with different stakeholders, especially with private sector and 

non-governmental organizations, in providing smart healthcare can increase the scores in this 

application area. High numbers of infrastructural projects like building a system architecture 

increases the scores. The tools of engagement and empowerment for the citizens are considered, 

yet there is a potential for increase in this area by promoting more participatory channels, 

customized for different citizen segments. In smart energy area, the focus on technology 

dimension should also extend to other dimensions to increase the scores for this area. 
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6. CONCLUSION 

In this study, we developed an assessment framework for smart city projects, which includes 

both dimension and application areas. Istanbul’s smart city project is used as a case study to 

show how the framework can be used. The results show that in terms of dimension, technology 

plays a very important role which can be explained by the coordinator agency being a 

technology provider municipal company and partners being global and local technology 

companies. The techno-centric view is underlined as a risk to be taken into account. In 

application areas, smart mobility is at the center of the most projects, as the transport problems 

in Istanbul are quite urgent and needs immediate actions from the local government. Overall, 

Istanbul’s smart city transformation can be regarded as a comprehensive smart city project 

including most dimensions and areas of smart city concept. There needs to be more focus on 

institutional context and governance dimensions as well as smart building and energy areas.  

The main limitation of our study is the limited data and information that we obtained through 

published materials and semi-structured interviews with experts and practitioners of the project. 

Sharing of project phase’s outcomes and results in a transparent manner would alleviate this 

limitation. The proposed framework can be further developed by determining the weight factors 

for dimensions via multi-criteria decision-making methods, which we plan to study in the 

future. This framework can also be adapted to different settings and contexts and can be utilized 

in other smart city projects. 
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ABSTRACT 

Trafficking in human beings is one of the biggest problems of today, and it is noted that it is the 

third in the ranking of global problems, immediately after the trade of illegal drugs and arms 

trade. Trafficking in human beings is the criminal activity most commonly manifested through 

the sexual exploitation of younger women. Victims of prostitution and other forms of trafficking 

in human beings have often been brought into the world by various deceptions through promises 

of better life, great work and earnings. Victims agree to something that is in a state of bad 

material existence that makes them great and they are not even aware of what is waiting for 

them. They are constantly subjected to violence, intimidation, depriving them of all documents, 

limiting their freedom of movement, and becoming slave slaves, or the whole system of crime. 

Keywords: human trafficking, prostitution  

 

1. INTRODUCTION  

You can often hear that prostitution is referred to as the oldest profession, especially due to the 

fact that it exists from the very beginning of the development of society. Speaking of 

prostitution, it is important to point out that it has been the issue of numerous studies, especially 

today, when it is the major problem which is destroying the society in general. Namely, the 

point is that the very phenomenon reached such a point that causes a variety of diseases, mental 

and physical disorders, disorders in society like corruption and crime itself. The prostitution 

represents only one form of human trafficking. In general, it is the slavery of people, that suffer 

the most women and children for reasons of unemployment, poverty, unsettled lives, different 

forms of discrimination in society and so on. The victims are promised a better life, a better job 

and a great salary. However, therefore after their consent the agony begins from which hardly 

anyone ever manages to get out. The victims become the property of pimps and organizations 

involved in trafficking people, they are deprived of all their documents and all personal 

belongings, they have to do everything they are made to do in order to survive. They enter the 

world of drugs and crime. Croatia is very well acquainted with the problem of prostitution and 

trafficking in general with people, and daily records many victims of these phenomena. In 

cooperation with the Ministry of the Interior and other institutions that seek to deal with this 

issue and finally release the society of the same. It is a large issue that has not yet been found 

of adequately solution, but we must not give up. You should constantly warn citizens on this 

issue and seek their cooperation in the prevention of these phenomena.  

 

2. HISTORY OF THE EXISTENCE OF PROSTITUTION   

The prostitution has existed since the very beginning of the development of society. Although 

the historical sources of prostitution scarce and they are less accessible, numerous scientists and 

experts are trying to study and explain its origins until the present.  In addition to the fact that 

prostitution is one of the oldest forms of deviant behavior, it is also represented as the social, 

moral, health and society problem. The most common interpretation of the term prostitution 

refers to the behavior, when some people give their bodies to other people to enjoy the material 

benefits. With the advent of civil society, migration to the cities and greater mobility of the 

population, prostitution has become massive, which caused a number of problems, particularly 

those of legal, medical and social issues.  
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The prostitution is therefore soon linked with crime and other deviant behaviors1  In addition, 

associated with health problems, especially with the spread of tuberculosis and sexually 

transmitted diseases.  The civil society itself has already tried to solve the problem of 

prostitution or at least to mitigate its consequences. Therefore, there has always been the need 

monitor the prostitution. Europe had to act so in the 19th century so they hat to legally regulate 

the prostitution. Thus, the state through its legislation restricted mainly to the regulations on 

brothels or on special regulations and supervision obligations that the prostitutes had to do. In 

fact, it was the regulation of the prostitution. Adopted legislative measures have largely been 

unsuccessful in the intentions of control, especially because illegal prostitution existed at the 

same time during the legal prostitution. Very soon arose abolitionist movement that advocated 

a ban on all public houses, as well as any form of legalization of prostitution. Most European 

countries in the late 19th. and in the first half of the 20th century abolished regimentation and 

introduced some of the models of possible abolitions of prostitution. Especially, Scandinavian 

countries: Sweden, Norway and Denmark were the pioneers in that field2. In Croatia, the 

problem of prostitution in Zagreb can be traced in two periods: until 1934 (when the prostitution 

was legal and regimented; prostitution in brothels or place of deblauchery and later publicly 

tolerated prostitutes) 3 and from 1934 (when every form of prostitution was prohibited by the 

Law on combating sexually transmitted diseases)4. 

 

3. PROSTITUTION AS A FORM OF TRAFFICKING IN HUMAN BEINGS  

Trafficking in human beings is business, that is a crime that is present throughout the world, 

and is constantly growing. Trafficking in human beings always involves movement from poorer 

countries to richer ones, its size and importance requiring rapid response and little room for 

mistakes (especially because the fate of millions of women and children, as well as men, in 

danger). Unavoidable is the fact that trafficking in persons is more profitable than drug 

trafficking and weapons because the human body can be sold numerous times 5. 

 

3.1. Defining the concept of trafficking in human beings  

UN has a formal definition of the term human trafficking, and exactly what trafficking includes: 

trafficking in human beings also means the recruitment and / or transportation, transfer, 

harboring or receipt of persons by force or threat or other forms of coercion, abduction, fraud, 

deception, abuse of authority or the position of supervisor, fraud or other forms of coercion for 

the purpose of sexual or economic exploitation in order to obtain profits in favor of a third 

person and / or group (pimp, pimps, traffickers, intermediaries). According to the Ministry of 

the Interior in the Republic of Croatia, trafficking refers to any action involving the recruitment, 

transportation within or outside the country, purchase, sale, transfer, receipt or provision of 

shelters person on the basis of fraud, coercion, including threats of violence, abuse of power to 

people held in involuntary situation commitments regardless of salary, in the household, in 

forced labor or slave-like conditions and in the community beyond those in which the person 

lived when fraud or coercion occurred. Definitions of trafficking show a violation of basic 

human rights, as evidenced by the degrading conditions in which such work is carried out. An 

important fact that the victim of trafficking moves to an unfamiliar environment which is 

isolated from its immediate community and exposed to abuse, violence and exploitation, 

                                                           
1 Zorko, Tomislav:Women prostitution between 1899 and 1934, Magazine for contemporary history, Vol. 38, No. 1, 2006., p.. 

223.-224. 
2 Ibid., p.. 224. 
3 In 1922 the public houses were banned, and the girls and women doing prostitution were considered as public tolerant 

prostitutes and they had to be recorded in the special record book.  
4 Zorko, Tomislav, op. cit., p. 225. 
5 Belušić, Morana et al.: Human Beings Trafficking, Kriminologija i socijalna integracija, Vol. 14, No. 2, 2006., p. 51. 
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domination and discrimination against people traffickers6. Trafficking represents part of the 

new terminology in presenting problems servitude people would simplest definition of this term 

was trafficking in person especially women and children, trafficking in human misery, and 

represents one of the biggest crimes nowadays. Until recently, there was not even universally 

accepted definition of human trafficking, but the organizations working to combat the problem 

were used different definitions. This trafficking can be defined in the following 

way: Trafficking in human beings is a criminal form of commercial trafficking in human beings 

who are subjected to do actions without personal consent, such as begging, prostitution (eg. 

prostitution or arranged marriage), compulsory labor (ie. slave labor in various 

factories). Human trafficking involves the process of using physical force, fraud, abuse, 

deception and other forms of coercion and intimidation for the purpose of purchasing, 

recruitment, placement and transport people 7. 

 

4. PROSTITUTION IN CROATIA 

EU through its projects and programs IPA seek to strengthen the capacities of participants in 

the fight against human trafficking and to investigate the relationship between forced 

prostitution, labor and human trafficking. Given that the rate of human trafficking in Croatia is 

considerably high, shall be deposited with high hopes that the project will enable better 

detection of criminals and their victims. The project will be implemented by the Office for 

Human Rights and National Minorities and the Romanian National Agency against Trafficking 

in Persons. Trafficking in human beings is one of the most vicious examples of human rights 

violations and is recognized as a growing problem in the fight against international organized 

crime. Targeted are often women and girls trafficked for sexual exploitation, but a significant 

part of that trade relations and labor exploitation 8. Prostitution has always been a lucrative 

business, however, entails a number of negative consequences due to the efforts of people to 

come to material existence. The main motive for the prostitution is so-called trade. white 

slavery, which actually represents the part of modern slavery. The UN estimates that 79% of 

trafficking is only prostitution. The Article 106 of the Criminal Justice Act of the Republic of 

Croatia for trafficking states: "Whoever, by force or threat, deceit, fraud, kidnapping, abuse of 

power or of a position or relationship addiction, giving or receiving money fees or other benefits 

to achieve the consent of a person having control over another person, or in any other way 

recruits, transports, transfers, harbors or receives a person or exchanges or transfers control of 

the person to take advantage of her work through forced labor or servitude, forced slavery or 

other similar relationship, or because of its prostitution abuse or other forms of sexual abuse 

including pornography or not allowed or forcibly marriage, or because of taking one part of her 

body or because of armed conflict or because of illegal acts, will be sentenced between one and 

ten years in prison”9. The Republic of Croatia is aware of the fact that one of important 

conditions for successful fight against trafficking and for helping and protection of victims. Not 

only the mentioned Criminal Justice Act but also following Acts follow the issue of prostitution: 

• Law on liability of legal persons for criminal offenses, 

• Law on Office for Suppression of Corruption and Organized Crime 

• Law on Juvenile courts 

                                                           
6 Ibid., str. 51.-52. 
7 Doležal, Dalibor: Prevention of Human Beings Trafficking, Zbornik Pravnog fakulteta Sveučilišta u Rijeci, Vol. 28, No. 2, 

2007., p. 1400.-1401. 
8 In Croatia from 2002 till 2012 there are registered 116 victims of human beings trafficking, that were mostly victims of suxual 

and labour abuse. Victims from foreign countries in the last four year were mostly citizens from Bosnia and Herzegobina, 

Serbia, Romania, Bulgaria and Moldavia. In 2012 there were 11 people recorded as victims of human beings trafficking in 

Croatia. During 2008, 2009 and  2010 in the Republic of Croatia is recorded in the group of countries that has made much 

effort in reducing human beings trafficking, prevention of trafficking, victims protection and prevention of it.. 
9 Criminal Justice Act (Narodne novine br. 125/11, 144/12). 
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• Act of responsibility of legal persons for criminal offenses 

• Witness Protection Law, 

• The Law on Foreigners, 

• Law on Prevention of Money Laundering, 

• Act on Mutual Legal Assistance in Criminal Matters 

• Law on Asylum and 

• Law on compensation for victims of work (effective entry into the EU).   

 

4.1. Activities of the Republic of Croatia in combating human trafficing   

The Republic of Croatia in combating the human trafficking through the Croatian National 

Strategy for combating trafficking in persons shows its active engagement in combating 

organized crime of an international character. In 2002 it was established the National 

Committee for Combating Trafficking in Persons in order to build a comprehensive system of 

combating trafficking in persons in the Republic of Croatia. Thereafter, adopts the National 

Plan to Combat Trafficking in Persons of 2002, the National Program for Combating 

Trafficking in Persons from 2005 till 2008 with the associated operational plans, the National 

Plan to Combat Trafficking in Children from 2005 to 2007 and the National Plan for Combating 

Trafficking in Persons for the period 2009 to 2011. After a long fight against trafficking in 

persons in the Republic of Croatia, it was established a complete system that includes activities 

from the moment of identification of victims of trafficking until they are fully integrated, and 

reintegration into society. Within the system for combating human trafficking cooperation has 

been established between the competent government bodies, civil society organizations and 

non-governmental organizations. It was noted that Croatia is becoming more countries of origin 

and final destination for victims of trafficking, especially for victims of the South East 

Europe. Also, although most of the victims are still women and girls, noticed an increase of 

men as victims of trafficking for the purpose of labor exploitation. The above trends competent 

institutions have responded to the action on the field more effectively identify victims of 

trafficking. Due to the above, the drafting of the new National Plan to Combat Trafficking in 

Persons for the period from 2012 to 2015. The new plan covers all areas of previous national 

documents dealing with the topic of combating trafficking in persons and the proposed 

measures and activities built into the experience of all relevant government bodies, civil society 

organizations, non-governmental and international organizations. New plan pays special 

attention to further strengthening cooperation in criminal proceedings in cases of trafficking 

between the State Attorney's Office and the Ministry of Interior, improving methods of 

identifying victims of trafficking and ensuring the best interests of victims of trafficking10. 

Activities Ministry of Interior in combating trafficking in persons and consist of the following 

tasks: in all police departments in the Republic of Croatia are determined by the law 

enforcement officers involved in combating trafficking in human beings and that, in each case, 

directly participate in the identification of victims and the perpetrators of this form of organized 

crime; in all cases when the victim of trafficking a child or a minor for the purpose of initiating 

urgent help and protection, are engaged and police officers for juvenile delinquency. In addition 

to these police officers of the criminal police, according to a special program conducted training 

for police officers of the border police, who actively participate in the discovery of these crimes, 

or victims of trafficking and their safe return, when it comes to foreign nationals11. 

                                                           
10 The area that the new National plan for Combating Trafficking in Human Beings for the period 2012 till 2015 combines: 

normative framework; identification of victims of trafficking; detection, prosecution and punishing of perpetrators of the crime 

of trafficking in human beings; help and protection of the victims of human being trafficking;  trgovanja ljudima; prevention; 

education; international cooperation; coordination of activities. 
11 In order to develop international cooperation  The Ministry of Interior has international police cooperation with INTERPOL, 

EUROPOL and SELEC Centers through team groups for prevention of human beings trafficking. The main aim is the most 

efficient information exchange, as well as police cooperation on the international and regional level.  
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5. CONCLUSION 

Trafficking in human beings is a phenomenon which has existed since the humanity, and is one 

of the worst forms of human rights violations. One problem lies in the legislation of different 

countries. A number of countries have only recently included trafficking in its legislative 

framework and defined it as a criminal offense. This is due to problems such as high corruption 

in poor countries, and refers people to the problem of human trafficking. The victim of 

prostitution (and generally trafficking in human beings) actually loses its identity, and thus 

control over their lives. It should be noted that this phenomenon particularly affects 

women.  However, trafficking in human beings most often realized in the form of forced 

prostitution. Prostitution becomes problematic activity even in liberal countries that have 

legalized prostitution. Women who are in prostitution only are there because of coercion by 

pimps or difficult social situation. Both situations constitute coercion or form of violence. Of 

course, there is the small number of persons who are engaged in prostitution from the pleasure 

of fetishes. Prostitution on the victims left many physical and psychological consequences, 

which usually last a lifetime. An essential prerequisite for prostitution and trafficking in women 

are sexual appetites of men focused particularly on women, young girls and children. From 

prostitution benefit exclusively traffickers and pimps on the economic, social, political and 

legal subordination and dependence of women and girls. Due to the fact that unfortunately, very 

difficult to control prostitution (in countries that have legalized prostitution) or trafficking that 

there is booming and girls are prepared false documents with false dates of birth to traders 

manipulated the age. Croatia shows how it goes in the right direction to improve the prevention 

of trafficking, toiling many programs and projects to improve the current situation. Also, many 

countries in Europe and the world is trafficking in human beings is recognized as a major social 

problem that needs to be eradicated. In Croatia and other countries in Europe and worldwide 

quest to constantly strive to develop a high level of legal protection for victims as well as the 

cooperation of all involved in human trafficking. Croatia shows how it goes in the right 

direction to improve the prevention of trafficking, toiling many programs and projects to 

improve the current situation. Also, many countries in Europe and the world is trafficking in 

human beings is recognized as a major social problem that needs to be eradicated. in Croatia 

and other countries in Europe and worldwide quest to constantly strive to develop a high level 

of legal protection for victims as well as the cooperation of all involved in human 

trafficking. Croatia shows how it goes in the right direction to improve the prevention of 

trafficking, toiling many programs and projects to improve the current situation. Also, many 

countries in Europe and the world is trafficking in human beings is recognized as a major social 

problem that needs to be eradicated. In Croatia and other countries in Europe and worldwide 

quest to constantly strive to develop a high level of legal protection for victims as well as the 

cooperation of all involved in human trafficking. 
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ABSTRACT  

In last few decades, service quality has received a great attention from both academic and 

practitioners. Despite the existing literature on service quality, fewer studies have been 

conducted on service quality that examine the customer satisfaction and customer loyalty in 

Palestinian banking sector. This study extended the SERVQUAL model with subjective norms 

to investigate the customer satisfaction and customer loyalty in Islamic Banks. Structural 

equation model (SEM) is applied to check the hypotheses relationship between proposed 

constructs. Finding revealed that the extended model has significant impact on customer 

satisfaction and customer loyalty in Islamic banks of Palestine. The findings of this study will 

be helpful for policy makers to improve the service quality in Islamic Banks of Palestine. 

Furthermore, this study unearths certain areas that were not previously discussed in Arab 

cultural context such as studying subjective norms.  

Keywords: SERVQUAL, Subjective Norms, Customer Satisfaction, Customer Loyalty, Cultural 

Context, Structural Equation Modeling (SEM) 

 

1. INTRODUCTION  

Services are increasingly becoming a large portion of any organization and being considered as 

indispensable tool for revenue stream (S. Samar, Ghani, & Alnaser, 2017). Long-term 

relationship and customer satisfaction can build by providing high service quality to customers. 

In banking industry, F. Alnaser, M. Ghani, S. Rahi, M. Mansour, and H. Abed (2017) study 

explained that strong relationship between banks and customers builds customer loyalty which 

give competitive advantage to banks. Service quality is defined as the customer expectations 

and perception of actual service (FMI Alnaser, Ghani, & Rahi, 2017; Parasuraman, Zeithaml, 

https://en.wikipedia.org/wiki/Technical_and_Vocational_Training_Corporation
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& Berry, 1985). According to F Alnaser, Ghani, and Rahi (2018) defined service quality as the 

outcome of the comparison that consumer make between their expectation and perception. In 

banking industry service quality plays a vital role in improving of customer satisfaction (S Rahi, 

2016; S. Rahi & M. Ghani, 2016). The practitioners believe that service quality can increase 

the performance of a firm  (F. M. I. Alnaser, M. A. Ghani, S. Rahi, M. Mansour, & H. Abed, 

2017; Grönroos, 1984; Kashif, Abdur Rehman, & Pileliene, 2016; Kyoon Yoo & Ah Park, 

2007; Rahi Samar, Mazuri Abd Ghani, & ALNASER, 2017; R. Samar, Norjaya, & Feras, 2017). 

However, service quality and customer satisfaction interchangeable terms (Kyoon Yoo & Ah 

Park, 2007).  Previous studies have suggested that service quality is positively associated with 

customer satisfaction in banking industry of Pakistan (Kashif et al., 2016; R. Samar et al., 2017). 

Furthermore, considerable amount of work has been done in service industry in order to 

understand the dimensions of service quality and customer satisfaction (Chumpitaz & 

Paparoidamis, 2004; Pantouvakis, 2013; S. Rahi & M. A. Ghani, 2016). Therefore, the 

measurement of service quality has become the most difficult task for organization. Following 

above arguments this study is measure impact of service quality on customer satisfaction and 

loyalty in banking context of Palestine. Therefore, three objectives are as follows: 

1. To examine the condition of service quality in Islamic Banks of Palestine  

2. To analyze factors that led to customer satisfaction in Islamic Banks of Palestine  

3. To find mediating role of customer satisfaction between SERVQUAL and customer loyalty  

 

To the best of researcher knowledge, up till now there is no such study that extended the 

SERVQUAL model with subjective norms. In this study, researcher used the modified model 

SERVQUAL and extended it with subjective norm in order to measure the customer satisfaction 

and customer loyalty of Palestinian Islamic banking customers. SERVQUAL model was 

developed and tested in western culture consequently it cannot measure the service quality 

issues faced by developing countries (Raajpoot, 2004). Subjective norm is the core factor of 

theory of reasoned action (TRA) and measure the cultural aspects. Thus, it is believed that to 

extend SERVQUAL model with subjective norm would be significant and provide a platform 

to discuss the service quality issues in Islamic banks of Palestine.  

 

2. LITERATURE REVIEW  

2.1. Service Quality in Banking   

In last few decades, service quality has received a great attention from both academic and 

practitioners (Rahi, Ghani, Alnaser, & Ngah, 2018). Customer expectation’s serves as a 

foundation of service quality. Additionally, it is assumed that high quality and performance 

exceeds expectation while low quality performance does not meet the expectation (Samar Rahi, 

Mazuri Abd. Ghani, & Abdul Hafaz Ngah, 2018). In services marketing SEVEQUAL model 

has been used widely for measuring of service quality. Several researcher have been used 

SERVQUAL model for measuring of service quality in banking sector (Kashif et al., 2016; 

Marković, Jelena, & Katušić, 2015; S. Rahi & M. A. Ghani, 2016; Rahi & Ghani, 2018b; Rahi 

Samar et al., 2017).  

 

2.2. Servqual 

According to Zeithaml, Berry, and Parasuraman (1996) the  measurement and achievement of 

service quality has been advantageous for the firm due to several reasons such as lower cost, 

customer loyalty and increased market share. Thus, for the measurement of service quality in 

Islamic banks of Palestine, this study have used the most popularised service quality model; 

SERVQUAL. The revolutionary SERVQUAL model was developed by Parasuraman et al. 

(1985). Initially the model was comprised with 10 dimensions, which further reduce to five 

dimensions.  
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There are five core dimension of SERVQUAL model, namely tangibility, reliability, assurance, 

empathy and responsiveness. The key definition of these five dimensions as follows: 

1. Tangibility is seen as appearance of physical facilities, equipment, personnel, and 

communication material (Parasuraman et al., 1985). 

2. Reliability is defined as the ability to perform the promised service dependably and 

accurately (Parasuraman et al., 1985). 

3. Assurance is defined as the courtesy of employees and their ability to inspire trust and 

confidence (Parasuraman et al., 1985). 

4. Responsiveness is defined as employee willingness to guide customers and look fully 

engaged while service is performed (Parasuraman et al., 1985). 

5. Empathy is defined as employees pay full attention to customers during service delivery 

(Parasuraman et al., 1985) 

 

These five dimensions have been used to develop a service quality model named SERVQUAL. 

Although the SERVQUAL model has been criticised by several researcher but it is still widely 

used in service marketing (Marković et al., 2015). This scale has been extensively used by 

service marketing researchers in USA and European countries. In banking context Cai, Zhang, 

Kumar, and Wyman (2014) have employed SERVQUAL model to investigate service quality 

of Malaysian banks. Raajpoot (2004) has extended the SERVQUAL model in cultural context 

and incorporated three dimensions of SERVQUAL model named; tangibility, reliability, and 

assurance in newly developed PAKSERV model. Several studies has proved significant 

relationship of SERVQUAL relationship with customer satisfaction and customer loyalty 

(Kashif et al., 2016; Marković et al., 2015). Keeping these contribution in mind the following 

hypothesis are proposed: 

• H1: Tangibility is significantly influence on customer satisfaction  

• H2: Reliability is significantly influence on customer satisfaction  

• H3: Assurance is significantly influence on customer satisfaction   

 

2.3. Subjective Norms 

Subjective norm is defined as individual perception that refer to group or individual in order to 

improve or disapprove the given behavior (Fishbein & Ajzen, 1975). Subjective norm deals 

with the influence of social environment or social pressure towards individual behavioral 

intention (Fishbein & Ajzen, 1975). Subjective norm has seen as core factor that influence on 

customer purchase behavior (Ryan & Bonfield, 1975). According to Venkatesh and Davis 

(2000) social influence or social pressure instigate individual to perform a behavior though the 

individual is not in favor of performing the behavior. Additionally, subjective norm measure 

the social influence on customer behavior that is made by under the expectation of family and 

friends. Previous studies has shown different results in relationship of subjective norm as 

predictor of intention (F. Alnaser, M. Ghani, & S. Rahi, 2017). Author like Hyllegard, Paff 

Ogle, Yan, and Attmann (2010) asserted that subjective norms and awareness predict the loyalty 

intention towards a particular brand. Roca, Chiu, and Martínez (2006) found that there is a 

significant relationship between subjective norms and perceived service quality. In another 

study by Parkinson, Russell-Bennett, and Previte (2012) indicated that subjective norm 

significantly relates with customer loyalty. Hence, the following hypothesis is proposed: 

• H4: Subjective norm is significantly influence on customer satisfaction 

 

2.4. Customer Satisfaction   

Satisfaction is attributed to a customer’s feelings of happiness when his/her expectations met 

by the service provider (Rahi, Ghani, & Muhamad, 2017). In service management literature 

customer satisfaction can be defined as being a summary of cognitive and affective reaction to 
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a service incident or to a long-term service relationship (Lee, Kim, Ko, & Sagas, 2011). 

According to Ueltschy, Laroche, Zhang, Cho, and Yingwei (2009) customer satisfaction is the 

response of the customer who evaluate his or her prior expectations and actual performance of 

the product/service. Globally, customer satisfaction has been considered a powerful intangible 

asset for competitive advantage (Ueltschy et al., 2009). In other words customer satisfaction or 

dissatisfaction in services marketing is result of the customer’s expectation encounters with a 

service quality. The customer’s life time loyalty with the service offered depends heavily on 

their satisfaction (Oly Ndubisi, 2007). Service quality has been identified as key strategy for 

increased level of customer satisfaction (Lee et al., 2011). It is said that both customer 

satisfaction and service quality perception positively impact the repurchase intention of the 

customer (Lee et al., 2011; Oliver, 1997). Marković et al. (2015), clarified that service quality 

influence on customer satisfaction and customer loyalty. Thus, the following hypothesis is 

proposed: 

• H5: Customer satisfaction is significantly influence on customer loyalty 

 

2.5. Customer Loyalty  

Service quality is an effective tool to keep customers loyal to the bank. According to Baumann, 

Elliott, and Hamin (2011), loyalty is an attitude as well as specific behavior. Customer loyalty 

has been an important element to increase firm profitability (Oliver, 1997). Customer loyalty 

has been defined as; “a deeply held commitment to re-buy or re-patronize a preferred product 

consistently in the future situational influences and marketing efforts that might cause switching 

behavior” (Mazuri, Samar, Norjaya, & Feras, 2017; Oly Ndubisi, 2007). Regardless of the 

service quality measurement, it is evident that service quality influences customers’ perceived 

value, satisfaction, and loyalty (Marković et al., 2015). The behavioural loyalty reflects 

customer’s positive response to purchase a particular product or service (Amin, Isa, & Fontaine, 

2013; Rahi, 2015; Samar Rahi, 2016; S. Rahi & M. A. Ghani, 2016). The customers who are 

loyal with banks spend much more than other customers (Amin et al., 2013). Several studies 

confirmed that loyalty in banking sector have attributed as function of customer satisfaction 

(Amin et al., 2013; Ladhari, Ladhari, & Morales, 2011). Thus, the following theoretical 

framework is proposed 
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Figure 1: Theoretical Framework 

 

 

 

3. METHODOLOGY  

The study examined service quality in Islamic banks of Palestine by extending SERVQUAL 

model with subjective norms and customer satisfaction. Bear in mind the criticism on 

SERVQUAL model, researcher used the three dimensions of SERVQUAL model as suggested 

by (Raajpoot, 2004). A survey-based research design employed to achieve the objective of the 

study.  

 

3.1. Instrument Development  

The survey had two parts. The first part comprised on dimensions of SERVQUAL model, 

subjective norm, customer satisfaction and customer loyalty. The three dimensions of 

SERVQUAL model had 9 items and adapted from previous developed scale by A. 

Parasuraman, Zeithaml, and Berry (1988). The subjective norm consisted of 3 items adopted 

from previous study by Fauziah, Taib, Ramayah, and Abdul Razak (2008). Customer 

satisfaction consisted of 3 items adapted from Sayani (2015) . Lastly, 3 items of customer 

loyalty adopted from R. Samar et al. (2017). All the items anchored on a 7-point Likert scale 

“1= strongly disagree to 7 strongly agree)” as suggested by R. Samar (2018b). The second part 

comprised of respondent demographics such as age, gender and education. 

 

3.2. Survey Design and Sampling  

The context of the study was Islamic Banks of Palestine. The survey was self-administered for 

collect the data of Islamic bank customers located in the city of Ramallah, Palestine. Before 

conducting the survey, researcher took the permission from manager to collect the data inside 

of bank. Convenience sampling method was used in this study. Convenience sampling defined 

as a process of data collection from population that is close at hand and easily accessible to 

researcher (Rahi, 2017). According to  J.F. Hair (2003) illustrated that convenience sampling 

allows researcher to complete interviews or get responses in a cost effective way.  
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Thus, for data collection researcher personally visited the Arab Islamic Bank and requested to 

Islamic Bank customers to fill the questionnaire. The required sample size was 500. A set of 

600 structured questionnaires were distributed out of 500 useable responses were received from 

customers of Islamic Banks. 

 

3.3. Respondent’s Profile  

Table 1 summarised the demographics of the sample selected to achieve the purpose of this 

study. Males were (52.4%) slightly more than females (47.6%). The age of the respondents 

34.0% is for less than 20 years old, 36.4% that counts at age between 21 to 30 years, 19.2% for 

31 to 40years and 10.4% respondents aged 41 to 50. Furthermore, Table 1 also depicted that 

education of the respondents 3.0% respondents were having high school education, 8.2% from 

those who has diploma, 11.6% respondents who has bachelor degree, 49.4% master level 

education while there were 27.85 respondents were with PhD degree. 

 

Table 1: Demographic Profile of the Respondents 
Demographic Characteristics  Frequency  Percentage (%) 

Gender 

Male  262 52.4 

Female  238 47.6 

Age 

Less than 20 years  170 34.0 

21-30 years 182 36.4 

31-40 years  96 19.2 

41-50 52 10.4 

Education 

High School and Below  15 3.0 

Diploma  41 8.2 

Bachelor  58 11.6 

Master  247 49.4 

PhD 139 27.8 

      

3.4. Measurement Model  

To examine the research model Partial Least Square (PLS) analysis technique was employed 

by using the SmartPLS3.0 software Ringle, Wende, and Becker (2015).In an effort to refine all 

structural equation model two-stage analytical procedure was employed ,where researcher 

tested the measurement model and structural model recommended by R. Samar (2018c). Prior 

to structural modelling study has to assess the measurement model of latent construct for their 

dimensionality, validity, and reliability by going through the process named as confirmatory 

factor analysis (R. Samar et al., 2017). Cronbach’s (α) and Composite Reliability is also tested 

as recommended by Henseler, Ringle, and Sinkovics (2009). Furthermore in order to check the 

validity of the constructs convergent and discriminant validity was also examined.  Convergent 

validity of measurement model is usually ascertained by examining the factor loading, average 

variance extracted and compost reliability (J. F. Hair, Black, Babin, Anderson, & Tatham, 2010; 

Rahi, 2017).  Figure 2 shows the results of factor loadings as recommended by Chin (1998) 

threshold level of 0.6. All the values were above than 0.6 that shows the convergent validity of 

the model. 
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Figure 2: Measurement Model 

 

3.4.1. Convergent Validity  

According to Fornell and Larcker (1981) convergent validity is measured through estimation 

of average variance extracted (AVE) and it must be greater than 0.5. The average variance 

extracted depicts the amount of variance in the indicators accounted for latent construct. 

Furthermore, Table 2 depicted composite reliability (CR) degree where the construct indicator 

represent the latent construct, values exceeded 0.7 recommended by J. F. Hair et al. (2010). 
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Table 2: Results of Measurement Model 
Constructs Loading (α) CR AVE 

Assurance  ASS 

0.802 0.883 0.716 

Islamic Banks offer financially safe investment 0.81    

Employees of Islamic Banks are courteous 0.856    

Employees of Islamic Banks have appropriate knowledge 0.87    

Reliability  RL 

0.875 0.923 0.80 

Employees of Islamic Banks fulfil their promises 0.868    

Service specifications are followed by Islamic Banks 0.906    

Islamic Banks deliver error-free services 0.909    

Subjective Norms  SN 0.828 0.898 0.745 

Most people whose opinion I value would approve of my engagement in 

Islamic Banking  

0.816    

Most people who are important to me think that I should engage in Islamic 

Banking  

0.886    

It is expected of me that I should engage in Islamic Banking  0.887    

Customer Satisfaction  CS 

0.842 0.905 0.76 

Assuming your entire experience with the Islamic Banks, you are satisfied 0.84    

In general, your satisfaction level related to current Islamic Bank that you are 

dealing with is high 

0.891    

The Islamic Banks exceed your expectations in offering 

quality services 

0.884    

Tangibility  TN 

0.812 0.889 0.728 

The tools and equipment used by Islamic Banks are modern 0.867    

The facilities offered by Islamic Banks are attractive 0.889    

The communication material of Islamic Banks is easy to understand 0.800    

Customer Loyalty  CL 

0.70 0.817 0.599 

I would like to revisit my Islamic Bank that I have already dealt with 0.805    

I recommend my family, friends and relatives to visit the Islamic Bank that I 

am already dealing with 

0.755    

I will spread positive word-of-mouth about my Islamic Bank and its high 

quality of services 

0.76    

 

3.4.2. Discriminant Validity 

Discriminant validity is the degree where items differentiate among constructs and measures 

distinct concepts Fornell and Larcker (1981). The discriminant validity of the instruments was 

examined by following Fornell and Larcker (1981) .Table 3 showed that the square root of the 

AVE as showed in bold values on the diagonals were greater than the corresponding row and 

column values that indicates the measures were discriminant in this study.  
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Table 3: Discriminant validity of Measurement Model 
Constructs ASS  CL CS RL SN TN 

Assurance  0.846 
   

  

Customer 

Loyalty  

0.52 0.774 
  

  

Customer 

Satisfaction 

0.715 0.583 0.872 
 

  

Reliability  0.437 0.329 0.514 0.894   

Subjective Norm  0.527 0.418 0.731 0.442 0.863  

Tangibility  0.445 0.68 0.444 0.26 0.338 0.853 

Note: Bold values indicate the square root of AVE of each construct  

 

3.4.3 Cross Loading 

Discriminant validity can be measured by examining the cross loading of the indicators Hair Jr, 

Hult, Ringle, and Sarstedt (2016). It can be done by comparing an indicator’s outer loadings on 

the associated constructs and it should be greater than all of its loading on the other constructs 

R. Samar et al. (2017). Table 4 depicts that all the items measuring a particular constructs loaded 

higher on that construct and loaded lower on the other constructs that confirms the discriminant 

validity of the constructs. 

 

Table 4: Loading and Cross Loadings 
Items  Assurance  Customer 

Loyalty  

Customer 

Satisfaction 

Reliability  Subjective 

Norm  

Tangibility  

ASS1 0.81 0.372 0.54 0.315 0.401 0.318 

ASS2 0.856 0.453 0.604 0.394 0.474 0.405 

ASS3 0.87 0.486 0.662 0.393 0.458 0.399 

CL1 0.467 0.805 0.592 0.262 0.435 0.383 

CL2 0.355 0.755 0.333 0.26 0.23 0.677 

CL3 0.347 0.76 0.33 0.244 0.229 0.648 

CS1 0.713 0.513 0.84 0.424 0.598 0.439 

CS2 0.584 0.511 0.891 0.449 0.639 0.379 

CS3 0.567 0.498 0.884 0.472 0.676 0.34 

RL1 0.447 0.275 0.447 0.868 0.379 0.246 

RL2 0.357 0.287 0.458 0.906 0.4 0.238 

RL3 0.37 0.319 0.474 0.909 0.406 0.215 

SN1 0.527 0.371 0.61 0.362 0.816 0.334 

SN2 0.411 0.345 0.634 0.373 0.886 0.27 

SN3 0.429 0.368 0.649 0.408 0.887 0.274 

TN1 0.395 0.625 0.394 0.262 0.314 0.867 

TN2 0.37 0.604 0.379 0.209 0.309 0.889 

TN3 0.372 0.507 0.361 0.191 0.239 0.800 

 

3.5. Structural Equation Model  

After achieving measurement model the hypothesis were tested by running a bootstrapping 

procedure with a resample of 1000, as suggested by F. Hair Jr, Sarstedt, Hopkins, and G. 

Kuppelwieser (2014). Table 5 shows the hypothesis results, it can be seen that all five 

hypotheses have significance relationship with their respective dependant variables. The 

relationship between tangibility to customer satisfaction is supported by H1: (β = 0.89, t = 
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3.154, p< 0.001).Next to this the relationship between reliability to customer satisfaction is 

significant by H2: (β = 0.127, t = 3.635, p< 0.001). The relationship of H3 showed that 

assurance is positively related to customer satisfaction by (β = 03.87, t = 7.525, p< 0.001). 

Similarly, the relationship between subjective norms to customer satisfaction is supported by 

H4: (β = 0.441, t = 8.357, p< 0.01). Finally, the results of H5 where customer satisfaction is 

supported by customer loyalty by (β = 0.583, t = 18.968 p< 0.001). Thus, all hypotheses are 

significant. Furthermore, the effect size was also measured with 𝑅2. The 𝑅2 for customer 

satisfaction was 0.704 and for customer loyalty 0.339, which is acceptable based on the cut-off 

suggested by (Cohen, 1988).  

 

Table 5: Results of Structural Model Analysis (Hypothesis Testing) 
Hypothesis  Relationship  Β S.E t-value P-value  Result 

H1 TN -> CS 0.089 0.028 3.154 *** Significant  

H2 RL -> CS 0.127 0.035 3.635 *** Significant  

H3 AS-> CS  0.387 0.051 7.525 *** Significant  

H4 SN-> CS 0.441 0.053 8.357 *** Significant  

H5 CS-> CL 0.583 0.031 18.968 *** Significant  

Note: Significance level where, *p < 0.05, **p < 0.01, ***p < 0.001. 

 

4. DISCUSSION  

The service quality dimension proposed in this study found significant with respective 

endogenous variable. The result of reliability, tangibility and assurance is related to previous 

study conducted by (Rahi & Ghani, 2018a; R. Samar, 2018d; Yalley & Agyapong, 2017). 

Supporting with previous argument that the service quality dimensions named reliability, 

assurance and tangibility are considered as universal service quality dimension (Yalley & 

Agyapong, 2017). This study found that reliability, tangibility and assurance have significant 

relationship with customer satisfaction. As the purpose of this study was to integrate the 

SERVQUAL model with subjective norms, and findings revealed that subjective norm has 

significant relationship with customer satisfaction. In previous studies subjective norm has 

found influential factor in home financing for customer intention (Fauziah et al., 2008; Samar 

Rahi, Mazuri Abd Ghani, & Abdul Hafaz Ngah, 2018; R. Samar, 2018a). The Palestine region 

is different to west thus, it is confirmed that subjective norm played important role in measuring 

of service quality in Islamic banks of Palestine. Lastly, the relationship between customer 

satisfaction and customer loyalty have found significant and results also supported by (Kitapci, 

Taylan Dortyol, Yaman, & Gulmez, 2013; Raajpoot, 2004; Rahi, 2015). 

 

5. CONCLUSION  

Several studies have been conducted to investigate the service quality issues in banking sector 

in different context. Therefore, current research has two major contributions. First, this study 

tested the universal SERVQUAL dimension named assurance, tangibility and reliability in 

Islamic banks of Palestine. Second, this study also extended the SERVQUAL dimension with 

subjective norm in ARAB region such as Palestine. The newly proposed model collectively 

impact on customer satisfaction with 70% variance and 33% variance on customer satisfaction 

to customer loyalty. Thus, this study confirmed a new model that reflects on Arab culture with 

addition of Palestine people subjective norms. 
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