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Abstact. The trends of the growing confrontation of international relations and the
increasing role of Asian countries in world politics directly affect the issue of China-India
interaction in the strategically important region of South Asia. It is clear that the role of the region
for each of the sides has a different weight: if India considers leadership in South Asia as a key
geopolitical goal, for the PRC it is only one element of the global expansion strategy. Both states
are trying to consolidate their influence in the region through various kinds of collaboration and
assistance, using bilateral and multilateral formats of cooperation. In particular, at the level of
competition of geoeconomic initiatives, China is actively promoting the “One Belt, One Road”
project, while India seeks to balance using a wider range of integration tools — SAARC, “North-
South”, ““Spice Route” and ““Look East” policy. However, the Chinese side is achieving success
due to great financial opportunities and promises, the needs of the countries of the region for
external impulses for economic development, the lack of determination in Indian regional politicy,
and the rejection by South Asian countries the prospect of Indian domination, key reason of what is
various kinds of problems in relations with official New-Delhi. This concerns primarily Pakistan,
which at the same time is a key regional partner of China. Now the regional policy of India has a
clear advantage over the Chinese strategy of "geopolitical ticks™ only in Bhutan and tactically in
the Maldives. However, Chinese influence is increasingly causing concern among the regional
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given the growth of financial dependence, the use of so-called *““debt-trap diplomacy” and even a
demonstration of strength, the most colorful evidence of what is the experience of Sri Lanka.

Keywords: India, China, South Asia, region, “One Belt, One Road”, strategy of
*““geopolitical clutches™

AHorania. Tenoenyii 3pocmanHs KOHQPOHMAYIUHOCMI MINCHAPOOHUX BIOHOCUH —mMdA
NOCUNEHHs. POl A3IUCLKUX KPAiH ) CBIMOSIl NOAIMuyi HAnpsaMKy 3a4inaromes npoodnemy iHOo-
KUMAicbKoi 83a€M00ii y cmpame2iyHo 8axciugomy peeiony Ilisoennoi Azii. 3pozymino, wo poiw
PpecioHy 01 KOXCHOI i3 cmopin mae pisHy sacy. axuwo Inois posensoae nidepcmeo y Ilisoenniti Azii
SK KMI0408y eeononimuuny memy, mo 011 KHP — ye nuwie o0un i3 enemenmis 2100aivHoi cmpamezii
excnancii. Obuosi 0epaicasu Hamazarmovcs 3a paxyHox pizH020 poody CniepoOimuuymed i Ha0aHHs.
0onomoeu 3aKpinumu Cc8ill 6naue y pecioHi, GUKOPUCMOBYIOUU 0BOCMOPOHHI ma 0a2amocmopoHHi
¢dopmamu cnisnpayi. 30kpema, Ha pi6Hi KOHKYpeHYIi eeoekoHOMIuHUX iHiyiamue Kumati akmueno
npocysae npoekm « O0H020 nosAcy, 00H020 WAAXY», a [H0is npazne banrauncyeamu, UKOPUCMOBYIOYU
Oinbw wupwui dianason inmeepayivnutl incmpymenmie — CAAPK, «llisniu-ITisoensy, «Mapwpym
npanowiey, noaimuka «/Jueuce Ha Cxioy. Bmim, ycnixieé oOocsieae came Kumaticbka CMOpPOHA
3A80AKU OINLUUM DIHAHCOBUM MONCITUBOCINAM MA 0OIYAHKAM, NOMPeOi KPAiH pecioHy Y 3068HIUHIX
iMnynbcax Ol eKOHOMIYHO20 NOCMYNY, 8I0CYMHOCMI YilecnpamosaHocmi y  IHOIUCLKIl
pecionanvhiu nonimuyi, Hecnpuiinammi kpainamu Ilieoennoi A3ii nepcnexmueu dominysanns IHoii,
WO MAakKodc 3yMOBIEHO PI3H020 pody npodiemamu y 8iOHocunax i3 o@iyiinum Huio-/leni. Lle
cmocyemucs, y nepuly uepey, llakucmany, aKuil 00HOYAC € KIHOYOBUM DELIOHANbHUM NAPMHEPOM
KHP. Hapasi pezionanvua nonimuxa IHOii mae 4imky nepesacy neped KUMAUCbKOI cmpamezito
«eeononimudHux Kuiwie» auwe y bymani ma maxmuuno na Manvoisax. OOHak KumMaucoKuii 6niue
gce Oinbule BUKIUKAE 3AHENOKOEHHS ceped 0epiHcas peliony 3 02nA0y HA 3POCMAHHA QIHAHCO80T
3QNeAHCHOCMI, BUKOPUCIMAHHA MAK 36aHOI  «ouniomamii 0OOpeosoi nacmku» ma HABIMb
Odemoncmpayii cunu, HatlbinbulL ACKPABUM CEIOYeHHAM Y020 sucmynae 0ocsio Llpi-Jlanku.

KuarwuoBi caoBa: [nois, Kumaii, [liedenna A3zis, pecion, «OOun nosc, 00UH ULIAXY,
cmpamezis «2eonoaimudHUX Kaiuiey

Annomayua. Tenoenyuu pocma KOHGPOHMAYUOHHOCU MeHCOYHAPOOHLIX OMHOWEHUU U
yeuienue ponu a3uamckKux Cmpan 8 MUupogoll NOIUmMuKe Hanpsamyro 3ampazuéarom npooiemy uHoo-
KUMAuicKko20 63auUMO0eUcmsus 6 cmpameuiecku 8axcHom pecuone FOorcnot Azuu. [lonammuo, umo
POJNIb pecuoHa OJisl KadxdcOOU U3 CMOPOH umeem pasuvlli eec: eciu HMuous paccmampusaem
audepcmeo 8 FOucHotl A3uu kaxk Kiouesyro 2eonoiumuyeckyio yeib, mo oasi KHP — smo auws o0un
u3 anemenmos 2nodanvHol cmpamezuu sxcnancuu. Oba 2ocyoapcmea nblmaromcsi 3a cuem pasHo20
pooa compyoHuuecmea U OKA3aHUSL NOMOWU 3AaKPenumsb c8oe GIUAHUE 8 pecuone, UCHOb3YS
08YCMOpPOHHUE U MHO20CMOPOHHUE ¢opmambsl compyoHuyecmea. B uyacmuocmu, Ha yposHe
KOHKYPEeHYUU 220eKoHOMUuYeckux unuyamue Kumaii akmugeno npoosucaem npoekm «Ooun nosca,
00H020 nymuy, a HMuous cmpemumcs OaiaHCuposamv, UCHOAb3YS Oojee WUPOKUL OUANA30H
unmezpayuontviti  uncmpymenmoe — CAAPK, «Cegep-IO2», «Mapwpym npsaHocmeily u
unuyuamusa «Inanv ma Bocmoky. Bnpouem, ycnexoeé docmuzaem UMeHHO KUMALCKAs CMOPOHA
Onazooaps 6016UUM PUHAHCOBLIM BO3MOICHOCIAM U 0OEWaAHUAM, NOMPEOHOCMU CMPAH Pe2UOHA
80 BGHEUIHUX UMNYIbCAX OJisl IKOHOMUYECKO20 pPA36UMUS, OMCYMCMBUsL YeleyCmpemieHHOCmU 8
UHOUNICKOU  pecUOHANbHOU noaumuxe, Henpusmuu cmpanamu FOoxcnou Aszuu nepcnexmugol
domunuposanus MUnouu, umo maxce 00yClo8ieHo pasHoco pooa npooiemamu 8 OMHOULEHUSAX C
oguyuanvnvim Hvio-/lenu. Omo kacaemcs, 6 nepgyio ouepeow, llakucmana, KOmopulii 6 modice
8pemMs A61aemcs Kuouegblm pecuoHanrbHuim napmuepom KHP. Ceiiuac pecuonanvHas noaumuxa
Hnouu umeem uemkoe npeumywecmso nepeo KUMAUCKOU cmpamecuell «2eo0noaumuideckKux
Kneweti» moavko 8 bymamne u maxmuuecku na Manvousax. OOHako Kumatickoe 6lUAHUE BCe
bonvue Bvl3vieaem 6ECNOKOUCMEO cpedu 20Cy0apcme pecuoHad 8 CEA3U C POCMOM (QUHAHCOBOTU
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3a6UCUMOCMU, UCNONb308AHUEM MAK HA3LIBAEMOU «OUNIOMAMUU 00N2080U NOBYWKUY U Oddice
O0eMOHCmpayuu Cuibl, Hauboaee APKUM CBUOemerbCmeom ye2o evicmynaem onvim Llpu-Jlanku.

KuaroueBble ciaoBa: Unous, Kumaii, FOocnas Azusa, peeuon, «OOuH nosc, 0OuH nymvy,
cmpamezust «2e0NONUMUYECKUX Keujelly

Formulation of the problem. The current state of international relations is marked by
growing turbulence. From time to time, new points of confrontation appear on the geopolitical map
of the world, or at the same time the old contradictions between the states receive a new impetus.
The interdependence is increasing, but meanwhile the world is becoming more conflictual due to
the growing need of countries for various limited resources and markets. On this background, the
tendency of intensification of the struggle between geopolitical centers aimed to achievement of
influence in regions is clearly evident. A significant number of experts predict that the 21st century
will be the so-called “Asian Age”, which means relocation of the center of international affairs to
this geopolitical space. In this context, the relationship between the two neighboring Asian giants —
China and India, which have a number of similar characteristics, including thousands of
civilizational traditions, demographic potential, numerous armed forces and economical success,
becomes a point of great interest. Therefore, it is not surprising that both countries are striving to
strengthen their role in world politics, which, in turn, causes a lot of dimensions of competition
between them, in particular in the region of South Asia, which occupies a strategically important
position on the crossing of routes between the Middle East and the East Asia.

The purpose of the study is to analyze the peculiarities of China-India confrontation in
South Asia, focusing on the tools used by the sides in order to achieve geopolitical goals, and to
outline the successes and failures of regional policies of both countries.

Analysis of recent research and publications. The question of China-India interaction has
always been the focus of attention of scientists and analysts. In particular, among the domestic
experts, we can mention the fundamental works and analytical investigations of O. Bordilovskaya,
V. Kasprook [16], O. Klimenko, V. Taran, G. Kukhaleishvili [21]. It is noteworthy that more
actively Sino-Indian relations are being explored by foreign experts, where current analytical
investigations of A. Aamir [1], S. Denyer and A. Gowen, S. Ganguly and R. Menon, Ghoshal,
S. Haider [4], A. Hossain [5], should be noted. Kupriyanov, A. Panda [7], S. Ramachandran [9],
covers a wide range of bilateral relations issues from the balance of military capabilities to India's
implementation of “Look East policy” in the context of competition with the PRC. However, the
domestic researchers do not pay much attention to the study of the relations between China and
India in the region of South Asia that determines the relevance of this article.

The important research results. It should be noted that the actual vision of India and China
at each other significantly feels the inheritance of the historical development of bilateral relations.
In particular, these are territorial problems which startsd in 1962 when official Beijing defeated
India during the short-term war and took control over the Aksai Chin and Arunchal Pradesh regions.
However, the armed clash was preceded by the emigration of the spiritual and political leader of
Tibet (a region that was finally incorporated by force into the Chinese state) — the Dalai Lama — to
India in 1959. This is a reason of accusations of the official New Delhi in sheltering of Tibetan
insurgents, especially at times when the Indian leadership invites the Dalai Lama to official events.
China's statements appear to be understandable in view of the implementation of the ethnic policy
aimed to the radical change in favor of the Han population in order to establish final control over
the separatist region. This policy is also followed by significant financial inflows and the
implementation of infrastructure projects that connect Tibet with other regions of China.

Characteristically, that since the early 1960s territorial disputes have not led to large-scale
military confrontation. However, occasionally there have been insignificant incidents at the
disputed border. In particular, a new moment of tension was marked by 2017, when an explosive
situation arose over the Plateau Doklam that is the object of contradictions between China and
Bhutan. The reason is the construction of a PRC’s road through Bhutanese territory has provoked
protests from official Thimphu. India, using the military force, has supported its regional ally,
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displacing Chinese military builders from Bhutan territory. China, in turn, has deployed its own
military contingent that was located just before the Indian military personnel, accompanying such
steps with accuses that the Indian side had violated China's territorial integrity. At the time of the
greatest tension soldiers from both sides threw stones at each other.

This reaction of the official New Delhi to the attempts of the Celestial to improve the
infrastructure on that part of common border follows from the military-strategic calculations. The
Plateau Doklam is strategically important for India because control over it poses a threat to the so-
called Siliguri corridor (the so-called “Chicken’s Neck”) — an extremely narrow stretch of Indian
territory that connects the main part of republic with 7 eastern states and is locked between
Bangladesh and Nepal.

Indian military experts say that in case of China's control over the Southern Doklam it would
be necessary to deploy 9-16 Indian troops against every equipped Chinese detachment in the
highlands. Herewith China's conflict strategy is based on the slow depletion of its opponent [18].

It is important to emphasize that it has been the most serious aggravation of bilateral relations
over the last few decades which also affected for the first time a third party — the tiny kingdom of
Bhutan.

However, the confrontation has not come to a large-scale clash and this could serve as a
evidence the unwillingness of parties to complicate significantly relations. The nuclear status of
both countries (in the case of India — unofficial) plays a crucial role in this. It is interesting that
despite India's key military threat is also the nuclear-capable official Islamabad, the official New
Delhi is developing a program of intercontinental ballistic missiles, the hypothetical target of which
is, of course, not Pakistan's geographically close territory, but more remote territory of the Celestial.

Another point in this confrontation is that Bhutan has been steadily expanding its cooperation
with India without establishing diplomatic relations with the PRC. In addition, this small country, as
well as India, did not join the China’s New Silk Road, clearly underlining its geopolitical
orientation.

India, as the largest country in the region by the cumulated potential, seeks to fix its
leadership status. In particular, this is achieved through cooperation with other countries of the
South Asia. It should be noted, that in order to create its own positive image in the international
environment and to form a network of international economic tools of influence, India uses the so-
called “Indian Development Initiative” that is focused on assisting other developing countries.

With regard to already mentioned Bhutan, India has become the largest donor to this country's
economic development since the 1960s, fully funding the first five-year plan for its development.
Bhutan is currently accumulating about a third of India's foreign aid. The Indian projects include the
construction of a number of hydroelectric power plants that have positive effects for both sides,
especially considering the fact that the large part of the produced energy goes to the needs of India,
the construction of a single airport in the town Paro, all helicopter platforms, as well as 1,600
kilometers of highways [Ura, 2014]. Indian assistance plays an important role in the development
of the armed forces, the health care system and the development of Bhutan's human potential.

Nepal, another small Himalayan country, has long been actively using Indian aid for
economic development. In particular, much of the foreign assistance in the 2000s to this country
came from India. India has provided substantial assistance in building health care, road and rail
infrastructure, staff training on its territory through grants, and construction of hydroelectric power
stations [12]. India and Nepal are characterized by the common religious orientation (the majority
of the country's population is Hindu). In addition, bilateral trade are also systematically increasing .

However, significant tensions arose between the parties in 2015-2016 that became the point of
impulse for seeking economic opportunities by the Nepalese leadership with the aim to reduce
dependence on India [Ramachandran, 2019]. The point of contradiction between the parties was,
according to the Nepalese authorities that, with the tacit consent of the Indian leadership, there was
the stoppage of supply of fuel and food that caused significant problems for the Nepalese people.

Given the peculiarities of the geographical location, official Beijing is the only option to
counteract Indian influence for Nepal. China, for its side, pragmatically has taken advantage of this
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situation and as result in 2016 Nepal joined the One Belt, One Road project by signing an
Agreement on Economic Co-operation and Transport Infrastructure with official Beijing. Moreover,
in 2019, the Chinese leader visited Nepal for the first time in the history of bilateral relations
[Panda, 2019]. However, as revenge the Nepalese leadership preferred the Chinese company
Gezhouba Group Company instead of the Indian one in the Budhi Gandaki hydroelectric
project [Bansh, 2019]. In addition, the ability to circulate the Indian rupee, as well as the activities
of Indian workers and businessmen on the Nepal’s territory has been complicated. We also note that
the orientation towards the Middle Kingdom is strengthened by the fact that the authorities in this
country are adherents of communist ideology, whose functionaries are being ideologically trained
on the territory of the PRC. Currently, China is also developing transport infrastructure where could
be noticed the rail link between Kathmandu and other tourist centers of Nepal — Pokhara and
Lumbini with the city of Kerung in Tibet. This project will obviously enhance the tourist flow to
this mountainous country [Ramachandran, 2019].

Sri Lanka is also one of the largest recipients of Indian aid, totaling $ 3 billion, out of which
around $ 560 million are purely in grants [13].The multidimensional assistance includes areas such
as infrastructure, education, emergency assistance, humanitarian issues related to the Sinhala-Tamil
conflict, in other words, spheres in what Sri Lanka often suffers.

In this context we should admit the necessity of post-war construction of Sri Lanka and the
refusal of Western institutions to provide finance in view of the unwillingness of the country's
leadership to investigate crimes during the civil war that, in turn, allows the penetration of Chinese
capital. In particular, due to Chinese funds, were realized the construction of the seaport of
Hambantota, the international airport in Mattala, as well as thermal power stations [Ramachandran,
2019].

Moreover, China has succeeded in turning Sri Lanka into a pillar in its so called the “string of
pearls” strategy [Hossain, 2018], successfully using the “debt-trap diplomacy” approach, in which
official Beijing, in case of a partner's failure to pay its loans, take under control important logistical
or resource capabilities. For example, due to financial insolvency, Sri Lanka's leadership transferred
the port of Hambantota and 15,000 acres of land around it to China for a 99-year lease
[Ramachandran, 2019]. It should be noted that the essence of the unofficial strategy of the Celestial
“string of pearls” is to build the maritime, including military, infrastructure of China along the key
routes of maritime trade of which official Beijing is highly dependent and at the same time
vulnerable due to the advantages of US naval military capabilities.

True, Sri Lanka's compliance was provocated not only by economical factor. Thus, the
complaint of local business elites found expression during the presidency of M. Sirisena, who
decided to declare the end of the era of Chinese influence and stopped the construction of Port City
in Colombo. However, the Chinese side demonstrated strength by sending its submarine to the
island. As a result, construction was restored and local businessmen suppressed [Polevik, 2018].

Since 1988 India's economic assistance to the Maldives has been stepped up. The
precondition was a successful prevention by the Indian military the attempt of coup d'état by Tamil
rebels in that country. On this basis, India placed its own military objects on the territory of the
island republic in order to ensure stability there. Moreover, the leadership of Maldives proclaimed
“India First” in foreign and domestic policies. These moments were a demonstration that the
country was entering in orbit of the exclusive geopolitical influence of the Republic of India.

In turn, the Indian party continued to provide substantial assistance to the Maldives in disaster
relief, including through the supply of medicines, medical equipment, food, drinking water and
rescue units.

However, by the time the Maldivian leadership began to consider options for creating a
geopolitical balance for Indian influence. This has been successfully exploited by the Chinese state
that traditionally uses a strategy of developing economic cooperation, the real purpose of what is to
establish the economic dependence of the country-partner. Among the successes of the PRC is the
growing economic dependence of the official Male, what is reflected in the fact that China is the
largest supplier of tourists to the Maldives (the economy of this Muslim country is based on the
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tourism industry), as well as holding much of the national debt of the republic [Kupriyanov, 2018].
The Maldives took a favorable step for China in 2015 by allowing foreigners to buy its land. In
addition, the situation with the contract for the construction of the Nasir Airport, initially received
by an Indian company in 2010, was a very unpleasant moment for official New Delhi, because in
2014 the Maldivian administration terminated it in favor of the Chinese company, arguing such step
by infractions in the process of concluding an agreement [Kupriyanov, 2018].

A critical moment was the domestic political situation ahead of the 2018 parliamentary
elections, where each party had its supporters. India, increasingly sensing its position in the
Maldives, supported opposition politicians who had even called for India to use its armed forces on
the territory of the island republic. Interestingly, similar statements were made by the Indian
political establishment which identified the situation in the Maldives as a threat to national
interests [Kupriyanov, 2018]. But official Beijing, in turn, sent a message through the article of its
own English-language newspaper Global Times, emphasizing the inadmissibility of the Indian
military force use in the Maldives [Ai, 2018].

However, the situation has not come to the using of military power. Besides, in the island
republic pro-India-minded president came to power — Mohamed Solih, which right away declared
the necessary of increase of India's assistance and meanwhile raised the issue of debt to China, in
particular in the context of one of the already implemented bilateral large-scale infrastructure
project — Sino-Maldivian friendship bridge that linked the capital city of Male with the island of
Hulhumale, where the international airport is located [14]. In turn, the problem of debt has a
negative impact on China's international image and activity, specially taking into account the point
that cooperation with the Maldives has been considered as a successful example in demonstration
that “One Belt, One Road” really could help the economic development of small countrie [Mundy,
Hille, 2019].

Bangladesh, despite the fact that India played a key role in declaring the country's
independence from official Islamabad in 1971, also demonstrates a desire to limit India's influence
in the region by building cooperation with the PRC. This clearly demonstrates the official Beijing's
has got access to the strategically important port of Chittagong, the use of which has been
unsuccessfully claimed by the official New Delhi for the purpose of transporting natural gas from
Myanmar [Casprook, 2012]. Bangladesh, besides its location, is also the place of interest given the
significant deposits of natural gas. Moreover, by joining the NSR, Bangladesh has agreed to
emphasize a new level of relations with China — by declaring a strategic partnership in 2016 [23].

This step seems logical given that China has invested more than $ 10 billion in the country, in
particular, focused on the development of a special economic zone and the construction of thermal
power station near the Chittagong, as well as the construction of a port in Cox's Bazar [Polevik,
2018].

The aspirations of official Dhaka to curb India's influence can be explained by the problems
of bilateral relations, such as the division of water resources of 54 common rivers, accusation in
purchasing by anti-Indian rebel weapons in Bangladesh, and illegal migrants.

Moving away from the cooperation with the United States, at present Pakistan has become the
most close regional ally of China and the fundamental reason for the Sino-Pakistani partnership is
objective — its complex relations with India. This was the precondition for the rapprochement of
parties in the 1960's on the background of Indo-Pakistan conflicts. Moreover, the official Islamabad
has given in favor of the PRC the Karabulak valley in the north of Kashmir that is a strategically
important pass through Karakoram [Borisov, 2019: 149]. China, in turn, has made a significant
contribution to the national security of Pakistan.

After Indo-Pakistani military clash in 1965, the first phase of military-technical cooperation
(MTC) between Pakistan and China has begun with supply of a significant number of tanks, aircraft
and artillery systems to official Islamabad. Much more important in this context was the transfer of
the military technologies and the Chinese assistance in building-up of Pakistan's own military-
industrial complex.
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The readiness of China to assist played the key role in the second phase of the MTC, which
began in the 1990s and continues today. In particular, Pakistan's armored, aeronautical, missile and
shipbuilding industries were started thanks to the PRC [Borisov, 2019:159-169]. Moreover, a
significant number of experts believe that nuclear weapons technologies have emerged in Pakistan
thanks to the Middle Kingdom.

At present Sino-Pakistani relations have been significantly supplemented by economic
cooperation related to the active involvement of Pakistan in the Belt and Road project, especially
since 2015 when the China-Pakistan Economic Corridor (CPEC) Agreement was signed according
to what Beijing has declared the intention to provide $ 42 billion to $ 62 billion for the construction
of infrastructure on Pakistani territory [Ramachandran, 2019]. Obviously, suffering economic and
security difficulties, Pakistan through relationship with the PRC hoped to gain additional job places,
power generation capacity, attract of investment and ultimately stimulate the economic
development of its own economy.

In 2019 was a significant military aggravation with the use of aviation and artillery in Indo-
Pakistan relations based on the ancient cause of Kashmir affiliation. But as in case of territorial
contradictions between Bhutan and China, clashes have not come to a serious escalation. It is clear
that moment of confrontation has touched the issue of CPEC implementation as Pakistan's
investment attractiveness has been diminished because of arising risks to Chinese companies’s
activities. It should be noted that in 2018 was announced information on the intention to create a
special economic zone in Pakistan-controlled part of Kashmir for the production of space satellites
and the production of new generation Chinese aircraft [Kukhaleishvili, 2019]. It is also logical to
assume that a new moment of conflict with India will add arguments for the possible transformation
of Gwadar into a Chinese military base and help boost Chinese arms imports to Pakistan.

At an official level, during the Russia-India-China meeting in February 2019 on the
background of Kashmir confrontation China took a neutral stance, calling for a peaceful settlement
and condemning terrorism (the terrorist attack on the Indian territory of Kashmir was the occasion
for aggravation) [Korostikov, 2019]. Meanwhile, the PRC did not allow to include in the UN list of
global terrorists the leader of the Jaish-e-Muhammad group that had been accused responsible for
the Kashmir terrorist attack [Strokan, 2019].

It should be emphasized that India has an ally within Pakistan both in the context of
confrontation with official Islamabad and the growing Chinese influence in that country. Pakistan is
a state made up of individual ethnic groups, most of what are demonstrating separatist tendencies.
The most privileged position in Pakistani society belongs to the residents from the Punjab region,
while the most depressed are Baloch, a multimillion ethic group without its own statehood which is
divided by the borders of Pakistan, Iran and Afghanistan. The Baloch of Pakistan are trying to
achieve independence by force tools. Important point is that Balochistan is rich in energy resources
and has a strategically crucial position because a lot of infrastructure projects can be implemented
through its territory, including pipelines for the transport of energy from Iran to China. Therefore, it
IS not surprising that Chinese companies are active in Pakistani Balochistan. It is also important to
remind that in the province is located a deep-water port of Gwadar.

However, the Baloch have a very negative perception of Chinese presence on their territory,
believing that the representatives of the Celestial are exploiting the resources of their land only for
own enrichment and the welfare of Pakistani non- Baloch. As a demonstration of the rejection of
the Chinese presence growth, Baloch attack not only Chinese citizens in their region, but also the
Chinese Consulate in Karachi [Aamir, 2019]. The purpose of this kind of action, according to the
statements of the Baloch rebels, is to end Chinese activity in their region. Moreover, the Baloch
called on India to take more aggressive action against Pakistan in the context of confrontation in
2019, promising to open a second front within the Islamic republic in case of a massive escalation
[Thakuria, 2019].

Of course, Chinese loans for infrastructure projects meet the interests of economic
development of receiving countries which are looking for economic opportunities. However, in
cooperation with the Chinese part, it important to remember that the PRC puts always on the first
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place its own interests. This obviously prompts the growing fears of recipient countries of economic
dependence from official Beijing. Such alarming has strengthened taking into account the
experience of Sri Lanka.

It is interesting that even the closest regional ally, Pakistan, expresses dissatisfaction with
cooperation with China. In particular, the imposition of financial constraints on the construction of
the Diamer-Bhash dam in 2017 prompted the Pakistani leadership to exclude this project from the
CPEC list [Ramachandran, 2019]. Later, official Islamabad announced a reduction of Chinese
loans.

However, the success of the fulfillment of the Silk Road project in South Asia has led Indian
experts to the opinion that the PRC is realizing a “geopolitical clutches” strategy against India,
aimed at surrounding the official New Delhi with allied states to China and, accordingly, curbing its
ambitions.

In response to the implementation in the region of the Chinese project, India is attempting to
propose its own geo-economic projects, which, however, extend beyond South Asia. In particular,
as a counterbalance to the CPEC, the official New Delhi is trying to develop the so-called “North-
South” infrastructure project, the idea of which emerged in 2000 with the involvement of India, Iran
and Russia. The essence of it is to connect the ports of the Indian Ocean, the Persian Gulf with the
Caspian railway centers, and further through the Russian Federation with the Scandinavian countrie
[Haider, 2019].

The key point of Indian interest is the Iranian port of Chabahar, located in the east of the
Persian Gulf. India's interests in this strategic point are the possibility of using it as an alternative to
Pakistan's Gwadar, including the place of the Indian naval forces location in the case of Gwadar
could be converted to Chinese navy base. The Indian leadership managed to reach an agreement in
2016 with Iran and Afghanistan (which also did not join the New Silk Road because due to existing
Afghan-Pakistani controversies over the issues of demarcation of the common border, the role
Pakistan’s role in the activities of the Taliban and the undesirability to give Pakistan access to
Central Asia) to transform Chabahar into a transit point.

However, Indian activity is not achieving the desired results, as Iran is highly dependent on
cooperation with China. In addition, official Beijing, after the activation of India's policy towards
Iran, and possessing huge amount of financial resources, began to pay more attention to the
Tehran's necessary of infrastructure development. Such step from the PRC even led to statements
by the Iranian leadership about the possibility of Chabahar's connection with Gwadar [Haider,
2019].

Another project to counter China's influence is an attempt to restore the medieval “Spice
Route” that aims to connect Indian ports with Middle Eastern countries. In this regard, India has
succeeded to establish maritime communications with its key Middle East trading partner — Oman.
However, the financial weakness and lateness of Indian proposals do not compete with the Chinese
initiative and, as a result, this leads to the lack of interest from potential participants [Pandit, 2015].

Also we cannot but mention The South Asian Association for Regional Cooperation
(SAARC) - the single institution that embraces all the regional countries. At present, India is losing
interest in it as tool of regional influence spreading in favour of sub-regional cooperation projects,
particularly the Bay of Bengal Initiative for Multi-Sectoral Technical and Economic Cooperation
(BIMSTEC), South Asia Growth Quadrangle (SAGQ - Bangladesh, Bhutan, India, Nepal), which
are more effective instruments to curb the PRC and to counteract Pakistan's intentions. Among the
reasons of the ineffectiveness of the SAAR are the lack of trust between the participating countries,
China's generous promises and financial insufficiency in conjunction with lack of goaloriented
activity from India, the desire of small countries to avoid the exclusive influence of New
Delhi [Unnikrishnan, Purushothaman, 2019].

Last point we need to admit — the Indian initiative “Look east policy”, in which the official
New Delhi seeks to turn the geostrategic weakness of the seven remote Northeast regions (so-called
“Seven Sisters”) into a point of its influence in ASEAN countries. The Indian side's argument is that
its North East is a single region that physically contacts with ASEAN countries, emphasizing that
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through cooperation it is possible to earn significant success, such as the EU, specially given the
enormous human and market capacity of ASEAN, Bangladesh, Bhutan, Nepal (BBN) and
mentioned part of India (800 million people). Among the practical steps are the implementation of
the India-Myanmar-Thailand Trilateral highway and the establishment of the Assam Act East
Policy Affairs Department in Assam devoted to build up relations with ASEAN and BBN [15].

Conclusions. India, as a biggest state in the region, aimed at leadership in South Asia, is
seeking through a wide range of measures to promote its influence, providing regional countries
with assistance in the creating of educational and social infrastructure, the construction of
hydropower and thermal power stations, the provision of financial aid, the supply of medicines, the
construction of transport infrastructure, and even in cases military support. However, India's
positions in the region are weakening by the increasing influence of China which is trying to
surround the growing “South Asian giant” with loyal countries.

China is realizing economic penetration and strengthening of its position in South Asia,
activly using the contradictions between the countries of the region and the major regional state —
India. In case of Pakistan, this is a long-term military and political confrontation, considering
Bangladesh, Nepal, Sri Lanka and the Maldives — intention to avoid a one-sided geopolitical
orientation towards official New Delhi. Factors contributing to the strengthening of the PRC's
influence are the economic weakness of the South Asia’s countries and their need to attract foreign
financing, the lack of economic capacity of India and the refusal of Westerners to lend money in the
face of criticism of non-observance of democratic principles and corruption. However, increasingly
raising cooperation with China provokates alarming among countries of the region because of
increasing economic dependence on the Middle Kingdom. As a result, most South Asian countries
attempt to maneuver between India and China's ambitions in the region, often receiving funding
from each party.

The confrontation between India and China in South Asia is now marked by several points: 1.
India's closest regional ally is Bhutan which also has territorial disputes with the PRC and has
refused to join the China’s Silk Road as India; 2. the official New Delhi received a tactical victory
in the Maldives where president-supporter of deeper cooperation with India came to power; 3. the
PRC has substantially strengthened its influence in Bangladesh, Nepal, Sri Lanka, and has
increasingly enhanced its partnership with Pakistan; 4. more and more moments are appearing
between India and China that can lead to direct military clashes. However, military and, firstly,
nuclear capabilities, interest in economic cooperation and at the highest level dialogue allow to
avoid massive military confrontation; 5. in order to create a balance for the New Silk Road and
prevent the geopolitical surrounding by of the Celestial Empire, India is trying to promote geo-
economic projects — SAARC, “North-South”, “Spice Route” and “Look East” policy. True, lack of
financial resources, lateness, various contradictions with regional countries and more attractive
China's proposals are preconditions of a failure of Indian efforts.

References
1. Aamir A. ‘The Balochistan Insurgency and the Threat to Chinese Interests in Pakistan’,
China  Brief, Vol. 19, Ne 4, 15 February, 2019. Available at:
<https://jamestown.org/program/the-balochistan-insurgency-and-the-threat-to-chinese-
interests-in-pakistan/>.

2. Ai J. ‘Unauthorized military intervention in Malé must be stopped’, Global Times, 2
December, 2018. Available at: <https://www.globaltimes.cn/content/1089435.shtml>.
3. Bansh H. ‘Nepal Distancing itself from India’, Observer Research Foundation, 14 October,

2019. Available at: <https://www.orfonline.org/expert-speak/nepal-distancing-itself-from-
india-56612/>.

4. Haider S. F. “INSTC vs. BRI: The India-China Competition Over the Port of Chabahar and
Infrastructure in Asia’, China Brief, Vol. 19, Ne 21, 10 December, 2019. Available at:
<https://jamestown.org/program/instc-vs-bri-the-india-china-competition-over-the-port-of-
chabahar-and-infrastructure-in-asia/>.

12



Axmyanvni npobaemu MidcHapoOorux sionocur. Bunyek 142. 2020.

5.

6.

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22,

Hossain A. ‘The Dynamics of India-China Relations’, The Geopolitics, 26 April, 2018.
Available at: <https://thegeopolitics.com/dynamics-india-china-relations/>.

Mundy S., Hille K. “The Maldives counts the cost of its debts to China’, The Fincial Times,
11 February, 2019. Available at: <https://www.ft.com/content/c8dalc8a-2a19-11e9-88a4-
€32129756dd8>.

Panda A. ‘Nepal Between China and India’, The Diplomat, 21 October, 2019 Available at:
<https://thediplomat.com/2019/10/nepal-between-china-and-india/>.

Pandit R. “India reclaims spice route to counter China's silk route’, Times of India, 25
November, 2015. Available at: <https://timesofindia.indiatimes.com/india/India-reclaims-
spice-route-to-counter-Chinas-silk-route/articleshow/49915610.cms>.

Ramachandran S. ‘“The Belt and Road Initiative Still Afloat in South Asia’, China Brief,
Vol. 19, Ne 1, 5 January 2019. Available at: <https: <//jamestown.org/program/the-belt-and-
road-initiative-still-afloat-in-south-asia/>.

Thakuria N. “When Baloch people call for India’s help against Pakistan’, The Hills Times,
20 November, 2019. Available at: https://www.thehillstimes.in/featured/when-baloch-
people-call-for-indias-help-against-pakistan/>.

Ura K. ‘India-Bhutan: a unique bond’, Gateway House,13 June 2014. Available
at:https://www.gatewayhouse.in/india-bhutan-a-unique-bond/>.

About India-Nepal Relations, Official website of Embassy of India in Nepal, October 2015.
Available at: <https://www.indembkathmandu.gov.in/page/about-india-nepal-relations/ >.
Brief on India-Sri Lanka Relations, Official website of Ministry of External Affairs of
India, September 2019. Available at:
<https://mea.gov.in/Portal/ForeignRelation/IndSriLanka_2019.pdf>.

China, Maldives clash over mounting Chinese debt as India warms up to Male, Outlook
India, 8 July, 2019. Available at: <https://www.outlookindia.com/newsscroll/china-
maldives-clash-over-mounting-chinese-debt-as-india-warms-up-to-male/1570534>.

Unity among ASEAN, BBN countries can transform the region into an era of shared
prosperity:  CM, The Hills Times, 5 Fubruary, 2019. Awvailable at:
<https://www.thehillstimes.in/regional/unity-among-asean-bbn-countries-can-transform-the-
region-into-an-era-of-shared-prosperity-cm/>.

Casprook V. Kytay i Indiya: vzayemna nedovira odyn do odnoho [China and India: Mutual
Mistrust], Tyzhden.ua, 5 June, 2012. Available at: <https://tyzhden.ua/World/52111>.
Polevik S. Kytay vytrachaye znachni koshty u Pivdenniy Aziyi ta stvoryuye zalezhnosti
[China spends considerable money in South Asia and creates dependencies], Borysfen Intel,
29 June, 2018. Available at: <http://bintel.com.ua/en/article/06_29 asia/>.

Mizh Indiyeyu ta Kytayem mozhe spalakhnuty terytorial'na superechka [Territorial dispute
may break out between India and China], Global Analityk, 15 February, 2018. Available at:
<http://www.global-analityk.com/noviny/between-india-there-china-can-blow-to/>.

Borisov T.I., Denisentsev S.A., Kashin V.B., Lavrov A.V., Lyamin Yu.Yu., Mamedov R. SH.,
Pakhomov Ye.A., Ramm A.M., Topychkapov P.V., Shepovalenko M.Yu.(2019) ‘Pakistan: za
ramkami stereotipov’ [Pakistan: beyond stereotypes]; Borisova T.l., Makiyepko K.V. (ed.),
Moscow: Center for the Analysis of Strategies and Technologies.

Korostikov M. ‘RIK podtverdil, obsudil i osudil’ [RIC confirmed, discussed and
condemned], Kommersant, 28 December, 2019. Available at:
<https://www.kommersant.ru/doc/3896473>.

Kukhaleishvili G. ‘Indo-pakistanskiy konflikt: Tseli igry Vashingtona i Deli v Yuzhnoy
Azii’ [Indo-Pakistani conflict: the goals of the game of Washington and Delhi in South
Asia], 112, 28 December, 2019. Available at: <https://112.ua/statji/indo-pakistanskiy-
konflikt-celi-igry-vashingtona-i-deli-v-yuzhnoy- azii-482221.html>.

Kupriyanov A. ‘Pochemu Kitay i Indiya boryutsya za vliyaniye na Mal'divakh’ [Why China
and India are fighting for influence over the Maldives], Carnegie Moscow Center, Carnegie

13



23.

24,

25.

Actual problems of international relations. Release 142. 2020

Endowment for International Peace, 21 February, 2018. Available at:
<https://carnegie.ru/commentary/75595>.

Unnikrishnan N., Purushothaman U. ‘Podkhody Indii k mnogostoronnemu sotrudnichestvu
i yevraziyskim institutam’ [Indian Approaches to Multilateral Cooperation and Eurasian
Institutions], Global Affairs, 30 January, 2019. Available at:
<https://globalaffairs.ru/valday/Podkhody-Indii-k-mnogostoronnemu-sotrudnichestvu-i-
evraziiskim-institutam-19931>.

Strokan S. “Armiya Mukhammeda” yeshche povoyuyet’ [“The Army of Mohammed” will
still fight], Kommersant, 15 March, 20109. Available at:
<https://www.kommersant.ru/doc/3909898>.

‘Kitay 1 Bangladesh povysili uroven' otnosheniy do strategicheskogo sotrudnichestva i
partnerstva’ [China and Bangladesh Upgrade Relations to Strategic Collaboration and
Partnership], Russian.News.Cn, 14 October, 2016. Available at: http://russian.news.cn/2016-
10/14/c_135755159.htm.

14



Axmyanvni npobaemu MidcHapoOorux sionocur. Bunyek 142. 2020.

VJIK 340.12

A NEW PARADIGM OF HUMAN EXISTENCE AS LEGAL IDENTITY
IN THE ENTROPY SYSTEM

HOBA MMAPAJUIMA JIIOACBKOI'O BYTTS SIK MMPABOBOI
CYB’€EKTHOCTI B CUCTEMI EHTPOIIII

HOBASI MAPAJIUITMA YEJIOBEYECKOI'O BBITUSI KAK ITPABOBOM
CYBBEKTHOCTHU B CUCTEME SHTPOIINHN

Lisovskiy P.
Dr. of Philos. Sc., Professor, Chair of Department of International Law, International Relations and Social Sciences and
Humanities of Open International Human Development University “Ukraine”, Kyiv, Ukraine. E-mail: syngaipm@i.ua.

Lisovska Yu.
Ph.D. (Law), Associate Professor of the Department of Administrative, Financial and Banking Law, Educational-
Scientific Institute of Law of the Interregional Academy of Personnel Management, Kyiv, Ukraine. E-mail: ivsd@i.ua.

JlicoBcbkmii I1. M.
Jlokrop ¢dinocopcbkux Hayk, goueHT, npodecop kadeapu MiDKHApOIHOrO IpaBa, MDKHAPOAHUX BIJHOCHH Ta
colialbHO-TYMaHITApHUX JUCLUILTIH BigkpuToro Mi>kHapoJIHOTO yHiBepcuTeTy po3BUTKY Jltonmuu «Ykpaina», Kuis,
Vkpaina. E-mail: syngaipm@i.ua

JlicoBcbka 1O. I1.

Kannupaat ropuandHuX HayK, JOLEHT Kadeapu aaMiHICTpaTUBHOTO, (hiHAHCOBOTO Ta OAHKIBCHKOTO NpaBa, HaBuaibHO-
HAayKOBHH iHCTUTYT npaBa MixperioHansHoi Akagemil ynpasniHHs nepconanoM, Kuie, Ykpaina. E-mail: ivsd@i.ua

JIncoBcknii I1. H.
Jokrop ¢unocodcknx Hayk, JOUEHT, mpodeccop Kadenpbl MEeKIYHAPOAHOTO MpaBa, MEXIYHApOIHBIX OTHOLICHUI 1
CONMANBHO-TYMaHUTAPHBIX AUCHUILIHH OTKPBITOTO MEXIYHAPOIHOTO YHUBEPCHTETA pa3BUTHA UernoBeka “Ykpawna”,
Kues, Vkpaunna. E-mail: syngaipm@i.ua

JIucosckas FO. I1.
Kannuaar ropuaundeckux HayK, JOUEHT Kadeapbl afMUHUCTPATUBHOTO, (PMHAHCOBOTO W OAHKOBCKOTO IMpaBa, Y 4eOHO-
HAYYHBI WHCTHTYT MpaBa MeXpEernoHAIBHOW AKaJeMUH YOpaBieHus TepcoHarsoMm, Kues, Ykpawmna. E-mail:
ivsd@i.ua.

Abstract. In the article, the authors substantiates the modern model of the interman as a
creative cyber personality, which has the potential to be identified with the correspondence of
virtual bodies as a problem of modern culture. It is emphasized that it is precisely this functional
possibility that finds out a new paradigm of human existence, in which entropy as a criterial device
modernizes modern society. It is determined that the most intelligently gifted people are able to
master the noosphere space of being through the phenomenal wisdom recipes. This content shows
entropy as a defining modus of probable processes, in which modernization of a modern person,
state and society takes place, since the criterion of the entropy apparatus is the recognition of that
random fact (events, situations) that becomes logical. It is emphasized that the main direction of
risk processes in the phenomenal wisdom recipes for the personality, the state and society should be
truly chosen in the entropy system, carefully studying the theory of probable functions. It is revealed
that ideological borrowings contain a considerable danger, since ideology has a class modification
due to the modernization of a certain class on the basis of samples of another's experience. It is
concluded that this may lead to an urgent inter-class conflict, to strengthen, oppositional sentiment.
An overview of modernization as an entropy of risk processes is given, which is the mainstream in a
particular historical retrospective of phenomenal consciousness. It is emphasized that
modernization means the creation of a new type of world order, in which human being plays an
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anthropocentric role at the level of legal subjectivity. The constructive and destructive Spirit of
Time according to the entropy criteria is confirmed. Different forms of crisis are revealed when
exhausting the established norms and rules of behavior of individuals, groups, classes, ethnic
groups, communities. It is envisaged that science is such a fundamental innovation in which entropy
depends to a large extent on the mental and value orientations of an individual people, based on
consciousness, language, culture, etc. Creation of complex of measures and procedures is
envisaged including the risks concerning maintenance of human life and health in the legal state.

Key words: paradigm, being, interman, modernization, legal subjectivity, crisis, legal
entropy, information policy.

Anomayia. Y cmammi agmopu 06IpyHmMo8yIoms CyuacHy Mooenb iHmepmeHa K KpeamugHoi
Kibepocobucmocmi, wo Mae NOMEHYIUHY MONCIUBIMb 10eHmu@ikysamucs 3 GiON0BIOHUMU
gipmyanbHUMu miramu K npobremamusayis cydachoi xynemypu. Iliokpecieno, wo came maka
DYHKYIOHATbHA MONCIUBICIB | 3 'ACOBYE HOBY NAPAOUSMY NHOOCbKO20 OYMmsl, 6 AKill eHMpOnisn K
KpumepianbHuli anapam MOOepHI3ye CcyYydche cycniibcmeo. Buszmnaueno, wjo came po3yMHO
000aposami 100U 3a6805KU OYXOBHOMY KANIMALy MYyOPOCMi 30amHi 0Cc80imu HOOCHepHUll NPpoCmip
oymms. ¥V ybomy 3micmi nOKa3aHo eHmponilo K 8UHAYAILHUL MOOYC IMOBIDHUX Npoyecis, 8 sKill
8I00Y8AEMbCL MOOEPHI3AYisl CYUACHOI 0cobu, 0epicasu ma CYCnilbCmed, OCKIIbKU 6 OCHOBL
KpUmepianbHo2o anapamy eHmponii € GU3HAHHA M020 8UNAOK08020 Gakmy (nodii, cumyayii), wo
cmae 3akoHomipnum. Iliokpecnieno, wo mae Oymu ICMUHHO OOpAHULlL 8 Ccucmemi eHmponii
Ma2icmpanbHull HANPAMOK PUBUKOBUX NpOYecié y (DeHOMEHANbHUX peyenyiax Myopocmi O0is
ocobucmocmi, 0epacasu ma CYCHnilbCmea 3 027150) pPemelbH020 BUBUEHHS Meopii IMOBIPHUX
@yuxyi. Buseneno, wo i0eonociuHi 3ano3uyeHHs Micmsamos y coOi 3HA4HY Hebe3neKy, OCKIIbKU
i0eonozia mae Kuacogy Moougikayito 6 cuny OCyYaCHEHHs NeBHO20 KIACy 34 3PA3KAMU UYHCO20
00C8idy. 3pobaeHo BUCHOBOK, WO Ye MOXCe CRPUYUHUMU HEMUHYYULU MINCKIACO8ULl KOHQIIKM ma
NOCUTUMU ONO3UYIUHI HACMPOI.

Haemvca oenad moodepmizayii AK eHMPONIUHOMY 3Ac00y PU3UKOBUX Npoyecis, aKa €
MA2ICMpanbHUM — HANPAMKOM )Y  KOHKPEMHIl ICMOPUYHIlL  pempoCcCnekmuei  (heHoMeHan1bHoT
ceidomocmi. Iliokpecneno, wo mMooeprizayis 03Hauae CMeoOPeHHs HOB020 MUNY C8IM0B020 NOPAOKY,
8 AKOMY JH0O0CbKe OYmms HA pi6Hi Npagosoi cyb ekmHocmi 8i0icpac aHmMpONnOYeHmMpUuHy po.b.
Cmeepooiceno KoHcmpykmugHui ma Oecmpykmuenuti /[yx Yacy 6ionogiono 00 eHmponitiHux
Kpumepiis. Busgneno pisHi ¢popmu Kpusu, Koau suuepnyloms cebe ycmaneHi HOpMU ma npasuid
NOBeOIHKU OKpeMux ocib, epyn, Kuacie, emuocis, cnitbHom. Ilepedbayeno, wo Hayka —ye maxa
¢dynoamenmanvra iHHOBAYISA, 6 AKIU EHMPONIis 3HAYHOK MIPOI 3ANeHCUMb 80 MEeHMAIbHO-
YIHHICHUX OPIEHMUPIE OKPEeMO20 HApOOdy, 6UX00SYU i3 C8I00OMOCMI, MOSU, NPABOBOi KYlbmypu
mowo.

Kniouosi cnoea: napaouecma, Oymms, iHmepmeH, MOOepHi3ayisi, npasosa cyd €KmMHicmb,
Kpu3sa, npasosa enmponis, inghopmayitina noaimuxa.

Annomayun. B cmamve aemopvi 060CHO8bIBAIOM COBPEMEHHYIO MOO€lb UHMEPMeHd KAaK
KpeamusHou  KUOEpIUYHOCMY, — 4mo  uMeem  B03MOMCHOCMb  UOEHMUGUYUposamscs ¢
COOMBEMCMBEHHBIMU BUPMYATILHBIMU MENAMU KAK ApoOIeMamu3ayusi COBPEMEHHOU KYIbmypbl.
IloouepkHymo, 4mo umMeHHO maKas @QYHKYUOHANbHASL BO3MONCHOCMb U  BbIACHAEN HOBYIO
napaouemy uenoseyeckoeo Ovlmus, 6 KOMOPOU OSHMPONUs KAk KPUmepuaibHulil annapam
MoOepHu3uUpyem coepemenHoe odoujecmeo. Onpedeneno, Ymo UMEHHO PA3YMHO 00apeHHbvle 00U
Onazo0apsi OyX08HOMY Kanumaiy MyoOpocmu CHOCOOHbL 0C80UMb HOOCHepHOe NPOCMPAHCMBO
Ovimus. B smom cmulciie NOKA3aHO SHMPONUIO KaK Onpeoensiiouuil Moo0yc 803MONMCHBIX NPOYECCO8,
8 KOMOPOM NPOUCXOOUM MOOEPHU3AYUS COBPEMEHHOU JUYHOCMU, 20CY0apcmea u obdbuecmsa,
NOCKOIbKY 8 OCHO8E KPUMEPUATbHO20 annapama SHmponuy A611emcsa NPUHanue mo2o CiyyatiHo2o
daxma (cobvimus, cumyayuu), 4mo CMAHOBUMCA 3AKOHOMEPHbIM. [100uepkHymo, umo OO0AHCHO
ObIMb UCMUHHO U3OPAHO & cUCeMe IHMPONUU MAUCMPATbHOE HANPABLeHUe PUCKOBLIX NPOYECCos8
8 (QeHOMEHANbHBIX peyenyusx Myopocmu OJisi JUYHOCMU, 20CY0apcmea u obujecmea ¢ y4emom
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MWAmMenbHo20 U3VUEeHUs Meopuu  803MONCHbIX yHKyull. Buvisgneno, umo udeonocuueckue
3aUMCMBOBAHUA BKNIIOYAIOM 8 Cebsi 3HAYUMENbHYI0 ONACHOCMb, HOCKONbKY UOEO0N02Usl UMeem
KAACCOBYI0 MOOUDUKAYUIO 8 CUTY OCOBPEMEHUBANU ONPEOeNeHHO20 KIACca N0 00PA3YaAM UyHco20
onvima. Coenam 6b1600, YMO MO MOMCEM NPUBECIMU K HEU30EHCHBIM MEHCKILACCOBLIM KOHDIUKMAM
U yCUunums onno3uyUuOHHble HACMpPOEHUS.

Haemcs 0630p moOepHu3ayUU KAK IHMPONULIHO20 CPEOCMBA PUCKOBbIX NPOUECco8, KOmopas
ABNAEMCS  MASUCMPATLHLIM — HANPABIEHUEeM 6 KOHKPEMHOU UCMOPUYECKOU pempocnekmuse
genomenanvnoco coznanus. Iloouepknymo, umo mooeprHuzayus o3Hadaem co30anue Ho8o20 mund
MUPOB0O2O NOPAOKA, 8 KOMOPOM yenogeyeckoe dblmue Ha YPOosHe Npagosou cyObeKmHoCmu uzpaem
AHMPONOYEHMPUYECKYIO POTlb. Ymeepicoeno KoHcmpyKmusHblil u decmpykmusHbill /[yx Bpemenu
CO2NACHO YHMPONUUHBIX KpUumepues. Boisgnenvl pasiuunslie QopMbl KPU3UCA, KO20A UCHEPNbIEAIOM
cebs ycmosguiuecs HOpMbl U NpAasuld NoeeoeHus OMOENbHbIX JUY, 2PYNH, KIACco8, 3MHOCO8,
coobuecms. IIpedycmompeno, ymo HayKa — 9mo maxas GyHOamMeHmalbHas UHHOBAYUS, 8 KOMOPOU
OHMPONUsL 8 3HAYUMENbHOU CMeNneHUu 3d6UCU Om  MeHMAIbHO-YEHHOCMHbIX OpPUEHMUPO8
0MOeNbHO20 HAPOOA, UCX005 U3 COZHAHUS, A3bIKA, NPABOGOU KYIbMYPbl U MOMY NOOOOHOe.

Knroueswie cnosa: napaouema, 66imué, unmepmeH, MOOEpHU3AYUs, NPA8oBAsl CYObEKMHOCHb,
Kpusuc, npagoeas dHmMponus, UH@GOPMayuoHHasi NOIUMUKA.

Research rationale. In the modern information world, due to computer technologies, a
person has the opportunity to experience a huge number of different feelings. It is a kind of “digital
physicality” of irrational nature that has a purposeful extrasensory action as a way out to a new
electronic environment of existence. In this context, cyber-personality as a creative interman has a
potential opportunity to identify itself with any virtual bodies selected by it, which moves it away
from its own living corporeality. Just this constitutes one of important problematizations of modern
culture.

As a matter of fact, virtual space is designed for a “living body”, which aims to provide the
biological organism mainly with matter and energy, endangering the existence of the physical body
of a person. In other words, potential social worlds generated by intermen do not remain aloof from
the universal planetary life generated by them, but continue to cooperate actively with it. Therefore,
modern mankind approaches the field form of human existence as a qualitative new totality
discovered from without. It binds to an appropriate view of it from within as of something concrete,
something, which “unfolds in itself and maintains unity, that is, totality” [Hegel, 1974: 100].

Thus, this conclusion is in compliance with the idea of K.E. Tsiolkovsky of the transition of
humanity in the future to the phase of the existence of pure energy, which is called “radiant
humanity”. This corresponds to a certain extent with the ancient esoteric teachings which affirm
that humanity, in the process of its evolution, undergoes phases of the gradual embodiment of pure
spirit in matter (spirit as body, and body as spirit).

Taking into account it, self-determination of individual and state occurs in the entropic
process of modern development of Ukraine when the system of legal market relations is only
formed. Therefore the problem of investment activity becomes urgent in cryptooperationsystem of
information capital that contains inter-branch character [Kovalchuk, 2017:47]. It is thus considered
that investments as the component of clean spending embrace spending on the infrastructure, health
protection, various service business and so forth. The mentioned problem is in the centre of
debatable attention of scientists, as it is related to the entropic process of self-determination. Just the
same process presents the theory of accidentally-natural functions where effectively numerical
parameters operate in the nonlinear system of the informatively legal and financial legal
field.Methods. The author used systematic, logical, axiological and other methods of research.

Formulation of the problem. With the current development of intelligence science and the
ability to exert active influence on the world of “raw” matter, a new stage in the development of the
spiritual capital of wisdom in modern times begins as a transition to the energy level of life. In this
case, the organizational existence of the planetary community during the XXI century takes
possession of qualitatively new space, namely, the noosphere. Therefore, there is a topical
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contradiction between the biological body of a person that makes the latter stay in the planetary
space and cultivation by the human mind of new source meanings (semantic structure of
consciousness). It is to this end that man appeared in the universe, which nourishes him with
creation of meanings, and therefore just the meaning of the life of a person determines his behavior.
According to V.V. Nalimov, “the meaning of our lives consists, first of all, in looking for the
meaning” [Nalimov, 1989: 20].

In such a context, the most probable is that it is intellectually gifted people, as the
manifestation of their phenomenal receptions of wisdom, who are capable of mastering the
noosphere space of being. In this case, a fundamental factor that changes the world is the brewing
of a new era, about which American thinker Charles Kupchan wrote: “Now, a new era — the digital
era — has come. The industrial society is decaying increasingly apparently as the introduction of
digital technologies takes place. The decline of the industrial era and the transition to a digital
economy are capable of shaking the foundations of democratic statehood. This turbulence will
accompany the return to a multipolar world and ensure growing tensions between the leaders and
outsiders of the digital technological race” [Kapchen, 2004: 526].

In the case of assessing the future condition of man, scientists single out challenge man,
network man or networker, pontiff man, navigator man, who, in the words of Russian researcher S.
Smirnov, are also “men of transition” or homo ludens [Smirnov, 2006: 122]. It is the new image of
man that is determined as post-man being a hybrid of man and machine, that is, a “cyborg”, which
is disconnected from external stimulants of irritation.

In our opinion, interman is the person of the future, whose life is closely connected with
social networks of the Internet, and who is a network co-author. Psychologically, interman is tied to
processes in the Network as a “member of this family”. Based on the nature of social activity,
interman, if necessary, acquires creativity, which ensures his pioneering existence. Among such
features, the activation of interman in a social network, his self-creation and self-design with the
aim of the desired volitional self-image, which is maximally harmonized with the existing social
reality, are worth noting.

As Ye. Gornyi finds, in the absence of corporeality in a virtual personality, we have to
perceive it as something created exclusively from signs and actions. In this case, “it is not the nature
of the carrier, but the effect produced in the psyche by the responsible complex of signs that is
important” [Gornyy, 2004: 78].

Thus, there is every reason to put forward a hypothetical picture that intermen are an
embodiment of the information community due to the activation of attribute properties. Such a
newly formed community, an example of which is interman, can acquire during the 21st century the
transition state from planetary to cosmic being, objectivizing voluntariness and legal independence
in the civilization field.

Analysis of recent research and publications. Analysis of literary sources allows testifying
that questions of the paradigm of human existence as legal identity, in which culture constructs the
future, aroused interest in all periods of the development of personality, state, and society. In turn,
human activity, in which culture is the spiritual core of wisdom, was considered in the age of
Enlightenment by such thinkers as F. Bacon, T. Hobbes, J.-J. Rousseau. Another approach to the
vision of culture as legal identity in human existence was proposed by I. Kant, who singled out the
culture of skills and the culture of discipline in the system of science and art. According to the
teaching of N. Machiavelli, there must be a law in the state that establishes stable and inviolable
rules of legal policy. With the powerful development of science, technology, and man himself, the
approaches to the necessary awareness of the essential characteristics of culture as a driving force of
new progress, in which the new information person is the source, change, too. It is the system of
information values that occupies a fundamental position in the structure of human consciousness. In
this case, various interpretations of the unity of the historical and cultural process that were
substantiated in writings of O. Spengler, W. Dilthey, G. Simmel, E. Husserl, M. Weber as well as in
the field of the theory of mentality — in works of F. Braudel, A. Moles, E. Fromm, T. Parsons, C.
Kupchan, R. Merton, and others, played an important role. Among contemporary Ukrainian
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researchers, it is necessary to mention: V. Andruschenko, V. Bekh, V. Voronkova, L. Huberskyi, 1.
Nadolnyi, M. Kurko, M. Popovych, M. Nedyukha, M. Ozhevan, and others. It is their scientific
research that reveals a new paradigm of man in the context of information values of ideologies,
language, and legal culture.

Besides, such modern home researchers as O. Baranivsky, E. Boichenko, I. Hrytsenko, L.
Lazbenyk, A. Peresada, T, Cheknina, E. Ostrovska and others touch upon the problem of
investment activity in the informatively-legal field of entropy. Therefore the mentioned range of
problems is complicated and little-investigated, and causes debatable interest. At the organisation-
theoretical basis of investing it is necessary to use a legislative base, in particular the Law of
Ukraine "On investment activity”. Singling out previously unexamined parts of the overall
problem. The significance of the new paradigm of human existence as legal identity just in the
modern information culture has a discursive nature, since it is interpreted not only in terms of
meaning but also in ways and methods of social communication. Such information interaction is
connected with the process of production of information, the basis of which is represented by
systems of values that contribute to the formation of ideology in the structure of human
consciousness [Lisovska, 2017:26]. At the heart of informational axiology there is motivation of
human activity, which expresses the self-awareness of an individual or any social group. In this
case, the methodological foundations of the study of the new paradigm of human existence are
represented by the interdisciplinary approach that is based on such sciences as cosmobiology,
cosmopsychology, virtuality science, transhumanism, eco-ethics, personal psychology as sciences
about reflection and technology of transformation of man and universe, as well as by methods and
means that are used for analysis - the informological one, the axiological one, the entropy one, etc.

Setting the objective. The objective of the article is: to consider and substantiate the new
Man of the XXI century as legal identity in the socio-cultural field of activity; to reveal the
noosphere space of human existence; to show entropy as a fundamental modus of probable
processes; to define modernization as an entropy means of risk processes; to predict for the future
entropy criteria in the phenomenal matrix of human existence.

Presenting the main material. It is advisable to take as a basis for theoretical and practical
conceptualization of human existence entropy as the defining mode (tool, attribute, technology, etc.)
in the system of randomly-regular functions. It is such a functional possibility that establishes the
new paradigm of human being, in which entropy as the criterial apparatus modernizes modern
society [Lisovskyi, Lisovska, 2017: 181].

Therefore, it became clear that modernization means creating a new type of world order, in
which human existence plays an anthropocentric role. It is particularly intensively developed within
the framework of UNESCO research centers and consists of three main autonomous and
interconnected components: a new economic order, a new political order, and a new cultural order
[Banga, 2013:18].

At the heart of these entropy approaches there is the recognition of the random fact (event,
situation) that becomes logical as the modernization of the world community, and not of a single
country or region.

Because borrowing, assimilation, and imitation are practices of entropy examples. In this
case, imitation is necessary for two reasons: a) due to the objective impossibility to fluctuate (single
out) certain phases of historical development; b) in order to save resources. It is assumed that
borrowing already existing examples, taking into account mistakes and others' negative experiences,
allows the recipient to avoid different turns, to operate more efficiently, economically, and
systematically.

However, modernization is rather a contradictory probable process. In this way, first of all,
there are purely objective obstacles, including those of systemic nature. This, in particular, was
noticed by American researcher R. Merton, who put forward a thesis about fundamental limitation
of system borrowing, of mutual or unidirectional transformation of systems. Its essence lies in that
random elements of one system cannot be transferred to another system without their prior
significant transformation, since the system itself has a hierarchical structure [Lisovskyi, Podolyaka,
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Lisovska, 2019: 85]. Previously, the transformation should be carried out by a reformer or
innovator, who forces a new element that got accidentally (mysteriously) in its environment, to act
according to its own, specific only to it, rules and laws. If this happens, then the recipient system
enters a range of internal tension, social arrhythmia, and therefore it makes mistakes, experiencing
structural and functional losses.

According to the laws of the nature of human existence in the universe (in the coordinates of
human-centeredness and human-cosmicity), there must be a correspondence between the proper
levels of power of the borrowing system and the borrowed (sample) element [Lisovskyi, 2017: 59].
The discrepancy of the levels leads to dysfunction of the system of adaptive and socio-creative
possibilities.

For example, the western model of education, which is effective in itself, if transferred to a
tribal environment, in which traditionally oriented persons with magic-mythological perception of
reality inherent in them operate, will function ineffectively. Because it does not correspond to the
mental nature of this social environment, since it can only be transformed according to local
conditions (thus, scientific and technical knowledge, other forms of rationalization of thinking and
actions acquire a magic-mythological interpretation, and practical actions based on them fit into the
structure of the traditional human lifestyle) [Lisovskyi, 2019: 155].

In the case when borrowed elements appear stronger than their new environment, they can
undermine traditional functions of the system, but do not guarantee its overall effectiveness. In
order for this to happen, Time in Time as a naturally determined event (opportunity) of Life is
needed.

In addition, the number of borrowed new elements should not exceed the number that the
system can assimilate. Otherwise, there is a new dependence: the power of borrowed elements
prevails over the adaptive capabilities of the recipient system. The former undermine the basis of
the existence of the system; deprive it of the internal order and integrity, autonomy and tradition of
the existence. Therefore, the very formation of new man, morals, law, collective psychology,
ideology, mental-value orientations, regulatory mechanisms, etc. will be accompanied by the loss of
what will already have been acquired.

In other words, the dramatic nature of the situation is just in the fact that in today's
information society just those random elements to create which modernization is introduced are
absent.

Modernization as an entropy means of risk process

It is common knowledge that modernization, especially at the initial stage, does not provide
for significant amounts of the accumulation of social wealth, since it is the accumulation of modes
of action — scientific knowledge and technology. Only having reached a new level of maturity, such
fundamental modes can ensure accumulation on such a scale that the society in question transits to
spiritual production — its own science, culture, and education.

In such a context, it is economic modernization as an important instrumental matrix of the
mode definition of entropy that largely occurs due to equipment of labor force based on the import
of technology. After all, the reorganization of the social and technical organization of labor involves
a certain reform of property relations, approval of new management technologies with obligatory
consideration of risk processes based on the theory of random functions. Hence, a significant
transformation of existing industrial organizations as a new paradigm of human existence is created.

In general terms, it can be argued that, at the time of modernization, the division of labor
between the subjects of ownership should be consistent with the effective economic activity. After
all, it is possible to carry out painless and accelerated accumulation if in the entropy there are hard-
to-get natural resources and a responsible, organized, and disciplined political elite. This is exactly
the case of the Arab Emirates and other Middle Eastern countries, which, on the basis of oil exports,
turned the desert into a blossoming garden.

If, on the other hand, the political strategy of the elite is not truly correct, but only
irresponsible, corrupt, and uncontrollable, then sooner or later such a strategy can be defeated, that
is, it leads to self-destruction as the implementation of utopia at the international level. Therefore,
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the main direction of risk processes in the phenomenal receptions of wisdom for the individual, the
state, and society should be truly chosen based on careful studying the theory of probable functions
[Lisovskyi, Lisovska, 2019: 27].

In this sense, ideological borrowings are a considerable danger, since ideology has a class
modification due to the modernization of a certain class on the basis of examples of outside
experience. This can lead to an acute inter-class conflict, to strengthen oppositional sentiments.

Therefore, in the state, a law must be in force which would establish solid and inviolable rules
for all, equal opportunities, and clear limits for the permissible that nobody has the right to step
over. At the same time, the rules of politics, according to N. Machiavelli, are rigid, cynical,
immoral, and unprincipled. But it is with the help of such political technologies that one can get,
and, most importantly, hold power, carry out reforms and transformations in the state system.

Thinker N. Machiavelli comes to the conclusion that change of ruling elites is a regularity of
politics, since it is based on objective needs of social groups as well as on the psychology of man.
The researcher believes that, for the safety of a new state, it is best to destroy all the memories of
the old ones [Machiavelli, 1982: 143]. According to the teachings of Machiavelli, it is the nobility
that is the main cause of the collapse of states and the destruction of all morality and civic virtues
[Machiavelli, 1982: 227].

Consequently, borrowing an outside religious or secular utopia can lead to a significant sign
and symbolic transformation of the consciousness of the individual or nation in question. In order
for this to happen, it is necessary to study entropy as a criterial apparatus in the theory of random
functions, which is important for the self-determination and identification of each individual, state,
and society. It is advisable to achieve such a preservation of the originality (identity) by
reorganizing the elements of one’s own cultural capital on the basis of its harmonious combination
with the context of wise borrowing from other countries of the world. In this context, the
possibilities of the development of a particular society in a particular historical retrospective are
determined by a phenomenal nature of consciousness as a property of human existence.

Legal entropy as important criterion of investment activity of Ukraine

Under the Law it is worth to refer such totality of values to the property and intellectual
necessities that circulate through the market as: "monetary funds, specific banknote deposits, shares
and other securities; chattels and real assets (buildings, constructions, equipment) and other tangible
assets; property rights, that follow from a copyright, experience and other intellectual values (The
law of Ukraine "On investment activity"). In fact our country is at a level, when main legal control
is spared to the material assets - real estate, equipment, land and etc. Thus clear and faithful
determination of rights on its possession and use must be preceded registration of object. Legal
entropy (indefiniteness) of this question results in a situation when a product that got a patent in
Government service of intellectual property of Ministry of Science and Education of Ukraine is
being used or sold to quite another organization. However organization as an owner of product
under the law cannot own information about the illegal use of the created product. It is possible both
at the terms of conspiracy of extraneous organization with one of authors and without direct
participation of author. Thus, totality of the mentioned values is accepted to refer to the objects of
investment activity in which an intellectual investment must be lawfully valuable as a contribution
to beneficent potential of society. All of it follows from the copyright, and the right of industrial
ownership. Such an investor as a subject of legal entropy makes decision about investing of the
personal, borrowed and attracted property and intellectual values in the objects of investing.

Legal powers of investor in the modern terms of market
As the Law provides, an investor can come forward as depositors, customers, creditors, and
execute the legal functions of any participant of investment activity, that is invest, buy securities,
and also perform the duties of customers. If an investor is a person who invests the personal and
borrowed assets, then in relation to a creditor such person is partly a debtor [Lisovskyi, Lisovska,
2019: 27]. In turn, the legal subjects of investment activity implement their purposes, directions,
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kinds and volumes of investments in the entropic process of legal mutual relations, when
investment climate as one of nonlinear parameters of entropy plays a considerable role in modern
market conditions. Exactly these markets regulate the process of exchange investments and
investment objects (merchandise). The forms of capital exports are direct capital investments,
portfolio investments, and also loans and credits, functioning industrial, bank, trade and other
capital of foreign countries that provide an investor of control over enterprise. Direct investments
are the most typical for activity of transnational corporations (TNC) [9]. Besides, it is necessary to
indicate that portfolio investments contain capital investment in bonds and shares of foreign
companies, which are insufficient to establish direct performance monitoring. The main purpose of
portfolio capital investments is profit earning, but not providing of direct economic performance
monitoring of investing object. Thus, direct and portfolio investments are the varieties of
enterprising capital that is meant for an investment in a production and aimed at the creation of new
enterprises or on the purchase of part or absorption of already existent companies. Branches,
subsidiary companies or mixed enterprises appear as a result of enterprise capital export [Holovatyi,
2014: 16]. During the use of foreign sources of raw materials on the base of direct investments the
differences of ecological norms and standards of different countries are taken into account [4]. The
developed countries try to carry such production capacities that result in considerable pollution of
environment to less developed countries. Capital investment is an active motivation instrument of
demand on domestic products. It is achieved due to, firstly, new markets are created abroad, and
secondly, part of export of TNC is constantly used in foreign branches. Their part for today comes
to over 1/3 the exports of Canada, Germany, France, Sweden, to 1/2 the export of the USA. For the
purpose of legal introduction of the entropic process in the system of investment it is envisaged to: -
make changes and addenda to the foreign investment legislation; - maximally simplify procedures
for regulation of legal mutual relations in sphere of attraction of foreign investments; - create a
legislative base on issues of the relations settlement regarding foreign investments attraction in
development of minerals and geodesic monitoring on the oil and gas deposits, and also define the
proprietorship of investees. Such realization will facilitate the investment climate growth in
Ukraine, creates preconditions for the appearance of permanent investment motivations at
international partners [6]. It is necessary to agree that a "modern administrative law must be
examined mainly as a means of ensuring of the proper abidance and effective protection of citizen
rights and freedoms in the field of the state functioning”. If the administrative methods of
government control of economy are based on the state authority and involve prohibitions,
permissions and duress, then they must be used for violations prevention including the sphere of
investing. On the stage of legal reform the question is about the qualitatively new system of
regulation of relations. Such mechanism can be effective, as it operates not arbitrarily, but on the
basis of the scientifically weighted facilities of investment activity, in particular at responsibility
application. It is worth to consider administrative and criminal responsibility as such effective
facilities. It should be emphasized that the definition of the concept of responsibility is still actual.
Some of the scientists consider administrative responsibility as a reaction on offence, in fact without
offence there is no responsibility. Thus, to better the investment climate in Ukraine it is necessary:-
to improve a legal sphere and provide stability of investment legislation; - to extend an informative
sphere for investment activity and projects worked out as per international standards. The legal
grounds of information protection are stated by the legislation of Ukraine that envisages the legal
regulation of information circulation in the society and defines the access mode to information.

Depending on the type of information there are appropriate rules of behaviour during
realization of investment activity. According to the article 28 of the Law of Ukraine "On
information”, they are defined as the access mode, that envisages legal norms, an order of
information getting, using, dissemination and storage [Lisovskyi, Lisovska, 2016: 127]. The legal
mode content is defined by norms that set: an order of access to information, its use and protect;
administrative and legal responsibility. Information that contains entrepreneurial interests under the
Law "On information” by the access mode is divided on open information and restricted access
information. According to the law a task of control on the access mode to information consists in
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providing of keeping of legislation requirements after the sphere of investment activity, non-
admission of the groundless information attribution to the category of information with restricted
access. Confidential information belongs to restricted access information. The article 30 of the Law
defines confidential information as information that is in possession, use or distribution by certain
natural persons and legal entities and spreads at their desire subject to conditions established by
these persons. Access mode to commercial information, including its belonging to confidential
information, is defined independently by the owner of information. Commercial secret is one of the
types of confidential information. Attributing of information to the commercial secret does not
touch secret information that is a state secret circulation of which is governed by the Law of
Ukraine "On a state secret"”. Attributing of information to the commercial secret is defined by the
economic entity and specifies on a right of the owner on information that is guarded by legislation
and contains a commercial value. Question of human rights and freedoms providing in networks of
the Internet is resolved by the Decree of the President of Ukraine "On events concerning
development of national constituent of global informative network the Internet and providing of
wide access to this network in Ukraine™ of July, 31, 2000.The law of Ukraine "On electronic
documents and electronic circulation” lays down the unified requirements to the essential elements
of electronic document that has legal force. This law defines electronic circulation of documents as
"totality of the processes related to making, processing, sending, transfer, receipt, storage, use and
elimination of electronic documents, which are performed applying integrity verification and, if
required, with confirmation of fact of receipt of such documents.” An electronic signature is an
important essential element of electronic document, which is set for its authentication. The order of
its use is regulated by the Law "On an electronic digital signature”.

Conception of safety in the banking system

There are some regulatory and legal acts that govern the principles of information protection
in investment activity that is inherent for the banking system. Thus, the legal mode of information
protection in automated systems is separately defined as over 65 percents of bank information
circulate in automated systems.According to the legislation, access to information that is kept,
processed and transferred in automated systems, is implemented as per rules of access delimitations,
that is set by an information owner or a person authorized by him (article 6 of the law of Ukraine
"On protection of information in automated systems "), as in this case a right for protection of
information is entrusted to its owner — bank [3]. Activity of the Ukrainian banks concerning
providing of their safety is governed by not only a current legislation but also internal normative
acts. Banks develop Provision for safety department and other documents concerning safety
measures realization in accordance with conception of bank safety. To secure normatively, an order
that approves Provision for information of bank with a restricted access is issued. Provision
envisages the information list that is commercial secret and confidential information of bank,
composition, persons, whom this information can be conveyed in full, measures of information
protection that is a commercial secret, banking secrecy and confidential information. The analysis
of safety results of banks activity shows that not all banks fully create a normative base and use it
effectively. Small experience on these questions is only in particular banks. Such banks have
normative documents (orders, instructions, provisions, recommendations) for realization of
informative audit and informative monitoring in their organizations. The informative monitoring
envisages information receipt control to define its importance, value and possibility of the use in the
integrated databases of safety departments [Sinha, 2009: 40]. Permanent realization of such work in
banks gives possibility to create an informative base of investment activity, and combination of this
work with other measures of the information and analytical providing gives an opportunity to create
a necessary informative resource.

Collaboration of Ukraine with the countries of the Islamic world in investment sphere

Among the complex of measures to form investment principles, it is necessary to distinguish
the following. For realization of existent possibilities of providing qualitatively new level of
collaboration of Ukraine with the Muslim countries of Near and Middle East and South-East Asia in
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an investment sphere it is expedient to involve Consultative board concerning the foreign investing
of representatives of financial and business circles of above mentioned territories. It is necessary to
create the system of guarantees from the side of the Ukrainian state for the Near-Eastern and South-
East-Asian partners, by effecting bilateral agreements with the interested partners to protect
investments. And also to work out legislative safety guarantees of investment collaboration of
Ukraine with an Islamic bank capital. At the same time, it is necessary to conclude an appropriate
agreements with the Islamic bank of development and form with it and other leading financial
structures of Near and Middle East, Persian bay, South-East Asia (Fund of investments of Kuwait
etc.) a package of attractive investment projects in major industries of economy, development of
science and nanotechnologies, tourist country-specific studies, education and art. Organization in
Ukraine of business forums for businessmen and financiers from Muslim countries with an active
participation of leading financial structures of the Islamic world is an inalienable constituent of the
mentioned work direction.The special attention must be concentrated on setting up of a system of
proper consulting services by creation of information and analytical centres that would be able to
render necessary services in setting up contacts of Ukrainian business and entrepreneurship with the
financial structures of the Islamic world, to provide necessary legal accompaniment of business-
projects preparation, conclude agreements and other services. Preparation of necessary training aids
on activity of Islamic banks and a dictionary of Islamic terms is acquired an important significance.
It is important to translate into the Ukrainian language of the proper scientifically-methodical
literature of the mentioned problem, especially when an experience of collaboration of Europe and
North America countries with an Islamic bank capital is summarized. Foremost, it relates the sphere
of the administrative and legal regulation and realization of collaboration organizational measures.

Predictions of the future in accordance with entropic criteria

In accordance with entropic criteria phenomenal forms and types of risks are possible in the
system of accidental and logical functions, especially for the economic entity as constructive and
destructive Time Spirit [Rouzet, 2014: 28]. The different forms of crisis appear thus, namely: the
simplest is incongruity between the system and its particular accidental and logical elements and the
most complicated are antagonism, severance of connection with greater part or even all elements.

Severance on axis "valued orientations - resources” gives rationality to crisis, the opposed
directed divergence of aims and facilities of their achievement [De Backer, 2012: 8]. The extreme
points of this crisis display can be excessive, expressive verbalism, empty political and ideological
rhetoric or narrow pragmatism, vulgar productivism and virtual activism. Severance of public
connection "man is a spiritual capital - society"” lead to integration crisis, as the excessive cultural
symbolism torn off from the real social structures prevails, when entrenched norms and behaviour
rules of individuals, groups, classes, ethnos, community are exhausted.

Conclusions. For the future nature of the spiritual capital of wisdom, which tends in the
modern information society to production, appropriate conditions should be created in order to
further produce not only nanotechnologies, but also nootechnologies. To do this, a noosphere
consciousness should be formed in the coordinates of human-centeredness and human-cosmicity. In
this case, science should be used as a source of fundamental innovations, in which entropy occupies
a decisive place, which to a certain extent depends on the mental and value orientations of an
individual nation that has to choose its future based on consciousness, language, culture, etc.

Thus Ukraine in XXI century has actually unlimited reserves of some types of natural
resources, extracting of which is the most attractive for foreign companies. Therefore a foreign
capital is able to bring not only new equipment and technologies but also working assets,
experience of marketing and modern management. For this purpose it is necessary to: make changes
and addenda to the foreign investment legislation; maximally simplify procedures that govern legal
mutual relations in foreign investments attraction sphere; extend an informative sphere for
investment activity; systematize and regularly update the data bank of these investment projects
according to the administrative and legal regulation and develop them under international
approaches.
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“THE RUSSIAN WORLD” ON THE BUDVA RIVIERA: TOURISM AND
FOREIGN POLICY PROCESS IN THE MONTENEGRO
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30BHIIIHbOMOJITUYHUM TPOLIEC Y YOPHOT OPIi
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Abstract. The article is devoted to the study of the role and place of tourism in the
transformation of the foreign policy course of post-Yugoslavian Montenegro. The focus is on the
impact of Russian tourism on key directions and foreign policy problems of the country. The work is
based on the concept of transnationalism. Within this approach, global tourist flows are considered
as a kind of transnational social space, in which the tourist is always an actor, performing various
social actions related to interaction with the different environment.

The publication reveals a historical retrospective of geopolitical presence of Russia in the
Western Balkans. The cultural, investment and tourism components of Russia's influence on the
social and political life of post-Yugoslavian Montenegro are highlighted. Principal indicators of
tourism development in the country, the contribution of Russian tourism to the total volume of
international tourist arrivals are investigated. Significant politicization of the tourist process in
Montenegro is claimed. In mono-dependent on international tourism economy of Montenegro,
tourism has influenced the politically-motivated rethinking of the traditions of relations with Serbia,
Russia and the West. It has become a factor in the electoral struggle in the society and affected the
transformation of Montenegro's geopolitical landmarks. The publication analyzes Russia's attempts
to destabilize the country's political situation in the context of its accession to NATO. First of all, by
exploiting Montenegro's dependence on Russian investment and tourist flows, the application of
information warfare technologies.

Culture and tourism are said to be an important component of the new concept of sovereignty,
where demonstration of openness and a new European identity have underpinned Montenegro's
geopolitical transformation — from the Balkans to the country that has come close to the EU. At the
same time, Montenegro's example reflects the increasing political and economic importance of
tourism in the world political processes and ensuring international political interaction.

Key words: Montenegro, Yugoslavia, Western Balkans, International Tourism, Tourist
Flows, Foreign Policy, Geopolitics, European Integration.

AHoTauisgs. Cmammio npuceaueno SUBYEHHIO POLi MA MICYs Mypusmy y mpaucgopmayii
306HIUWHbONONIMUYHO20 KYpCy nocmioeociascvkoi Yopuoeopii. B yenwmpi ysacu — enius
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POCILICbKO20 MYPUSMY HA KIAIOY08I HANPAMKU MA NPpoOIeMU 308HIUHbOI NONTMUKU KpaiHu.
Poboma cnupaemvcs na konyenyiro mpanchayionaniamy. B mexcax oanoeo nioxody enobanvhi
MYyPUCMUYHI  NOMOKU  PO32NA0AIOMbCA  AK  CBOEPIOHUN  MPAHCHAYIOHAIbHUL  COYIATbHUL
npocmip, y AKOMY Mypucm 3a8icou € aKkmopom, OCKILIbKU BUKOHYE MHONCUHY COYianbHux Oil,
n08 SA3aHUX i3 83AEMOOIEI0 3 THUUM CepedosULeM.

Ilybnixayis po3kpueae icmopuury pempocnekmugy 2eonoiimuynoi npucymuocmi Pocii 6
pecioni 3axionux bankan. Bucgimieno Kyaiemypuy, iHeCmMuyitiHy ma mypucmuyHy CKIa008i
eénausy Pocii na cycninbno-noaimuune sxcumms nocmiozociagcvkoi Yoproeopii. Jlocaiosceno
OCHOGI NOKA3HUKU PO3BUMKY MYPU3MY 6 KPAiHi, 6HECOK pPOCIUCbKO20 MYpusmy y 3a2albHUll
00cse MidcHapoOHux mypucmudnux npudymmis. Cmeepodicyemvcsa npo 3HAYHY NOATMU3AYII0
MYyPUCTUYHO20 NpoYecy 6 KpaiHi. Y MOHO3anedniCHill 8i0 MIHCHAPOOHO20 MYpusmy eKOHOMIiyi
Yopuoeopii mypusm 6nauHy8 HA NOAMUYHO-MOMUBOBAHE NEPEOCMUCTEHH MPaouyitl 6i0HOCUH 3
Cepoicio, Pocieio ma 3axo0om. Bin cmas uunnukom erekmopanvHoi 6opomvbu 6 cycniibcmei ma
NO3HAYUBC HA  mMpancopmayii  eeononrimuuHux — opicHmupie  Oepoicasu. B nyonikayii
npoananizoearno cnpoou Pocii 3 decmabinizayii norimuunoi cumyayii 6 Kpaini y Konmexcmi it
ecmyny 0o HATO. Ilepedycim, winsaxom excnayamayii 3anedxcnocmi Hopuoeopii 6i0 pociticbKux
iHgecmuyitl ma MmypucmuyHux NOMoKig, 3aCmMoco8y8aHHs MeXHON02Il IHPOPMAYIliHOL GIliHU.

CmeepOocyemovcs, wo Kyibmypa ma mypusm SUCMYRUTU BANCIUBOI0 CKIAO08010 HOBOI
KOHYenyii cysepenimemy, 0e 0eMOHCMPayis IOKpUmMocmi ma HOBoI €8pONelcbKoi i0eHMU4HOCI
BUCTYNUIU OCHOB0I0 2eononimuunoi mpancgopmayii Yopuoeopii — 6i0 bankan 00 Kpainu, saxa
gnpumyn Hadausunraca 0o €C. Boonouac, npukiad Yoprnozopii 6idobpadcae uumpas 3pocmarody
NOIMUKO-eKOHOMIUHY 8a2y mypuzmy ) CImMOoGUX NOIIMUYHUX Hnpoyecax ma 3abe3nedenHi
MIHCHAPOOHO-NONIMUYHOT 83AEMOOIL.

Kuarwuosi cioBa: Yoprocopia, [Ozocnasia, 3axioni bankanu, MIXCHApOOHUL MYpusm,
MypUCmMuyHi NOMOKU, 308HIUHI NOJIMUKA, 2e0NOIIMUKA, €8PONELCLKA IHMe2payis.

AHHoTaumsa. Cmamuvs noceawjeHa uzyyenuro poau u mMmecma mypusma 6 mpaucgopmayuu
BHEUIHeNOoIUMU4ecKko20 Kypca nocmiozociasckou Yepnoecopuu. B yenmpe enumanus — eruanue
POCCUIICKO20 MYPU3MAa HA Klloyesble Hanpasienus u npoodiemsbl 6HeuHel NOJUMUKU CIMPAHbL.
Paboma onupaemcs mna komyenyuio mpaucuayuoumanusma. B pamkax oOoannoco nooxooda
2nobanbHbie mypucmuieckue NOMOKU  paccCMampuearomcs Kax ce0eobpasHoe
MPAHCHAYUOHANbHOE COYUANbHOE NPOCMPAHCMB0, 8 KOMOPOM MYpucm 6ce20d s6nsiemcs
aKmepom, NOCKOAbKY B6bINOJHAEN MHOMCECMBO COYUANbHBIX OeUCmeEull, CEA3AHHbIX C
83auMo0elticmeauem ¢ Opy2oi cpeooll.

Ilyonukayus  packpvigaem — UCOPUYECKYIO — PEMPOCHEKMU8y  2e0NOAUMUYecKoll
npucymemeus Poccuu 6 pecuone 3anaomnwix bankan. Oceewenvl KyI1bmypHas, UHEECMUYUOHHASA
u mypucmuueckas cocmaeifowue eiuanus Poccuu na obwecmeenno-noiumuieckyro HusHbs
nocmiozocnasckou Yepnocopuu. Hccneooeanvl ocHOHble nokazamenu paseumus mypusma 6
cmpaue, 6KIAO POCCUUCKO20 MYPUSMa 8 00wulli 06vem MedHCOYHAPOOHBIX MYPUCIMUYECKUX
npubvimutl. Ymeepoxcoaemcs o 3HAUUMENbHOU NOAUMUIAYUU MYPUCTNIUYECKO20 npoyeccd 8
cmpane. B monozasucumoii om mexncoyHapooHo2o mypusma 3KoHomuke HepHozopuu mypusm
NOGNUAL HA NOJUMUKO-MOMUBUPOBAHHOE Nepeocmblcienue mpaouyui omuouenut ¢ Cepoueil,
Poccueii u 3anadom. On cman paxmopom 31eKkmopanvHou 60pbOLL 8 0OWecmEe U CKA3ANC HA
mpancopmayuy  2e0NOIUMUYECKUX — OpueHmupog  2ocyoapcmea. B nyoauxayuu
NPOAHAIU3UPOBAHbL NONbLIMKU Poccuu no decmabunuszayuy NOAUMu4ecKol Cumyayuu 8 cmpaue
6 koumexcme ee ecmynierus 6 HATO. I[lpescoe éceco, nymem s3KCniyamayuu 3a8UcumMocmu
Yepnocopuu om poCCUNUCKUX UHBECMUYUL U MYPUCIMIUYECKUX NOMOKO8, NPUMEHEHUs
MexHON02Ull UHDOPMAYUOHHOU BOLHDI.

Ymeepowcoaemes, umo kynvmypa u mypusm 6blCMYNUIU 8ANXCHOU COCMABLAOWel HO80U
KOHYenyuu cygepeHumema, 20e OeMOHCMpayus OmMKPbIMOCMU U HOBOU e8PONelcKol
UOEHMUYHOCIU BLICMYNULU OCHOB0U 2e0Noaumu4eckol mpancpopmayuu Yeproeopuu - om
banxkan oo cmpamnel, komopas ennommuyro npudbausunace k¥ EC. B mo e epems, npumep
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Yepnozopuu ompasxicaem 6ce b6onee 03pacmarowuii NOIUMUKO-IKOHOMUYECKUL eC Mypu3ma 6
MUPOBLIX  NOAUMUYECKUX npoyeccax U obecnedeHuu  mexcoyHapoOHO-NOIUMUYECKO20
83aUMOOECMBUSL.
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Research problem setting. Contemporary international tourism is a complex, transnational
entity that is developing globally, and is deeply integrated into global economic and trade relations.
The structure of global tourism flows has not only its economic logic but also its political tradition,
political connections and deep-rooted political implications. Mass travel practices that, through the
proliferation of modern means of communication, are actively expanding their network, form a kind
of transnational social space, in which the tourist is always an actor, because they perform a variety
of social actions related to interaction with a different environment.

The foregoing can be fully applied to such a small Balkan country as Montenegro, with a
population of about 625,000. The Budva Riviera occupies the central part of its coast and is the
most attractive tourist wherebeautiful beaches, bays and gulfs of such localitiesas Budva, Sveti
Stefan, Petrovac, Becici, Rafailovichi, Przno and etc. blend harmoniously into the 38-kilometer
coast. This is one of the sunniest places in the Adriatic, which has become widely known in the
world tourist markets and is used in the title of the proposed publication as a symbol of Montenegro
tourismt mono-dependence. The aggregate contribution of tourism and travel to Montenegro's GDP
is about 22% [WTTC, 2019], which is one of the highest indicators in Europe, along with Malta and
Croatia. Moreover, this applies not only to the economy but also to politics, since Russia is one of
the main tourist-generating flows for the country, for which the resort “capital” — Budva — is
sometimes called “Moscow at Sea”. Tourism and related investment flows have become one of the
major factors in the Kremlin's foreign policy influence to destabilize the region and prevent
Montenegro from joining the NATO. Considering this, the study of the international political
impact of tourism in such mono-profile countries as Montenegro deserves full attention.

For Ukraine, the relevance of Montenegro's foreign policy research is also related to both a
similar communist past within the Allied states and features of democratic transit, a commonality of
foreign policy strategies based on European and Euro-Atlantic integration, identical challenges
caused by Russia's attempts to resume political influence through the exploitation of Orthodox faith,
Pan-Slavic identity and economy.

The objective of the article. The purpose of the proposed study is to define the role and place
of tourism in the transformation of the foreign policy of post-Yugoslavian Montenegro, including
the impact of Russian tourism on key directions and problems of the country's foreign policy. The
focus is on the analysis of international political processes that have determined the increase in
tourism in the region and the impact of transnational tourism flows on economic, cultural and
foreign policy processes in the host country.

Analysis of recent research and publications. As a rule, international political processes in
Montenegro are considered in the context of the foreign policy of former Yugoslavia, the Balkan
wars of the 1990s, the post-communist transformations in the countries of Europe, against the
background of other processes, and comprises thousands of publications. In fact, Montenegro's
foreign policy coverage is represented by a relatively limited body of scientific research, which is
explained by the country's recent independence (2006). Among the relevant works it is worth noting
the publications by K. Boeckh [Boeckh, 2014], B. Vukicevi¢ [Vukicevi¢,2017], J. Dzanki¢
[DZanki¢, 2014], G. Djurovic [Djurovic, 2012] and others, which consider the adaptability of the
country to changes in the global and regional geopolitical environment, relations with allies,
European integration policy, foreign and security policy priorities. Montenegro-Ukrainian relations
are considered against a broad background of political, economic and cultural processes in a
monograph by O. Slyusarenko [Slyusarenko, 2012] and a publication by M. Frolov [Frolov, 2016].
With regard to tourism, its impact on socio-economic processes in the republics of former
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Yugoslavia is partly reflected in the collective publication, edited by Grandits H. and Taylor K.
[Grandits, Taylor, 2010]. Within the scope of the proposed publication, special attention is paid to
the section of a monograph by A. Violante [Violante, 2017], devoted to revealing the relationship
between Russia's financing of tourism projects in Montenegro and the achievement of relevant
geopolitical influences. Nevertheless, rapid dynamics of socio-political processes in the country,
triggered by the accession to NATO and EU membership prospects, led to a significant
politicization of the tourism process in the country, necessitating the need for further study of the
international political impact of tourism in Montenegro's foreign policy development.

Outline of the base material. The always tense geopolitical situation in the region has
branded it the status of a troubled one, which is associated not with tourism and travel but with war
and conflict. The development of mass tourism on the Adriatic coast of Montenegro dates back to
the 1960s, and also depends on the foreign policy pursued by Yugoslavia. However, to understand
the general context of Russia's cultural and political presence in this small country, first, we propose
to consider the main stages of their interaction concisely.

Russia has never concealed its geopolitical interests in the Balkans, identifying them as the
sphere of its strategic priorities. Along with the traditional guardianship of the Orthodox Slavic
peoples, this interest had a very practical political level associated with rivalry with Turkey,
Austria-Hungary, Germany and others states. At the beginning of the XXI century, the traditional
for Russia problem of controlling the Black Sea straits have been compounded by ensuring the
presence of the fleet in the Adriatic and Mediterranean seas, as well as the problem of controlling
the routes for the transport of energy resources to the countries of Southern and South-Eastern
Europe. It is known that the presence of strategic partners in the region determines the success of
the implemented policy. For Russian politics in the Balkans, such countries as Bulgaria, Serbia, and
Montenegro became the partners both in the X1X and early XX centuries. Moreover, both then and
these days, the degree of effectiveness of international political interaction is determined by
cultural, religious as well as economic and investment instruments. However, as political practice
shows, they are not always crucial, since as the subjectivity of the Balkan countries increases, each
of them sought to define a circle of their own priorities that did not always coincide with the ideas
of Slavic "unity and brotherhood™ under the patronage of the Russian state.

Despite the fact that Montenegro withdrew from the State Union with Serbia in 2006 and
joined NATO in 2017, the country has always been an active subject of ethno-political processes in
the Balkans. Despite attempts by Serbian patriotic circles to represent Montenegro as a "historic
state of the Serbian people™ and integration into Western structures as a "mafia anti-state for Serbia"
[Paxosuh, 2017: 71], Montenegrin statehood has a steady historical tradition embodied in various
forms of state administration — a theocratic and secular principality, monarchy, and finally the
present parliamentary republic. Neither being part of the Byzantine Empire, nor the Serbian state,
nor Venice (where, in fact, it was called "Monte Negro"), did not break the invincible spirit of the
Montenegrin people. Despite the fact that since the late XV century much of present-day
Montenegro was under the control of the Ottoman Empire, for a long time the center of the
liberation movement remained in the city of Cetinje (now one of the capitals of the country) — the
residence of Metropolitans and political leaders. During the XVI11-X1X centuries Montenegrin lords
of the Petrovich-Negosha dynasty traditionally focused on political and economic support of
Russia, which considered the territory as an outpost in the fight against the Ottoman Empire. At the
end of the XVIII century, Montenegro was the first of the Southern Slavic countries to regain de
facto independence. This was confirmed at the 1878 Berlin Congress, which, through the support of
Russia, recognized its sovereignty at the international level. As a result of the First World War,
despite the fact that Montenegro supported the Entente, it was annexed to Serbia and subsequently
joined the unitary Kingdom of Yugoslavia. In 1946 it became one of the republics of the Federal
Yugoslavia (SFRY).

The transformation of Montenegro into a popular tourist destination is closely linked to the
Yugoslav model of socialism created by the charismatic leader J. Broz Tito. It effectively combined
international tourism with the priorities of multi-vector foreign policy, thereby achieving certain
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economic and political benefits. Thus, in theconditions of the Cold War, Yugoslavia becomes the
leader of the Non-Aligned Movement and a global player between Western democracies and the
political regimes of the socialist camp. Interested in preventing the entry of Yugoslavia into the
orbit of foreign policy influence of the USSR, the US political elite promoted comprehensive
economic assistance to the Tito government to preserve his independent policy [Pavlov,
Pashintseva, 2010]. Yugoslavia's investment tourism projects were firmly based on a liberalization
policy of the mobility regime. By the 1960s, most foreigners arriving in Yugoslavia received a visa
at the border. Montenegro's transformation into a popular tourist destination was facilitated by the
grand “Southern Adriatic” tourism development plan, developed in 1962 in close collaboration with
the United Nations Development Program with the involvement of the world's best experts
[Touristic Masterplan, 2001]. With the construction of the 1965 Adriatic Highway and the
construction of large hotel complexes, the Budva Riviera has become a place of attraction for both
the western star bohemian and the representatives of the so-called "middle class"”, mostly from
Austria, the United Kingdom, Italy, Germany, France, the Czech Republic and other countries.

In the early 1990s, Montenegro was drawn into the Yugoslav crisis, during which only Serbia
and Montenegro maintained allegiance to the allied state. The development of the economy and
tourism, as its component, faced a longstanding stagnation that lasted until almost 2003. Thus, in
the late 1980s — early 1990s, the financial system of Yugoslavia, which was constantly fueled by
international loans, collapsed. In the context of ethnic and religious conflicts, political instability
associated with the formation of sovereign states in the former SFRY (Croatia, Slovenia, Bosnia
and Herzegovina, Macedonia), the further development of foreign tourism was impossible. The
decrease in the volume of inbound tourist flow was particularly noticeable from 1987 to 1993. The
number of tourist arrivals in this category decreased from 1.3 million to 76.6 thousand people
[Kosauesuh, 2018: 67].

The formation of a modern tourist infrastructure and the development of international tourism
in the Federal Republic of Yugoslavia (the so-called "The Third Yugoslavia™), created in 1992 by
Serbia and Montenegro, were impossible due to harsh international sanctions. They were imposed
by the UN through the involvement of the Union State army in the Balkan Wars (1992-1996) and
the Kosovo policy (1998-1999) that led to the 1999 bombing of NATO.

The division of powers in the Union State and economic contradictions exacerbated the
differences between Serbia and Montenegro. Montenegro's tourism-dependent economy was more
open to the outside world than the Serbian economy, and was more affected by conflict and
sanctions [Tyagunenko, 2001: 43]. In such circumstances, the efforts of the ambitious Prime
Minister M. Pukanovi¢ were aimed at accelerating reforms, overcoming the "outside wall" of
economic sanctions, conducting privatization and attracting investments in the tourism sector.
According to Montenegrin researcher B. Vukicevi¢, despite the predominance of "anti-Western,
pro-Russian and pro-Serbian positions™ in the country, the resources for further isolation were
"exhausted" [Vukicevi¢, 2017: 114]. Under these circumstances, in 1997, M.
Dukanovi¢ disassociated himself from the odious allied President S. Milosevi¢and became a pillar
to fight his regime. With the victory of M. Bukanovi¢ in the presidential election on October 19,
1997, begins the resumption of bilateral relations with Moscow bypassing Belgrade. In particular,
as early as 1998, Moscow, interested in using the Adriatic port infrastructure by oil and gas
companies and penetrating the region of the Russian capital, in support of M. Pukanovi¢, opened a
Russian consulate in Podgorica [Sysoev, 1998: 28]. At the same time, M. Pukanovi¢ develops and
deepens relations with EU countries and the USA, which allows to obtain political and financial
support for the reforms.

Montenegro started to conduct its own monetary, fiscal, foreign trade and other policy,
initiated its own central bank, introduced the German Mark (1999) as a means of payment, which
was replaced by the euro in 2002 [Uvali¢ *®]. Against the backdrop of the West's explicit support
for the course pursued by M. Bukanovi¢, such a policy created a nourishing basis for intensifying
the internal political struggle between the supporters of independence (Liberal Alliance Party,
Social Democratic Party) and the preservation of the Yugoslav Federation (Socialist People’s Party)
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[Tyahunenko, 2001]. The Yugoslav leadership refused to accept the idea of the "loss" of
Montenegro, and accordingly — the exit to the sea. With the introduction of Montenegro's two-
currency system, Serbia is establishing a serious trade blockade for its partner. The corresponding
policy was fostered by “reverse nationalism”, which in the International Crisis Group's report was
called a “model of coercive self-determination” [Montenegro, 2000].

The aforementioned internal conflict was reasonably incited by the success of tourism sector
in Croatia, which, despite the bloody war of independence, since mid-1990s had been using the
opportunities of open political borders to attract tourists from Central and Eastern Europe. As early
as 1998, 32.8 million overnight stays were recorded on the Croatian Adriatic [Ateljevic, Corak,
2006], which helped stabilize the country's economic and political system. Appropriate aspirations
aimed at restoring foreign tourism were cultivated in Montenegrin society. They were promoted by
President M. Pukanovi¢ himself, a professional economist in the field of tourism, who received a
corresponding higher education at the University of Montenegro in Podgorica. He repeatedly
invited Western and Russian tourists to visit the country. In a somewhat non-fiction form, the
corresponding sentiment was echoed by Russian Balkanist M. Bondarev, noting that even
Montenegro's separation from Serbia in 2006 should be seen as a "triumph of the tourist mentality
over common sense.” In his opinion, this was reflected by a referendum on independence, in which
the tourist Primorye voted for the exit while the Montenegrin "hinterland”, inland regions of the
country — against [Bondarev, 2017]. It should be noted that the independence of Montenegro was
possible only because of a slight preponderance of the votes — 55.5% supported the sovereignty of
Montenegro, while 44.5% of those who participated in the referendum favored a common state with
Serbia [Vukicevi¢, 2017: 113].

The resumption of Montenegro's sovereignty in 2006 marked the final disintegration of
Yugoslavia and continued the evolution of political processes in the country towards accession to
the European Union and NATO, which was enshrined in the foreign policy doctrine [Vukicevic,
2017: 115]. In post-socialist countries, tourism has played a traditionally important role in the
provision of European integration, both in terms of the revitalization of old industrial areas and
depressed rural areas, as well as in terms of democratic and national development. For the post-
Yugoslavian Adriatic countries, tourism had to directly promote integration into European
structures through the formation of employment, a shared space of values and European identity.
This is evidenced by the Integrated Tourism DevelopmentMaster Plan in Croatia and Montenegro,
developed in 2001 with the assistance of the Ministry of Economic Cooperation and Development
of Germany, which was implemented within the framework of the Stability Pact for South Eastern
Europe [Touristic Masterplan, 2001].

At the same time, it was noted that in the late 1990s and early 2000s Russia was "returning™ to
Montenegro. The resumption of diplomatic ties was underpinned by the economic and investment
activity of Russia, whose economy was growing in the 2000s. The rapid penetration of Russian
capital was facilitated by the proximity of Russian political and business elites to the local top. The
most famous examples are the construction of a resort village by Moscow Governor Y. Luzhkov
close to Sveti Stefan, and in 2005 the acquisition by Russian billionaire O. Deripaska of an
aluminum plant in Podgorica, the largest industrial enterprise in the country, which at that time
produced 51% of export and 15% of GDP [Bechev, 2018: 6].

Liberalization of economic policy, alongside the development of the shadow sector,
contributed to the attraction of Russian investment in the hotel sector and residential construction.
Simplified conditions for starting a business, taxation and real estate acquisition have caused a real
construction and tourism boom. The entire territory of the country has been designated as a free
trade and development area. The peak of investment activity occurs in 2008-2014 and is quite
stable. Thus, during 2010-2014alone, the average annual volume of Russian investments amounted
to $ 1,100 min. USD [Direct Investment, 2014], which is quite high per capita in Montenegro. Visa-
free travel, linguistic accessibility, friendly Montenegrins to Russians are quickly turning the
country into a favorite vacation spot for the new Russian middle class. From 2006 to 2014, the
number of Russians visiting Montenegro increased from 61,000 to almost 320,000 (Figure 1). In
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terms of inbound tourist flow, the share of Russia at that time reached 20-30% (Fig. 2), which was
the largest market for Montenegro. About 70,000 Russians have purchased relatively inexpensive
real estate in Adriatic resorts [Conley, Melino, 2019: 4], accounting for 40% of the country's resort
real estate [Mamchitz, 2018]. Overall, the number of Russians who are permanent residents of
Montenegro is estimated at 5-7,000 people [Strategic Analysis, 2016], while the Russian-speaking
diaspora reaches 15,000 [Assessing Russia's, 2018: 4]. The proportion of Russians who reside
permanently in Montenegro is particularly high at the seaside resort of Budva.

Figure 1
Dynamics of the of inbound tourist flow structure in Montenegro and foreign exchange
earnings from tourism
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Figure 2
Development of Russia’s share in the structure of inbound tourist flow to Montenegro,
total nights spent (%0)
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The flow of Russian investment into Montenegro was also fueled by a ban on gambling in
Russia in 2009. Instead, the Adriatic coast of Montenegro, where gambling was legalized with the
accession of independence in 2006, has been a safe haven for Russian capital. Montenegro quickly
acquired the image of a "gaming capital” that has established itself even at the level of popular
culture. A prime example of this is the famous spy movie “Casino Royale” (2006), in which the
main character, a British intelligence officer, J. Bond, takes part in a poker tournament at the
Montenegrin five-star Splendid Hotel to complete his mission. At the same time, its plot reflects
some of the negative connotations that have formed around the Balkans as a route for global drug
trafficking and organized crime, as a whole. A. Violante's publication states that the origin of
Russian money used to acquire Montenegrin real estate was dubious [Violante, 2017: 93]. Thus, one
of the largest casinos in the Balkans — Casino Avala Budva — until recently belonged to T. Ismailov
— the son of the former owner of the Cherkizovsky market in Moscow — whose assets were arrested
in 2019 [Minak, 2019]. Overall, relations between Moscow and Podgorica remained so dense that
by 2014, up to 32% of Montenegrin enterprises were Russian-owned [Tomovic, 2016]. Most
Russian assets in the country are real estate holdings, hotels, cafes, restaurants.

At the same time, Moscow's interests in the Balkans cross the limits of investment in coastal
real estate and recreation on the Adriatic coast. Ever since the mid-2000s, the concept of the so-
called Russian world (Russkiy Mir), as a trans-state community united on the basis of loyalty to
Russia, Orthodoxy, Russian culture and language, has become one of the ideological imperatives of
Russia's foreign policy. In the Western Balkans, this concept has been projected to counteract
NATO's activities, viewed by Russia as an attempt to oust it from its traditional region of influence.
The use of the ideas of Pan-Slavism, the appeal to a common Slavic culture, Orthodox Christianity
and the historical role of Russia as a defender of the Slavic peoples has become widespread political
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practice. Signs of close relations with Russia were everywhere — the central pedestrian bridge in
Podgorica was built as a gift from Moscow and named "Moscow Bridge"”, the monument to A.
Pushkin was opened in front of the constitutional court, the monument to V. Vysotsky was built in
the park in front of the Ministry of Defense. The Serbian Orthodox Church, which traditionally
stands for the unity of the Montenegrin and Serbian peoples and supports anti-Western and anti-
NATO discourse, remains a special tool of influence of the Kremlin in Montenegro. In Montenegro,
ethnic Serbs make up 30% of the population, some of them identify themselves with their Slavic
heritage, advocating the restoration of “Greater Serbia” and strengthening relations with Moscow
[Conley, Melino, 2019: 3]. Overall, about 70% of the country's residents are Orthodox. It should
also be noted that Serbian tourists, as well as Russian tourists, are one of the largest market
segments (Fig. 3).

Figure 3

Geographic structure of inbound tourist flow to Montenegro, total nights spent (%),
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Rates around Montenegro's geopolitical choice began to rise as it became integrated into
NATO, in particular since joining the Membership Action Plan in 2009. Obviously, the foreign
policy of M. Bukanovi¢ government for joining the Euro-Atlantic community, in the context of
NATO membership of neighboring Croatia and Albania in 2009, went beyond the realistic
paradigm of national security interests that Russia could not offer. Prospects of becoming a "Trojan
horse™ of Russia in the pro-Western camp, with further confrontation of relations, could have put an
end to Montenegro's economy dependent on foreign tourism. For Russia, this meant losing the last
part of the non-NATO Adriatic coast and undermining its influence in the region. Confidence in
Montenegro as a reliable partner of Russia was questioned as a result of the nationalization of the
assets of a Russian named A. Deripaska in the aluminum plant in 2012 without compensation to

35



Actual problems of international relations. Release 142. 2020

him for material damage. In 2013, an official Podgorica rejected proposals to discuss with the
Russian delegation the conditions of stay of Russian ships in the deep-sea ports of Bar and Kotor,
for which the Russian side seemed to have proposed several billion dollars [Vukicevi¢, 2017: 126].

The point of no return in bilateral relations between Moscow and Podgorica was the
occupation of Ukrainian Crimea by Russia and the use of hybrid war technologies, which
accelerated Montenegro's determination to join NATO. The Montenegrin authorities remained a
consistent supporter of the independence and territorial integrity of Ukraine [Frolov, 2016: 342-
343]. Montenegro's involvement in Western sanctions against Russia, applied in 2014 in response to
aggression in Ukraine, caused an unprecedented annoyance with Russia. In the socio-political
discourse of Montenegro, this was reflected in the spread of anti-Ukrainian and in the broad context
of anti-NATO and pro-Russian rhetoric. X. Semanié's study on pro-Russian media in Montenegro
states that a wide network of Russophile editions, prominent among which are the IN4S news portal
(www.inds.net) and the DAN daily, have become leaders of Russia-backed anti-Western attitude
[Semanié, 2019]. Russian counter-sanctions in the form of an embargo on the supply of wine and
meat products, as well as threatening statements by officials of the Kremlin, negatively affected the
dynamics of the inbound tourist flow from Russia, which for the first time in many years decreased
by 6.3% (Fig. 1).

Russia's support for nationalist pan-Slavic attitudes and parties [Bajrovié, Garcevié, and
Kraemer, 2018: 6], as well as outspoken protests against the expansion of Euro-Atlantic institutions
into the Balkans, has intensified NATO's resolve. In early 2016, Montenegro was finally invited to
become a member of this organization. In such circumstances, the coming to power of the pro-
Russian government could be an effective way out. Numerous calls for the preservation of cultural,
historical and religious identity were embodied in a failed coup attempt. In October 2016, on the
eve of the parliamentary elections to Skupstina, Podgorica police arrested 19 people suspected of
overthrowing the government and assassination of Prime Minister. Among the accused who were
sentenced in Montenegro in May 2019 were probable Russian intelligence agents and
representatives of Serbian political parties who tried to prevent NATO entry [Walker, 2019].

The escalation of political strife around Montenegro's geopolitical choice turned tourist flows
from Russia into a component of foreign policy struggle that had already been successfully tested
by the Kremlin during the crisis in Russian-Turkish relations in 2015-2016. On the eve of the 2017
tourist season, numerous news stories and articles about the dangers of Montenegro for the
Russiansappeared on Russian TV channels [Crime, minefields and tetanus, 2017; Alliance at the
ready, 2017], which spoke of "flourishing of crime”, "anti-Russian attitudes"”, poor service, dirty
and crowded beaches, etc. [Kravtsova, 2017]. On April 20Russian Foreign Ministry spokesman M.
Zakharova claimed the "surge of anti-Russian hysteria" in Montenegro. According to
M. Zakharova, against the background of "growing negative attitude to Russian business and our
compatriots”, the country does not exclude delays of Russians "for dubious reasons” [Ministry of
Foreign Affairs of Russia warns, 2017]. In another comment, M. Zakharova advised "to think twice
than to travel to this country” [Foreign Ministry Spokesperson, 2017]. The statement of Rosturism
referred to "potential threats™ and an "unfriendly environment for Russian tourists™ in Montenegro.
It is significant that the Kremlin propaganda company did not find support in the tourist business
environment. Thus, in a statement by the spokesman of the Russian Union of Travel Industry I.
Tyurina, it was said that Montenegro lacked anti-Russian attitudes and waiting of tourists from
Russia [Tyurina, 2017]. In general, according to the data in Fig. 1. Moscow's efforts to use the
tourist flow as a tool for foreign policy influence on Montenegro proved unsuccessful. This is due
to the fact that a large part of Russian arrivals in Montenegro is formed by citizens who own
property in the country and come independently, bypassing tourist companies. The sustainable
dynamics of inbound tourism from Russia was also aided by Podgorica's decision to extend the
visa-free travel of Russians in the country for up to 90 days during the holiday season [Montenegro
allowed, 2019].

Despite the fact that the Kremlin failed to influence the reformatting of the tourist flow in
Montenegro, stable dynamics of tourist arrivals from Russia, along with property owners, investors
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and the diaspora, have formed an influential Russian-speaking environment that using the paradigm
of a transnational approach, has turned into a “"transnational social space”(L. Priss, T. Feist). Its
basic characteristics are the simultaneous inclusion in the social space of the country of exit
(Russia) and the country of residence (Montenegro), interpenetration in the socio-economic,
cultural and political life of both societies. In addition to the constant relocation of Russian tourists,
which have become a key link in the interaction, transnational communication is supported through
the circulation of migrants, remittances, trade, transport, telecommunications, values and meanings.
This situation was exploited by Russia, which in order to strengthen its economic influence,
deployed traditional tools of so-called "soft power”. These include the presence in Russian-
language media (Russkaya Gazeta, Russkiy Vestnik, Komsomolskaya Pravda in Montenegro, etc.),
support of public organizations and political parties, use of influence of the Serbian Orthodox
Church and others.

With the widespread rivalry of major powers in the region, significant ethnic-religious
contradictions, mutual territorial claims, Montenegro's accession to NATO in June 2017 ensured the
country's further sustainable development. At the same time, given more than three-hundred-year
presence of Russia in the region, one can hardly imagine a scenario related to Moscow's departure
from the region. The Turkish Stream gas transport system has significant prospects for expansion
into the Western Balkans. Nowadays Montenegro has come close to EU integration and is formally
the most successful Balkan candidate. For this reason, China, Russia, Turkey and other players seek
to occupy their niche in the country's economy. Montenegro is also successfully benefiting from
this, which in 2018 announced a citizenship for investment program, which allows obtaining a
passport of a candidate country for EU membership when purchasing real estate. Against this
background, it becomes clear that the future geography of tourist flows in the region is about to
undergo changes as a result of the geopolitics of further EU enlargement. This can be the basis for
political stability, access to EU financial resources, the open market, ensuring the competitiveness
of the tourism industry and reformatting the geospatial structure of inbound tourism.

Conclusions and prospects for further research. In the context of globalization of world
tourist flows, the increasing political and economic weight of tourism in ensuring international
political interaction is becoming more and more evident. The politicization of the tourism process in
dependent on the coastal tourism Montenegro has gained strong features at all stages of socio-
political development. Starting with the emergence of mass holidays in Yugoslavia in the 1960s,
tourism has always been linked to the foreign policy goals of the country, first serving as an
instrument of escape from political isolation and later as the economic basis of the “third path” that
Tito chose after the conflict with the Soviet Union. After the Yugoslav wars, tourism was
recognized as a tool for economic recovery and became a factor in politically motivated rethinking
of traditions, including relations with Serbia, Russia and the West. Tourism has become a factor in
the electoral struggle in society and has influenced Montenegro's geopolitical direction. Despite
considerable dependence on investment and tourism flows from Russia and related attempts to
destabilize political situation in the country amid NATO accession, Montenegro has chosen a
course of Euro-Atlantic integration. This suggests that culture and tourism were an important
component of the new concept of sovereignty, where demonstrations of openness and a new
European identity were the basis of Montenegro's geopolitical transformation — from the Balkans
(with corresponding negative and conflicting connotations) to a country that has come closer to the
EU.
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Abstract. It has been proved that since the beginning of the Russian aggression in the east of
Ukraine the problems of international humanitarian law, in particular the protection of medical
personnel in the context of armed conflict, have become particularly relevant. It is determined that,
through its peaceful policy, Ukraine is not ready for armed aggression. The provisions of
international normative legal acts regulating the protection of medical personnel and medical
facilities during armed conflicts of international and non-international character are examined.
The basics of implementation of the provisions of international humanitarian law by national
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legislation and peculiarities of criminal responsibility for violations and crimes against physicians
in the area of armed conflict are investigated.

Keywords: armed conflicts, armed conflict in Ukraine, medical personnel, the right to health,
international humanitarian law, international human rights law, the rights and responsibilities of
healthcare professionals.

AHoTauisi. /Josedeno, wo 6i0 nowamxy pociticokoi aepecii Ha Cx00i Ykpainu npobaemu
MIDCHAPOOHO20 2YMAHIMAPHO20 NpABd, 30KpemMa 3aXUucmy MeOuyHOo20 MNEePCOHANy 8 YMOB8AX
30potinoeo Kou@nikmy,  HadOyau ocobaueoi axmyarvnocmi. Busznauaemocsa, wo uepes c6orwo
MUponobusy noaimuky Ykpaina euasuiacs He 20mosoio 00 30potinoi azpecii. Bugueno nonosicens
MINCHAPOOHUX HOPMAMUBHO-NPABOBUX AKMIB, AKUMU Pe2YTIOEMbCS 3AXUCT MEOUUHO20 NePCOHANY
ma MeOuyHux 00’ekmie ni0 yac 30POUHUX KOHGQHIIKMIE MINCHAPOOHO20 MA HEeMIHCHAPOOHO20
xapaxmepy. Jlocniodceni ocobaugocmi iMnieMeHmayii noJ0NHCeHb MINCHAPOOHO2O SYMAHIMAPHOZO
npasa 8 HayioHATbHOMYNPABI Ma 0COOAUBOCMI KPUMIHANLHOI 8ION0BIOAIbHOCHI 34 NOPYUIeHHS Ma
3M0YUHU NPOMU MEOUKIB Y 30HI 30POUHO20 KOHMIIKMY.

KuarouoBi ciioBa:36potuini koughnikmu, 30pounuti KoH@Aikm 6 YKpaiuni, MeOuyHull nepcoual,
npago Ha 300p08's, MidCHAPOOHE SYMAHIMAapHe Npaso, MiXCHApPOOHe NPaeo Npaes I0OUHU, NPpasa ma
0008 ’s13KU MeOUYHUX NPAYIBHUKIS.

AHHOTAUMA. [[oKkazano, ymo om Hauala POCCUNCKOU azpeccuu Ha 6ocmoxe YKpauHvl
npoodneMbl Me#COYHAPOOHO20 2YMAHUMAPHO20 NpaAéd, 6 YACMHOCMU 3aujumsl MeOUYUHCKO20
NepcoHana 6 YCI08UAX BOOPYICEHHO20 KOHQIUKmMA, npuodpenu o0cobyio  aKmyaibHOCHb.
Onpedensiemcs, umo u3-3a c8oell MupoarodOUsol NOIUMUKYU YKpauHa oKazaiacb He 20MoBoU K
800PYIHCEHHOU azpeccuul. HI3yueHvl nonodxicenus mMencOyHapoOHblX HOPMAMUBHO-NPABOBbIX AKMO8,
PpecyIupyrowux 3aumumy MeOUYyUHCKO20 NepcoHana U MeOUYUHCKUX O00beKmos 60 8peMs
BOOPYIHCEHHBIX KOHQDIUKIMOE MEHCOYHAPOOHO20 U HEMENCOVHAPOOH020 Xapakmepa. Hccredosanvl
0CObeHHOCMU — UMNIeMEeHmayyu  UNOJIONCEHUNl  MeHCOYHAPOOHO20 —CYMAHUMAPHO20 Npasa 8
HaYUOHANbHOM Npage U OCOOEHHOCMU Y20J06HOU OMBEMCMBEHHOCMU 34 HapyuweHue U
npecmynieHus npomue MeouKos 8 30He 800PYHCEHHO20 KOHPIUKMA.

KiroueBble clI0Ba: 600pyoiceHHbie KOHDAUKMbL, 800PYHCEHHbIU KOHGAUKM 6 Ykpaune,
MEOUYUHCKULL  NepPCOHAN, Npaeo HA 300p08be, MEeNCOYHAPOOHOe 2YMAaHUmapHoe npaeo,
MeAHCOYHapoOHoe Npaso npaes ueioseKkd, npasa u 00a3aHHOCMU MEOUYUHCKUX PADOMHUKOS.

Research problem setting. Despite the titanic efforts of human rights defenders, the
situation with the protection of medical personnel in armed conflicts has not been improved in
recent years. In particular, according to statistics provided by the Safeguarding Health in Conflict
coalition, in 2018 in the world 167 health workers were killed, 710 health workers were injured,
173 medical facilities were attacked or destroyed, 111 medical transport units were damaged or
destroyed [14]. These data indicate a total violation of international humanitarian law (hereinafter —
IHL) and international human rights law.

In Ukraine, after the onset of the armed conflict in the east, accompanied by the attacks by
the Russian mercenaries and regular troops, the situation with the protection of medical personnel
has deteriorated. Ukraine is the only European country included into the list of countries with the
highest number of violations of international humanitarian law. In particular, in 2018, by indicators
of attacks on medical personnel, medical facilities and medical transport, Ukraine outperformed
such countries as Burkina Faso, Myanmar, Sudan and Somalia and has the same rates as Pakistan
concerning the number of incidents of IHL violations [14].According to the World Health
Organization data for 2017, *Since the start of the conflict, at least 160 health facilities have been
shelled on both sides of the contact line, while some 130 facilities remain either partially or fully
nonoperational. Over 400 health facilities in these conflict areas in Ukraine report insufficient
stocks of medicines’ [15]. Safeguarding Health in Conflict coalition provides some other data for
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2018: number of attacks on healthcare was 11, number of healthcare workers killed — 2, number of
healthcare workers injured — 7, number of health facilities damaged or destroyed — 2 [14].Such
figures indicate that the problem of medical personnel’s protection in the armed conflict in Ukraine
is urgent and needs quick and effective reaction at the international as well as national scale.

The purpose of the article. The purpose of the article is to investigate the problems of the
protection of medical personnel in the context of the armed conflict in Ukraine and to identify
promising directions of legal mechanisms for protection of medical personnel in emergency
situations.

Analysis of the latest researches and publications. The above-mentioned problems in the
context of international humanitarian law have been explored by such foreign scholars as Baxter
P.P., Blunchli 1., de Vattel E., Gasser H.P., Gefter A.V., Grotius G., David E., Gentili A,
Kalshoven F., Lieber F., Marteny G.F., Muagne G., Oppenheim L., Picte J., dePre J., Remacle R.,
Suarez F., Ferdross A., Hyde C. Among Ukrainian scientists who wrote on the issues of IHL and
international human rights law, including in the context of protection of victims of war, it is
possible to distinguish the works of Antypenko V.F, Gnatovsky M.M., Gutnik V.V., Korotky T.R.
However, it can be stated that the issues of protection of medical personnel in the context of armed
conflict in Ukraineremain unexplored in domestic scientific literature, despite their relevance and
importance.

Basic research material.The provision of medical assistance in armed conflict
(international or non-international) is the basis for the realization of the fundamental human right to
health which is enshrined in many international treaties, such as the Constitution of the World
Health Organization of 1946 (preamble), the International Covenant on Economic, Social and
Cultural Rights of 1966 (article 12), Convention on the Rights of the Child of 1989 (article 24), and
other international instruments, such as the Universal Declaration on Human Rights of 1948 (article
25). Medical personnel in the context of armed conflict have certain privileges;special distinctive
signsand worldwide recognized emblems are used to protect them. The ensurance of the rights of
medical personnel in armed conflict is based on customary, treaty legal rules as well as
recommendations of international organizations.

IHL prohibits attacks on medical personnel and medical transport without any exceptions.
This prohibition is embodied in the four Geneva Conventions of 12 August 1949 [1-3] and the
Additional Protocols thereto of 8 June 1977 [4-5], as well as IHL customary rules. This prohibition
is effective both in an international and non-international armed conflict. The rules of IHL vary
depending on the nature of the conflict (whether international or non-international) and protected
groups: medical personnel and sanitation units that are part of the armed forces, in accordance with
the rules of the Geneva Convention for the Amelioration of the Condition of the Wounded and Sick
in Armed Forces in the Field of 12 August 1949 (hereinafter — Geneva Convention I) and the
Geneva Convention for the Amelioration of the Condition of Wounded, Sick and Shipwrecked
Members of Armed Forces at Sea of 12 August 1949, or civilian medical personnel and civilian
medical units in accordance with the provisions of the Geneva Convention Relative to the
Protection of Civilian Persons in Time of War of 12 August 1949. But theuniversal prohibitionof
attacks on medical personnel and medical transportremains unchanged.Medical personnel and
healthcare units have a higher level of protection than civilians and civil objects. Healthcare
workers cannot be targeted, they cannot be intimidated, and they are not allowed to be threatened.
Both sides of the conflict must support medical personnel and provide the conditions under which
they can perform their functions.

Civilian medical personnel shall be respected and protected during international and non-
internationalarmed conflicts, and shall be granted all available help for the performance of their
dutiesin accordance with Article 15 of the Protocol Additional to the Geneva Conventions of 12
August 1949, and Relating to the Protection of Victims of International Armed Conflicts, of 8 June
1977 (hereinafter — the Additional Protocol 1) and Article 9 of the Protocol Additional to the
Geneva Conventions of 12 August 1949, and Relating to the Protection of Victims of Non-
International Armed Conflicts, of 8 June 1977 (hereinafter — the Additional Protocol I11).To facilitate
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the identification of medical personnel in an area of an international armed conflict with a view to
granting the necessary protection, a specialidentity cardmust be issued in accordance with Annex |
to the Additional Protocol I.

Some of these important guarantees for medical personnel are repeated by the International
Committee of the Red Cross (hereinafter — ICRC) in its study on Customary International
Humanitarian Law (hereinafter — Customary IHL) of 2005, namely Rule 25 [Henckaerts, 2005: 79].
The work by ICRC is ‘the most comprehensive compilation of legislative and regulatory measures,
along with expressions of opinio juris, available in this field” [13, para.7].Though there is a
remarkable progress in codifying international humanitarian law, the ICRC believes that its study
presents an accurate assessmentof the current state of customary international humanitarian law
[Henckaerts, 2005: xvi, xvii].

Medical personnel shall not be compelled to carry out tasks which are not compatible with
their humanitarian mission (Article 15(3) of the Additional Protocol | and Article 9(1) of the
Additional Protocol II). Persons engaged in medical activities shall neither be compelled to perform
acts or to carry out work contrary to, nor be compelled to refrain from acts required by, the rules of
medical ethics (Article 16(2) of the Additional Protocol I and Article 10(2) of the Additional
Protocol 11). Under no circumstances shall any person be punished for having carried out medical
activities compatible with medical ethics (Article 16(1) of the Additional Protocol I, Article 10(1)
of the Additional Protocol Il, Rule 26 of the Customary IHL).Paragraph 3 of the Article 16 of the
Additional Protocol | and para. 4 of the Article 10 of the Additional Protocol Il stipulate that during
armed conflict medical secrecy must be ensured, medical personnel shall not disclose patients’
information. Meanwhile, medical personnel lose their protection if they commit, outside their
humanitarian function, acts harmful to the enemy (Rules 25, 28 and 29 of the Customary IHL).

Medical units enjoy respect and protection at all times and cannot be the object of attack.
Stationary and mobile medical units cannot under any circumstances be attackedon the contrary, the
parties to the conflict are obliged to protect them, in accordance with Article 19 of the Geneva
Convention 1, Article 12 of the Additional Protocol | and Article 11 Additional Protocol Il. Under
Article 35 of the Geneva Convention I, transports of wounded and sick or of medical equipment
shall be respected and protected in the same way as mobile medical units. The special protection
granted to medical units shall cease if and when the civilian medical units are used to commit,
outside their humanitarian function, acts harmful to the enemy (Article 13(2) of the Additional
Protocol 1). At the same time, IHL allows the medical personnel to have light individual weapons
for their own defense or for that of the wounded and sick in their charge (Article 13(2) and Atrticle
28(3) of the Additional Protocol I).Attacks directed against medical personnel and objects
displaying the distinctive emblems of the Geneva Conventions in conformity with international law
are prohibited (Rule 30 of the Customary IHL).

In 2011, in its resolution ‘Health Care in Danger: Respecting and Protecting Health Care’
the ICRC recalled to the states their obligations to respect and protect the health-care personnel and
facilities in times of armed conflict or other emergencies, urged all states to adopt domestic
implementation measures based on relevant international legal obligations, called on states to
ensure that their armed forces and security forces implement all applicable international legal
obligations in relation to armed conflict, including situations of occupation, with regard to
protection for the health-care services, including through the development and adoption of
appropriate doctrine, procedures, guidelines and training, to ensure effective investigation and
prosecution of crimes committed against health care personnel [11].

Referring to Ukrainian experience, we should stress that while all above-mentioned IHL
treaties have been ratified by Ukraine, national legislation does not provide comprehensive legal
mechanisms for the protection of medical personnel and medical facilities. This problem is
particularly acute for physicians who are risking their own lives, performing their duties and saving
the lives of Ukrainian soldiers at the conflict—affected areas of Donetskand Luhansk regions where
Joint Operations of Ukrainian forces (formerly Antiterrorist Operation) are going on in order to
repel the Russian aggression. In 2018, there were 11 attacks on healthcare workers and healthcare
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facilities in Ukraine. In these 11 incidents, two physicians were killed, seven were injured, three
were threatened and three drivers were injured. Two medical facilities were damaged and four were
forcibly closed [14].

Outcrying were the violations of international humanitarian law, which guarantees the
protection of medical personnel, in the fighting near Debaltsevo in 2015. In particular, on February
9, 2015, a military surgeon was unable to take a seriously injured person out of the battlefield for
nine hours because a Russian tank blocked the road and didn’t let a sanitary vehicle to move. On the
same day, whole brigade of military doctors (SergiyKatsabin, AnatoliySulima and
MykhailoBalyuk) were killed by the direct hit of the shell. They were traveling in a sanitary
reanimation car, which had all the necessary distinctive emblems, and it was impossible to mix it
with a military vehicle [16]. In 2019, a nurse who assisted civilians during the attack by the Russian
mercenaries was Killed [20]. No one has been punished at this time.

Though Ukraine and Russia which are parties to the armed conflict are parties to the Geneva
Conventions, Additional Protocols | and 1l, such examples witness that they do not comply with
their obligations. The Russian Federation doesn’t comply with its obligation to respect and protect
the health-care personnel and facilities in times of armed conflict, and Ukraine doesn’t comply with
its obligation to adopt domestic implementation measures based on relevant international legal
obligations and to ensure effective investigation and prosecution of crimes committed against
medical personnel.

The violation of the prohibition of attacks on medical personnel or transport during armed
conflict amounts to grave breaches of the Geneva Conventions. Acts described as grave breaches in
the Conventions are grave breachesof theAdditional Protocol | if committed against those medical
personnel, medicalunits or medical transports which are under the control of the adverseparty and
are protected by this Protocol (Article 85 of the Additional Protocol I).Article 49 of the Geneva
Convention 1, Article 129 of the Geneva Convention Il and Article 146 Geneva Convention 1V
stipulate that the High Contracting Parties undertake to enact any legislation necessary to provide
effective penal sanctions for persons committing, or ordering to be committed, any of the grave
breaches of the Conventions and are obliged to search for persons alleged to have committed, or to
have ordered to be committed, such grave breaches, and shall bring such persons, regardless of their
nationality, before its own courts. Parties to the conflict have to repressgrave breaches of the
Conventions or of this Protocol which results from afailure to act when under a duty to do so
(Article 86 of the Additional Protocol I).

Attacks on medical personnel and units during armed conflict are regarded as war crimes
under national and international criminal law.Namely, Article 438 of the Criminal Code of Ukraine
stipulates that violations of the laws and customs of war provided for by international treaties
ratified by the Verkhovna Rada of Ukraine are crimes under Ukrainian criminal law [7]. Article
8(2)of the Rome Statute of the International Criminal Court (hereinafter — ICC)envisages that
intentionally directing attacks against medical units and transport, and personnel using the
distinctive emblems of the Geneva Conventions are regarded as serious violations of the laws and
customs applicable in international and non-international armed conflicts[6].

In its Reports on Preliminary Examination Activities in Ukraine (2018 and 2019) the ICC
Office of the Prosecutor while defining the jurisdiction rationemateriaeof the ICC stressed that the
‘use of heavy weapons by all parties to the conflict not only led to numerous casualties and injuries
resulting from severe injuries, but also to large-scale damage and destruction of ... hospitals and
other medical institutions, ... both in government-controlled territory and in areas controlled by
armed groups’ [21, para. 84;12, para. 275]. The Office of the Prosecutor referred tointentional
attacks against protected objects, such as medical institutions, among the alleged war crimes in
accordance with Article 8(2)(b)(ix) or Article 8(2)(e)(iv) of the Rome Statute in its Report of 2018
(para. 86). The application of these articles depends on the qualification of the armed conflict in
Ukraine, either it is international or non-international, or both. Besides, para. 87 of the Report of
2018 refers to intentionally directing attacks against buildings, material, medical units and transport,
and personnel using the distinctive emblems of the Geneva Conventions. For example, the shelling
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of a Ukrainian ambulance car, which took place on July 1, 2019 and resulted in the death of
Ukrainian military medical personnel [17], may be qualified as a war crime under Article 8 of the
Rome Statute of the International Criminal Court.

Many medical workers have been disabled during the Joint Operations of Ukrainian forces
as a result of wounds or other health injuries emanating from explosions in the areas in which they
perform their duties and in settlements located directly on the line of war hostilities.However,
according to national Ukrainian legislation, it is impossible to grant the status of ‘a participant in
hostilities’ for such medical workers, which would provide them with a number of social benefits
guaranteed by the Law of Ukraine ‘On the status of war veterans and guarantees of their social
protection’ of 1993. It is impossible because such a status directly contradicts Articles 43-44 of the
Additional Protocol I. Healthcare personnel do not belong to combatants. Ukraine ratified this
treaty, thus, recognized it as a part of national law being binding for the Ukrainian state.

Let’s consider the key means of implementation of international humanitarian law at the
national level in Ukraine. As already noted, Article 438 of the Criminal Code of Ukraine covers
violations of treaties on international humanitarian law ratified by Ukraine [7]. However, this
Article is not specific enough, it does not have the same list of grave breaches of Geneva
Conventions and its Protocols as these treaties and the Rome Statute do stipulate. Thus, it lacks
certainty for the effective prosecution of IHL violations. Meanwhile, there are several draft laws
amending the Ukrainian Criminal Code in relation to war crimes. For example, draft law No. 9438
‘On Amendments to Some Legislative Acts of Ukraine on Ensuring Harmonization of Criminal
Law with the Provisions of International Law’ supplements the Criminal Code with a war crime
against humanitarian operations and protected emblems — intentional attacks in connection with an
international armed conflict or a non-international armed conflict against medical facilities,
personnel or transport that, in accordance with the rules of international humanitarian law, use the
emblems established by the Geneva Conventions of 12 August 1949 [18]. Draft law No. 2689 ‘On
Amendments to Some Legislative Acts of Ukraine on the Implementation of International Criminal
and Humanitarian Law’ defines the protected persons as, inter alia, medical personnel and prohibits
any attacks thereon [19].

The Guidelines on the Application of International Humanitarian Law in the Armed Forces
of Ukraine(2017) provide further explanations, details and clarity as to what constitutes a
disciplinary or criminal offense with regard to non-compliance with a special protection of medical
personnel and units. In particular, it specifies that objects which are under the IHL protection are
medical units, sanitary vehicles, and hospitals; persons who are under the IHL protection are
medical personnel (belonging to the Ukrainian Armed Forces as well as to the Ukrainian Red Cross
Society) who are regarded as non-combatants [8]. The adversary’s medical personnel are respected
and protected and cannot be attacked unless engaged in hostile actions.Medical personnel shall be
granted all available help for the performance of their duties. Any reprisals against protected objects
and medical personnel are prohibited. The Guidelines stipulate that attacks on medical units and
vehicles that have proper emblems and signals (although the absence of emblems does not imply
the lack of protection afforded to such objects but complicates their identification) are regarded as
prohibited methods of warfare.Grave breaches of IHL directed against protected persons are war
crimes.

Thus, the Guidelines implemented main provisions of the IHL treaties, but we are of the
opinion that for their proper enforcement it is necesssary to adopt specific national law, e.g.
amendments to the Criminal Code mentioned above. The Guidelines approved by the order of the
Ministry of Defense of Ukraine are not enough: only a strict legislative framework with criminal
penalties mayensure effective investigation and prosecution of crimes committed against health care
personnel during armed conflicts. As was previously stated, the Geneva Conventions stipulate that
the states enact any legislation necessary to provide effective penal sanctions for persons
committing the grave breaches of the Conventions. The ICRC commentary to these provisions
supports our conclusion [10].
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International governmental and non-governmental organizations paid a special attention to
the protection of healthcare workers and facilities in armed conflict and adopted a set of
recommendations with this regard. In particular, the United Nations General Assembly adopted
resolution 37/194 ‘Principles of Medical Ethics relevant to the Role of Health Personnel,
particularly Physicians, in the Protection of Prisoners and Detainees against Torture and Other
Cruel, Inhuman or Degrading Treatment or Punishment’. The Council of Europe adopted resolution
904 (1988) ‘On the protection of the humanitarian medical missions’. WHO adopted Resolution
WHAA46.39 ‘Health and Medical Services in Times of Armed Conflict’ and resolution WHAS5.13
‘Protectionof Medical Missions during Armed Conflict’. NATO has adopted directive MC 326/2
‘NATO Principles and Policies of Operational Medical Support’.

Conclusions.It has been revealed that due to its long-standing peaceful state policy, Ukraine
was not ready for the considerable number of problems that arose from the armed aggression of the
Russian Federation in Donbas. It is determined that the pressing need to study IHL as a tool to
regulate military personnel’s actions and ensure their protection has become particularly acute. The
legal protection of medical personnel in armed conflict is directly related to the functions it
performs, namely providing healthcare services. The provision of health care in armed conflict is
linked to the enforcement ofhuman right to health. Healthcare workers are given certain privileges
in armed conflict, and distinctive emblems and symbols are used to protect them. International legal
protection for healthcare personnel in armed conflict is ensured by treaty, customary rules as well as
recommendations of international organizations. It can be stated that the international legal
protection of healthcare personnel, medical facilities and units in the context of armed conflict is
clearly defined by international treaties and ‘soft law’ instruments, they envisage all necessary
measures for the real protection of medical personnel and, consequently, victims of armed conflict.

Though Ukraine and Russia which are parties to the armed conflict are parties to the
Geneva Conventions, Additional Protocols | and Il, instances of killing or injuring the medical
personnel as well as damaging medical units and facilities witness that they do not comply with
their obligations. The Russian Federation doesn’t comply with its obligation to respect and protect
adversary’s health-care personnel and facilities in times of armed conflict, and Ukraine doesn’t
comply with its obligation to adopt domestic implementation measures based on relevant
international legal obligations and to ensure effective investigation and prosecution of crimes
committed against medical personnel. While all above-mentioned IHL treaties have been ratified by
Ukraine, national legislation does not provide comprehensive legal mechanisms for the protection
of medical personnel and medical facilities.

Attacks on medical personnel and units during armed conflict are regarded as war crimes
under national criminal law. Article 438 of the Criminal Code covers violations of treaties on
international humanitarian law ratified by Ukraine. However, this Article is not specific enough, it
does not have the same list of grave breaches of Geneva Conventions and its Protocols as these
treaties and the Rome Statute do stipulate. Thus, it lacks certainty for the effective prosecution of
IHL violations.Some secondary legal acts of Ukraine, like the order of the Ministry of Defense of
Ukraine on the application of international humanitarian law in the Armed Forces of
Ukraine,implemented main provisions of the IHL treaties, but for the proper enforcement of the
latter it is necesssary to adopt specific national law, includingrelevant amendments to the Criminal
Code. Only a strict legislative framework with criminal penalties may ensure effective investigation
and prosecution of crimes committed against health care personnel during armed conflicts.
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Annotation. The article is devoted to the analysis of the legal nature of the implementation
mechanism of the EU-Ukraine Association Agreement in the legal order of Ukraine as well as
coordination mechanism of its implementation. It is noted that the principles and provisions
enshrined in the Association Agreement become the integral part of the contemporary legal order
of Ukraine. Nevertheless, due to the peculiarities of the Agreement, Ukrainian authorities
introduced special implementation coordination mechanism. It is pointed out that all major central
authorities are included in the implementation mechanism and the Government Office for the
Coordination of European and Euro-Atlantic Integration being on the forefront of these activities.

It is underlined that the amendments introduced to the Constitution of Ukraine in 2019 played
the unprecedented significance for the implementation of the Association Agreement. These
amendments provided for inevitable foreign policy course of Ukraine for European and Euro-
Atlantic integration.

Special attention is paid to the challenges that authorities are facing in the process of
preparation for the implementation of the Agreement. The idea of National Implementation
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Program’s (NIP) development was supported and the proposals were made regarding the policy
issues that need to be included into the NIP.

Key words: European Union, Association Agreement, implementation, coordination, the
Government Office for the Coordination of European and Euro-Atlantic Integration.

AHoTtauia. Cmammsa npuceésauena auaunizy Npago8oi Npupoou MexXawismy IMniemenmayii
Yeo0u npo acoyiayiio mioie Yrpainorw ma €C y npagosomy nopsaoky Yxpainu, a makoxic Mexamizmy
KOopOuHayii ybo2o npoyecy. 3a3Hauaemuvcs, wo NPUHYUNU ma NON0NHCEHHS, 3aKpinieHi ¢ Y200i npo
acoyiayito, cmaroms He8i0 €EMHOI YACUHOIO CYYACHO20 Npasosoco nopsaoky Ykpainu. [Ipome,
uepes ocobaueocmi Y200u, YKpaiucbKi opeaHu 61a0u 3anpoeaounu CneyianbHull MexaHizm
KoopouHayii imniemenmayii. Bkazyemuvcs, wjo 6Ci 0CHO8HI YeHmpalbHi OpeaHu 61a0uU 6KIIOUEHI 8
Mexauizm imnaemenmayii, a Ypsaoosuii oghic koopounayii esponelicokoi ma €8poamiaHMuUYHOL
inmezpayii nepebysae Ha nepedosill NiHii Yux 3ax00is.

Iliokpecnoemnscs, wo 3minu, eneceni 0o Koncmumyyii Yrpainu y 2019 poui, eidieparomo
be3npeyedenmmue 3Ha4eHHs O iMniemenmayii Yeoou npo acoyiayito, OCKiIbKU GOHU 3AKPINUIU
HeMUHyyull  308HIUHbONONIMUYHULL  KYpC VKpainu Ha e8ponelicbky ma €8poamianmuyHy
iHmezpayiio.

Ocobnusa ysaza npuoiisicmvcs GUKIUKAM, 3 AKUMU CIMUKAIOMbCSA OpP2aHU 81a0U 8 npoyeci
niocomosku 0o imniemenmayii Y2oou. byna niompumana ioes pospooxu Hayionanvnoi npocpamu
imnaemenmayii (HIII), a maxoosic O6ynu 3anponoHo8aui nonodcenHs ma cghepu OisIbHOCMI, SKI
HeobOxioHo eéxaroyumu 0o HIIT.

KurouoBi caoBa: Egponeticokuii  Cor3s, Yeooa npo acoyiayito, imniemenmayis,
Koopounayis, Ypsaoosuil oghic koopourayii €ponelicbkoi ma e8poamianmuyHoi inmeepayii.

AnHoTauusa. Cmambvs noceésawena anaiusy npasogol npupoObl MexXanusmMa UMnieMeHmayuu
Coenawenus 06 accoyuayuu medxncoy Ykpaunoi u EC 6 npasosom nopsoke Ykpaunvi, a maxice
Mexanuzma Koopounayuu 3moz2o npoyecca. Ommeyaemcs, 4mo NPUHYUNbL U NOJOINCEHUs,
3axpenniennvle 8 Coenauienuu 06 accoyuayuu, Cmano8amcs HeOmveMaIeMoU YACmblO COBPEMEHHO20
npaeoeozo nopsaoxka Yxpaumwl. Oouaxo, uz-3a ocobennocmeii Coznauienus, YKpauHcKue opeambl
gnacmu 86enu CneyuanlbHblli MexaHusm KOOPOUHAYUU UMNIeMeHmayuu. Ykasvieaemcs, 4mo 6ce
OCHOBHblE YEHMPAIbHbIE OpP2aHbl GIACMU  GKIIOYEHbl 6 MEXAHU3M UMNIeMeHmayuu, da
Ilpasumenvcmeennviti oghuc KoopouHayuu esponelickol U espoamiaHmudecKol uHmezpayuu
HAX0OUMCs Ha NepedoBoll TUHUU IMUX MEPONPUSIIMULL.

Iloouepxusaemcs, umo uzmenenus:, eHecennvle 6 Kowcmumyyuro Yrpaunwvr ¢ 2019 200y,
umerom becnpeyedenmuoe 3Havenue onsa umniemenmayuu Coenawenus o6 accoyuayuu, NOCKOIbKY
OHU 3aKpenunu HeusDe;tCHulll GHeulHenoaumudyeckull Kypc Ykpaunol na eponelckylo u
€8poamaIaHmu4ecKol UHmespayuu.

Ocoboe sHumanue yoensiemcs: 6bl308aM, ¢ KOMOPbLIMU CMAIKUBAIOMCSA OpP2aHbl 81ACMU 8
npoyecce noocomosku K umniemenmayuu Coenawtenus. bvina noodepyxcana uoes paspabomxu
Hayuonanvnoti npoepammor umniemenmayuu (HHUII), a maxoice 6v11u npeonosceHvl NOI0HNCEHUs. U
cghepul desmenvHocmu, Komopule Heobxooumo exaouums ¢ HUIL

KuroueBbie cioBa: Esgponeiickuti Cor3, Coenawenue 06 accoyuayuu, umMnjiemMeHmayusi,
koopounayus, Ilpasumenvcmeennulii oghuc KoOpOuHayuu e8poneuckol u espoamiaHmuieckou
uHmezpayuu.

With the support of the Erasmus+ Programme of the European Union within the Jean
Monnet Centre of Excellence Project Ne 611625-EPP-1-2019-1-UA-EPPJMO-CoE *“Advancing
European Studies in Ukraine: Interdisciplinary Approach”.

Target setting. The new generation of the EU Association Agreements with the EU’s eastern
neighbours substituted outdated partnership agreements which were concluded in 1994-1998. The
solemn signing of the AAs between the EU and Ukraine, Moldova and Georgia took place at the
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EU Summit in Brussels on 27th June 2014, followed by ratifications by national parliaments in
Moldova, Georgia and Ukraine. Signing and ratification of the Association Agreement between
Ukraine and the European Union (AA) [European Atomic Energy Community, European Union,
The Member States, Ukraine: 2014] is undoubtedly an important event both for domestic political
development, and for relations with the EU. Towards the signing of EU-Ukraine Association
Agreement there were external, as well as internal Ukrainian challenges due to the domestic
Ukrainian political reforms and changings of international policy.

In January 2016 Ukraine’s Deep and Comprehensive Free Trade Agreement (DCFTA) with
the EU came into force. One of the most complex accords since the Treaty of Lisbon, it envisages a
reciprocal and gradual opening of the two parties’ markets. Implementation requires Kyiv to carry
out extensive legal approximation across key economic sectors and many in Ukraine hope the
agreement will help transform the country into a modern economy. The whole text of the EU-
Ukraine AA entered into force since September 1, 2017.

EU-Ukraine AA belongs to the selected group of “integration-oriented agreements”, i.e.,
agreements including principles, concepts and provisions of EU law that are to be interpreted and
applied as if the third State is part of the EU [Maresceau Marc: 2013: 151-92].

Considering the wide range of issues governed by the EU-Ukraine Association Agreement, its
provisions affect almost all the spheres of Ukrainian society. Most importantly, this Agreement
provides the outer framework for implanting the European standards and for urgent internal
systemic reforms in Ukraine. There should be a thorough and systematic approach to the
implementation mechanism of the most ambitious bilateral international treaty in Ukraine’s history.

Implementation of the Association Agreement promotes approaching of the Ukrainian
regulatory environment to that of the EU, and therefore - not only the customs duties are eliminated,
but non-tariff trade barriers as well, that contribute to integration of Ukraine into the European
economic and legal field in general, and into the internal market of EU and the European Economic
Area, in particular.

One key provision underpinning the Association Agreement sets out the concept of gradual
approximation of Ukraine’s legislation to EU norms and standards. Specific timelines are set within
which Ukraine should approximate its legislations to the relevant EU legislation. These timelines
vary between 2 and 10 years after the entry into force of the Agreement [Van Elsuwege P.: 2015: 9-
16].

Considering the afore, the Association Agreement induces to implementation of measures on
administrative modernization in the system of law enforcement and judicial authorities in order to
improve their effectiveness, to guarantee the independence and impartiality, as well as to develop
measures on fight against corruption.

The aim of the article. The aim of this article is to highlight the theoretical and practical
problems of the implementation of the EU-Ukraine Association Agreement. The effective activities
in the abovementioned sphere need special coordination mechanism and revision of the existing
action plan with the view of development of the special National implementation program.

Analysis of latest researches and publications. The issues of the association between
Ukraine and the European Union were elucidated mainly in the latest works by I. Berezovska
[Berezovska I.: 2011: 95-100], Ya. Kostiuchenko [Kostiuchenko Ya.: 2015: 42-52], V. Muraviov
[Muraviov V.: 2015: 17-32], R. Petrov [Petrov R.: 2015: 33-41]. Unfortunately, so far, the
Ukrainian and foreign publications have not paid enough attention to research of the efficiency of
the AA implementation coordination mechanisms. However, new challenges connected with
implementation of the EU - Ukraine AA require special research on this issue.

Presentation of basic material of the research.

Peculiarities of EU-Ukraine AA

Furthermore, the AA is founded on a strict conditionality approach, which links the third
country’s performance and the deepening of its integration with the EU.

The AAs are not just ordinary international agreements, but complex framework legal
structure that contain not only specific norms that govern the functioning of the association relations

52



Axmyanvni npobaemu MidcHapoOorux sionocur. Bunyek 142. 2020.

and DCFTA between the EU and Ukraine, but also envisages a possibility of application of a vast
scope of the pre-signature and post-signature EU acquis within the legal system of the eastern
neighbouring countries, in particular Ukraine. The scope of the EU acquis to be applied by Ukraine
covers not only primary and secondary EU laws, but also EU legal principles, common values, and
even case law of the ECJ, as well as specific methods of interpretation of the relevant EU acquis
within legal system. Hitherto, the Ukrainian legal system has not faced the necessity to implement
and effectively apply a dynamic legal heritage of an international supranational organization.
Subsequently, adherence of Ukraine, to the dynamic EU acquis via the AA will encapsulate a
plethora of challenges to national legal order.

Implementation and application of the EU-Ukraine AA within the legal system of Ukraine is
governed by national constitutional laws. Ukraine has to develop its own solutions to the problem
of legislation approximation with EU law, because realization of this mechanism provides
opportunities for EU law action under national legal order. This applies primarily to the cases of EU
directives transposition into Ukrainian domestic legislation under the Association Agreement, and
direct application of EU law’s certain provisions at national level. However, it should be considered
that the process of approximation of the legislation of Ukraine with the law of the European
integration organizations has its own characteristics due to the level of relations between partners.

The fact that the Association Agreement does not provide preparation for Ukraine's accession
to the European Union defines the boundaries of cooperation in legal field and particularly in
legislation approximation. On the other hand, as practice shows approximation of the
implementation at EU level as well as in Union relations with other countries (especially with those,
which are under the Association Agreement), it is almost impossible to clear definition of process
boundaries. Therefore, Ukraine has enough opportunities for forcing or, alternatively, suspending
the legislation harmonizing process with EU law. This relates directly to goals, means and
organizational and legal mechanism for harmonizing.

EU-Ukraine AA’s coordination mechanism (competences & duties of state authorities)

The question of the existence of an effective body for European integration is central to
ensuring the success of the process as a whole. So, it is necessary to analyze the system of central
bodies of state power, which are empowered in the sphere of AA implementation.

Generally, EU-Ukraine AA implementation coordination mechanism is presented by three
levels of state authorities: the President (and the competence of the Administration of the
President); the Verkhovna Rada (Parliament) and the Cabinet of Ministers (the executive branch of
power).

The powers of the President of Ukraine, envisaged by Article 106 of the Constitution of
Ukraine regarding the ensuring of the state independence, national security, representing the state in
international relations, administering the foreign political activity of the State, in the context of the
aim of the political dialogue provided for in the Agreement (Article 4 of the Agreement):

e to deepen political association and increase political and security policy convergence and
effectiveness;

e to promote international stability and security based on effective multilateralism;

e to strengthen cooperation and dialogue between the Parties on international security and
crisis management, particularly in order to address global and regional challenges and key
threats;

e to develop dialogue and to deepen cooperation between the Parties in the field of security
and defence.

These issues covered by EU-Ukraine Summits as the forum for political dialogue and
dialogue regarding policy at the highest level where the President of Ukraine participates.

Moreover, the President of Ukraine has implemented his mandate for advisory and other
subsidiary bodies and services, establishing the National Council of Reforms. In accordance with
the Regulation on the National Council for Reforms (Decree of the President of Ukraine dated
August 13, 2014, No. 644/2014): “The decisions of the National Council for Reforms, if necessary,
shall be implemented through the publication of the acts of the President of Ukraine in accordance

53



Actual problems of international relations. Release 142. 2020

with the established procedure, the submission by the President of Ukraine of relevant draft laws to
the Verkhovna Rada of Ukraine or taking by the appropriate members of the National Council of
Reforms of public obligations to implement the right to legislative initiative, the right to initiate the
adoption of acts of the Cabinet of Ministers of Ukraine and acts of the National Bank of Ukraine,
which are documented by public agreements of such members of the National Council of Reforms”
[President of Ukraine: 2014].

An important role here is played by the legislature of the country. The Rules of Procedure of
the Verkhovna Rada of Ukraine stipulate that the Committee on European Integration shall consider
draft laws regarding their compliance with the international legal obligations of Ukraine in the field
of European integration (Article 93 of the Rules). These findings should be submitted by the
Committee to the main committee responsible for reviewing the draft law within 21 days.

The institutional and functional components of the coordination system in the executive
branch are made up of the following levels:

o the Cabinet of Ministers of Ukraine, which directs, coordinates and controls the
activities of ministries and other central executive bodies;

o the Governmental Committee on European, Euro-Atlantic Integration, International
Cooperation and Regional Development;

. the Government Office for the Coordination of European and Euro-Atlantic
Integration of the Secretariat of the Cabinet of Ministers of Ukraine (hereinafter - the Government
Office, GOCEEALI), which performs a number of functions related to the coordination, monitoring
and control of the preparation and execution of program documents, examination of draft
regulations, as well as functions of the secretariat of the EU-Ukraine Association Council and
Association Committee;

o Deputy Ministers for European Integration and specialized units of the ministries
responsible for formulating and implementing state policy in the areas of their competence,
drafting legal acts in the field of European integration and their implementation, interaction with
relevant structural units of EU institutions and agencies.

The Government Office (GOCEEALI) plays the leading role in institutional support of legal
approximation of the Ukrainian legislation, as it currently ipso facto performs coordinating
activities for approximation of legislation within the framework of the tasks of the Association
Agreement implementation.

Originally it was established on August 13, 2014 by the Resolution of the Cabinet of
Ministers of Ukraine No. 346 as a separate structural subdivision of the Secretariat of the Cabinet of
Ministers of Ukraine. The main tasks of the Government Office are to provide the activities of the
Cabinet of Ministers of Ukraine, the Prime Minister of Ukraine and the Deputy Prime Minister of
Ukraine for European and Euro-Atlantic Integration. Undoubtedly, the appearance of such an
institution is a progressive step, but the status and functions of the Government Office (GOCEEAI)
are mainly "coordinating". In particular, the GOCEEAI does not draft legal acts, is not entitled to
legislative initiative (submission of normative legal acts drafts for consideration by the Cabinet of
Ministers), does not negotiate with the European counterpart at higher levels, has no right to issue
instructions to other bodies of state power (only through the Prime Minister and only in exceptional
cases). Its main task is to monitor the general situation what is considered to be not sufficient for the
role of the sole and main coordinator of European integration in the country.

It is worth mentioning that draft legislation is being considered on a weekly basis by the
Governmental Committee for European, Euro-Atlantic Integration, International Cooperation and
Regional Development. Coordination of activities regarding drafting of legal acts, as well as their
expertise, is carried out by the Government Office for the Coordination of European and Euro-
Atlantic Integration of the Secretariat of the Cabinet of Ministers of Ukraine (GOCEEAI) [Cabinet
of Ministers of Ukraine: 2017]. The Office is constantly interacting with the ministries where the
positions of Deputy Ministers on European Integration were established.

The GOCEEAI also serves as a moderator between the ministries and the European
Commission experts. However, precisely the ministries bear the responsibility for the quality and
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timing of the implementation activities, their compliance with EU law or other international
standards.

Organizational, expert-analytical and informational support of the Cabinet of Ministers of
Ukraine activities in the field of European and Euro-Atlantic integration is carried out by the
Government Office (GOCEEAI). In the field of European integration, the GOCEEAI has the
authority to develop and materialise measures for the implementation of the Agreement, other
international treaties of Ukraine and agreements between Ukraine and the European Union;
cooperation between Ukraine and the European Union, as well as the Members States of the
European Union in accordance with their powers under the TFEU; approximation of the Ukrainian
legislation to the European Union law (EU acquis); implementation of international treaties of
Ukraine and agreements between Ukraine and the European Union; activities of the bilateral bodies
envisaged by the Agreement and other international treaties of Ukraine; the target direction of
budget financing; the employment and use of international aid from the European Union and other
donors aimed at supporting the implementation of tasks; informing the public; involvement of
citizens in the process of adoption by the Cabinet of Ministers of Ukraine and other executive
authorities of relevant legal acts.

The Government Office (GOCEEAL), in accordance with the tasks entrusted to it, conducts an
expertise of draft regulations and other acts (by-laws) submitted to the Cabinet of Ministers of
Ukraine for their compliance with the program documents in the field of European integration and
the aims of the AA, according to the achieved results the Office drafts conclusions and
recommendations and expertise of the compliance of draft legal acts, which are introduced for
consideration by the Cabinet of Ministers of Ukraine, with international legal obligations of Ukraine
in the field of European integration, and also taking into account the provisions of the EU law (EU
acquis) (Paragraph 2, Article 12, Clause 4 of the Regulation on the Government Office on European
and Euro-Atlantic Integration of the Secretariat of the Cabinet of Ministers of Ukraine) [Cabinet of
Ministers of Ukraine: 2017].

In the coordination mechanism of ensuring the implementation of European integration issues
in the central executive authorities, there is a significant progress that reveals the strong euro
integration commitments of Ukraine: every ministry established the position of deputy minister for
European integration, created special units responsible for the euro integration direction.

As for the central executive bodies with a special status, only three of the five bodies
established special divisions, departments responsible for euro integration policy. Thus, it is
necessary to create a body responsible for European integration in the State Property Fund and the
Administration of the State Service for Special Communications and Information Protection of
Ukraine, which would contribute to a more effective and dynamic implementation of the provisions
of the Association Agreement. Representative for this purpose is the example of the National
Agency of Ukraine on Civil Service where the Centre for Approximation of the Civil Service to the
European Union Standards [Centre for Approximation of the Civil Service to the European Union
Standards: 2020] was established. This Centre in turn ensures the organization of cooperation
between the state bodies of Ukraine and the state authorities of the EU Member States in order to
share experience and support in matters of public administration and approximation of Ukrainian
legislation to the EU legislation [Cabinet of Ministers of Ukraine: 2008]. Therefore, the
establishment of the system of bodies and units that would be responsible for the issue of European
integration in central executive bodies still needs attention and refinements from the government.
Particular attention should be paid to the fact that currently the most important problem is the lack
of monitoring and evaluation of the Association Agreement implementation in most state bodies.

EU-Ukraine AA’s implementation mechanism

The framework dimension of AA’s implementation consists of the basic documents including
originally adopted the Action Plan on Association Agreement Implementation for the period of
2014-2017 (approved by the Resolution of the Cabinet of Ministers No. 847-p dated 17.09.2014).
The Plan provided for the task of both organizational and normative character. The tasks of
normative character were described in detail in the system of implementation plans of the EU legal
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acts, which were endorsed by the specific authorities of Ukraine. These implementation plans
specifically defined what the ministry should do to implement qualitatively the provisions of the act
of the EU law that needs to be implemented on the basis of the obligations under the Agreement.

The updated AA implementation mechanism was presented in the form of the approval by the
Resolution of the Cabinet of Ministers of Ukraine dated October 25, 2017 No. 1106 of the special
Action Plan on Association Agreement Implementation, which was developed by the Government
Office for the Coordination of European and Euro-Atlantic Integration, together with the Ministry
of Economic Development and Trade of Ukraine and other ministries, and is aimed to increase the
efficiency of coordination and promotion of the European integration process [Cabinet of Ministers
of Ukraine: 2014].

This Action Plan was introduced as a paper variant of tested interactive electronic program
“Pulse of the Agreement”. This electronic program (data base) was elaborated by the GOCEEAI
with the technical support of European donors. The public access to the “Pulse of the Agreement”
was opened November 20, 2019. It reflects the current progress of implementation of measures
within each year and the overall progress of implementation, starting with the provisional
application of certain provisions of the Agreement in 2014 and until 2024 [Cabinet of Ministers of
Ukraine: 2019].

The Action Plan is a large-scale 1199-page document. It formulates 1943 tasks covering 27
spheres. 106 authorities of Ukraine are responsible for implementing its tasks. Each of these tasks
corresponds to a separate article of the Agreement or implements the established provisions of
European Union law (acquis).

The implementation of the Action Plan envisages amendments to the regulatory acts and the
development of new ones in order to bring Ukraine's legislation closer to the law of the European
Union in accordance with the obligations under the Association Agreement between Ukraine and
the European Union.

The ministries, central and local executive authorities and other bodies of state administration
responsible for implementation of the Association Agreement between Ukraine and the European
Union will be able to provide consistent and concerted measures to timely implement Ukraine's
commitments under the Association Agreement between Ukraine and the European Union.

Monitoring system of AA’s commitments is currently based on the abovementioned Action
Plan by GOCEEAI staff in the form of systematization of ministry’s reports on implementation.

Implementation of the Association Agreement with the EU is the basis of the reform program
of the Cabinet of Ministers. That is why the Government should make every effort to successfully
implement the Association Agreement as a whole. Successful implementation of the tasks will
allow deepening the work of the Free Trade Area with the EU, including the most sensitive areas,
namely, in terms of reducing tariff and technical barriers to trade in goods, opening access to
services markets and public procurement, approximating Ukraine's legislation to EU law.

In February 2018, the Cabinet of Ministers of Ukraine together with the Verkhovna Rada of
Ukraine elaborated and approved the Roadmap of legislative support for the implementation of the
Association Agreement between Ukraine and the EU for 2018-2019 [Cabinet of Ministers of
Ukraine: 2018]. A document was designed to intensify European integration processes in Ukraine.
The Roadmap is a package of 57 draft laws to be considered by the Verkhovna Rada of Ukraine
within two years.

From the procedural point of view, all institutional elements are embedded in existing
structures and mechanisms, a typical example of which is the consideration of preparation issues
and holding of the Association Council and Association Committee at meetings of the Government
and the Government Committee respectively. In the past, these issues were considered separately at
meetings of the Ukrainian parts of the bilateral bodies (the EU-Ukraine Cooperation Council and
the Committee), which subsequently required additional formulation of their decisions within the
framework of governmental regulatory procedures. These two distinctive features of the
coordination mechanism have made it possible to avoid creating a separate legal regime for
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European integration policy and lay the preconditions for its final establishment as an integral part
of each area of internal public policy.

Another important element of the monitoring mechanism of the AA implementation is
Reporting. Starting from 2015 the Government Office produced a few reports on this issue [Cabinet
of Ministers of Ukraine: 2019]. The latest was delivered in February 2019 regarding the
implementation activities in 2018. Reporting is considered rather effective way of introducing the
European Commission as well as Ukrainian stakeholders and general public to the overview of the
Ukrainian actions and results in the field of AA implementation. On the other hand, the Office
focuses rather on the achievements that indicating problematic issues. That is why the real picture
of the whole implementation process is not made public.

European integration in Constitution of Ukraine

Ukraine has chosen its strategic direction namely the integration into European economic,
political and legal area. Joining the European Union is defined as the main priority and strategic
objective of Ukraine at the highest state level. The Verkhovna Rada (Ukraine’s Parliament) has
backed amendments to the Constitution of Ukraine’s path to the European Union & NATO.

On September 20, 2018, The Verkhovna Rada sent to the Constitutional Court a presidential
bill amending Ukraine’s Constitution regarding the strategic course of the State for obtaining full
membership of Ukraine in the EU & NATO (No. 9037). On November 22, 2018, the Constitutional
Court of Ukraine green-lighted this Bill. And the same day the Verkhovna Rada adopted the Bill in
its first reading. These amendments to Constitution of Ukraine came into force on February 21,
20109.

These amendments focused on Ukraine’s irreversible course toward European & Euro-
Atlantic integration be stipulated in the preamble of the Constitution of Ukraine along with the
confirmation of European identity of the Ukrainian people. Article 85 suggests defining that the
powers of domestic and foreign policy, implementing the state’s strategic course for obtaining full
membership of Ukraine in the European Union and NATO. Article 102 is supplemented with the
provision that ‘the President of Ukraine is the guarantor of the implementation of the state’s
strategic course for obtaining Ukraine’s full membership in the EU & NATOQO’. Article 116 is
amended with a new clause, according to which the Cabinet of Ministers ‘ensures the
implementation of the state’s strategic course for obtaining Ukraine’s full membership in the EU &
NATO’ [Verkhovna Rada of Ukraine: 1996].

In order to ensure the irreversibility of Ukraine’s European and Euro-Atlantic course, based
on the third part of Article 102 of the Constitution of Ukraine the special act was adopted - Decree
of President of Ukraine “European and Euro-Atlantic integration matters” Ne155/2019 dated April
20, 2019, that contains Action Plan for implementation of the State’s strategic course towards
obtaining by Ukraine of the full membership in the European Union and in the North Atlantic
Treaty Organisation [President of Ukraine: 2019]. This Decree of the President of Ukraine excludes
the possibility of diverting from the strategic course since it enshrines the functions and
responsibilities of all authorities in Ukraine to implement this course.

Under this document the Cabinet of Ministers of Ukraine shall ensure the implementation, in
cooperation with the relevant state authorities, of the Action Plan for implementation of the State’s
strategic course towards obtaining by Ukraine of the full membership in the European Union and in
the North Atlantic Treaty Organisation, as approved by this Decree, and informing, on a quarterly
basis, the President of Ukraine of the status of its implementation; and ensure the reporting on the
implementation of the aforementioned Action Plan within the prescribed time periods.

The Action Plan itself consists of 31 items with various objectives for the period of 2019-
2020. In particular, the Plan contains an item on the elaboration of proposals for revision of the
Association Agreement between Ukraine and the EU in December this year, and during 2019-2020
for cooperation with the EU side on further trade liberalization, the conclusion of an Agreement on
the Conformity Assessment and Acceptance of Industrial Goods (Agreement ACAA); integration
into the EU internal markets in the fields of energy and digital economy; cooperation in the field of
justice, freedom and security.
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Challenges on effective EU-Ukraine AA’s implementation

One of the serious challenges to be faced by the eastern neighbouring countries is the
reluctance of the judiciaries in the eastern neighbouring countries to apply and effectively
implement international law sources in their own judgments.

Another problem of the EU-Ukraine AA implementation is that law-making activities of the
state authorities should consider the dynamic changes in the EU law, to which Ukraine is
approximating its legislation. In this regard the possibility to include new dynamic norms of the EU
Law to the annexes to the Agreement by the adopting of amendments. Moreover the Association
Council has the competence to update or amend the Annexes [l to XLII1] to this Agreement to this
effect, taking into account the evolution of EU law and applicable standards set out in international
instruments deemed relevant by the Parties (Art. 463 para 3) [European Atomic Energy
Community; European Union; The Member States; Ukraine: 2014].

The objective of effective implementation and application of the EU-Ukraine AA may be
achieved by issuing a special implementation law that will clarify all potential conflicts of
provisions of the Agreement with Ukrainian legislative acts.

For example, we can stress on the comparison of the mechanism of implementation of EU-
Ukraine AA with the application of European Convention of Human Rights (ECHR), which
Ukraine ratified in 1997. The situation was the following that the ratification of the ECHR by
Ukraine took place by means of two laws. The first law was the law on ratification of the ECHR,
wherein Ukraine recognised the jurisdiction of the European Court on Human Rights (ECtHR)
[Verkhovna Rada of Ukraine: 1997]. The second law was a special one about the strict legal
mechanism of application of case law of the ECtHR in Ukraine [Verkhovna Rada of Ukraine:
2006]. In accordance with the art. 17 of the Law “On Execution of Judgments and Application of
Case Law of the ECtHR”, judgments of the latter become the source of law in Ukrainian legal
order. Nevertheless, as Petrov R. stressed and practice shows that, the rate of effective application
of the ECtHR case law in Ukraine is considered as unsatisfactory and lags far behind other
European countries [Committee of Ministers: 2014].

In comparison with this we can stress on another practical problematic issue of the AA
implementation that comes from the application of the EU case law while interpretation of some
provisions of the Treaties. We can confidently stress that the application of EU jurisprudence in the
judgements of Ukrainian courts is controversial and ambiguous. One thing that has become unique,
from our point of view, is that the application of EU law case law can be added only while the
interpreting the principles of fair mutual trade between parties.

This way the similar law on the EU-Ukraine AA implementation may solve problems of its
application, especially due to the fact of supremacy of the EU law.

The most important question in the process of AA implementation is the legal force of the
decisions of the Association Councils and the way how they should be applied in Ukrainian legal
order. Direct applicability of the Association Council’s decisions will depend on their undisputed
acceptance by national judiciaries.

Nowadays this draft law is being elaborated by experts, government officials & parliament
members.

The main problems in the process of preparation for the implementation of the Agreement are
as follows:

1) No provisions were made to implement the Agenda of the EU-Ukraine Association on time
and in full,

2) National mechanism for implementation of Association Agreement was not determined and
not presented at the state level,

3) The National Association implementation program which should provide for the detailed
list of activities for step by step implementation of the Agreement and their due dates was not
approved.

4) The staff of the Ukrainian state authorities is quite often unaware of the peculiarities of the
EU legal mechanisms. While implementing decisions and AA Action Plans of the Government they
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try to “Ukrainise” EU mechanisms and approaches to legal approximation. As a result, the outcome
of those actions does not correspond to the existing aims and objectives of the AA. So, there is an
urgent need in development of human resources aware of EU peculiarities.

Ministry of Economic Development and Trade developed the program for the implementation
of the EU-Ukraine Association Agreement by Ukraine which is developed to ensure full
compliance with obligations made by Ukraine. Implementation of this program will ensure
effectiveness of the implementation mechanism for the Association Agreement. The
implementation of the Agreement, in turn, will facilitate the transition of EU-Ukraine relations to a
new level, i.e. political association and economic integration.

There are the opinions that the National implementation program (NIP) shall be developed in
the form of public policies in specific areas, that would provide systematic implementation of the
Agreement and structural reforms in the specific areas.

Instead, the mentioned project of the Association Agreement implementation program
developed in Ukraine by now does not meet the best practices, but is the list of the EU acquis
indicating deadlines (often it simply repeats the provision of annexes to the Association Agreement)
and responsible state authorities.

Thus, to develop the NIP, there should be done the following:

1. Make detailed plans for institutional development within all sub-sectors covered by the
agreement.

2. Determine the total scope of work including short-, medium- and long-term priorities and
phasing within Agreement implementation.

3. Determine the need for funding the actions on the program implementation from the EU
technical assistance funds and other national and international donors.

4. Summarize the financial resources for the program implementation activities in a single
table including sectoral and time profiles (at the final NIP development stage) and financing
sources.

5. Create the NIP updating mechanism at annual bases (optionally bi-annual or as required).

6. Ensure consistency of NIP, the program of activities of the Cabinet of Ministers and
programs of central executive bodies between each other, wherefore examine the need for
establishing formal procedures that would ensure effective cooperation between the departments in
charge for strategic planning, legal matters, and the departments/units of European integration
within the ministries.

7. Consider the possibility and format for involving lawyers of the Verkhovna Rada of
Ukraine into the working groups of the central executive bodies and interministerial working groups
which would develop draft laws with the view of implementing the Association Agreement.

8. While preparing for the development of the statutory legal acts for the implementation of
the Association Agreement, central executive bodies shall clear up the availability of EU
information and explanatory materials in the field of regulation of statutory legal acts and send them
along with the original text of the statutory legal act to EU for translation. These materials shall be
available for the working group during development of the statutory legal act and subsequently
transferred (e.g., electronically) to all the executives involved in the NIP implementation.

9. Provide adequate funding and start assessing the impact of the scheduled specific executed
EU legal acts, and groups such acts to facilitate drawing up the soundly based plans for NIP.

10. Conduct legal trainings for Ukrainian judicial personnel in order to introduce them to the
specifics of the EU legal system and the importance of application of European Court of Justice
case law while administering justice.

11. In order to prepare the national versions of acquis acts, the following steps should be
ensured:
translation process;
technical editing by highly experienced representatives of the ministries;
revision of translated texts by legal experts in specific areas governed by the acquis act;
editorial proofreading.
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Implementation and monitoring of NIP implementation to be performed through the
following actions:

1. Approve the NIP by the legal act which shall define the mechanism for monitoring,
reviewing, financing, development and organization of work of interagency groups and sub-groups
under the leadership of Deputy Ministers for coordination and supervision of the plan revision in
each institution, and for other actions in the Agreement implementation through the NIP.

2. Establish a periodic (quarterly or semi-annual) reporting of the central executive bodies to
the coordinating body in relation to implementation of the NIP actions.

3. Achieve a common understanding between the coordinating body and ministries and
agencies the issues, needs and goals during implementation.

4. Ensure consideration and immediate response to comments by the EU in the Agreement
implementation process, that provides the following:

e review and analysis of comments;

e depending on the agreement/disagreement: correction of the implementation
plan/measures or submit sound arguments to come to a mutual agreement or compromise.

5. Develop and introduce the information system for on-line monitoring of the NIP actions
performance, basing on the deliverables of the preparatory work for the NIP development.

6. Improve the level of assessing the laws conformity with the EU legislation and other
international legal obligations of Ukraine in its relations with the EU, and make the approval
procedure impossible for the legal acts that do not meet the abovementioned standards.

7. Establish a monitoring system for NIP implementation, which would be of the same
significance as the similar monitoring system for the government program implementation.

8. The coordinating body shall trace the orders and instructions of the central executive
authorities issued for the NIP performance and introduce the procedure of mandatory informing the
coordinating body by the central executive bodies.

Conclusions. Thus, at the present stage of modernization of Ukraine shall be carried out
considering the chosen path towards European integration. Ukraine faces a task to complete the
reform of public governance, taking into account European standards and recommendations
expressed by Western experts and the governing bodies of the EU. So, the implementation of EU-
Ukraine AA/DCFTA, accompanied by reforms, will bring about the comprehensive approximation
with EU legislation and standards leading to the gradual economic integration of Ukraine in the EU
internal market and therefore to the creation of an economic area.
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Abstract. The article analyzes the international production of multinational enterprises
(MNEs). It presents some theoretical approaches to the analysis of international production, such as
fragmentation theory, global value chains (GVCs) theory. The article argues that at the present stage
of the world economy internationalization, there are two trends in the localization of MNEs global
chains. The first trend indicates a slowdown of GVCs growth in the last seven years. The second
trend characterizes the restructuring of GVCs. It indicates the backward movement of certain
international production fragments to the MNEs home countries. Among the major factors that have
slowed the growth of international MNEs production, the article analyzes the political instability
and low economic dynamics of some FDI exporting countries. Changes in the location of global
value chains are driven by technological, economic and geopolitical factors. Fourth industrial
revolution, the robotization of production and new technologies for shale oil and gas in the US are
changing the traditional determinants for GVCs localization. They have caused the relocation of
many businesses from countries with the cheap labour to MNEs home countries. The article also
highlights that the important factors of GVCs restructuring are the fiscal mechanisms implemented
by the US administration, including tax reform. But the short-term and long-term effects of such
measures differ significantly. Finally, the third important factor in the dynamics and restructuring of
multinational enterprise network production is the geopolitical risk and political uncertainty. The
trade war between the US and China has had a particularly significant impact on the current global
value chains rebuilding.
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AHoOTaunigs. Y cTarTi mpoaHaiizoBaHe MIDKHApOJHE BUPOOHMLTBO OaraToHaIiOHAIBLHUX
mignpuemcts (BHII). ¥V Hiif mpeacraBieni aeski TEOPETHYHI MiIXOAU J0 aHATI3y MIXKHAPOIHOTO
BUPOOHMIITBA, 30KpeMa Teopis GpparMeHTalii, Teopis ra00albHUX JAHIIOKKIB CTBOPEHHSI BapTOCTI
(I'JICB). V craTTi CTBEpIKYETHCs, IO HA Cy4YaCHOMY e€Tarl 1HTEpHaIlloHai3aIii CBITOBOI
€KOHOMIKHM ICHYIOTH JIBI TeHIEHII1 Jokamizaiii rmodansaux nanioxkkis BHIL. Tlepima Tennentris
BKazye Ha YIOBUIBHEHHS 3pOCTAaHHSA TaKMX MEPEX 3a OCTaHHI ciM pokiB. Jlpyra TeHaeHIis
xapakrtepusye pectpykrypusanito ['JICB. OctanHsa TeHIeHLIs BKazye Ha 3BOPOTHHUH pyX NMEBHHUX
(dbparmMeHTiB MiXkHapoaHOTO BUpoOHHUIITBA n0 AomamHix kpaidn BHII. Cepen ocHoBHUX (hakTOpiB,
SKi CIOBUTBHWIM 3pOCTaHHS OOCSTIB MIKHApOJHOTO BHPOOHHUIITBA OaraToHAI[lOHATBHUX
MIMPUEMCTB, Yy CTaTTI MPOAHATI30BaHO TMOJITUYHY HECTAOUIBHICTh Ta HHU3BKY EKOHOMIUHY
IUHAMIKY JIeskuxX KpaiH-ekcrioprepiB [III. 3MiHm y po3ramryBaHHI TJTOOQJIBHUX JIAHIIOXKKIB
CTBOPEHHS BapTOCTI 3YMOBJICHI TEXHOJIOTIYHUMH, CKOHOMIYHIMH Ta TCOMOTITUYHIUMH (paKTOpPaMH.
YerBepra MPOMHCIOBA PEBOIIOLISA, POOOTH3AIlsT BUPOOHHUITBA Ta HOBI TEXHOJOTI BUIOOYTKY
cnanreBoi HapTu Ta razy B CHIA 3miHIOOTE TpaaumiiHi nerepminantu jokam3anii [JICB. Bonn
CIPUYMHWIIA PEJIOKallil0 0araTboX MiJNPUEMCTB 3 KpaiH 3 JEHIEBOI0 POOOYOI0 CHIIOI Yy KpaiHu
6asyBanHsa BHII. V crarTi Takox MiIKpeCcItOeThCs, MO0 BAXKJIUBUMHU (aKTOpaMU PECTPYKTypH3allii
I['JICB € cickanpHi MexaHI3MH, IO 3acCTOCOBYIOThCs aaMiHicTpaniero CIHIA, Bxitoyaroun
moAaTkoBy pedopmy. Ase KOPOTKO- Ta JOBTOCTPOKOBI HACHIAKKA TaKUX 3aXOJiB 1CTOTHO
BIpI3HAIOThCA. Hapemti, TpeTiM BaXJIMBUM (PaKTOpOM JUHAMIKM Ta pECTPYKTypu3awii
BUPOOHUIITBA OaraToHaliOHAJLHUX TMIANPHEMCTB € TEOMOJITHYHI PU3HUKH Ta TMOJITHIHA
HeBU3HaueHiCTh. ToproBensHa BiiiHa Mik CIIIA ta Kutaem manma ocoGnuBO 3HauHUI BIUTMB Ha
MMOTOYHY MepeOyA0BY TIIO0AIBHUX BapTICHUX JAHITIOKKIB.

KuarouoBi caoBa: 6acamonayionanvui nionpuemcmea, — ppazmeHmayis. MidcHApOOHO20
BUPOOHUYMEA, NPAMI THO3eMHI THBeCmMUYii, 2100AIbHI IAHYIOIHCKU CMBOPEHHSL 6aPMOCHIL.

AHHOTamuMA. B cratbe  mpoaHATM3MPOBAHO  MEXKIYHAPOIHOE  MPOU3BOJCTBO
MHOTOHaNMOHaNbHBIX mpeanpustuii (MHII). B well mpencTaBieHb HEKOTOpPHIE TEOPETUUYECKHE
MOIXO/IbI K aHATTU3Y MEKTyHAPOTHOTO MPOU3BOICTBA, B YACTHOCTH, TeOpHUs (hparMeHTAIUH, TCOPUS
mobanpHBIX  menodyek coszmanums crommoctu (I'LICC). B crarbe yTBepkmaercs, YTO Ha
COBPEMEHHOM JTarne WHTEPHAI[MOHATN3AIMd MUPOBON 3KOHOMHUKH, CYIIECTBYIOT JBE TEHACHIIUU
nokanu3anuu rinodansHbeix 1enodek MHIIL. TlepBas TeHaeHIMS yKa3bIBaeT Ha 3aMeIJieHHE POCTa
TaKMX CeTed 3a TOCIeAHHE CEeMb JIeT. BTopas TEHACHIUS XapaKTepHU3yeT PECTPYKTYpPHU3ALIUIO
I'TICC. Ilocnennsisi TEHIEHIMs YKa3bIBa€T Ha OOPATHOE NBM)KCHHE OMpPENEICHHBIX (parMeHTOB
MEXIyHApOAHOTO Mpou3Bo/cTBa B qoMarHux crpad MHIIL. Cpean pakTopoB, KOTOpbIe 3aMeATUIN
pocT 00BEMOB MEXIYHAPOJHOTO IMPOU3BOACTBA MHOTOHALMOHANBHBIX TNPEANPUATUH, B CTaThe
MpOaHATM3UPOBAHA TOJUTUYECKAs] HECTa0WIBHOCTh W HHU3Kas OSKOHOMHYECKas JIWHAMHUKA
HEKOTOPBIX cTpaH-3kcniopTepoB [IMM. V3MeHeHHs B paclojoKEHUH TJIOO0ATBHBIX IEMOYEK
CO3/IaHUS CTOUMOCTH OOYCIIOBJICHBI T€XHOJOTHYECKHMH, YIKOHOMUYECKUMHU U TE€OTOTUTHUYCCKUMU
¢daktopamu. YerBeprasi NPOMBIIUIEHHAS PEBOJIONMS, POOOTH3alMs TNPOU3BOACTBA U HOBBIE
TEXHOJOTUU N00bIuM cnanieBord HedTu u raza B CIIA MEHSIOT TpaauIlMOHHBIC ETEPMUHAHTHI
mokamm3anuu ['IICC. OHM BBI3BaIM MEPEMENICHUE MHOTUX MNPEANPUSITUNA U3 CTPaH C JICIIEBOM
paboueii cuoit B ctpansl 0azupoBanuss MHII. B cratee Takke MOIYEpKUBACTCS, YTO BAaXKHBIMH
daktopamu  pectpykrypuzammu [T[CC cramm  QuckambHbIE MEXaHHW3MBI, IPUMEHIEMBIC
anmuuuctpanuenr CIHIA, Bkmrouas HajmoroByro pedopmy. Ho kpaTkocpodHble M JOJITOCPOYHBIC
MOCNIEACTBHUSl TaKUX MEp CYIIECTBEHHO OTInYaroTcs. HakoHel, TpeTbUM BaxHBIM (aKTOpOM
JUHAMHUKA M PECTPYKTYpU3AIMH IPOU3BOJICTBA MHOTOHANMOHAIBHBIX TPEINPUITHA SBISIOTCS
TFEONOJIMTUYECKUE PUCKH M TIOJUTUYECKas HeomnpeneaeHHOCTh. ToproBas BoiHa mexay CIIA u
KutaeM oka3piBaeT OCOOCHHO 3HAYUTEILHOE BIHMSHHE Ha TEKYIIYIO IMEPECTPONKY TI00aTbHBIX
CTOMMOCTHBIX LIETIOYEK.

KiroueBble cJ10Ba: MHO2OHAYUOHANbHBIE NPEONPUAMUS, (DPACMEHMAYUSL  MEHCOVHAPOOHO2O0
npou3800cmea, npsmvle UHOCMPAHHbLE UHBECMUYUU, 2100ATIbHbLE YeNOUKU CO30AHUSA CIOUMOCTIU.
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Introduction

In recent decades international production of multinationals has reached a global scale.
Although international statistics do not provide accurate data on the number of these companies, it
is estimated that the number of MNEs has exceeded the threshold of 100,000, and the number of
their foreign affiliates is estimated at more than 1 million units. The share of multinational firm’s
gross production in the world GNP is 25%, in the world trade - 65%.

As Narula & Pineli [2019] summarized, the role of MNEs in economic development has
been an agenda for research in international business and political economy literature for more than
50 years. The traditional questions of multinational enterprises foreign expansion and their
relationships with host countries have recently been complemented by topics of global value chain’s
benefits distribution and offshoring effects for home and host countries.

Modern MNE’s production is different from its 40-year-old prototype. It provides for a
complex network hierarchical system of production and market relations, encompassing both
enterprises belonging to multinational firms and formally independent companies. The
fragmentation of international production has led to significant changes in the division of labor,
both at the corporation and country levels. Such network segmentation has led to the emergence of
global value chains (GVCs) of multinational enterprises. Global value chains represent an
organizational model of the fragmented value creation process that is managed and controlled by
the MINEs.

The GVCs characterize the organizational structure of modern networks of international
production. Fragmentation of international production gives rise to profound structural changes in
contemporary world trade. More and more countries and firms are beginning to specialize in the
individual stages, links, value creation functions within individual GVCs, which defines the new
specialization of these economic units in the world economy [Baldwin, & Lopez-Gonzalez, 2015].

The flagship MNE’s global value chains are often collaborate and combine to perform
certain functions or tasks. This is clear evident in the existence of so-called "strategic alliances
[Dunning, 1995]. Such alliances of MNEs create global network production system.

Depending upon the MNEs organizational models and the technological features of
industries and products, two types of international production fragmentation process can be
distinguished. Vertically integrated multinationals typically fragment the process of final product
manufacturing based on the stepwise processing of raw materials, semi-finished products,
intermediate products. Such vertically integrated value chains cases are given by the petrochemical,
electronic, and electrical industries. Multinational enterprises organize international production
systems in these sectors based on sequential technological operations [Baldwin, & Okubo, 2019].
Horizontally integrated MNEs and international firms with widely diversified production lines tend
to build another model for fragmentation architecture. These network systems have considerably
higher role of participants’ specialization in functions involved in value creation or their
competencies and unigue assets.

Literature review

The concept of fragmentation was pioneered by Jones & Kezkowski [1990]. Although these
authors have not developed a formal theory, they have analysed a fragmentation model in which the
various "production units" have been linked to the services sector [especially in the fields of
transport, communications and information technology]. Further useful theoretical analysis has been
provided by the research of Grossman & Rossi-Hansberg [2008], Antras & Helpman [2004].
Grossman & Rossi-Hansberg [2012] proposed the term “trade in task” which characterizes the
division of production functions into individual fragments. They developed a model of fragmented
production where each country performs one function in the production and sale of goods. As Koe
and Jeng point out, "organizationally fragmented and spatially distributed production networks
constitute a new form of economic structure for the modern global economy and its uneven
developmental consequences” [Coe, & Yeung, 2015: p.1].

64



Axmyanvni npobaemu MidcHapoOorux sionocur. Bunyek 142. 2020.

The term value chain was first mentioned by Porter in his book Competitive Advantage:
Creating and Sustaining Superior Performance [Porter, 1985]. Any firm is not just a set of
equipment, people, resources. It is based on the sequence and systematicity of certain stages of
activity. Each stage creates its value, which is included in the total value of the product [services].
Such systematic and consistent activity, as Porter says, allows the company to create products and
services that are focused to consumers. The Porter’s value chain is a set of activities that firm takes
to create value for its customers. This scientist has proposed a general model of such a chain, which
includes the basic elements of typical business activities and the relationship between them
[Rogach, 2018].

Porter notes that value chains in the same industry have the same structure, but the main
competitors tend to have different features. Such distinction cover product differentiation, different
types of semi-finished products, geographical location of production operations and distribution
channels. Porter calls such difference as a "key source of competitive advantage" and the activity of
value creation firms is the "discrete building blocks™ of their competitive power [Porter, 1985].

The concept of "chain™ reflects the vertical sequence of events that led to the supply,
consumption and maintenance of goods and services. The main accent here is on the product
approach. Changes in the comparative advantages of countries move individual fragments of
production to other countries [Pla-Barber, Linares, & Ghauri, 2018].

GVCs can also be complex and cover individual fragments of different systems of
international production. For example, if several flagship MNEs form a strategic alliance, their
global product chains intersect and have joint participants. This can occur when producing related
products, or different classes of the same product [Buckley, 2016].

Gereffi, Humphrey & Sturgeon [2005], Lee & Gereffi [2015] and their followers developed
an institutional and managerial stream of international production fragmentation research. At the
center of their analysis, these scientists put not the development of trade models on tasks, but the
structure analysis of fragmented international production, the role of its participants and
management in global value chains [Mayer, Phillips, & Posthuma, 2017].

Some theoretical publications in political economy of international production considers
both production and exchange of intermediate goods and services in the global networks of MNEs.
It integrates new approaches to the international trade theory [“the trade in task” theory] and the
latest concepts of FDI [the network concept of MNE, the concept of global value chains]. Based on
this, it explains the evolution of the international division of labor and the modern features of
venture capital movement, as well as the exchange of goods and services. Such research approach
underlies the evolution of international trade and the geographic relocation of industries from one
country to another. It generates a distribution of separate, ever smaller functions, tasks between
countries. Such distribution is carried out in the global value chains, organized and controlled by
MNEs [Johnson, & Noguera, 2012].

As Buckley [2009] showed, the development of operating fragmentation as a key feature of
the global value chains was accelerated by two interrelated processes. The first one is a rapid
progress of technology, allowing the industry to divide GVCs into small, ‘compact’ links. The
second one is that technological innovation ‘squeezed’ the distance separating the countries and
improved the speed, efficiency and effectiveness of coordination of geographically dispersed
production process.

The new paradigm of international trade examines the impact of foreign production [GVCs
fragmentation] on the expansion of export-import flows. As Baldwin [2006] argues, that such
fragmentation leads to a significant increase in trade of intermediate goods, which represents only
separate tasks or functions of global production and marketing.

In the framework of the international business theory [or theories of multinational
enterprises] the microeconomic approach predominates in research agenda. In the definition of
global value chain, the focus is made on the distribution of tasks between the parties and the control
of MNEs over this process. FDI and exports are regarded as complementary but alternative
operations of MNEs. Brainard [1997], Helpman, Melitz & Rubinstein [2008] restore the traditional
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methodological approach to FDI as a substitute for trade. These views are reflected in the theory of
exchange of concentration on proximity developed by them [also known as — “proximity-
concentration trade-off theory”]. FDI will reduce the production concentration of the parent
company in home, but in return the company will be in proximity to the market of the host country.
In handling export instead of FDI, the firm will increase the concentration of production in the
home country but will lose proximity of the plant to the market of a foreign country. Under these
conditions, higher transport costs and trade barriers and lower investment barriers and the economy
of scale at factory level in comparison to corporate level will encourage the firms to choose FDI,
not export.

Later Helpman, Melitz & Yeaple [2004] introduced an important new factor in this
theoretical model — the heterogeneity of companies in terms of their productive capacity. They
proved that firms differ significantly in terms of productive capacity and by this indicator are
divided into a group of companies with low, medium and high productivity. Foreign operations are
usually carried out by firms with high productivity. The most productive firms will serve the foreign
market through FDI, and the least productive — through export from the home country. The
empirical studies confirm that in sectors with greater heterogeneity of firms the share of high-
productivity firms relative to low-productivity firms is much higher than in other sectors. In such
sectors the share of firms that choose FDI rather than export will be higher than in other industries
[Castellacci, 2011].

Although the economic literature mainly refers to the global nature of value chains or global
production networks of MNEs, some scholars believe that these companies are oriented on the
regional market of its country of origin. They don’t diversify GVCs on the global markets, because
the costs of monitoring and coordination of global operations don’t cover the benefits of their
implementation [Rugman, 2005]. Rugman & Verbeke [2005], Verbeke & Kano [2012] state that
the majority of the 500 largest MNEs have not global but regional structure of their value chains.
Thus, regionalization may be a result of two strategies — either serving a starting solution in process
of internationalization of the firm or being an intermediate process on the way toward globalization
[Rugman, & Chang, 2010].

Political economy studies of global value chains have revealed the fragmented international
production effects on the structure of the economy, employment levels, trade balance, and the
country well-being [Baldwin, 2006]. Some of these studies proves that fragmentation has the
positive impact for all participating countries. However, some studies distinguish short-term and
long-term positive effects and highlight the greater benefits for multinational’s home country or
other industrialized countries from global value chains. Baldwin & Robert-Nicoud [2007] have also
explored the theoretical aspects of offshore trade between countries with different factors of
production. An important issue has also been the study of benefits from fragmentation, especially
between industrialized and developing countries.

Research findings

In the last two decades, significant structural changes have taken place in the organization of
multinational enterprise’s global value chains. This applies to the dynamics, territorial proportions,
and the complexity of the goods and services flows in such value structures, as well as a reverse
relocation tendency of some production segments in the context of outsourcing [Rogach, 2019].

GVCs are dynamic and flexible systems. They are mobile enough. Ever since the product
fragmentation went beyond national borders and became international 30-40 years ago, there has
been a constant adjustment or restructuring of production networks in response to changing
comparative advantages of countries, increasing political risks or developing new corporate cost-
minimization strategies.

Production networks mobility and flexibility is one of the essential features of modern
globalization. None of the countries can be sure of the constant "loyalty™ of the MNESs to maintain
separate production units [as its own or subcontracted outsourcing] on its territory for a long time.
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Moving individual links in global chains from one country to another has become a common trend
that is accelerated or slowed by many economic and political factors.

At the present stage of the world economy internationalization, there are two trends in the
localization of MNEs global chains. The first trend indicates a slowdown of such networks growth
in the last seven years, and the related trend characterizes the increase in the backward movement of
certain international production fragments to the MNEs home countries.

After three decades of international production networks rapid territorial and sectoral
expansion, the pace of this process has slowdown. This is evidenced by the rather low growth rate
of sales, value added and employment of multinational firm’s foreign affiliates in 2012-2017. In
2005-2010 sales of foreign affiliates grew by an average of 9,7% per year and affiliate’s value
added grew by an average of 10,7% per year. In 2012-2017 the average growth of these indicators
was much less — 1,5% for both [UNCTAD, 2018].

There are several explanations for this trend. The technological fragmentation in many
industries is already sufficiently developed [or even exhausted] and further fragmentation of the
value chain does not give additional profit. Some industries, such as electronic, electrical, which
were the first to embark on the path of fragmentation, have already reached considerable "maturity"
in this process. In the future, it is only possible to move individual segments of production from one
country to another, and not to extend the range of supply chain member countries altogether.

However, technological factors obviously have different effects on the dynamics of GVCs in
different industrial sectors. There are still many industries that are far from the "maturity threshold"
of the production tasks distribution. Other economic sectors [e.g. services] have further potential for
segmentation of operations. It is likely that the slowdown in the growth of "mature industries”
networked production will be offset by the greater fragmentation dynamics of other industries that
later embarked on this path (biotechnology, pharmaceuticals, creative industries, etc.). The modern
industrial revolution continues to reduce the communications, transportation and logistics cost,
which contributes to the geographical dispersion of all new types of production.

The general economic factors of the world economy post-crisis development in the last 5-7
years have had a significant impact on the GVCs modern economic dynamics.

Low economic dynamics of most EU countries (in recent years even the traditional
European locomotive — Germany) as well as the BRICS countries (including Brazil, China, Russia),
increasing volatility and economic problems of emerging markets (Turkey, Argentina) and
developing countries, have become one of the main factors in slowing down the global chain’s
expansion.

Brexit adds even more negative expectations to the potential of European MNESs to further
increase global value chains. For UK multinationals and international firms in EU countries,
entirely new tax, customs, and supply chain constraints are emerging, constraining new investment
or even forcing plans to change established production networks.

The second trend in the GVVCs development in the last decade has been a marked process of
international production networks restructuring. Although, as we have noted, the modification of
production chains is ongoing and is not a new phenomenon of MNE’s activity, in recent years it has
been felt especially clearly and is increasingly gaining ground. The major impact on such
restructuring has a reshoring, that is, the return by multinational firms some fragmented processes
back home. The relocation of individual production units reduces the quantitative indicators of
GVCs growth.

The process of outsourcing is influenced by many factors, such as robotization and
automation of manufacturing processes, digitization of the economy, the introduction of 3D
printers, the relative equalization of labor costs, the reduction of energy resources in the United
States, as well as the result of special fiscal, trading actions.

All models of “trade in task” and fragmentation of international production studied the
foreign outsourcing development with the focus on certain key factors — the difference in the wages
of workers and the reduction of transport costs. If these conditions exist, as theoretical studies have
shown, some of its segments are transferred to locations with cheap labor [Grossman, & Rossi-
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Hansberg, 2006]. The MNEs practice fully proved these theoretical findings during last three
decades of progress in communications, transportation, a reduction in international management
costs, and the involvement of new regions with very cheap labor. The multinational firms’ strategies
were aimed at relocating production to Asia or other countries with cheap factors of production.

But the Fourth industrial revolution, the robotization of production and new technologies for
shale oil and gas in the US are changing these traditional trends of fragmentation.

For example, the shale revolution has already led to a fall in gas and electricity prices in the
United States, where the cost of such energy has become lower than in other industrialized
countries. The reduction in energy costs in the United States has led to a major restructuring of
GVCs in many industrial sectors. The more cheaper energy resources are in the United States [the
current level of prices is still not the limit of decline], the more this factor begins to determine the
restructuring of global value chains.

There are two aspects of this impact. First, US MNEs compare their economies against
cheap labor in China and other developing countries and the benefits of using cheap energy in the
US. For a growing number of industrial sectors, this comparison is not in favour of Asian countries.
If the fixed costs of production closure in one location and opening it in another location are not
crucial or could be offset by low gas and electricity prices, multinationals decide to disinvest abroad
and return to the US. There is a fundamental change in logistics, delivery directions and participants
in subcontracts, that is, the entire architecture of the GVCs.

The industrial sectors feel different impact of low energy prices. Therefore, it is still difficult
to assess whether this factor can completely neutralize the motive for using cheap labor and deprive
Asian countries [China, India and others] of their traditional comparative advantages. But cheap
labor benefits “destruction” has already begun and is happening with increasing force. In this case,
it is possible to predict the negative effects for the expansion of GVCs.

Another aspect of low energy prices impact is the attractiveness for European and Asian
MNEs to set US subsidiaries. On the contrary, it has positive effects for the expansion of the GVCs,
as energy-intensive manufacturing segments of non-US firms are shifted to the US. This situation,
for example, is very clearly observed in the non-ferrous metallurgy [especially the aluminium
industry], the petrochemical industry and even in the pharmaceutical sector. In the last ten years,
almost all leading non-US multinationals in these industries have decided to open their US
subsidiaries motivated by cheap electricity or gas. This is an important factor of their modern
competitive strategy.

As already mentioned, robotization and automation also cause the return of assembly
industries to post-industrialized countries, especially in the automotive and engineering industries.
In recent years, a new industrial revolution has significantly reduced labor costs even in the apparel
and footwear industries. US technology leadership in many industrial sectors encourages foreign
firms to open branches in scientific and industrial agglomerations. Broetje-Automation (Germany)
plans to open aerospace manufacturing robotics facility at EIk Grove Technopark in 2019, and Saab
AB (Sweden) will set its military aircraft spare parts facility by 2021.These decisions were
motivated by scientific cooperation with the US universities and the introduction of 3D printing into
production [Lee, 2019]. In order to bring its production closer to R&D centers and consumers,
Danish pharmaceutical MNE Novo Nordisk has decided to acquire an American manufacturer of
diabetic drugs in North Carolina in August 2019 [Novo Nordisk, 2019].

Another important factor in the restructuring of the GVCs is the fiscal mechanisms
implemented in the US by the Trump administration, including tax reform. But the short- and
long-term effects of such measures differ significantly.

US tax reform has had a rather complex multi-vector effect on the dynamics of global FDI.
This effect related to accumulated value of foreign direct investment as well as the volume of
annual outflows and inflows. In anticipation of the tax reform multinational US firms have
accumulated huge resources of retained earnings in their foreign accounts, including offshore
jurisdictions [Curcuru, & Thomas, 2014]. According to the U.S. Bureau of Economic Analysis
[U.S.BEA], since 2010 the annual repatriation of US MNEs income from abroad has not exceeded $
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150 billion a year. During the same period, their retained earnings rose rapidly from $ 1.5 trillion to
$ 3.2 trillion in 2016, including $ 2 trillion in cash on their foreign accounts [UNCTAD, 2018]. US
tax law allowed it to do and receive tax deferrals.

The US Tax Cuts and Jobs Act (TCJA) 2017 also focuses to encourage companies to stay in
the US in two ways: (1) by reducing the corporate tax rate from 35 to 21 percent and (2) by
applying a territorial tax system.

One of the goals of US tax reform was to encourage US multinationals to bring their profits
back home, while slowing down repatriation of profits from affiliates of non-US MNEs located
here. Changing the US investment climate in corporate tax liberalization has started a new wave of
tax competition between countries. The previous "foreign earnings liberalization” was used by the
United States in 2005 when it generated a huge wave of inflow (US $ 300 billion) in deferred US
foreign earnings to this country.

According to the US Bureau of Economic Analysis, the 2017 Tax Cuts and Jobs Act
[TCJA] resulted in the repatriation of $ 142 billion profit from US foreign affiliate to their parent
companies in 2018. Because US investment position statistics reflect such a negative revenue
repatriation, even without hindering new US FDI to acquire $ 83 billion in equity abroad, the
country's net investment position this year was negative at $ 58 billion [Nguyen, & Whitaker,
2019]. The decline in foreign assets of US firms in 2018 was due both to a decrease in the value of
portfolio investment and to foreign direct investment. If at the end of 2017 the FDI of US firms at
market value was $ 8.9 trillion, then at the end of 2018 they decreased by $ 1.4 billion to $ 7.5
trillion. This decrease in FDI may also be related to the US MNEs disinvestment and repatriation of
their capital to the US [Nguyen, & Whitaker, 2019].

Finally, another important factors in the dynamics and restructuring of the multinational
enterprises network production are the geopolitical risks and political uncertainty. Political factors
and risks have always been significantly correlated with FDI flows [Schneider, & Frey, 1985]. For
example, the wave of MNE’s assets nationalization in developing countries in the 1960s
significantly changed the direction and volume of FDI.

A series of political developments in recent years, such as Brexit, economic sanctions
against Russia, and the US government's rejection of several key international agreements have
greatly increased the level of political uncertainty. Increasing economic nationalism, the threat of
trade wars and the introduction of customs barriers have worsened the global investment climate.
Surveys of multinational enterprise executives indicate that political uncertainty and geopolitical
risks are one of the major obstacles to MNEs investment plans [Liu, 2019].

The trade war between the US and the China has had a particularly significant impact on the
current global value chains rebuilding. The intensification of trade disputes has forced many firms
to postpone investment decisions to expand export subsidiaries in China. This has led to uncertainty
for MNEs about the profitability of their operations in the future and the benefits of geographical
manufacturing fragmentation and outsourcing networks in low-cost countries. This was evidenced
by the significant slowdown of new global value chains growth. Multinational firms that create
supply chains to minimize costs are particularly vulnerable to such risks of uncertainty. For the first
time in decades, there has been a fear of relocating some of their foreign units to avoid possible
trading tariffs [Ayhan, 2019]. In such circumstances, an increase in foreign direct investment seems
a very risky business.

If the most pessimistic trade war scenarios are deployed, one can expect an extremely strong
effect of these events on the territorial and functional structure of the global MNEs chains. China
declared in late August 2019 the introduction of a new 5-10% duty on $ 75 billion of US goods, and
in response, President Trump announced his intention to increase the already imposed duties on
Chinese goods in the amount of $ 250 billion from 10 to 15%, and additionally make a new round
of increase in customs duties from 25% to 30% for another $ 300 billion commodity group from
October 1, 2019 [The Financial Times, 2019].

According to many experts, the initiation of 30% duty on exports to the US will make it
impossible to have many logistics schemes for supplying multinational firms from China. In
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combination with other factors of the technological revolution mentioned earlier, this will lead to
the largest restructuring of the GVCs in 40 years.

Consequently, as a result of technological, economic and financial factors, US reshoring is
gaining ground. According to the Reshoring Initiative, in 2015, for the first time in 45 years, the
balance of relocation from the US (offshoring])and return to the US (reshoring) of enterprises in
terms of created [lost] jobs was achieved, and the following year a positive balance of these
processes was observed in the direction creating additional employment. According to this
organization, if in the early 2010s, due to the transfer of multinational enterprises abroad, the US
lost about 220 thousand jobs annually, then in 2016, for the first time, the overall result (offshoring
+ reshoring) was positive — 30 thousand new jobs. The next two years highlighted a unique situation
for 50 years — such a net positive balance of new jobs reached at least 135 thousand a year. In 2018
1,389 companies announced their intention to return 145,000 jobs to the United States. [Reshoring
Initiative, 2019 b].

It should be noted that these data include both plans for US MNEs headquarters to "bring
production back home" and foreign direct investment by non-US firms that were accompanied by
the transfer of their existing overseas production facilities to this country. In the latter case, such
action by the MNEs is not a reshoring, since it means that a foreign firm is simply restructuring its
GVCs. For example, Swiss pharmaceutical companies have manufactured components of their
medicines in the UK or India, and now their production is being shifted to the United States, where
energy costs or process automation make them more profitable. For the US this is inward FDI of
Swiss MNE but not a reshoring.

GVCs transformation has led to decrease the share of foreign value added in world exports.
In the previous twenty years the proportions of domestic and foreign value added in world exports
have steadily changed in favour of the latter, then after the global financial crisis of 2008-2009 such
a structural trend is no longer observed. The share of foreign value added in world exports
stabilized at 30%. The coming years will show whether this is only a temporary stay, or a sign of
more structural changes related to changes in the country's economic policies and new MNEs
strategies.

An important political economy aspect of GVCs architecture is the territorial value creation
proportions between groups of industrialized and developing countries. The data indicate a
significant increase share of underdeveloped economies. However, there are discussions about the
duration of this effect and the balance of benefits that countries get from international production
fragmentation [Raei, Ignatenko, & Mircheva, 2019]. For example, Porter & Kramer [2019] argues
that multinational enterprises should fundamentally revise their strategy of building GVCs in order
to better address the needs of underdeveloped countries.

Most proponents of fragmentation theory believe that this process opens more opportunities
niche specialization for countries that have advantages in producing individual segments but have
not yet acquired competitiveness in the production of others. In this case, the total cost of
performing individual tasks in different low-cost production units will be lower than the total cost
of integrated [combined] production in one place. Some scholars argue that the benefits from
participation in fragmented international production are approximately balanced between all
participants. The high flexibility of GVCs and the mobility of production segments reinforce the
trend of wage equalization for workers of the same skill level in different countries. This will
facilitate the efficient allocation of resources and the equalization of social standards of rich and
poor countries [Mankiw, & Swagel, 2006].

Buckley & Ghauri [2004] believe that MNEs are becoming a “global factories”. Such
global factories will allow to produce goods and services in any country where there is a demand
for them, and to avoid long distances transportation of final products. In this context, as these
authors emphasize, it is important to determine the determinants of global networks spatial
dispersion. This is also important for shaping the economic policies of the host countries. The
worst-case scenario for a global factory is to continue concentrating wealth in post-industrial
countries and further lagging the poorer regions that will occupy the niche of low value industrial
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floors. Fixing high-tech, knowledge-based, high-skilled workforce in developed countries and
outsourcing standardized parts and semi-finished products in poor developing countries can capture
the trends of the above scenario.

Starting with the early fragmentation models, their authors argue that the process will result
in a regrouping of production models between countries. Structural shifts in industry and
technological potential will occur in both the country with excess capital and the country with cheap
labor. For the country of origin, MNEs fragmentation will lead to technological progress in the
capital-intensive sector of the economy. Contrary to expectations, such a country does not
experience a fall in the wages of unskilled workers [Strange, & Zucchella, 2017].

Another evidence of the GVCs transformation is the increasing emphasis on high-tech flows
of goods and services, the creation of network knowledge and competences, the internationalization
of the innovative activities of the branches. The creation of intangible assets is the primary goal of
an increasing number of international MNEs production systems. The growth rate of royalties and
license fee has averaged 5% over the past five years, three times higher than traditional GVCs
dynamics — affiliates sales and value-added growth. [UNCTAD, 2018]. Given that the multinational
firm’s knowledge creation internationalization is rapidly growing, such a transformation of the
GVCs will be observed more clearly in the coming years.

Conclusion

The key feature of a new system of international production by MNEs is a dynamic
development of global value chains. According to the degree of geographical coverage of the
countries, the value chains can include several neighbouring countries, be regional or global. These
value chains of MNEs are in permanent transformation, which covers not only the functional
segments of the production structure, but also its geographic dispersion. This determines an
important geographical configuration trend of the international production — the emergence of new
factors and determinants of its localization.

Thus, the process of global value chains restructuring reflects the contradictory nature of
many factors. After a long period of dynamic growth, such MNE’s network production systems
have slowed down their expansion significantly. The Fourth Industrial Revolution, on the one hand,
will continue to reduce economic distance between countries, transport and communication costs of
companies, and open new technological possibilities for fragmentation of production processes.
This will stimulate further international production mobility and the emergence of new GVCs. On
the other hand, a new industrial revolution generates factors that counteract the shifting of
production from industrialized countries to low-cost countries or even cause return many
manufacturing processes from offshore outsourcing areas. The correlation of such forces of
"ejection” and "retraction” will obviously be different at certain stages of the world economy
digitalization and the deployment of new robotic production platforms. It will determine the future
dynamics of expansion [or possibly even contraction] and restructuring of MNEs global value
chains.
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differences between the previous and updated agreements, an impact of integration association on
the socio-economic status, trade and investment activity of the participating countries, prospects for
its development and analysis of its economic cooperation with Ukraine. The empirical analysis
shows a significant relationship between the U.S. GDP and foreign trade with Mexico and Canada,
unemployment and interest rates. Its results revealed that the U.S. trade with Canada had a positive
impact on the U.S. GDP; at the same time the U.S. trade with Mexico had a negative impact on the
U.S. GDP, which became the main argument for President Trump in his pressure on Mexico to
revise the terms of the NAFTA agreement. The regression analysis also showed that there is an
inverse relationship between GDP and interest rate in the United States from 1994 to 2018.

It was determined that the United States-Mexico-Canada Agreement (USMCA) is not
fundamentally different from the previous one, but it can create new opportunities, for example, for
workers and farmers in the United States, and new difficulties for Canada and Mexico. This
agreement tightens labor standards and protection of intellectual property rights, especially in
Mexico, thus, probably decreasing the attractiveness of Mexican economy to foreign investors, that
is likely to reduce the U.S. investment in Mexico. Thus, Canada and Mexico are expected to receive
less benefit from the USMCA for their economies than the United States.

Key words: NAFTA, USMCA, Free Trade Area, United States, Canada, Mexico, trade and
investment flows

AHoOTaniA. Memow 0Oanozco 00CnNiOdCeHHs € aHani3 CYy4acHO20 eKOHOMIYHO020 CMAHY
lligniunoamepukancokoi 30HU BIILHOI MOP2IGN Ma BUSHAYEHHS MOJNCIUBUX NepPCneKkmue il
possumky. ¥ cmammi docniodceno nepedymosu hopmysannsi HADTA, npuuunu nepeensioy yeoou
ma NOpiGHAHHS BIOMIHHOCHEU MidiC NONEPEOHIMU MA OHOBIEHUMU Y200aMU, 6NIUE [HMe2PAYIUHOT
acoyiayii Ha coyianrbHO-eKOHOMIYHULL CMAH, MOP2OBelbHY MaA IHBeCMUYIUHY OUIbHICMb KPAiH-
V4acHUYb, NepCcnekmusy ii po3eumxy ma auaiiz eKOHOMIuHO20 ChigpoOimuuymea 3 YKpaiuoro.
Emnipuynuii ananiz noxkasas snauwny 3anesxcuicme mioxe BBII CIIIA ma 306niuinb010 mopeisnero 3
Mexcukxoio ma Kanadoio, 6espobimmam ma npoyenmuumu cmaskamu. Hozo pesynomamu
noxazanu, wo mopeiens CIIA 3 Kanaoorw nozumusno enaunyna na BBII CIIIA; 6 moti sce uac
mopeiena CILIA 3 Mekcukow Hecamueno enaunyna wa BBII ClIA, wo cmano 2onoenum
apeymenmom 0 npesudenma Tpamna 6 tioco mucky na Mekcuxy wooo nepeaindy ymos y2oou
HA®TA. Peepecitinuii ananiz maxodc nokaszas, wo icHye 360pomuull 38 a30k mixc BBII ma
npoyenmuoro cmaskoro 6 CIIA 3 1994 no 2018 pix. Byno euznaueno, wo Yeooa CIIA - Mekcuxa -
Kanaoa (FOCMKA) npunyunogo He 6iOpisHAEMbCs 8i0 NonepedHvol, aie 80HA MOJce CMEOpUmu
HOBI MOJNCIUBOCE, HANPUKIAO, 015 pobimHukie i pepmepis v CIIIA, a maxoc Ho8i mpyoHowi Ois
Kanaou ma Mexkcuku. L{a yeooa nocunoe cmanoapmu npayi ma 3axucm npag iHmenieKxmyaibHoi
gnacrHocmi, ocobnuso 8 Mekcuyi, wo, UMOGIPHO, 3HUdCYBaAMUME NPUBADIUBICML MEKCUKAHCLKOI
EeKOHOMIKU OJisl IHO3eMHUX [H8eCmOopis, wo, cKopiue 3a 6ce, IMeHWUMb AMEPUKAHCHKI IHeeCmUyii 6
Mexcuxy. Takum uunom, ona Kanmaou ma Mexkcuxu o4ikyemwvcs, wo 8OHU OMPUMAIOMb MEHULY
8u200y 6i0 FOCMKA ons ceoei exonomixu, nioe Cnonyyeni [lImamu.

KuarouoBi ciaoBa: HADPTA, FOCMKA, 3omna esinvnoi mopeieni, CIIIA, Kanaoa, Mekcuka,
mop2o6i ma iHeeCmMuyiliHi NOMOKU

AHHOTAUMA. [[envio0 0aHHO20 uccied08aHus AGAAEMCA AHAIU3 MEKYUe20 IKOHOMUUECKO20
cocmosinua  CeBepoamepukanckol 30Hbl  C80000HOU MOP206IU U  BbIAGIEHUE BO3MONCHBIX
nepcnekmue ee passumus. B cmamve uccredyemcs meopus mMe#cOYHapOOHOU IKOHOMUYECKOU
unmezpayuu, npeonocvliku s gopmuposanus HADPTA, npuuunvl nepecmompa coenauieHus u
CONOCMABNEHUSL PA3IUYULL MeHCOY NPeoblOYWUMU U OOHOBIEHHLIMU CONAUEHUAMU, GIUAHUE
UHMEZPaAYUOHHO20 00beOUHeHUss HA  COYUANbHO-IKOHOMUYECKOe COCMOsIHUe, Mop208ylo U
UHBECIMUYUOHHYIO 0esIMENbHOCMb CMPAH-YYACMHUY, NEPCHEeKMUBbl €20 pa3eumus U aHaIu3
IKOHOMUYECKO20 COMPYOHUYecmsea ¢ YKkpaunou. Imnupuyeckuii aHanu3 noxKazani 3HAuumenbHyo
3asucumocms mexncoy BBII CIIIA u enewneti mopeosneu ¢ Mexcuxoti u Kanaooti, 6e3pabomuyeii u
npoyeHmuoiMu cmaskamu. Eeo pesynemamur nokazanu, umo mopeosrsn CIIA ¢ Kanaooii
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nonoxcumenvro nosiusna Ha BBII CLIA; 6 mo sce apems mopeoens CLIIA ¢ Mexkcuxoii okazana
neeamugroe enusanue Ha BBII CIIIA, ymo cmano enaeuvim apeymenmom 07 npezudenma Tpamna 6
e2o oasnenus Ha Mexcuxy no nepecmompy ycaosuti coenauenus HADTA. Pezpeccuonnsiii ananus
makaice NOKA3aui, 4mo cywecmeayem oopamuas ces13o medicoy BBII u npoyenmnoti cmaexe ¢ CILLIA ¢
1994 no 2018 200. Bvino onpedeneno, umo coenawenue CIIA - Mexcuxa - Kanaoa (FOCMKA)
NPUHYUNUATBHO He OmIu4aemcsi Om Hnpeovloywe2o, HO OHO MOXMCem C030amb HOBble
803MOJMCHOCIU, Hanpumep, 011 pabouux u gepmepos ¢ CILLIA, a makoce Ho8ble mpyoHocmu 0
Kanaoor u Mexcuku. Omo coenawienue ycunueaem cmavoapmsl mpyoa U 3awumvl npas
UHMENNeKMYalbHOU CcOOCMEeHHOCMU, 0C00eHHO 8 Mekcuke, umo, 8eposamuo, Oyoem CHUMCAMb
NPUBNIEKAMENbHOCMb MEKCUKAHCKOU JIKOHOMUKUY Ol UHOCMPAHHLIX UHBECMOPO8, 4mo, CKopee
gce2o, yMmeHvbwum amepuxkauckue uneecmuyuu 6 Mexcuky. Taxkum obpasom, ona Kanaowvl u
Mexkcuku oscudaemcsi, umo oHu noayuyam menvuiyro 6vico0y om FOCMKA ons ceoeti sKoHoMUKU,
uem Coedunennvle [lImamuoi.

KiaroueBbie ciaoBa: HADTA, IOCMKA, 3ouma ceoboonoti mopeosenu, CIlIIA, Kawnaoa,
Mexcuka, mopzoguvle u uHgecmuyuoHHbvle NOMOKU.

Introduction. The United States — Mexico — Canada Agreement (USMCA) is an updated
comprehensive trade agreement between Canada, the United States and Mexico. The USMCA is the
largest regional free trade area in the world, with a population of nearly 500 million people and an
aggregate GDP of around $24 trillion, equal to around 27% of world GDP. NAFTA - a preliminary
agreement of the countries — became the first agreement in the world that linked through economic
relations three countries of North America. It was also unusual in a global dimension because it was
the first time that a free trade area linked two rich, developed countries with a low-income,
developing country. The USMCA has high competitiveness, which has already been reached in the
previous agreement, and also strengthens the positions of the participating countries individually,
enabling them to produce goods and services that meet the needs of the world market, while
increasing the incomes of their citizens, which is also indicative of ability to withstand competition
in international trade. As the USMCA is one of the largest economic blocs in the world, there is a
need to analyze the processes and changes that occur within it. Therefore, the topic of scientific
work is relevant, because at this moment within this economic union historical change is taking
place, which can affect not only economies of member countries, but also the state of the world
economy as a whole.

Recent literature review. The free trade area (FTA) is the simplest stage of regional
integration, which implies the elimination of tariffs and non-tariff barriers between member
countries in order to increase mutual trade. Prerequisites are a similar level of economic
development, the geographical proximity of countries, and a high level of interdependence. The
benefits of an FTA are increased price competitiveness; productivity increase; increase in
investment; promoting economic and political reform. Among the disadvantages should be
highlighted: an increase in outsourcing; intellectual property theft; displacement of domestic
industry; depletion of natural resources in developing countries.

It should be noted that for Mexico, the FTA with the United States became a way to capture
the results of its market-opening reforms of the mid-1980s [M. Villarreal, 2017: 14]. The United
States and Canada gained more access to the rapidly growing Mexican market. J. McBride and W.
Tyner in their works paid special attention to the analysis of the influence of NAFTA on the
economies of the participating countries [J. McBride, 2016: 3; W. Tyner, 2018: 16]. The authors
noted overall GDP growth and job support, especially those that depend on trade. The theme of the
difference between NAFTA and the updated agreement USMCA was revealed in work by R. Wolfe
[R. Wolfe, 2018: 3]. The most significant differences are concentrated in the automotive sector.

In Ukraine the impact of regional integration on the development of national economies is
studied in the scientific works of O. Rogach, T. Rodionova, O. Shnyrkov, S. Yakubovskiy [O.
Rogach, 2019, 2020; T. Rodionova, 2019; O. Shnyrkov, 2019; S. Yakubovskiy, 2019]. Above
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mentioned articles study the prospects for the development of integration unions as well as its
member states in the context of globalized world. However, the new realities of changing global
economic environment require further exploration of this issue.

The purpose of research is to conduct an economic analysis of the current state of the North
American Free Trade Area and to identify possible prospects for its development.

The main results of the research. The dynamics of the main macroeconomic indicators of
the NAFTA member countries is studied to identify the impact of their participation in the trading
bloc on their economic development. The GDP of all USMCA countries is steadily increasing from
1998 to 2018. Analyzing the data, it should be noted that NAFTA gave a powerful impetus to the
economic development of the countries. Over the past twenty years, GDP growth in the United
States was U.S. — 102%, in Canada — 135%, in Mexico — 72%. According to the World Bank, in
2018, the United States ranked first in the world in GDP, Canada ranked 10th, Mexico ranked 15th
[The World Bank, 2020]. As of 2019, in all three countries there was an increase in GDP: up to
$21.4 trillion in the United States, in Canada — up to $1.73 trillion, in Mexico — up to $1.22 trillion
[IMF, 2020].

GDP per capita in the United States is also growing steadily. In 2018, it was $ 62.8 thousand,
which is almost twice as high as in 1998. Thus, the U.S. ranks among the high-income countries
and ranks 12th in the world in GDP per capita. Canada has also seen a per capita GDP growth in the
last twenty years. It can be noticed that in the period from 2008 to 2018 it was not as significant as
in the previous ten years, but in 2018 it amounted to $ 46.3 thousand, which is 2.2 times more than
in 1998. Canada, like the United States, is ranked among the high-income countries and ranked 24th
in the GDP per capita ranking. In Mexico, per capita GDP growth is around 86% over the period
1998-2008, but in the next decade the growth rate has not been so significant. In 2018, it was $10.1
thousand. In 2019, per capita GDP growth occurred only in the U.S. and Mexico — up to $65.1
thousand and $10.1 thousand in accordance. In Canada, there was a slight decrease to $46.21 [IMF,
2020].

The dynamics of the U.S. unemployment rate in 1998-2018 tended to fluctuate. In 2008, the
figure rose to 5.8%, driven by the global financial crisis that led to the collapse of the labor market.
In 2018, the U.S. unemployment rate has dropped to 3.7%, reflecting improved labor market
conditions and an overall strengthening of the economy. Canada’'s unemployment rates have been
steadily declining over the past twenty years and are generally quite low. In 2018, unemployment
dropped to 6.11%, almost 2% less than in 1998. This indicates the effectiveness of the government's
policy of increasing employment in the country. The unemployment rate in Mexico, as in the
United States, has tended to fluctuate slightly over the past twenty years. In 2018, the figure was
3.49%, which is the natural unemployment rate in the country. As of 2019, unemployment has
continued to decline: in the United States — up to 3.72%, in Canada — up to 5.7%, in Mexico —
3.44% [IMF, 2020].

Thus, the analysis of the data showed that NAFTA for 1998-2018 gave impetus for the
sustainable economic development of all three countries, which continues in 2019, as evidenced by
the improvement of the dynamics of the main macroeconomic indicators of the countries for the
whole studied period.

The United States and Canada have the most comprehensive and closest trade links in the
world, supporting millions of jobs in both countries. As the main exporter of Canadian goods and
services is the U.S. market, foreign economic relations with the United States are essential for
Canada. In turn, American trade with Canada and Mexico substantially supports jobs throughout the
country, especially in California, Texas and most of the eastern states of America [Business
Roundtable, 2020]. During its existence, NAFTA has stimulated significant productivity gains in
the Canadian economy and facilitated its expansion and increased competitiveness.

Over the past 20 years, from 1998 to 2018, the U.S. exports to Canada have increased by $95
billion. According to the World Integrated Trade Solution (WITS), in 1998 its structure was
dominated by goods such as consumer goods, vehicles, manufacturing products, semi-finished
products, electronics and wood [World Integrated Trade Solution (WITS), 2020]. In 2018, the
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structure of exports changed, the top exported goods included consumer goods, fuel, semi-finished
products, as well as vehicles.

The U.S. imports from Canada shrank by $70 billion compared to 2008, but overall, over the
past 20 years, the numbers increased. This situation could be caused by a significant increase in
U.S. imports from Mexico in 2018. In 2018, the U.S. imports from Canada totaled nearly $270
billion, up $96 billion from 1998. In 1998, Canada exported to the United States production
facilities, consumer goods, semi-finished products, raw materials, and livestock products [WITS,
2020]. In 2018, the structure of imports includes manufacturing products, consumer goods,
vehicles, electronics, and semi-finished products. Two other important items of import are fuel and
raw materials, as Canada is the largest energy supplier to the United States. Canada ranks third in
the world behind oil reserves after Saudi Arabia and Venezuela and is the only member of the five
non-OPEC leaders. And uranium produced in Canada is part of the fuel for the U.S. nuclear power
plants. Overall, U.S. exports and imports from Canada have not undergone dramatic changes in 20
years.

The United States is Mexico's largest trading partner, and Mexico is the second largest export
market of the United States (after Canada) and the third largest trading partner (after Canada and
China). The U.S. trade with Mexico has increased at a faster rate than with Canada. Over the last 20
years, exports between the U.S. and Mexico have grown by $143 billion and imports by more than
$195 billion. In 1998, U.S. exports were dominated by consumer goods, electronics, manufacturing,
transportation, as well as raw materials and fuel, according to the World Integrated Trade Solution
[WITS, 2020]. In 2018, the U.S. exported manufacturing, electronics, consumer goods, vehicles and
semi-finished products to Mexico. The structure of U.S. imports from Mexico in 1998 included
manufacturing, electronics, semi-finished products, transportation, as well as plastics and rubber. In
2018, the structure has changed a bit — raw materials, livestock products and chemicals have joined
the semi-finished products and production facilities. The U.S.-Canada trade balance with Mexico
remains negative, moreover, in 2018, compared to 2008, the deficit between the U.S. and Canada is
decreasing, while between the U.S. and Mexico it is growing.

International transactions in services are a major component of the current account of the
balance of international payments. The United States is the largest exporter of services in the world.
According to the Bureau of Economic Analysis, from 1999 to 2018, exports and imports of services
between the U.S. and its USMCA partners have increased. During this period, exports of the U.S.
services to Canada increased 2.5 times and to Mexico — 2.4 times. Imports from both countries
increased almost twice during the same period. Thus, it can be concluded that exports of services
from the U.S. to Mexico grew at a higher rate than to Canada. The structure of U.S. exports in 1999
was dominated by travel related services, intellectual property costs, transportation, and business
and financial services [Bureau of Economic Analysis (BEA), 2020]. In 2008, the structure remained
almost unchanged: first place was occupied by tourist services, second place - costs for the use of
intellectual property, then business and transport services. In 2018, the share of business services in
the export structure increased.

There were also no changes in the structure of imported the U.S. services. The leading position
in 1999 was occupied by tourist services. According to the Bureau of Economic Analysis, in 2018, the
main imported services were travel services, business, transportation services, and fees for the use of
intellectual property [BEA, 2020]. The balance of the U.S. services with the USMCA member
countries from 1999 to 2018 is positive. Canada and Mexico's international trade in services has also
become closer. Over the past 20 years, exports have increased by $1.15 billion, and imports have
increased by $2.6 billion. However, over the last 20 years, the countries have a negative balance of
services, which is growing and amounted to $2.295 billion in 2018.

Since NAFTA was signed, bilateral investment volumes have grown significantly, both in
terms of stocks and investment flows. The United States is Canada’s largest foreign investor.
Countries have some of the largest and most comprehensive investment relationships in the world.
American investors are attracted to Canada’s strong economic strengths, close to the U.S. market,
highly skilled workforce and abundant resources. The United States accounts for more than 50
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percent of Canada’s total foreign direct investment. According to the U.S. Bureau of Economic
Analysis, since 1998, the amount of direct investment in Canada has increased by $303 billion. In
1998, the U.S. investors invested their capital in Canada mainly in the production of oil and
chemicals, transportation equipment, food, as well as in the financial, insurance and real estate
sectors. In 2018, the most invested areas in Canada were the extraction of minerals, in particular
metals, the production of transport equipment, chemicals, food, as well as holding and financial
companies. Over the past twenty years, the U.S. investment in Mexico has increased by $88 billion.
In 2018, Mexico has received $114.8 billion from the United States. Mainly, the production of
vehicles, food and chemicals, trade, financing and insurance was invested this year [BEA, 2020].

According to the Bureau of Economic Analysis, total foreign direct investment in the United
States increased to $4.34 trillion in 2018 compared to $4.03 trillion in 2017 [BEA, 2020]. Canada
ranked in the top three in terms of investment in the United States in 2018, after Europe, Asia and
the Pacific. Over the past twenty years, Canadian direct investment to the United States has grown
by more than $380 billion. In 1998, Canadian invested in the production of computers and
electronic products, real estate, financial sector and insurance. In 2018, Canada's direct investment
was primarily focused on the financial sector and insurance, wholesale and retail, real estate, and
chemical industry. Thus, it can be concluded that NAFTA has created a favorable investment
climate in both countries over the years, which has increased investor confidence. In 2018, Mexico's
direct investments in the U.S. totaled $18.7 billion, almost eight times more than in 1998.
According to the Bureau of Economic Analysis of the United States, in 1998, Mexico invested in
the United States in food production, depository institutions, and wholesale. In 2018, it was
invested in food production, chemicals and metalworking, trade and real estate.

The United States is one of Ukraine's major trading partners. In 2018, bilateral trade
amounted to about $ 4.07 billion, but the trade balance between countries remains negative. In
2018, Ukrainian exports to the U.S. totaled $ 1.1 billion; up nearly $ 283 million more than in the
previous year. This was mainly due to the increase in exports of ferrous metal products, electric
machines and some food products. Overall, U.S. exports tended to fluctuate between 2013 and
2018, but since 2017 they have increased nearly 1.4 times compared to 2018. In the structure of
Ukrainian exports in 2018, ferrous metals occupy a significant share (mainly cast iron) - about 63%,
ferrous metal products — 12.2%, electric machines — 4.2%, as well as sunflowers and soybeans
[State Statistics Service of Ukraine, 2020].

Trade relations between Ukraine and Canada in 2018 received a positive trend towards an
increase in bilateral trade. Exports to Canada from 2013 to 2018 also tended to fluctuate. Since
2017, Ukrainian exports began to increase, which is the result of the free trade agreement between
Ukraine and Canada, which was signed over a year ago. In 2018, exports totaled $ 74.1 million, 1.5
times more than the previous year. This was due to increased exports of ferrous metals, copper,
some food and furniture. Exports in 2018 are dominated by ferrous metals — 27.5%, copper and
copper products — 18.6%, as well as tannins, nuclear reactors and boilers and vegetable processing
products [State Statistics Service of Ukraine, 2020].

Mexico is one of the main trading partners of Ukraine in Latin America. In 2018, exports
grew to $ 155.5 million, almost 20% more than in 2017, due to increased exports of seeds and fruits
of oilseeds, ores, slag and ash, as well as tobacco. Ferrous metals account for the largest share in the
export structure, 27%, cereals 21.7%, ores and slag 14.7%, as well as oilseeds and products of the
flour and cereals industry [State Statistics Service of Ukraine, 2020].

In 2018, Ukrainian imports from the United States rose to $2.96 billion, which is almost $438
million more than in the previous year. Overall, in 2018, Ukraine imported from the United States
such goods as mineral fuels, oil and its distillation products - 32.1%, vehicles and electric
machinery - 18%, as well as nuclear reactors and auto parts. Imports from Canada have also been
increasing since 2015. In 2018, it was $333.1 billion, which is almost 60% more than in 2015.
Imports in 2018 were dominated by mineral fuels, petroleum and distillation products — 49.2%, fish
and crustaceans — 10%, pharmaceuticals — 7.4%, land vehicles — 6.6%, and nuclear reactors — 6.2%.
Imports of goods from Mexico have been steadily increasing since 2016, but their volumes remain
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small compared to Canada and the United States. In 2018, it was 169.7 million, up 32.6 million
from the previous year. Imports in 2018 are dominated by goods such as vehicles — 29%, electric
cars — 16.7%, nuclear reactors and boilers — 14.9%, alcoholic and non-alcoholic beverages and
vinegar - 9.4%, and pharmaceuticals production — 4.9%. The amount of Ukrainian exports of
services to the United States has been moderately increasing since 2016, reaching $ 947.8 million in
2018, which is almost $ 100 million more than in the previous year. Exports to the U.S. in 2018 are
dominated by telecommunications services, computer and information services — 64.9%,
transportation services — 17.4%, business and financial services — 12%. Exports to Canada in 2018
were down $ 5.8 million from the previous year, but the balance of services is positive. This year
the export structure was dominated by: telecommunications, computer and information services
66.5%, transport services — 17.9%, business services — 11.4% and tourist services — 2.4% . The
amount of Ukrainian exports to Mexico has increased slightly to $ 0.283 million in 2018. The
structure of exports is as follows: tourist services — 31.7%, transport services — 13.6%,
telecommunications services, computer and information services — 11.7%, business services — 10%
[State Statistics Service of Ukraine, 2020].

The amount of Ukrainian imports from the U.S. in 2018 declined substantially to $ 234.4
million, which is almost 3 times less than in the previous year. Imports from the United States are
dominated by: business services — 28.4%, financial services — 24.4%, telecommunications services,
computer and information services — 13.6%, royalties and other related services using intellectual
property — 12.2% and transportation services — 11.2%. Services imports from Canada have fallen
significantly in 2018, almost 5 times. The structure of imports is as follows: business services —
39.7%, transport services — 21.9%, royalties and other services related to the use of intellectual
property — 11.1%, telecommunications, computer and information services — 8.7% and tourist
services — 5.9%. Imports of services from Mexico in 2018 have almost tripled compared to the
previous year and amount to $ 2.1 million, mainly due to an increase in imports of tourist services.
The structure of imports in 2018 includes: tourist services — 43.4%, business services — 28.2% and
transport services — 3.2%.

The volume of direct investments from the U.S. into the Ukrainian economy in the period
from 2013 to 2018 is steadily decreasing. In 2018, the volume was $ 517.4 million; almost twice
less than in 2013 and $ 67.8 million less than in 2017. This tendency may be explained by the lack
of real investment instruments and mechanisms for attracting investments in Ukraine, as well as by
increasing competition for obtaining investments from other developing countries. On the contrary,
the volume of direct investments from Canada to Ukraine has increased. In 2018, they totaled $
49.7 million, up $ 8.6 million from the previous year. This situation is a consequence of the signing
of the Free Trade Agreement between the countries and further deepening of relations. All this has
led to increased activity of both large and small companies, and therefore increased investment
inflows. In 2018 countries have invested in economic activities such as industry (mainly
processing), wholesale and retail trade, financial and insurance activities, and real estate
transactions in the Ukrainian economy [State Statistics Service of Ukraine, 2020].

Foreign direct investment from Ukraine to the United States from 2013 to 2017 tended to
decline, but in 2018 it increased to $ 0.6 million. In 2018, Ukraine invested mainly in professional,
scientific and technical activities, which accounted for 94.7% of the total investment [State
Statistics Service of Ukraine, 2020]. Thus, it can be concluded that the bilateral trade relations
between Ukraine and the USMCA member states for the period 2013-2018 have improved and
continue to deepen.

The revised Free Trade Agreement in North America is expected to have a major impact on
the U.S. economy. In the industrial and energy sectors, it is expected that USMCA will have a
particular impact on the automotive industry. According to the United States Commission on
International Trade, provisions relating to other sectors of industrial goods, including chemicals and
pharmaceuticals, electronic, energy products, textiles and clothing, will not have a significant
impact on the economy as a whole [30]. Since the USMCA provides duty-free access for cars, 75%
of the content of which comes from the three participating countries, this will lead to an increase in
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the production of automotive parts in the United States. These changes will lead to an increase in
the employment rate of people working in the automotive sector. At the same time, prices for
passenger vehicles and cars will rise in the United States, which will lead to a decrease in their
consumption. It is expected that the USMCA will have a positive impact on the U.S. agricultural
sector. The combined impact of all USMCA provisions could increase U.S. annual total exports of
agricultural and food products by $ 2.2 billion. (1.1%) [United States International Trade
Commission, 2019]. It can be noted that a large number of USMCA provisions on trade in services
will not have a significant impact on the production and trade of services in the participating
countries. Analyzing the impact of the USMCA on the investment activities of member countries, it
can be noted that investment relations between the United States and Canada are not subject to
significant changes. However, U.S. investment to Mexico is expected to decline in all areas except
five economic sectors, which are allowed to use the rules of the dispute resolution process between
investors and the state (oil and gas, electricity, telecommunications, transportation services and
some infrastructures). The development of the American coal industry is estimated to increase due
to the increase in capital released in Mexico. On the issue of labor, it is expected that the USMCA
will lead to higher wages and better working conditions. The Commission suggests an increase in
the salaries of Mexicans by 17.2%. This situation will have a moderate impact on the U.S.
economy. Thus, the USMCA will stimulate economic growth and create more jobs for American
workers. The U.S. GDP may increase by $68.2 billion and will give about 176 thousand jobs. U.S.
exports to Canada and Mexico will increase by 5.9% and 6.7%, respectively. U.S. imports from
Canada and Mexico will increase by 4.8% and 3.8%, respectively [United States International Trade
Commission, 2019].

Empirical results. In order to assess the importance of foreign trade for the United States in
the framework of NAFTA the following linear regression model (OLS) is constructed.

Dependent variable: GDP (the U.S. GDP, billion U.S. dollars). The vector of independent
variables: TrC — the United States-Canada trade balance, billion U.S. dollars; TrM — the United
States-Mexico trade balance, billion U.S. dollars; Unemp — the U.S. unemployment rate, %; IntR —
the U.S. interest rate, %.

The model of OLS regression is:

GDP =(,+*TrC+ B, TrM + 5 = Unemp + B, * IntR 1)

The annual data ranges from 1994 to 2019. The model is testing the hypotheses if growth in
the U.S. GDP (GDP 1) is caused by an increase in the trade balance with Canada (TrC 1) and
Mexico (TrM 1).

The result of the regression model is:

GDP = 0,268+ TrC — 0,765 TrM — 0,188« Unemp — 0,307 * IntR  (2)
(5,585**) (—11,510")  (-=3,557") (—4,357")

All standardized beta-coefficients are significant at 1% significance level; R* = 0.953 (the
factors selected for the analysis explain the dependent variable by 95.3%); F = 106.9.

The regression analysis shows a significant causality between the amount of the U.S. GDP
and the country’s trade balances with Canada and Mexico. For the period 1994-2018, an increase in
the trade balance of the U.S. with Canada causes an increase in GDP, as the coefficient of the
independent variable TrC is positive. An increase in the trade balance between the United States
and Mexico causes a decrease in GDP.

Thus, an important result of the regression analysis is that during the existence of NAFTA,
the U.S. trade with Mexico had a negative impact on the U.S. GDP. Negative impact of the US-
Mexico trade on the U.S. economy is confirmed by a constantly negative trade balance between the
USA and Mexico. While if the presence of a negative trade balance between the USA and Canada is
fully compensated by a positive balance of services, the the positive balance in trade in services
between the USA and Mexico is significantly less than the negative trade balance. And this
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argument became the main one for the President Trump in his pressure on Mexico to revise the
terms of the NAFTA agreement.

However, this argument is not indisputable. In particular, Mexico and Canada reported
substantially larger U.S. goods surpluses in the same relationship. This reflects the large role of re-
exported goods from other countries. The U.S. statistics calculate goods coming into the U.S.
territory the third countries and being exported to trading partners, without substantial
transformation, as exports from the United States. Canada and Mexico calculate these re-exported
goods as imports from the country of origin. In the same way, export data from Canada and Mexico
may include re-exported products originating in other countries as part of their exports to the United
States, whereas U.S. data indicate these products as imports from the country of origin [Office of
the United States Trade Representative, 2020].

The negative coefficient on the Unemp variable indicates that there is an inverse relationship
between the U.S. unemployment rate and the country’s GDP, that is, by increasing the
unemployment rate by one standard deviation, GDP will decrease by -0.188 standard deviations.
This result of the model is fully confirmed by recent positive dynamics of GDP and labor market in
the United States.

The regression analysis also showed that there is an inverse relationship between GDP and
interest rate in the United States from 1994 to 2018. Increasing the interest rate by one standard
deviation, GDP will decrease by -0.307 standard deviations. The presence of the inverse
relationship between the interest rate and the U.S. GDP, confirmed by the model, has also become
an argument for the President Trump in his pressure on the Federal Reserve with a demand to lower
the interest rate.

Conclusions. Analysis of the economic efficiency of the integration bloc showed that
NAFTA gave incentive to sustainable economic development of the countries. Their GDP and per
capita GDP have been growing steadily between 1998 and 2018, the unemployment rate in the three
countries remains low, and the inflation rate in the United States and Canada has been quite low
over the same period, while in Mexico it has decreased significantly. NAFTA has spurred
substantial productivity gains in the Canadian economy. Between 1998 and 2018, trade between the
United States and Canada increased. U.S. trade with Mexico increased at a faster pace than with
Canada. The U.S. trade balance with Canada and Mexico remains negative. Analysis of trade in
services showed that in 1999-2018, U.S. exports to Canada increased 2.5 times, and to Mexico
increased 2.4 times. Imports from the two countries almost doubled over the same period. Relations
between Canada and Mexico regarding trade in services have also become closer; in 20 years, trade
volumes have almost quadrupled. Since 1998, direct investment from the United States to Canada
has quadrupled, and to Mexico more than quadrupled. Foreign direct investment in the United
States increased, with Canada joining the top three countries investing in the U.S.

Mexico benefited particularly from NAFTA, as its provisions on foreign investment helped
consolidate the government’s reforms, which contributed to improving the country's investment
climate.

The regression analysis showed a significant relationship between the U.S. GDP and foreign trade
with Mexico and Canada, unemployment and interest rates. Its results revealed that the U.S. trade
with Canada had a positive impact on the U.S. GDP; in the same time the U.S. trade with Mexico
had a negative impact on the U.S. GDP, which became the main argument for President Trump in
his pressure on Mexico to revise the terms of the NAFTA agreement. The regression results have
also proved the assumption, that there were an inverse relationship between GDP and interest rate in
the United States from 1994 to 2018.

The volume of bilateral trade in goods and services of the USMCA member countries with Ukraine
increased over the period 2013-2018. The relations of countries regarding foreign direct investment
are developing less stable. If the flow of investment from Canada increased as a result of the Free
Trade Agreement between the countries, the volume of investment from the United States
decreased, reflecting the lack of mechanisms to attract investment in Ukraine, as well as increased
competition for investment from other developing countries.
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Research results suggest that the USMCA, which replaced the NAFTA, will probably spur

economic growth and create more jobs in the United States. This agreement tightens labor standards
and protection of intellectual property rights, especially in Mexico, thus, probably reducing the
attractiveness of Mexican economy to foreign investors, which is likely to reduce the U.S.
investment in Mexico. Thus, Canada and Mexico are expected to receive less benefit from the
USMCA for their economies than the United States.
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Abstract. Innovation clusters are analyzed in the article from the perspective of cross-border
cooperation of regions. Types of clusters are highlighted, capable of adapting to cross -border
cooperation, which enables to identify and outline the instruments of economic policy, capable to
stimulate deepening of innovation processes in cross -border regions. Specialization and specifics
of gaining competitiveness through promoting new comparative advantages are defined as the
determining criteria for distinguishing the notions of *““cross-border cluster in the conditions of
cross -border cooperation” and ““cross -border innovative cluster”. The innovative cluster’s role is
analyzed in terms of its being a promoter of creating the innovation ecosystem as a highly
coordinated system of dynamics interlinks between economic agents and institutes, resulting in the
innovation activity, commercial success of projects and technological modernization of the
structure of national economies, which effectiveness is conditional on the conformity of the
institutional environment with the needs of R&D, education and business, and with the latter’s
capability to build the closed loop innovation cycle. The determinants of gravity of regional entities,
the dominant principles of cross -border cooperation, the determinants of effectiveness and
ineffectiveness of cross -border cooperation of border regions are defined; the multi-category
approach to assessment of the cross -border potential is given. The potential of customs tariff and
fiscal regulation in stimulating the innovation activity in the conditions of cross -border
cooperation is highlighted. The controversial character of “border” is identified from the
perspective of opportunities and threats for innovation activities, generated by it. Cross-border
cooperation is identified as a trigger for implementation of technological projects and innovation-
driven productions.

Keywords: cross-border cooperation, border region, innovation clusters, business innovation
centers, innovation process.

AHoOTaUiA. B cmammi posenanymo iHHOGAyiUHI Kiacmepu 3 NO3UYii MPAHCKOPOOHHO2O
cniepobimuuymea pecionie. Buoxkpemieno munu KiACMepHUx YmeEOopeHb, Wo MOXCYMb Oymu
aoanmuHi  npu  30IUCHEHHI ~ MPAHCKOPOOHHO2O  CRIBPOOIMHUYMSEA,  wo  00380ULO
i0oenmucpixysamu ma 8UOKpeMumu IHCMPYMeHMU eKOHOMIYHOI NONIMUKY, 30amHi CMUMYI08amu
no2IUONeHHs ITHMe2payiliHux npoyecie 8 npukopooHuux pezionax. Cneyianizayis ma ocooausocmi
00CACHEHHs KOHKYPEHMOCHPOMONCHOCMI 3d PAXYHOK HNPOCYBAHHSA HOBUX NODIGHANbHUX Nepesas
BUZHAYEHO K OemepMIHYIOYl KpUumepii po3mMexCcy8aHHs NOHAMb «IHHOBAYIUHULL KIACMep 8 YMOB8AX
MPAHCKOPOOHHO20 — CNIBPOOIMHUYMBA» ma «MpaHcKOpOOHHUU  IHHOBAYIUHUL  Kiacmepy.
Poszensanymo ponv innosayiunux xnacmepieé y CNpUsiHHI CMBOPEHHIO THHOBAYIUHOI eKocucmemu K
BUCOKO KOOPOUHOBAHOT CUCMeMU OUHAMIYHUX 83AEMO38 A3KI8, WO BUHUKAIOMb MIHC eKOHOMIYHUMU
azenmamu U IHCMUMYMAamu, pe3yabmylyucs 6 IHHOBAYIUHIU aKMUBHOCMI, KOMepYIiuHil
YCHIWHOCMI  NPOeKmié U MEeXHON02IYHIU MOOEpHI3ayii eKOHOMIYHOI CMpPYKmMypu 0epicasu,
ehekmusHicmob AKOI 3anedcums 60 CMYNeHs GIONOGIOHOCMI IHCMUMYYIUHO20 Ccepedosuyd
nompebam Hayku, oceimu U 06i3Hecy I 30amMHOCMI OCMAHHLO2O 3a0e3neuysamu 3aMKHYMICMb
iHHOBAYIIHO20 YUKTY. Busnaueno oemepminanmu manCiHHs pecioHaNbHUX Ccy0 €Kmis, 0OMIHAHMHI
NPUHYUNU MPAHCKOPOOHHOI OISIbHOCMI, OemepMIHAHMU epexmusHocmi ma HeedexmueHoCcmi
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MPAHCKOPOOHHO20 — CNIBPOOIMHUYMBA — NPUKOPOOHHUX — PE2iOHi8, a  MAKOMC  HABEOEHO
bacamokamezopianbHuil NioXio 00 OYiHKU NOMEHYIAy MPAHCKOPOOHHO20 pe2ioHy. Buokpemneno
nomeHyian MUmHO-MapugHo20 ma OOHCEMHO-NOOAMKOB020 Pe2YIIO8AHHA 8 CMUMYIIO8AHHI
IHHOBAYIUHOI AKMUBHOCMI 8 YMOBAX MPAHCKOPOOHHO20 ChigpodimHuymea. Ioenmugikosano
KOHMPOBEPCIUHUL XAPAKmep «KOPOOHY» 3 NO3UYIU NPOOYKOBAHUX HUM AK MOICIUBOCMeEl, MAK |
3aepo3 0nsa iHHoBayiuHol OisnvHocmi. TpanHcKopOoHHe CniBpOOIMHUYMBO I0eHMUPDIKOBAHO K
mpueep peanizayii mexHoI02IYHUX NPOEeKMi8 Ma IHHOBAYIUHO20 8UPOOHUYMEA.

KuouoBi cjioBa: TpaHCKOPIOHHE CITIBPOOITHUIITBO, NMPUKOPAOHHUM PETiOH, 1HHOBAIlINHI
KJIacTepH, O13Hec-1HHOBAIlIHI [IEHTPH, IHHOBAILIMHUI MpOIIeC.

AHHOTAanusl. B cmamve paccmompenvl UHHOBAYUOHHBIE KIACMEPbL C  NOUYUU
MPAHCSPAHUYHO20 COMPYOHUYECNBA pPecUuoH08. Bvidenenvt munvli KiacmepHulx 00pazosanull,
Komopble Mo2ym Obimb a0anmueHbIMU HPU OCYWECMBIIeHUU MPAHCSPAHUYHO20 COMPYOHUYecmsd,
YUMo NO360AUN0 UOEHMUDUYUPOBAMb U ONPEOenUms UHCIMPYMEHMbL IKOHOMUUECKOU NOAUMUKU,
CHOCOOHbIE CIMUMYIUPOBAMb YelyONeHue UHMeZPaAYUOHHbIX NPOYECCO8 8 NPUSPAHUYHBIX PeSUOHAX.
Cneyuanuszayus u 0CO6eHHOCMU OOCMUNCEHUS KOHKYPEHMOCNOCOOHOCIU 34 cYem NPOOBGUIHCEHUSL
HOBbIX CPABHUMENLHLIX NpPeUMyujecme onpeoeieHvl Kak OemepMuHupylowue Kpumepuu
PAasepanuyeHuss  NOHAMUN  «UHHOBAYUOHHBI  Kiacmep 6  YCI08UAX — MPAHCSPAHUYHOZ0
compyoHuyecmeay U «MPAHCSPAHUYHBIL UHHOBAYUOHHLIL Kiacmepy. Paccmompena ponw
UHHOBAYUOHHBIX KIAACMEPO8 6 COOeUCMBUU CO30AHUI0 UHHOBAYUOHHOU IKOCUCHEMbl KAK 8bICOKO
KOOPOUHUPOBAHHOU  cucmembl — OUHAMUYECKUX  63AUMOCEA3eU,  GOZHUKAIOWUX — MEHCOY
IKOHOMUYECKUMU A2EHMAMU U UHCTMUMYMAMU, U UMEIOWUMU CEOUM CE1e0CmEUeM No8bluleHUe
UHHOBAYUOHHOU AKMUBHOCMU, KOMMEPUECKOU YCHeWHOCMU NPOeKmo8 U MexHONI02UYeCKoU
MOOEPHUZAYUU IKOHOMUYECKOU CIMPYKMYPbL 20CY0apcmed, 3¢ pekmuenocms Komopou 3a8ucum om
cmenenu COOMBemMcmeus UHCMUMYYUOHANbHOU Cpedbl NOMpeOHOCMAM HAVKU, 00pa308aHus u
OusHeca u CcnocooHocmu NocieoHe20 00ecneyusams 3aMKHYMOCMb UHHOBAYUOHHO20 YUKIA.
Onpeoenenvl 0emepmMuHaHmvl NPUMSANCEHUS PESUOHAIbHBIX CYOBbEKMO08, 0OMUHAHMHbLE NPUHYUNDL
MPAHCSPAHUYHOU  OesIMENbHOCMU, O0emepMUHaHmol dghgexmusHocmu u  Hedppexkmusnocmu
MPAHCSPAHUYHO20 — COMPYOHUYECMBA — NPUSPAHUYHLIX — PEGUOHO8, a  MakKdxce  NpugeoeH
MYTLIMUKAME20PUATbHULL  NOOX00 K  OYeHKe  NOMEHYuala  MmpaHCZPaHUdHO20 — PecUuoHd.
IIpoananusuposan nomeHnyuan mamodceHHO-mapugdHo20 u 6100HCeMHO-HAI0208020 Pe2yIUPOBAHUS]
8 CMUMYIUPOBAHUU UHHOBAYUOHHOU AKMUBHOCMU 8 YCI08UAX MPAHCCPAHUYHO20 COMPYOHUYEeCmaa.
Hoenmughuyuposan npomugopeuusvlii xapakmep «2paHuyy ¢ NO3UYUll KAk OMKpPblBAeMblX UMU
803MOJICHOCIEN, mMAK U yepo3 Oisl UHHOBAYUOHHOU  OeamenvHocmu. Tpancepanuunoe
COMPYOHUYECMB80 UOCHMUDPUYUPOBAHO KAK Mpuceep peanu3ayul mexHon0SUUecKux npoekmos u
UHHOBAYUOHHO20 NPOU3BOOCEA.

KiroueBble  cj0Ba:  TpaHCTpaHMYHOE  COTPYAHHUYECTBO,  IOIPAHUYHBIA  PETHOH,
MHHOBAIlMOHHBIE KJIACTEPbl, OM3HEC-UHHOBAL[MOHHBIE IEHTPbI, UHHOBALMOHHBIN IPOLIECC.

Introduction. A viewpoint commonly expressed today is that the key criterion for
assessment of the innovation activities at firm level is cluster formed by interlinked firms located on
a rather small distance from each other within one region; they operate in one industry, being
incorporated in one production chain, and combine their workforce and communication flows. In
the latest decades innovation clusters have been created in various countries. Firms incorporated in
these clusters operated in a variety of industries, from high tech ones, such as pharmaceutics,
computer technologies, manufacturing of research equipment and mobile phones, to more
conventional manufacturing industries, such as car making, apparel or footwear. These firms tend to
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interact with each other by exchanging workforce, providing information access, setting links
between manufacturers and suppliers, getting access to venture capital or by combinations of these
factors.

But not all the innovation companies operate in this way. There are essential differences in the
internal structure of the innovation clusters, with some of them putting stronger emphasis on the
production and others involved in the shared marketing. With more detailed analysis it becomes
obvious that homogenous clusters actually demonstrate the essential degree of heterogeneity from
the perspective of organization [17].

One of the quite recent assumptions is about the existence of various types of clusters, with
some of them incorporating firms not linked with other innovation enterprises in the same region in
spite of the relatively close location. It follows that they are located on the region’s territory, but not
involved in the regional innovation activities. Moreover, some of these firms are very small. In such
microfirms the importance of an individual innovator or inventor working in a firm is
reemphasized.

Compared with other forms of cooperation, the special role in the cluster’s success is
conditional on creating a well-structured chain for dissemination of technologies, new knowledge
and innovations. The gradual adoption of the network principle of the global economy organization
allows, to an essential degree, for integrating the advantages of hierarchical and market mechanism.
The networking of entities in the conditions of horizontal integration enables them to have the
supplementary synergetic effect manifested in the considerably higher competitiveness of these
entities and the whole system than the one occurring if business entities operated independently.
The effective combination of internal competition and cooperation inside a cluster in the process of
product making creates “cluster mechanism” for competitiveness enhancement. The awareness of
the clusters’ role in the innovation-driven economic development was gradually spreading across
domestic economies to reach the global level.

The purpose of the article. The assessment of cluster potentials in attracting investment and
generating innovations at mesolevel of cross-country cooperation, namely in the conditions of
cross-border cooperation, acquires significant importance (Cross-Border Cooperation (CBC)).

Recent literature review. The United Nations Economic Commission for Europe highlights
the following basic characteristics of clusters[14]:

- proximity of companies, enabling them to have financial benefits from production
cooperation, capital exchange and mutual learning processes;

- specialization of clusters, enabling companies to concentrate on specific activities with
keeping intact the interests of all the project participants;

- cooperative involvement of large numbers of entities in a cluster;

- combination of cooperation-based and competitiveness-based components in
networking of cluster participants;

- the importance of reaching certain “critical qualitative and quantitative” mass to achieve
the effect of internal dynamics and development;

- reliance on the long-term operation of a cluster;

- involvement of cluster participants in the processes of organizational, marketing and
technological innovations. Although clusters were designed as competitiveness
enhancers of regional economies, they did not feature a clear focus on innovation. As a
form of production concentration, an innovation cluster is created mainly due to the
availability of required nature resources.

However, as shown by P. Maskell [10], with the material culture becoming more and more
complex, production competencies acquire higher importance. Innovation clusters of our days differ
from the earliest ones in terms of their stronger focus on exports of technologies and products
compared with industrial clusters. Newly built clusters tend to be designed to develop cutting-edge
production technologies or create new markets and new products. The closed chain that emerges
(from creation of a product to its mass-scale manufacturing and introduction on the global market)
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gives evidence that “intra-cluster” advantages have been recognized internationally. If a newly built
cluster is to be competitive, its creators must be focused on the global market, because viable
clusters with operation limited by regional level are an exception rather than a rule. The problem of
creating an effective cluster is associated with its orientation on the manufacturing of goods that are
best on the globe. This, in turn, will require building a reliable chain of engineers, suppliers,
personnel. An important problem of a cluster may be absence of a well-established contact with
customers on foreign markets and lack of guarantees for the stable product sales. Even successful
clusters achieve the positive effect by concentrating resources and promoting goods through the
cluster brand. However, even multisectoral clusters can often be exposed to pressures of unstable
conjunctures of the global market. Also, clusters may face the problem of the relative closure of
some large companies that often are unable to cooperate with new suppliers or absorb new products
and technologies. The tendency to consider a cluster as a local phenomenon, with overlooking its
focus on the global level, seems to be erroneous [8]. It will never do well without cooperation of its
participants and expanding of horizontal links if even the necessary infrastructure is available. The
development of horizontal links within a cluster is often substituted by creating infrastructure for
the territories were clusters operate, which is often done at the expense of cluster participants.
Another problem faced by the clusters created by a government initiative is the bureaucratic
apparatus designed to supervise their development. Practices show that the cluster infrastructure, if
created on the basis of greenfield project but without assessment of the territorial potentials, may be
doomed to failure and will end up with financial losses for investors. For public officials it may
often be difficult to assess the knowledge concentrated in small innovative firms forming the cluster
core, to get awareness of the market capacities, and to use effectively the available resources.
Cluster managers who receive investment from the government but not always meet its expectations
are often engaged in active lobbying of their own interests irrespective of the cluster perspectives.
The bureaucratic element in a cluster is exposed to significant pressures from “trendy” movements
of science (informatics or biotechnology). It is, however, rather difficult to become a leader on such
markets, whereas the chances to fail are almost guaranteed. On the other hand, a refusal to be
involved in government-based clusters can have negative effects for their performance.

According to G. Popescu [12], in spite of the growing popularity of clusters worldwide and
their increasing support, clusters are too risky as an instrument: because the initiatives on cluster
creation tend to be time-consuming and expensive, the risks are also essential. Besides this, when
such cluster initiative is implemented, more than the half of its budget will be coming from the
public budget, and in most cases the cluster can hardly move to self-sufficiency. Bearing this in
mind, it is commonly believed that supporting already created clusters would be more effective than
creating new ones. A cluster can become low effective due to the improper quality of the
organizational structure chosen for it. When enterprises are organized into clusters, their integration
process has to rely on assessment of the company’s development potentials as part of the
specifically created cluster rather than on successful industries or companies. This assessment
should include analysis of the company’s financial and economic performance, its organization, its
information and intellectual capital. Other problems can be caused by lack of companies required
for the full-fledged development of innovation activities in a cluster. Besides that, a cluster may
incorporate the companies that are ill-suited for the effective innovation activities [7].

Most part of the clusters in the last decades specialized only on manufacturing of consumer
goods, and they were often created to enhance the economic competitiveness in selected territories
or regions. At the beginning of this century industrial clusters were launched more and more often,
engaged in logistics, ecology, information design, manufacturing of bio-medical drugs. The
innovation focus of clusters was becoming increasingly stronger: now it had to be the core
parameter of the competitiveness of clusters. With the cluster’s evolution the structure of its
participants gradually transforms. As the cluster is a system that develops, it is difficult to predict its
sustainability in the long run. The clusters that are successful nowadays (on account of science and
technology progress or the current conjuncture of the global market) may lose their prospects and
pace of development. Because a rapidly growing cluster often faces various kinds of limitations and
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barriers, implementation of collaborative investment projects can be spread over a long period of
time. As clusters existing in the global economy of our days differ by performance and development
pace, this can provoke a number of new risks for the policy, because it can lose the effectiveness.
Cross-Border Cooperation (CBC), a key priority of the European Neighbourhood Instrument, seeks
to reinforce cooperation between EU Member States and Partner Countries along the external EU
borders [6].

Main research results. From epistemological perspective, problems of ross -border

economic cooperation have interdisciplinary background and two principle components: the set of
theoretical, methodological and practical issues of the region’s economy development (with focus
on the hierarchical vertical of power “center — regions”, historic, ethnic & demographic, religious,
ecological, natural resource specifics of a region in the national labor division system), and issues of
international economic cooperation and integration (which are related with issues of optimizing the
specialization models, enhancing competitiveness of actors engaged in international economic
relations at all the levels etc.).

Cross -border regionalization as the spatially integrated form for political cooperation is
characterized by rise of new regions; its problems are solved by crossing national and
administrative borders, with the awareness of interrelations, interdependence and mutual interests
formed despite of these borders (Figure 1).

CROSS-BORDER REGIONALIZATION

\ 4

REGIONS
A 4 A 4
Homogenous Functional

— natural regions; parts of regions do not always have a
— regions with common cultural and similarity, but have high level of

historic identity; intraregional interactions and integration
— economic regions, integrated by a

common type industrial production.
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Figure 1. Cross-border regionalization pattern
Source: developed by the author

Determinants bringing regional entities together can be the following: political benefits from
mutual cooperation; the need for integration to achieve the objectives; identity of values, laying the
ground for the value-based integration; general history or its key points; geography, laying the
basis for integrating the territorial entities into a region; economic compementarity of business or
industrial entities operating within the boundaries of a territory [19].

Dominant principles of cross-border cooperation can be the following: basic institutional-
legal principles (independence, sovereignty and territorial integrity; equality of participants;
voluntariness; autonomy; legitimacy; administrative identity); basic economic-legal principles
(solutions of common problems; coherence of interests; focus; systemic nature; comprehensiveness;
hierarchy; spatial optimality) [18; 19].

Determinants for the effectiveness of cross-border cooperation between border regions can be
the following: geopolitical factors (neighborhood with peaceful states or hostile states, with the
threat of border removal resulting from warfare); geo-economic factors (capability to overcome
technological asymmetries by integrating in global value added chains; capability to pursue
expansionist trade and investment actions; capability to exploit the domestic market capacity and
diversify the economic structure); institutional factor (the higher is the inclusiveness of institutions
and the weaker is the extractive character of their operation, the easier the structural defects and
infrastructural inadequacies of a domestic economy and can be mitigated, and the higher are the
ability of economic entities to adapt to the challenges of cross-border cooperation); structural
factors (in view of the resource potential, mineral and human one: the existing specialization of a
region can be either a cooperation driver or a cooperation constraint).

Determinants of ineffectiveness of cross-border cooperation between border regions can be
the following: poor social-economic development of cross-border regions; differences in
administrative and territorial systems of bordering countries; national legal framework for cross-
border cooperation, if incomplete or not harmonized with the existing standards; inadequate
authorities of territorial communities in cross-border relations; immature system for government
support to cross-border cooperation; limited financial resources of local budgets; inadequate
participation of border regions in international development programs; poor awareness of essential
business results of entities engaged in cross-border cooperation.

In view of the above, a cross-border region can act as: the locality concentrating economic
resources and generating financial flows (resource-based competitive advantages); the institutional core
for national economies (institutional competitive advantages); the epicenter generating knowledge and
innovations (innovation-based competitive advantages) [15; 19; 20].

Cross-border regions at national, supranational or global level can demonstrate the “actor”
capacities conditional on their legal, institutional and socio-economic structure:

1) the capacity to articulate own interests and future development strategies;

2) the capacity to have impact on economic processes;

3) the capacity to interact with other non-government entities from the countries engaged in
cross-border interactions;

4) the capacity to hold negotiations (para-diplomacy);

5) the capacity for self-presentation.

In the country-specific realities, investment and innovation strategies cannot be built by
modeling “on blank space” on a given territory. Otherwise, the argument on the possibility of
creating absolutely new (even very *“advanced”) approaches by ignoring global practices that
proved efficient by decades of the productive work of leading companies would be wrong. A vital
problem, therefore, is finding out the common and the specific in the investment and innovation
strategies of countries, in order to enhance the effectiveness of cross-regional projects.

Cross-border cooperation should be considered in the context of building the advanced
institutional environment and creating the “high tech” model as the long-term development
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framework of the Ukrainian economy. Proven mechanisms for practical utilization of its capacities
can be found in global practices, which may involve a shared support, by two or more countries, of
high tech investment and innovation projects, building of transnational cross-industry high tech
clusters, networks of technoparks, business incubators, support to trial and design bureaus,
advanced companies focused on innovation or cross-industry science and technology centers.

Cluster form of organization enables for creating a specific form of innovation, the aggregate
innovation product. A. Markuzen distinguishes between five types of innovation clusters [9]:
(i) new industrial systems, built now in form of industrial districts; (ii) systems of “center —
network” type, built around several central corporations which operation is focused on the
innovation-driven development; (iii) the industrial platform for daughter companies, built in all the
countries irrespective of the innovation performance; (iv) the government oriented system, built as a
supplier of new technologies, and (v) a mixed type, built on the basis of technoparks. However, we
consider it appropriate to propose the author classification of innovation clusters.

Our analysis of innovation clusters from the cross-border perspective makes us believe that
cluster formations need to be distinguished and classified into the following types: innovation
clusters of border regions in the conditions of cross-border cooperation; cross-border innovation
clusters; transformational flexible clusters of natural regions; because this classification enables to
find out the specifics of relations between the participants of each cluster type and differentiate the
tools designed to deepen integration processes in border regions. The typology of innovation
clusters in the cross-border cooperation context is shown in Figure 2.

Innovation cluster of a | Transformation of an operating innovation
border region in the cluster in a border region into a full-
conditions of cross- fledged cross-border innovation cluster in
border cooperation the conditions of cross-border cooperation

>

Cross-border cluster

Figure. 2. Typology of innovation clusters from the cross-border perspective

Source: developed by the authors

Building and operation of innovation clusters in border regions is essentially similar to
regional innovation clusters as a whole. We believe that the phase “in the conditions” implies that
innovation clusters in border regions can use some additional advantages for cross-order
cooperation, such as a wider opportunity for Euroregions to promote innovation clustering of border
regions through financing, participation in cross-border cooperation projects etc.

We suggest that in the conditions of cross-border cooperation an innovation cluster in a
border region differs from a cross-border innovation cluster by several attributes. When it is
assumed that a cross-border innovation cluster is a cluster integrating participants from a cross-
border region (located on various sides of the border between two or more countries), the following
differences need to be emphasized:

First, these types of clusters differ by specialization. When considering the background for
building up an innovation cluster in a border region in the conditions of cross-border cooperation,
we believe that it will be appropriate to define the specialization of Ukrainian border regions, and
that the specialization of adjoining regions must not be identical to the specialization of the border
regions of Ukraine [16; 17]. Once cross-border innovation clusters are considered, a cross-border
area will have to be seen as the single area, with the single specialization of regions and equivalent
selection of potential participants in such cluster.

Apart from specialization, there are other differences distinguishing the concept of “innovation
cluster” in the conditions of cross-border cooperation from a cross-border innovation cluster. In
particular, the competitiveness aspect needs to the considered. When a cluster is being built, including
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an innovation one, we believe that it is supposed to enhance competitiveness in border regions. When
cross-border innovation clusters are expected to be built in a country, this competitiveness will
supposedly enhance the performance of two border regions: one is on the Ukraine’s side and the other
one is on the side of a country bordering Ukraine. However, when an innovation cluster in the
conditions of cross-border cooperation is considered, this competitiveness will promote the
development of economic potential in a Ukrainian border region. It should be noted that differences
between the analyzed types of clusters will be caused by different legal frameworks regulating their
operation, including taxation and custom one. Basically, innovation clusters in border regions in the
conditions of cross-border cooperation are considered by us as the primary phase of cluster relations
in a border area, because in future they may develop into the final phase, which is a cross-border
innovation cluster.

A peculiarity of cross-border clusters is that the intensity of network interactions in a cluster is
limited by the border erecting additional barriers for free movement of goods, workforce or capital.
Other barriers for cooperation may be different mentalities, languages, cultures or historical
backgrounds.

Strategies for promoting the innovation process at regional level in the context of cross-border
cooperation objectives. The regional innovation policy can, therefore, constitute the first and

important step in building up the national innovation system in Ukraine, with due consideration for
not only domestic specifics of regional mosaics, but international experiences as well. The
important factors to be born in mind in elaborating the national strategy are as follows:

- potentials of the border regions where the innovation policy will be conditional on
export orientation on neighboring external markets (orientation to export markets can
be a strong innovation driver given the depressed domestic demand);

- potentials of the regions that are remote from the center and often have specific
specialization;

- potentials of the depressive regions with urgent need to fight the crisis either through
new technological decisions on cost reduction (given the preserved industry structure)
or through creating radically new goods and establishing new companies
manufacturing them (in parallel with liquidating the industries either provoking the
crisis condition or failing to mitigate its negative effects; it should be added that in
Japan the crisis regions are seen as drivers of the innovation process);

- the existence of cross-regional differences in economic specialization (there are
regions with the well-established standardized production, and there are regions where
the economy is based on large capital investment, which essential parameters are vast
material assets, massive production output and turnover, huge social burden and high
impact on budgets); the existence of structural differences between regions, in
particular ones associated with opportunities for small and medium business (given the
weaker pressure from “national champions™) as the fundament for the whole regional
economy.

Given the economic openness and global liberalization, an effective system for market
relations cannot be built unless the hierarchy of the economic mechanism is cardinally changed:
from companies to the overall economic system, from elaborating the development strategy at all
the levels to the effective use of the array of advanced management methods.

Considering the realities of the investment and innovation process, it can be concluded that
the modern innovation system cannot be limited by internal or domestic R&D. Hence, the potential
opening up opportunities for sub-regional or cross-border cooperation can offer the singular or, in
many cases, the sole way for implementing technological projects or developing industries with
high information capacities.

However, change in the priorities needs to be accounted for, even in the innovation activities,
because the innovations’ quality and capacity to address strategic objectives of development rather
than the innovation “output” parameters have the largest importance. Also, regulatory approaches
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change, taking on the more explicit dynamic forms in response to the growing innovation and
information component of the economic process in the countries pursuing cross-border cooperation
policies. This distinguishes the new principles of regional and macroeconomic impact on the
innovation process from the ones that were most common in the world quite recently, in the late
industrial era, and were used as advanced means of impact on the real sector, to bring national
economies up to highly competitive international orbit (the approaches regarded as advanced
beginning with 70s of the past century, which can be referred to as the linear model of impact, are
shown in Figure 3).

Regional level of promoting the innovation process

Creation of local research teams,
cross-regional research Research

\ 4

Creation of cross-regional
laboratories for cooperative R&D Development

v
A

Stimulation of international
cooperative projects with
participation of selected regions

\ 4
A 4

Manufacturing

Credits and insurance for export
oriented industries Distribution

A 4

Figure. 3. The system for promoting the innovation process at regional level in the late
industrial era (linear model)

Source: constructed by the authors

The regional dimension in promoting the innovation process constitutes only one organic
“phase” in the regulatory mechanism of innovation; adapting the system logic of the total impact on
the innovation process effectiveness, it permeates the economic practice at various phases of
reproduction and innovation cycles. This logic of implementing the institutional authorities at meso
level is shown in Figure 4.

94



Axmyanvni npobaemu MidcHapoOorux sionocur. Bunyek 142. 2020.

REGIONAL LEVEL OF PROMOTING THE
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Figure 4. System for promoting innovation process at regional level in the information era
(the model of autonomous matrix)
Source: constructed by the authors

At the same time, it can be argued that the most effective means of impact on the conditions
for implementation of cross-border cooperation can be used at national level of the socio-economic
life. A separate problem that is largely concerned with the competencies of national governments
and regional administrations is a wide range of efforts to create an attractive image of the national
economic system and national companies, in order to widen opportunities for international
transactions in implementing cooperative projects on merging, removal of artificial barriers for
investment projects, reassuring foreign investors in the political stability, public transparence of
companies, continuity of trade liberalization and reliability of the system for protection of
intellectual property rights.

Also, the institutes of national level are supposed to act as initiators of cooperation with
regional administrative offices by rendering them the required organizational and financial
assistance in seeking for and promoting of innovation projects and projects initiators, analyzing the
needs of business entities, first and foremost small and medium enterprises (SME) with innovation
capacities; in actions aimed to strike the balance between the supply of and the demand for SME
services. There have been intensive efforts across the European continent on the expert review of
SME capacities at local, regional, national and transnational level, sponsored from European funds
[20]. The priority is given to innovation strategies (RTP/RIS/RITTS initiatives), training of
entrepreneurs (LEONARDO, ADAPT etc.), cross-region cooperation of enterprises (RECITE,
ECOS/OUVERTURE) and related projects or initiatives combining several projects, new sources of
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jobs, projects on information society (RISI), rural area development (LEADER), agreements on
territorial employment.

International organizations (associations, unions etc.) engaged in shared financing of
innovations, providing stimuli to cross-country cooperation of companies in the information field,
coordinating innovation management, thus pushing up local and regional development, constitute a
“follow up” of national institutions for promotion. Their operation reflect intentions to optimize
national economic systems in conformity with the sovereign interests of countries handing over the
respective responsibilities to them, on the one hand, and mobilization of tools that cannot be freely
accessed at country level.

An illustrative example of such international organizations is international non-profit
organization “The European Business and Innovation Center Network” (EBN), created in Belgium
and established in Brussels in 1984 by the General Directorate of the European Commission
“Regional Policy” (DG REGIO); EBN success is based on the triad: SME, innovation and local
development. According to official documents, the EBN’s objective is to develop and coordinate
the network of associated members, business innovation centers (BIC), and to expand its operation
in the EU regions and beyond (now EBN has nearly 150 full members and more than 50 associated
members). Because BIC are designed as tools for local and regional economic development, their
objective is to render assistance to the territories undergoing industrial restructuring and to lesser
economically developed EU areas [2; 3; 4; 5]. The BIC purpose is to provide services for
companies, with special emphasis on SME as a whole and the ones with “innovative image of
operation” and good capacities for growth.

An important area in intensification of regions’ development using the potential of
international cooperation is targeted effort of institutes (national and international ones) in setting
up cross-regional cooperation. Launched in the framework of geopolitical organization ASEAN,
such projects were subsequently regarded as mechanisms designed to stimulate economic and
cultural cooperation between countries of South-East Asia. Foreign capital flowed to South-East
Asia countries embodying economic and political stability in the region, such as Indonesia or
Vietnam. It was due to regional and sub-regional projects that the two countries left far behind
many developing countries by rates of economic growth.

A specific feature of “functional load” at meso level is emphasis on the development of
transport and communication systems and transit status (whenever possible). It should be noted that
international sub-regional level constitutes an implicit functional component of global transport
communications, which adds to technological capacities of transport routs and communications and
provides important organizational and institutional means of positive impact.

Conclusions.

Building up investment and innovation strategies in the context of objectives related with
cross-border cooperation requires, inter alia, utilization of the innovation cluster capacities. An
innovation cluster in a border region in the conditions of cross-border cooperation is defined by us
as the system for close relations, voluntary integration of research and education institutions,
business sector, general public, power offices, supplementary institutes and foreign partners in a
given sector (several sectors) of the regional economy, which covers the whole innovation chain
from the birth of a scientific idea to its practical implementation (manufacturing of finished
innovative product etc.), to enhance the competitiveness of a border region and increase living
standards of the population due to the synergetic effect from the utilized opportunities of cross-
border cooperation.

Considering the realities of the investment and innovation process, it can be concluded that
the modern innovation system cannot be limited by internal or domestic R&D. Hence, the potential
opening up opportunities for sub-regional or cross-border cooperation can offer the singular or, in
many cases, the sole way for implementing technological projects or developing industries with
high information capacities.

96



Axmyanvni npobaemu MidcHapoOorux sionocur. Bunyek 142. 2020.

References

1.

10.

11.

12.

13.

14.

15.

16.

17.

18.

Albert, M., T. Diez, and S. Stetter. 2008. The transformative power of integration:
conceptualizing border conflicts. In The European Union and border conflicts: the power of
integration and association, eds. T. Diez, M. Albert, and S. Stetter, 13-32. Cambridge:
Cambridge University Press.

Commission of the European Communities (2008) Green Paper on Territorial Cohesion:
Turning territorial diversity into strength, SEC(2008)2550, document available from
http://ec.europa.eu/regional _policy/consultation/terco/paper_terco_en.pdf

Commission of the European Communities (2010) EUROPE 2020: A strategy for smart,
sustainable and inclusive  growth, document available from  http://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2010:2020:FIN:EN:PDF

Commission of the European Communities (2010) INTERREG Il Community initiative
(2000-2006) — Ex-post Evaluation, Final report, available from http://www.interact-eu.net
Council of the European Union (2006) Community Strategic Guidelines on economic, social

and territorial cohesion, 2007-2013, document available from
http://ec.europa.eu/regional_policy/sources/docoffic/2007/osc/index_en.htm.
EU neighbours east. — Mode of access: https://www.euneighbours.eu/ru/east/eu-in-

action/projects/transgranicnoe-sotrudnicestvo-tgs

European Cluster Panorama 2014 / C. Ketels, S. Protsiv. — EC: Center for Strategy and
Competitiveness Stockholm School of Economics, October 2014. — 70 p.

Ketels, C. H. M. The Development of the Cluster Concept — Present Experiences and
Further Developments. Paper prepared for NRW conference on clusters, Duisburg,
Germany, 5 Dec 2003 /Harvard Business School, 2003.

Markuzen A. Sticky Places in Slippery Space: A Typology of Industrial Districts / A.
Markuzen // Economic Geography.— Vol.72, Issue 3, July 1996.— P. 293-313.

Maskell, P. (2001). Towards a knowledge-based theory of the geographical cluster.
Industrial and Corporate Change V.10 (4): 925-943.

Pasi, P. 2007. Euroregions as micro-models of European integration. In Euroregions — the
Alps—Adriatic context, ed. J. Langer, 73-9. Frankfurt am Main: Peter Lang.

Popescu, G. (2008). The conflicting logics of cross-border reterritorialization: Geopolitics of
Euroregions in Eastern Europe. Political Geography V.27 (4): 418-438.

Scott, J.W. 2000. Euroregions, governance, and transborder co-operation within the
European Union. In Borders, regions and people, eds. M. van der Velde and H. van Houtum,
104-15. London: Pion.

Synopsis of Policy Options for Creating a Supportive Environment for Innovative
Development // ECE/CECI/2008/3. — Geneva, 9 September 2008 [Electronic resource]. —
Mode of access:
http://www.unece.org/fileadmin/DAM/ceci/documents/2008/session3/ECE_CECI_2008_3.p
df.

bynatoa O. B. P0o3BuUTOK €BpOIEHChKOI 1HTETpaIliiHOI MOIeTi B KOHTEKCTI (popMyBaHHS
1HHOBAIIITHOT KOHKYypeHTocpoMoxHOCTI kpaid / O.B. Bynarosa // ExkonoMiuHHI TIpOCTip :
30. Hayk. mip. -— 2014. - Ne 84. — C. 5-14

IBamenko O.A. IlepcrnexktuBu TpaHchopMmallii TOProBENbHUX BiAHOCHH YKpaiHH B
KOHTEKCTI CTAaHOBJICHHSI HOBUX IIEHTIB cTparteriuHoro nmaptaepctsa / O.A. IBamenko, H.B.
PesnikoBa // Ekonomika Ta nepxasa. — 2015. — Ne 9. — C. 6-11.

IBamenko O.A. [lepcnexkTrBu yyacTti YKpaiHu B TJI00QTBHHX JAHITIOTaX CTBOPEHHS BapTOCTI
K 3aci0 MiABHIIEHHS KOHKYPEHTOCIIPOMOXKHOCTI B yMOBax TpaHCHaIllOHAJi3allil
BupoOHNYKX BigHOCHH / O.A. IBamenko, H.B. Pe3nikoBa // [HBecTuIlii: mpakTuka Ta TOCBI/I.
—2015. — Ne 16. — C. 22-26.

[Tanuenko B.I'. 3amMkHyTHii [UKI IHHOBalii K 1HCTPYMEHT 1HHOBAI[IHHOTO
HEOMPOTEKI[IOHI3MY B TMOJITUIIl CTUMYJIIOBaHHS EKOHOMIYHOI MOJEpHi3alii: BUKIUKA

97


http://www.interact-eu.net/

Actual problems of international relations. Release 142. 2020

CTBOpEHHIO iHHOBaliiHOI ekocucremu / B.I. ITlanyenko // EdexTuBHa ekoHOMiKa
(enmextponne BumanHs). — 2017. — Ne 11. [Enextponnuit pecypc] — Pexum mocrymy:
http://www.economy.nayka.com.ua/?0p=1&z=6144

19. [Tanuenko B.I'. [HHOBamiiiHU{i HEOMPOTEKINOHI3M SK HOBHM IHCTPYMEHT PETYJIIOBAHHS
MDKHApPOJHUX €KOHOMIYHHMX BIJIHOCHH: HOBI Mpoekiii HeoMmepkantuiizmy / B.I'. ITanuenko
// HaykoBuii BICHMK Y KIOpOJCHKOTO HaIllOHaJIbHOTO YyHiBepcutery: Cepis: MixHapoaH1
€KOHOMIYHI BiJTHOCHHH Ta cBiTOBE rocnofapcTto. — 2018. — Bum. 18. — Y. 2. — C. 139-143.

20. PesnikoBa H.B. IncturymiiiHi  Baxkem  MDKHApOJHOT  KOHKYPEHTOCIPOMOXHOCTI
HaI[lOHAIBbHOI 1HHOBALIHHOI cHCcTeMH: mpobiieMa BHOOPY IHCTPYMEHTIB CTUMYITIOBaHHS
iHHOBamiHNX mianpueMcTB [Enexrponnuit pecypc] / H.B. PesnikoBa, M.IO. PybmosBa,
HM. Pumau // EdexrtuBHa ekonomika. - 2018. - Ne 11. - Pexum gocrymy:
http://www.economy.nayka.com.ua/pdf/11_2018/16.pdf

21. PesnixoBa H. [HHOBamiitHa Moaenb PO3BUTKY HAIIOHATHHOI €KOHOMIKHU: OI[IHKA CTapTOBUX
MOXJIMBOCTEH Ta 3aco0iB peamizaiii / Pe3nikoBa H. [Enextponnuit pecypc] — Pexum
noctymy: www.academia.org.ua.

22.PesnikoBa H.B. IHTerpamiiini  mposiIBU  HEO3AJIEKHOCTI:  PUBHKHA  PETiOHATBHOI
B3a€MO3aJICKHOCTI B KOHTEKCTI mpotupiu riodamizanii /H.B.Pe3nikoBa, O.A.IBamenko //
IaBecTumii: mpaktuka ta gqocBig. — 2016. — Ne 6. — C. 7-11.

23. Py6bnoBa M.}O. Ponp mareHTiB y T7100QJIbHUX JIAHIIOTaX CTBOPEHHsS BapTOCTi: MPOEKIIil
KOHKYPEHTOCIIPOMOXHOCTI B MDKHAapOJHOMY Oi3Heci Kpi3b mpu3My iHHOBamiii / H. B.
PesnikoBa, H. M. Punau, M. }O. Py6uoBa // EdextuBna ekonomika. — 2018. — Ne 7.
[EnekTpoHHUMI pecypc] - Pexxum JIOCTYyMY:
http://www.economy.nayka.com.ua/?0p=1&z=6635.

24, llIaupkoB O. 1. €spomneiichknii Coro3 y riodanbHOMY iHHOBaIiiHOMy mpoctopi / O. L.
[xrupkoB. — Kuis : Kuiscbkuii yaiBepcurer, 2008. — 144 c.

98



Axmyanvni npobaemu MidcHapoOorux sionocur. Bunyek 142. 2020.

YK 339.7

THE INFLUENCE OF DEVELOPED COUNTRIES CENTRAL BANKS'
UNCONVENTIONAL MONETARY POLICY ON THE ECONOMY OF
UKRAINE

BII/IUB HETPAJUIIAHOI MOHETA.PHOi HOJIITUKHN
HEHTPAJIBHUX BAHKIB PO3BUMHEHHUX KPAIH HA EKOHOMIKY
YKPAIHM.

BJIUSAHUE HETPAJUIIMOHHONW MOHETAPHOM MNOJUTHUKA
HEHTPAJIBHBIX BAHKOB PA3BUTBIX CTPAH HA 3JSKOHOMMHMKY
YKPAUHBI.

Derkach T.V

Doctor of Economics, Associate Professor, Head of the Department of Management, International Humanitarian
University. Odessa. E-mail: rubinodessa@gmail.com.

Alekseievska H.

PhD student of the Department of World Economy and International Economic Relations, Odesa I. I. Mechnikov
National Universi. E-mail: g.alex@onu.edu.ua.

Mepkau T. B.

JlokTOp €KOHOMIYHHX HayK, AOLIEHT, 3aBiyBad Kadeapu MeHeDKMEHTY MiKHAPOIHOTO TYMaHITApHOTO YHIBEPCUTETY.
Opeca. E-mail: rubinodessa@gmail.com.

AnexceeBcbka I'.C.
AcrmipadTka Kadeapu CBITOBOTO T'OCIIOAAPCTBA 1 MIKHAPOJTHUX €KOHOMIUYHWX BiHOCMH OIIECHKOTO HAIliOHATHLHOTO
yHiBepcutety imeni I. I. Meunnkosa E-mail: g.alex@onu.edu.ua.

Mepkau T. B.

JIOKTOp 2KOHOMHYECKMX HayK, IOIEHT, 3aBeAyromui kadempolr MeHemKMeHTa MeXayHapoqHOTO T'YMaHHTapHOTO
yuusepcureTa. Onecca. E-mail: rubinodessa@gmail.com.

Auekceesckas I'.C.
AcnupanTka Kadeapsl MHPOBOTO XO3SHCTBA M MEKIYHAapPOIAHBIX JKOHOMUYECKHX OTHOmeEHHH Omecckoro
HalMOHANIBHOrO YHHBepcuTeTa uMenn M. . Meunukosa E-mail: g.alex@onu.edu.ua.

Abstract. In the period of globalization, the economic shocks that occurred in one country
quickly spread to other countries. So the actions of the developed countries’ Central banks have a
significant impact on other countries, in particular emerging markets countries. The paper
considers an example of the impact of the European Central Bank, the Federal Reserve and the
Bank of Japan's unconventional monetary policy on the Ukrainian economy. The purpose of the
study is to assess the impact of the ECB, the Fed and the Bank of Japan's unconventional monetary
policy on the financial indicators of Ukraine. The analysis is based on the event study methodology
and constructing econometric models using the one least-squares method. The event study method
allows to evaluate whether the time series of the studied indicators moves around a certain date. As
a result, it was determined that the ECB's unconventional measures had the greatest impact on
Ukrainian financial indicators, and the Bank of Japan had the least impact. Non-traditional
measures of banks under study affected exchange rates and the yield of two-year government bonds.
ECB and Fed’s Unconventional monetary policy had an impact on the MSCI stock index, and the
ECB policy also affected the interbank three-month rate. On the whole, the first rounds of
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unconventional monetary policy of the central banks under study have the main influence on the
financial indicators of Ukraine.

Key words: unconventional monetary policy, the European Central Bank, the Federal
Reserve, the Central Bank of Japan, financial indicators.

AHoTauiss. V nepioo enobanizayii ekOHOMIYHI woKU 5KI 6i00Yy8a0Omvbcs 8 O0OHIU KpaiHi
docums WBUOKO ROWUPIOIOMbCsL Ha Hwi kpain. Tax i 0ii yenmpanvHux 6aHKi6 pO36UHEHUX KPAiH
C8Imy Marwomev 3HAYHULU 6NIUE HA MW KPAiHU, 30Kpema KpaiHu 3 pUHMKOM, W0 po3eusacmucs. B
pobomi  po3eNAHYMO NPUKIAO0 BHAUEY HEMpaouyiuHoi MoHemapHoi nonimuku €6ponelicbKo2o
yeumpanvHo2o bauky, Dedepanvhoi pezepsroi cucmemu i 6anky Anouii Ha exonoMmiKy Ykpainu.
Memoto docniosxcenns € oyinka enaugy Hempaouyitnoi monemapnoi norimuxu €[5, ®PC i banky
Anonii na @inancosi noxasnuxu Yxpainu. Ananiz 6azyemocsi Ha mMemooi 00CNiOHCeHHs NOOIU i
no6y006i exoHomempuunux mooeneti memooom 1 MHK. Memoo Oocniddcenus nooiii 00360.15€
OYIHUMU, YU PYXAIOMbCA 4ACOo8i pAOU OOCNIONHCYBAHUX NOKASHUKIE HABKONO NneeHoi damu. B
pe3yromami 0y10 BUHAYEHO, WO HAUOLIbWUL BNIUE HA YKPAIHCObKI (DIHAHCOBI NOKASHUKU MATU
Hempaouyiuni 3axoou €L]b, naiimenwut eniug yunuau 0ii oanxy Anowii. Hempaouyiiini 3axoou
00panux OAHKI8 8NAUBAIOMb HA 3MIHY OOMIHHUX KYPCI8 | Npubymrogicms 0BOPIUHUX OepPIHCABHUX
oonicayiu. Hempaouyitina monemapna nonimuxa €L i @PC makoodc eénaueanra Ha HoHOOBUl
inoexc MSCI, i noaimuxa €LB we eéniusac Ha MidCOAHKIBCOKY MPUMICAYHY CMABKY. B yinomy
OCHOBHULl 6NIUE Ha (hinaucosi noxkazHuxu Ykpainu manu nepwii payHou HempaouyiuHoi
MOHEmMapHoi NOLIMUKYU O0CTIOHNCYBAHUX YEHMPATbHUX OAHKIS.

KurouoBi cioBa: nempaouyitina monemapua noaimuka, €8poneticbKull YeHmpaivHull OAHK,
geoepanvra pesepsna cucmema, yenmpanvhuli 6ank AnoHii, pinancosi nokazHuku.

AHHOTaUMA. B nepuoo enobanruzayuu sK0HOMUYECKUE WOKU NPOUCX00AWUe 8 OOHOU Cmpane
docmamouno Ovicmpo pacnpocmpauawmcsa Ha opyeue cmpad. Tak u Oeticmeus Llenmpanvhbix
OAHKO8 pazeumvlx CmMpaH Mupa OKA3bl6AlOM 3HAYUMENbHOe 6IUAHUe Ha Opyeue CMmpausl, 6
YACMHOCMU CMPAHbL C PA3BUBAIOWUMCA DbIHKOM. B pabome paccmompen npumep 6nusiHue
HempaouyuoHHou MonemapHou noaumuku Eeponelickoco yenmpanvhozo 6anka, ®PedepanbHol
pe3epeHoll cucmemuvl U b6anka Anonuu na sxkoHomuxy Yxpaumsi. Llenvio uccredosanus s6nsemcs
OYyeHKa 6nuUAHUs HempaouyuoHuou mounemaprou noaumuxu EL[b, @PC u 6anxa Anonuu Ha
Gunancosvie noxazamenu Ykpaunvl. Ananuz 6azupyemcs Ha memooe UCCie008anus coobimull u
nocmpoeruu dKoHomempuyeckux mooeneti memooom 1 MHK. Memoo ucciredosanus cobvimuii
no3605lem OYeHUmMb, OBUNCYMCS U BpeMeHHble pAObl UCCIe0yeMblX nokazamenel B0Kpy2
onpedenennol damul. B pe3yiemame 6vi10 onpedeneno, umo Hauboivuiee GIusHUe HA YKPAUHCKUE
Qunancosvie nokazamenu umenu Hempaouyuonnvie mepvl EL]b, naumenvuiee e1usnue oKazvleanu
Oeticmeusi banka Anonuu. Hempaouyuonuvie mepvl 6b10pAHHBIX OAHKO8 GIUAIOM HA U3MEHEHUe
0OMEHHBIX KYPCO8 U OO0XOOHOCMb O0B8YXJIEMHUX 20CY0apcmeeHHblX obaueayui. Hempaouyuonrnas
monemapuas noaumuxa ELB u @PC maxoice oxazvieana enusanue Ha ¢ponooswiii unoexc MSCI, u
noaumuxa EL[B ewe enusem na medxncOAHKOBCKYIO mpexmecsunylo cmasky. B yenom ocnoenoe
GIUAHUE HA (UHAHCOB8ble NOKA3amenu YKpaunvl umenu nepevie payHobl HempaouyuoHHoU
MOHEemMAapHo NOJUMUKU UCCTIe0)eMbIX YeHMPATbHbIX ODAHKOS.

KuroueBble cji0Ba: nempaouyuoHHasi MOHEMApHAs NOJUMUKA, e8PONEeUCKUll YeHMPAanlbHblil
baHk, hedepanvHas pezepsHas cucmema, YeHMpaibHsli Oank Anonuu, ounancogvle nokasamenu.

Introduction. In recent decades, the integration of countries into the global economy has
accelerated. International shocks affect all countries without exception. But the strength of the
impact depends on how vulnerable each individual country or region is to environmental changes.
[Kireyev, A., & Leonidov, A.: 2015]

The implementation of unconventional monetary policy by the developed countries’ central
banks was a necessary measure in economically unfavorable conditions. Such actions by central
banks of developed countries have various positive domestic effects. At the same time, the other
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side of these unconventional measures is the cross-border effects and reaction of the developing
countries’ economies. Since, during the period of non-traditional measures, developed countries
made huge injections of liquidity into financial markets, which significantly increased their balance
sheets.

Large-scale operations by the ECB, the Fed and the Bank of Japan (BOJ) were selected to
analyze the impact of unconventional monetary policy on emerging markets. These banks today still
use these methods. Ukraine was chosen as an example of a country with an emerging market.

It is assumed that the unconventional monetary policy of the ECB, the Fed and the Bank of
Japan have had a significant impact on emerging markets, including Ukraine. Ukraine is a small
open economy, which means that exports and imports account for most of the GDP.

The purpose of research is to assess the impact of the unconventional monetary policy of the
ECB, the Fed and the Bank of Japan on the financial indicators of Ukraine.

Recent literature review. In the world scientific and economic community at the moment,
there is no unambiguous position about which exactly cross-border consequences has
unconventional monetary policy. In particular, the issue of the nature of the impact of quantitative
easing and other non-standard measures that were used central banks of developed countries on
emerging markets is considerable debate. Sayuri Shirai [Shirai S.:2019], Ben Charoenwong,
Randall Morck, and Yupana Wiwat [Charoenwong B., Morck R., and Wiwat Y.:2019] studied the
influence of the unconventional monetary policy of the Central Bank of Japan. Koichiro Kamada,
Tetsuo Kurosaki, Ko Miura, and Tetsuya Yamada examine how public information causes shocks
and how much it affects the financial market [Kamada K., Kurosaki T., Miura K., and Yamada
T.:2018]. Jai Won Ryoua, Saang Joon Baakb, Won Joong Kima analyze QE and QQE shocks based
on their announcements on the economies of Japan and Korea using the vector autoregressive
model [Ryoua J. W., Baakb S.J., Kima W. J.:2019].

Atsushi Inoue and Barbara Rossi study how unconventional monetary policy affects the
exchange rate [Inoue A., Rossi B.:2019]. Tatjana Dahlhaus Garima Vasishtha examine the impact of
US monetary policy news on portfolio flows to emerging markets The results show that the impact
of unconventional shock on portfolio flows is generally economically small, but varies significantly
across countries [Dahlhaus T., Vasishtha G.:2019].

Ana Paula Serra and Eurico Ferreira study the impact of the unconventional monetary policy
of the Fed, the ECB and the Bank of England on the financial markets of developing countries.
Using the event study methodology, the author comes to such conclusions that the announcement of
unconventional monetary policy measures is significant for European stock markets [Serra A. P.
Ferreira E.:2019].

David Bowman Juan M. Londono Horacio Sapriza examines the actions of US
unconventional monetary policy and its impact on government bond yields, exchange rates, and
stock prices in emerging economies [Bowman D, Londono J.M., Sapriza H.:2014]. Daniel J. Lewis
proposes a new method for identifying announcement-specific decompositions of asset price
changes into monetary policy shocks using intraday time-varying volatility [Daniel J. Lewis: 2019].

Yakubovkyi S.O, Alekseievska H.S. [Aky6osvkuii C.O. Anexcecécvka I'.C.: 2017] and Kyfak
A., Rodionova T [Alekseievska H., Kyfak A., Rodionova T., Yakubovskiy S: 2019] studied examples
of applying unconventional monetary policy in the EU and the USA.

Falagiarda M., McQuade P., Tirpak M studied the impact of ECB unconventional policies on
the economies of countries such as the Czech Republic, Hungary, Poland and Romania, and also
explored various transmission channels of the secondary effects this policy. The authors conclude
that the ECB's policy has a significant impact on emerging markets [Falagiarda M., McQuade P.,
Tirpak M.:2015].

Stann Carsten and Theocharis N. Grigoriadis in their study argue that the ECB's
unconventional monetary policy had a significant impact on the economies of Eastern Europe and
Russia [Stann Carsten M., Grigoriadis Theocharis N.:2019].

Data and methodology. In order to assess the impact of unconventional monetary policy
measures by the ECB, the Fed and the Bank of Japan on the Ukrainian economy was using press
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releases from these banks. Based on these data and use event study methodology was created
database of unconventional monetary policy announcements for selected central banks for the
period from January 1, 2008 to December 31, 2019. They are independent variables that take the
values 1 on the day of the announcement of unconventional monetary policy and 0 on other days.
The dependent variables are the exchange rate national currency to the euro, yen and US dollars.,
the stock market index, measured by the MSCI index of the Ukraine, a three-month interbank
lending rate, a yield of 2 years sovereign bonds from 26 August 2011., due to the availability of
data, and spreads on credit default swaps for 3, 5 and 10 years for the US dollar, euro and Japanese
yen. The control variables included: the marginal lending rate of the ECB, the federal funds rate of
the Fed and the Bank of Japan political rate; the European benchmark volatility index VSTOXX,
for the United States - S&P 500 Low Volatility index, for Japan the NIKKEI Stock average
volatility index and the Central Bank rate of Ukraine. All financial data was obtained from
Thomson Reuters DataStream.

The effects of statements by the ECB, the Fed, and the Bank of Japan about non-standard
monetary policy on financial variables are measured by ordinary least squares (OLS) regression.
Metrology is based on an article by Stann Carsten M., Grigoriadis Theocharis N. (2019) [Stann
Carsten M., Grigoriadis Theocharis N.:2019], their article focuses on the impact of ECB's
unconventional monetary policy on emerging markets and the sampling period included 2009-2017.
In this article was added next two years of observation 2018 and 2019. Our study focuses only on
Ukraine and examine the influence of two more banks that used unconventional monetary policy.

General view of the regression:
Y, = c+ B UMP,,+ Y, , + B, IRNBU, + B;IR_CB;, + B,Vol Index; .+ &, (1)

Where Yt is a dependent variable (exchange rate, stock market index, three-month interbank
lending rate, yield on 2-year sovereign bonds, spreads on credit default swaps for 3, 5 and 10 years).
UMP - announcements of unconventional monetary policy, Y(t-1) - a lagged dependent variable,
which was included due to the fact that investors are considering changes in the past for decision-
making. IR_NBU is the rate of the national bank of Ukraine, IR_CB is the rate of the central bank
whose monetary policy was studied, Vol Index is the volatility index. j - the central bank that
applied unconventional measures. Also £ is error term; ¢ is a constant term; S - coefficients. This
model was built separately for each bank and for each instrument of unconventional monetary

policy.

Main research results. One of the factors determining the impact on the Ukrainian economy
of unconventional monetary policy is the presence of economic relationships between countries.
One such indicator is the level of trade relationships. Main part Ukrainy’s exports fall to the
countries of the European Union, the smallest to Japan.
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Fig.1 Ukraine's exports to the EU, USA and Japan 2000-2019 (mil.USD)
Source: [IMF]

In export and import trends, an increase was observed until 2009. That says the growth of
horny relationships between countries. In 2009, when the effects of the crisis affected the whole
world, both indicators were reduced. There was also a decrease in 2015 due to lower prices for the

main Ukrainian export items (metals, grain) and a significant devaluation of the national currency.
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Fig.2 Imports of Ukraine from the EU, USA and Japan 2000 -2019 (mil.USD)
Source: [IMF]

The highest level of interconnection is observed between Ukraine and the EU countries, in
trade in these countries in 2019 accounted for more than 35%, in the USA up to 10% and Japan a
little more than 3%. Accordingly, it is assumed that the ECB’s unconventional actions will have a
stronger impact on the Ukrainian economy.

The results of assessing the impact of the ECB's unconventional monetary policy on Ukraine's
financial indicators are presented in Appendix 1.
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ECB unconventional measures such as FRFA, LTRO, FOR, CBPP2, CBPP3, ABSPP, PSPP,
OMT, CSPP did not affect the financial variables of Ukraine.

The exchange rate was influenced by the Long-Term Refinancing Operations Program
(TLTRO). As a result of this program, the exchange rate strengthened during the days the program
was announced.
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Fig3. Days of TLTRO policy announcement (05.06.2014, 03.07.201429.07.2014, 18.09.2014,
22.01.2015, 07.03.2019 and exchange rate.
Source: [Reuters’ Datastream]

Figure 3 shows the tendency to revalue the exchange rate on the days when the program was
announced. On the days before the announcement of the program, the devaluation of the exchange
rate was visible, on the day of announcement the revaluation was observed, and in the next few
days the tendency to revaluation continued, except for the announcement on September 18, 2014,
the rate rose by 2 hryvnias from 16 to 18 UAH on the next day. According to the result of the
model, the level of influence of this program is low because the coefficient is 0.23.

Asset purchase programs CBPP1 and SMP influenced on financial market indicator MSCI. In
response to SMP announcements, stock indices in Ukraine grew by 12 percent, and during the
implementation of CBPP1 policy fell by 10 percent (see appendix 1).

The first bond purchase program (CBPP1) influenced the interbank interest rate, as a result of
which the rate decreased by 1%. This can be explained by the fact that one of the channels of
unconventional monetary policy is the liquidity channel. Large banks in Ukraine are mainly owned
by banks in the eurozone. These banks can receive liquidity from their parent bank and use it to
replace liquidity available in the local money market. This may lead to lower demand for funds in
the local money market and lower rates in the money market. As was observed in the Ukrainian
market during the announcement of CBPP1 policy

The following were investigated Fed unconventional monetary measures. The results are
presented in table 1
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Table 1
The Impact of Fed Unconventional Monetary Policy
Dependent variable | Unconventional methods of monetary policy
LSAP1 LSAP2 LSAP3 FG MEP
USD/UAH -0,100 0,009 -0,004 -0,013 -0,006
(0,090)* (0,933) (0,949) (-0,183) (0,960)
MSCI -0,741 1,084 0,657 0,481 7,824
(0,724) (0,650) (0,660) (0,767) (0,0056)***
INTERBANK 3M | 0,017 0,050 -0,051 0,175 -0,011
(0,925) (0,816) (0,708) (0,234) (0,962)
2Y - ZERO YIELD | - - -0,503 -0,070 -0,462
(0,0247)* | (0,899) (0,661)
CDS 3Y (USD) 34,387 -1,92 -28,4004 19,111 -26,008
(0,727) (0,986) (0,683) (0,801) (0,843)
CDS 5Y (USD) 34,232 -0,098 -20,600 19,523 -21,929
(0,716) (0,999) (0,756) (0,788) (0,862)
CDS 10Y (USD) 33,975 -2,013 -24,173 19,295 -18,780
(0,708) (0,984) (0,707) (0,783) (0,877)

Note: The numbers in the parentheses beside the Wald statistics are the P-values: ***, ** * represent the 1%, 5%, and 10%
significance levels, respectively.

Source: author’s calculations [Reuters’ Datastream; Fed policy announcements]

The unconventional monetary policy of the United States affected the exchange rate, in
particular, this is the first round of asset purchases conducted in 2008-2009. The exchange rate has
responded to this policy by revaluing the national currency; this is also seen in Fig4.
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Fig4. LSAP1 Policy Announcement Days and Exchange Rate USD / UAH

Source: [Reuters’ Datastream]

The level of influence of this independent variable is not high, and is 0.1 UAH.
And also the MEP policy, the twist operation that started in August 2011, was influential on the
stock market index, measured by the MSCI index, which according to the results shows an increase
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of 7%. Operation Twist is a tool aimed at changing the shape of the yield curve by simultaneously
buying and selling long-term and short-term government bonds.

The results of the impact of non-traditional monetary policy programs of the Bank of Japan on
the financial variables of Ukraine are presented in table 2

Table 2
The Impact of BOJ Unconventional Monetary Policy
Dependent variable Unconventional methods of monetary policy

CME QQ1 QQ2 NIR

JPY/UAH -0.133 -0.051 -0.013 -0.029
(0.0432)** (0.596) (0.702) (-0.212)

MSCI 2,805 0,874 0,055 0,177
(0,110) (0,735) (0,953) (0,961)
INTERBANK 3M 10,052 -33,196 -51,81 -49,489
(0,821) (0,440) (0,321) (0,991)

2Y - ZERO YIELD 0.27168 -0,157 -0,139 0,163
(0.0004)*** (0,833) (0,6134) (0,876)

CDS 3Y (JPY) -0,889 -0,637 -1,132 -0,991
(0,945) (0,937) (0,8732) (0,970)

CDS 5Y (JPY) -0,933 -0,889 -0,9879 -0,947
(0,942) (0,963) (0,888) (0,972)

CDS 10Y (JPY) -0,976 -1,170 -0,815 -0,891
(0,940) (0,9512) (0,907) (0,973)

Note: The numbers in the parentheses beside the Wald statistics are the P-values: ***, ** * represent the 1%, 5%, and 10%
significance levels, respectively.
Source: author’s calculations [Reuters’ Datastream; BOJ policy announcements]

As well as the unconventional policy of the ECB and the USA, the measures of the Bank of
Japan influence the exchange rate of the Ukrainian hryvnia and the Japanese yen. The national
currency in the days of the announcement of the policy is strengthened by 0.1 UAH. This influence
is not very significant.

Also, all the studied central banks have an impact on the yield of two-year government bonds.
According to the analysis, as a result of the ECB’s quantitative easing policy, in particular
purchases of government bonds (PSPP 2014-2018), and the Fed’s third round of purchases assets
(LSAP3 2012-2014), government bond yields was reduced by 0.5%. And as a result of the Japan’s
comprehensive monetary easing policy (2010-2013) the yield on government bonds decreased by
0.2%. This influence probably passed through the liquidity risk premium channel. The fall in yields
in the United States and the countries of the euro zone implies a relatively higher return on
comparable assets of developing countries, including Ukraine. In this regard, investor interest in
these countries is increasing, which may cause an increase in the volume of purchases of their
government bonds. But the impact of the banks under study is not obvious, because Ukraine has
huge economic instability due to the war in the eastern part of the country, the political crisis and
the restructuring of external debt.

Conclusion. Ukraine has the closest relationship with the countries of the European Union.
And this research confirms the hypothesis that the actions of the ECB are the most influential on the
financial indicators of Ukraine.

The analysis shows that the exchange rates of the Ukrainian hryvnia to the euro, US dollar
and Japanese yen were isolated from the influence of Central Bank announcements. This is
confirmed by a minor influence. This is because the monetary policy in Ukraine only in 2015
actually switched from a fixed exchange rate regime to inflation control. The change of regime
included the transition to a floating exchange rate.
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Unconventional monetary policy announcements also had an impact on government bond
yields and stock indices, but the Ukrainian stock market is underdeveloped, and this effect is small.

On the whole, the results confirm the hypothesis of the secondary effects exerted by the
unconventional monetary policy of developed countries on emerging markets. The main influence
was on the first programs of unconventional monetary policy of the ECB, the USA and the Bank of
Japan. In those periods when unconventional measures were only introduced and it was difficult to
regulate them and predict their consequences.

APPENDICES

Appendix I. The Impact of ECB Unconventional Monetary Policy

FRFA | COLL | LTRO | TLTR | FOR | CBPP1 | CBPP2 | CBPP3 | SMP | PSPP | OMT | ABSPP | CSPP
o)
EUR UA | 0002 | 0004 |0011 |-0230 | 0027 | 0117 20,004 | 0,061 0,006 | 0,106 | -0.0064 | -0,056 | 0075
H (0,977) | (0,951) | (0,886) | (0,077) | (0,705) | 0,555) (0,983) | (0,593) | (0,973) | (0,286) | (0675 | (0,567) | (0.623)
MSCI 2.376 0,453 0,864 -2,196 2,012 -10.564 2,940 -1,227 12,427 0,026 -0,227 -0,935 -0,104
(0.193) | (0.761) | (0,552) | (0.357) | (0,128) | (0,0037) | (0,420) | (0,560) | (©.0007) | (0,988) | (©935) | (0,608) | (0.975)
INTERBA 0,049 -0,166 -0,144 0,216 -0,182 -1,066 -0,143 0,021 -0,075 -0,151 -0,022 0,087 0.081
NK 3M (0,766) | (0,216) | (0:2697) | (0,314) | (0,126) | (0,001)* | (0,663) | (0,908) | (0,817) | (0,359) | (0.928) | (0,593) | (0.965)
2Y - 0,211 0,276 0,425 -0,181 -0,051 0,094 -0,395 0,259 -0,574 0,028 -0,325 0,025
ZERO 0817 | (0,560) | (0,511) | (0,808) | (0,932) 0,928) | (0517) | (0,887) | (0,072) | 0972 | (0,538) | (0.975)
YIELD *
CDS 3Y 0634 | 8773 | 18380 | 48,144 | 3322 | 91,354 | 3,787 33,725 | 3428 | 1390 | 4175 | 28,772 | 4224
(0,994) | (0,909) | (0,806) | (0,696) | (0.9612) | (0,627) | (0.984) | (0,757) | (0.985) | (0,883) | (©0.977) | (0,760) | (0.976)
CDS5Y 0397 | -9,507 | 17,801 | 34,238 | 3,202 | 91,641 | 2,199 28,27 2586 | 11,653 | 4062 | 24,799 | 451
(0,996) | (0,899) | (0,808) | (0,776) | (0,961) | (0,617) | (0,990) | (0,791) | (0,988) | (0,899) | 0.977) | (0,787) | (0.974)
CDS 10Y 0,382 -9,232 13,885 24,44 2,193 66,39 1,465 21,427 -1,41 7,067 4,080( | 24.551 4,860
(0,996) | (0,891) | (0,843) | (0,832) | (0,972) | (0,706) | (0,993) | (0,833) | (0,993) | (0,946) | 0,976) | (0,815) | (0.971)

Note: The numbers in the parentheses beside the Wald statistics are the P-values: ***, ** * represent the 1%, 5%, and 10%

significance levels, respectively.

1.

2.

3.

4.

5.

Source: author’s calculations [Reuters’ Datastream; ECB policy announcements]
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Abstracts. Contemporary international requirements and mechanisms which are oriented to
credit risks abatement and assurance of financial sector functioning are reviewed with particulars
of their implementation in national banking sector.

As is demonstrated general reasons for the new generation of regulatory measures of crisis
resilience in financial sector are grown up from the last global economy crisis which demonstrated
vulnerability of the main credit institutions and their failure to absorb considerable financial market
fluctuations.

To improve financial systems stability is the main goal of measures and instruments proposed
by the international Basel Committee on Banking Supervision as well as Directives and Regulations
of the European Union, which should be implemented at the national level.

One of the underlining aspect in this new international regulatory documents is recognition of
the assets valuation key role in the whole methodology of risks mitigation. Main approaches to
consider time effect on assets valuation results are analyzed in this context.

Based on these last international regulatory documents in this direction special Resolution No.
351of the National Bank of Ukraine has been issued for banks credit risks assessment. Much less
attention in this Resolution is given to assets valuation which is linked to some extent with outdated
national valuation standards. This situation requires active measures to be provided for updating
basic national documents in this area as is underlined.

Key words: credit risks, credit institutions, banking collateral, assets valuation, risks
mitigation, international regulations, valuation approaches, time effect, valuation methodology.

AHoTaNisA. PoszenssHymi Cy4acHi MIdCHApOOHI pecyisimopHi OOKYMEeHMU, SKi BUSHAYAIOMDb
BUMO2U 00 3MEHUWIeHHA KpeOUMHUX pusuKkie ma 3abe3neuyeHHs CMmilKo2o @OYHKYIOHY8AHHS
OAHKIBCLKO2O CEKMOpPY 8 KOHMEKCMI iX 3aCMOCY8AHHA ) GIMYUHAHIL OAHKIBCLKIU cuUCmeM.

Ilpooemoncmposano, wo 20106HA NPUYUHA NOSABU HOB020 NOKONIHHA PecyiamOpPHUX
O0OKYMEHMI8 Yb020 HANPAMK) NOJIA2AE 8 He2aAMUBHUX HACTIOKAX OCMAHHbOI 2100AbHOI eKOHOMIYHOT
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Kpu3u, sKa euceimiula ciabxocmi 0iouoi Qinancogoi cucmemu 8 yiiomy, HeCNpOMONCHICMb ii
KAI0YO0BUX ICMUmMYYiti nNpOMuoisimu He2amugHoOM) GNIU8Y PUHKOBUX (DIYKMYayiu.

Iiosuwennsn cmitikocmi yHKyionyeanus e6cici Qinancogoi cucmemu 5K paz i cmano
2071061010 Memoro nputinamoi Mixcuapoonum basenvcoxum Komimemom 3 bankiscbkoeo Haenaoy
HU3KU OOKYMeHmIis8, sKi € 0CHO80M 6i0nosionux Jupexmus ma Pezramenmis €gponeticbkozo
Coro3y.

OOHUM 3 KTIOUOBUX ACNEKMIB YUX MINCHAPOOHUX OOKYMEHMIE pe2yIsimopHO20 XapaKkmepy €
BU3HAHHS 3HAYHO20 Micys 6 3a0e3nedueHHi CmilKo20 @YHKYIOHYBAHHA OAHKIBCbKO20 CEKMOpy
8apmicHoi OYiHKU 3acmaeno2o MmatiHa. B yvomy eGiomowienni 6 pobomi posensaHymi ma
NPOAHANi308aHi ICHYIOYI NIOX00U 00 YPAX)y8AHHS 4ACOB020 (hAKMOpPy Npu BUSHAYEHHI 8apmocmi
PI3HUX aKMUBIs.

Cnuparwuuce Ha yi MIXCHAPOOHO NPUUHAMI OOKYMEHMU, HAYIOHANbHUL OaHK YKpainu
npuliHae cneyiarbHy nocmanogy 3a Ne 351, sxa ecmanognioe OemanvHuli NOpsaooK 6UHAYEHHs
DIiBHA KpeOumuo2o pusuky no aKkmueHum OAHKIBCbKUM onepayiam. B motl e uwac numauusam
Memooon02ii 6apmicHOi OYIHKU 3A10206020 MAUHA 8 OAHOMY OOKYMeHMI NPUOiLeHO HeOOCMAamHbO
veazu. bazamo 6 womy ye noe’azano 3 3a2anrbHUM 8i0CMABAHHAM HAYIOHATLHOI pe2ysAmopHOoi ba3u
8apMICHOI OYIHKU MAMEPIATbHUX MA HeMAmepialbHuX aKmueis, wWo GU3HAYAE HeoOXIOHICMb
NOOOJNAHHA YIEL NPO2ATUHU MA AKMYANI3ayii HAYIOHAIbHUX CIAHOAPMIE OYIHKU.

KurouoBi cioBa: kpeoumni puzuku, incmumymu KpeoumyeauHs, Kpeoumme 3abe3neyeHHs,
OYIHKA AKMUGI8, 3HUIICEHHS PUBUKIB, MINCHAPOOHE pe2YN08aAHHs, NIOX00U OYIHKU, Memo00102isa
OYIHKU, Yacoeuii eqpexm.

AHHOTauMsA. Paccmompenvl cogpemenHvle MelcOYHAPOOHble pecyNamopHble 0OKYMeHMbL,
onpeoensouue mpebo8aHus K CHUNCEHUID KPEOUMHbIX PUCKO8 U 00ecneyeHuro ycmoudueo2o
@DYHKYUOHUPOBAHUS OAHKOBCKO2O CEKMOpA 6 KOHMEKCme UX NpUMEHeHUs 6 OmedecmeeHHOU
OaHKo8cKouU cucmeme.

llokazano, umo OCHOGHAS NPUYUHA NOABNEHUS HOB020 NOKONEHUS PecyNAmMOPHbIX
O0OKYMEeHmMOo8 OaHHO20 HANPAGNeHUs Bbl36AHA HE2AMUBHBIMU  NOCIeOCMBUAMU  NOCTeOHe20
2N100aNbHO20 IKOHOMUHECKO20 KpU3UCA, 6blasueuieco ciabocmu Oelicmayiowell (DUHAHCOBOL
cucmemvl 8 YeloM, HeCnoCOOHOCHb ee KIIOYeBblX JNIeMEeHMO8 NpPOMUBOOelCmB808ams
He2amueHOMY GIUAHUIO DLIHOYHBIX (IYKMYayu.

Tosviwenue ycmotiuusocmu QyHKYUOHUPOBAHUs BCeli (PUHAHCOBOU cucmemvl Kak paz u
ABUNOCH OCHOBHOU Yeavlo npunamozo Medcoynapoouvim basenvckum Komumemom Banxosckoeo
Haosopa psaoa ookymenmos, komopwvle cmanu ocHo80U coomeemcmayowux Jupekmus u
Peznamenmos.

Oonum 3 KIIO4eBblX ACNeKmo8 IMUX MeHCOYHAPOOHBIX OOKYMEHMO8 pe2ylsamopHO20
xapakmepa — A61Aemcsi  NPU3HAHUE  CYWECMBEHHOU poau 6 obecneyeHuu  YCcmouduusoeo
@yHKYUOHUPOBAHUA DAHKOBCKO20 CEKMOPA CMOUMOCMHOLU OYEHKU 3A710208020 umyujecmsea. B smux
PAMKAX pPACCMOMPENbl pa3iuyHble NOOX00bl K Yuemy 6peMeHH020 (akmopa npu onpeoeieHuu
CMOUMOCMU AKMUBO8 PA3IUUHBIX 8UOOE.

Onupasce Ha 5mu MeHcOYHAPOOHO NPuHAmMble OOKYMEHMbl, HAYUOHALbHBIN OAHK YKpauHvl
npunsin cneyuanvhoe Ilocmanosenenue Ne 351, ycmanasnuearowee nopsaook OyeHKU KpeOUmHbLX
PUCKOB NO AKMUBHBIM ONEPAYUAM YKPAUHCKUX OAHKO8. 3HAUUMENbHO MEeHbULe20 6HUMAHUE 8 IMOM
0a3060M HAYUOHAILHOM OOKYMeHme YOeleHO B0NpOCcAM MemooON0cUU CMOUMOCMHOU OYEeHKU
3a10206020 umywecmseda. Bo MHO2OM 9mMO C643aHO C OOWUM 3AMEMHBLIM OMCMABAHUEM
HAYUOHAIbHOU HOPMAMUBHOU 0aA3bl CMOUMOCHMHOU OYEHKU MAMEPUANbHbIX U HeMamepualbHblx
aKmueos, umo onpeoesnsem HeoObX00UMOCMb NPUHAMUSL COOMBEMCMEYIOWUX MepP NO YCMPAHEHUIO
gce gospacmarouje2o npoodena u aKkmyanu3ayuu HAayuoHaIbHblX CMAanoapmos OYeHKU.

KiroueBble cli0Ba: KpeoumHvle pUCKY, UHCMUMYMbl KpPeOUmMo8aHus, KpeoumHoe
obecneueHnue, OYeHKA AKMUBOB, CHUNCEHUE PUCKOB, MeNCOYHAPOOHOe pe2yluposanue, nooxoovl
OYEHKU, MeMOoO0NI02Usl OYEHKU, BDEMEHHOU Gakmop.
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Introduction. The general statement that the stable functioning of the banking sector is one
of the dominant features of the efficient functioning of the entire economy has been clearly
confirmed by the last global economic crisis of 2007-2009. Significant liberalization of mortgage
lending of residential real estate, initiated by the White House in the 1970s, including the
simplification of procedures and requirements of insurance, securing loans and the valuation of
collateral assets, gradually led to a significant increase in the number of unsecured or so called
“toxic” loans.

According to the Harvard University Joint Center for Housing Studies, at the beginning of
the century their share reached almost 20% of total mortgage loans. In absolute terms the number of
high-risk loans exceeded 13 million with a total value of more than USD 2 trillion [10, p. 43]. It
quickly transformed this "bubble™ into a large-scale financial crisis that directly engulfed 165 major
international and national banking institutions.

As is well known the overall effects of the crisis have been spectacular. The Dow Jones
Index has fall down more than a half with unsecured loans loss totaling around USD 2.8 trillion by
2011 in Europe and America only. The most vulnerable to the global crisis with its sharp decline in
commodity turnover were countries with export-oriented and transitional economies including
Ukraine. By the level of devaluation, which amounted to 42% in the second half of 2008, the
Ukrainian hryvnia ranked second in the world after the Icelandic krona with industrial production in
the country falling over 34%.

A meticulous analysis of the main causes and effects of the crisis, carried out by a specially
established reputable National Commissions of the United States and the International Monetary
Fund, have revealed the list of the most important ones. Among them [8, 9]:

« systematic disruption of financial regulation and control, which has had a material adverse
effect on the stability of the functioning of financial markets;

* significant weaknesses in corporate and credit risk management in many influential
financial institutions;

» the combined negative effect of excess borrowing, risky investing and lack of transparency
that were inherent for the entire financial system;

* inconsistency and low standards of mortgage lending and mortgage derivatives;

In this respect a reliable valuation of mortgaged property is recognized as being essential for
the overall reliability of financial sector.

Given the magnitude of the global financial crisis which reached a global level, and based
on its root causes revealed, international and national institutions have developed and implemented
a number of regulative solutions to mitigate the adverse negative effects and prevent recurrences of
such drastic events in the future.

Based on this, the purpose of the article is to analyze the measures provided by the relevant
international and national regulatory documents and the instruments based on them, aimed at
reducing credit risks and strengthening as a result the stability of financial systems as a whole, as
well as the peculiarities of their implementation at the national Ukrainian level with respect to the
collateral valuation.

Recent researches and publications analysis. Based on the mandate received from the
G20 Summits of 2008-2012, the International Basel Committee on Banking Supervision has
developed and adopted in a post-crisis period a set of documents, commonly known as Basel Il in
the development of the previous Basel | and Basel 11 documents.

The Basel 11l documents provide for a gradual transition to a new level of regulatory
requirements for credit institutions. First of all it concerns the requirements for equity and the
provision of high quality and liquidity of credit security or collateral [2, 3].

In its latest document, which came out at the end of 2017 and is considered to be a transition
from Basel 111 to Basel 1V, the Basel Committee finalized the regulatory changes, limiting to a large
extent the permissible risk weighted assets. These restrictions are structured according to the type of
credit institution and its rating level.

Fundamental measures proposed by the Basel 111 documents are oriented to:
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* improve the ability of the banking institutions to absorb stresses;

* increase the level of risk management and corporate governance standards;

* increase transparency and openness of banking activities.

In addition to a significant increase in banking system-wide operational standards, Basel 111
envisages a gradual transition to a new level of specific requirements for credit institutions. First
and foremost, they relate to equity requirements and the provision of high level of credit collateral
liquidity.

At its core, the documents of the Basel Committee on Banking Supervision are
internationally agreed standards, developed and adopted by consensus with the participation of
representatives of the central banks and supervisory authorities of the most economically developed
countries in the world.

Therefore, their status is not legally binding, being mainly of advisory type. Hence in this
sense, it seems appropriate to investigate the implementation of these main provisions both at
international and national levels.

Main results description. The implementation of the Basel 1Il recommendations in the
EU countries has been primarily done through the adoption of Directive 2013/36 / EC (CRD) and
Regulation 575/2013 / EC (CRR) on the capital requirements of credit institutions [5,6]. These
documents are already mandatory for implementation in all EU countries and should be considered
as a single package. If Directive 2013/36/EC on capital requirements establishes general provisions
on access to capital and a set of preventative management actions that financial institutions should
support, then Regulation 575/2013/EC details the requirements themselves in a structured manner.

The main objective of the new package of European regulatory requirements for credit
institutions is to establish a uniform, standard-based approach to responsible lending to reduce
solvency, liquidity and excessive leverage risks, as well as to increase their resilience in the face of
financial crises as a whole. Fully based on fundamental provisions, including main indicators of the
Basel 11l international agreement, these documents set minimum requirements for banking and
investment institutions which are involved in credit operations.

Another important European regulatory document oriented at reducing credit risk is
Directive 2014/17/EC [7]. This document, commonly known as the Mortgage Lending Directive,
aims to provide the borrowers with greater transparency and awareness of lending conditions and to
set higher standards for the provision of support services. In particular, the Directive points to the
need to use the most reliable and recognized mortgage valuation standards, which include the
International Valuation Standards IVS, the European Valuation Standards EVS and the Royal
Institute of Chartered Surveyors RICS standards.

These European regulatory documents stipulate that the value of the collateral assets must
not be higher of their market value. In order to apply the most prudent approach, the concept of
mortgage value is introduced. This concept was first accepted as a valuation basis in the previous
Directive 2006/48/EC and afterwards it was transposed into Regulation 575/2013/EC.

In explaining the notion of mortgage value, both International and European Valuation
Standards indicate that when used as a valuation base, mortgage value should be considered for a
longer term than the market value which should be determined for a fixed point of time (Fig.). It
follows that the collateral value of the property, as a rule, cannot exceed its market value and it
should exclude the influence of any speculative elements.

In the most concentrated and detailed form, the requirements for assets valuation are set out
in a special Regulation of the European Union 2018/345/EC, which was issued in November 2018.
This extended document, which is primarily intended to valuate assets in resolution procedures and
to regulate credit institutions insolvency, sets out the full scope of requirements for assets valuation
methodology.

In particular, in addition to the market value, mortgage value and fair value, the following
new basis of value are introduced:

- hold value;

- disposal value;
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- franchise value.

It is emphasized also that, overall, the valuation methodology should be preferably based on
income approach through cash flow discounting. In this context it is probably for the first time
when possibility of value range determination is indicated in addition to its point value.

To its full extent, the methodological basis of banking valuation of property and liabilities
are described today by two European documents:

- Consolidated Document of the Association of Mortgage Banks of Germany HypZert /
VDP- “Mortgage Lending Value”[Grimman, 2016: 245 ],

- European Banking Authority Guide - “EBA Handbook on Valuation for the Purpose of
Resolution” [11].

These two documents are most detailed and therefore significant in content. As is stated in
particular separate attention should be given to the time effect in collateral assets value. The fact is
that, as is well known, under the influence of external (economic cycles, inflation, demand, etc.)
and internal (wear, aging, damage, etc.) factors, the market value of mortgage property changes
over time. This creates significant problems in determining the level of collateral value, since the
terms of the loan agreements are often several years, especially when lending is related to real
estate.

Being addressed to this issue, the most common today are 3 approaches based on the
following concepts:

» Mortgage Lending Value, MLV, most widely used in Germany;

* Investment Value, IV with more global implementation;

* Adjusted Market Value, AVM, mainly used in UK and Spain.

Comparative testing of these three approaches, carried out by the Property Industry Alliance
Working Group, has favored the latter, i.e. the AVM approach [12].

In addition to these three, a more structured approach has been proposed recently which is
based on the Long-Term Sustainable Value or L-TSV concept. This concept is grounded on an
income approach and introduces such new parameters as:

* sustainable cap-rate;

* sustainable rent-rate,

Both these parameters take into account long-term changes in the market value of assets.
Accordingly, well known and widely used Williams-Gordon-Shapiro modified formula has a
modified form that also takes into account inflation impact and assets physical deterioration:

Vo = Y1/(irft+irp (g+m)+d)

Vo — Long-Term Sustainable Value;

Y- Net Operating Income for the next Year;

irf — Risk-free Yield;

Irp — Property Risk Premium;

g — Yearly Income Growth Rate;

7- Inflation Rate;

d - Depreciation Rate.

An example of the application of this approach to German residential real estate valuation
using historical data for the period 1991-2017 and projected statistical estimates for the near future
demonstrated the feasibility of its further wider testing and utilization [Fischer, 2019: 12].

International experience and practical activity in strengthening the financial system has not
been overlooked by the domestic banking sector. The basic document of the national level in this
respect is, of course, the widely known Resolution of the National Bank of Ukraine No. 351 dated
of June 30, 2016 [1].

The main content of this Resolution, including a number of amendments to it, is the
provision on determination of the credit risk level on active banking operations. This Resolution
describes in details the methods and procedures for determination of this criterion and sets the level
of its compliance.
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In general, this Resolution is entirely based on the principles and recommendations of the
Basel Committee on Banking Supervision and takes into account requirements of the relevant
European Union policy documents in this area.

At the same time, much less attention has been given to the issues of assets valuation
trustworthy. The content of the Resolution in this respect is limited to:

* basic principles for accepting assets in loan collateral,

» determination of the asset types to be accepted as a collateral and their liquidity ratios;

* requirements for monitoring the availability and conditions of such collateral;

« general requirements for the valuation bodies.

Methodologically, the content of these domestic regulatory document, with all the editorial
changes, is limited to the provision of "the implementation by banks of collateral valuation at a
value that does not exceed market (fair) value and ensures its sale to a third-party buyer.” It also
points to the need to "re-evaluate the value of collateral ... on a regular basis, in particular, real
estates, businesses, land and machinery equipment - at least once a year ...".

There is, evidently, a significant gap between existing international practices and the
national valuation requirements for property, property rights and obligations, which are described
above. In doing so, we should take into account that, in practice, the valuation of mortgaged
property is performed with the reference to the market value.

This certainly casts doubt on the validity and reliability of the results obtained in assessing
both the quality of banks' assets and their stress testing results, as the market value is usually higher
than the mortgage one or similar type of valuation basis which reflect long-term effect.
Accordingly, the value of assets, when the market value is used as a basis for valuation, exceeds its
level in comparison with the case of the utilization of mortgage or similar value basis. It means that
final results of assets value assessment will be shifted to a non-conservative side.

At the same time, the overall sustainability problems of Ukrainian banking sector remain
significant. According to the recent data from The World Bank Group, the share of non-performing
or “toxic” loans in the banking sector in Ukraine is the highest among the major post-Soviet
countries being equal in 2017 to 54.5 % or more than a half of a total loans number [13]. All this
also necessitates the continued adoption of sound regulatory measures.

At the same time, it should be emphasized that the problems of a significant lag in the
methodology of valuation are of general type. A simple acknowledgment of this is the fact that, as
of today, the national valuation standards which were issued initially in 2003 -2006, and still remain
unchanged to this day. Even the very concept of mortgage value is not defined in these standards
being classified among other types of valuation basis apart of the market value. Coming from this,
regulatory measures necessary should cover not only national banking sector but all assets valuation
activity in a country.

Concluding remarks. The recent global economic crisis has revealed significant
deficiencies in the functioning of the financial system, its low ability to dampen crisis phenomena.
Based on the joint decision of G-20 Summits 2008-2012 a number of international regulatory
instruments aimed at strengthening the banking sector were introduced. They include first of all
documents of the International Basel Committee on Banking Supervision - Basel 111 and European
Union policy documents, which set out new principles and approaches, as well as criteria for
ensuring a more stable functioning of banking institutions including their ability to counteract crisis
events.

One of the main outcome from this documents is recognition of core importance of
collateral assets valuation. At the same time from a methodological point of view it’s important to
consider time effect on assets valuation results with respect to the loan agreement duration.
Different existing approaches to take into account this effect are reviewed which gave a priority to
adjusted market value (AMV) and long-term sustainable value (L-TSV) concepts.

Relying on international documents issued, the National Bank of Ukraine in its Resolution
No. 351 also presented regulations for assessments of credit risks in financial institutions. At the
same time methodological guidance for collateral assets valuation are covered in this Resolution in
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sufficiently. Partly it is caused by outdated general national valuation standards published in 2003-
2006. From this it became evident necessity to provide sufficient measures for filling in enlarging
gap in valuation guidance documents at national level.

10.

11.
12.

13.

14.

15.
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