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THE STATE AND PERSPECTIVES OF MEDICAL SERVICES  

IN IRAQI KURDISTAN 
 

Niaz Adnan
*
 

 

1. Introduction 

Kurdistan (KRD) is a federal region inside Iraq; it has its own regional government, parliament, and 

constitution. The budget of KRG consists largely on the Iraq’s budget (17%) plus the local 

government’s revenues from taxes, fees of government services, customs duties and donors abroad. 

The region comprises of three governships (Erbil, Sulaymania, and Duhok) with total population 

around five million inhabitants.  

The health sector in this region has been experiencing strong reforming and transformation since 

2003. The best practices of economically developed countries were taken into account in creating a 

new approach to medical services and new medical system in Iraqi Kurdistan. Despite the fact that 

not all initiatives were successful, the essential step forward was done during these eleven years. 

Nowadays the health sector seeks for better economic and managerial organization of hospitals, 

implementation of insurance in medicine and reasonable organization of payable medical services. 

This publication aims to present the path, done by the Kurdistan’s health sector in the time of 

reforming, to describe further problems and perspectives. Because in my humble opinion realities in 

Ukrainian and Kurdian health sector have certain parallels, and similar solutions can be found for 

similar challenges. 

2. The development of the health sector in Iraqi Kurdistan in 2003–2014 

Until the topple down of the former regime in 2003 the region suffered from three decades of wars 

and its aggressive policy specially toward Kurdistan’s people, in this period the economy suffered 

from harmful and long term recession in both public and private sectors. In that time the health 

sector was totally managed by the government and was characterized by the following:  

1. There was a big shortage of investment fund allocation especially in the health sector, which has 

led to decreasing the quality and quantity of medical services.  

2. The region was affected more than the other parts of Iraq due to international embargo under the 

United Nation Security council Resolution (UNSR) after invasion of Kuwait by Iraq’s 

government (IG) in 1990, in addition the second embargo was imposed on Kurdistan by Iraq, as 

well as (IG) withdrew their administration and organization in Kurdistan and as alternative there 

was a de-facto of government established by the Kurdistan’s ruling parties. Generally the local  

public administration at that time suffered from the lack of experience, finance resources, and 

qualified human resources in spite of that the region had been isolated internationally till 2003, 

but after toppling down the former regime in 2003 the new government was elected with new 

constitution, as a result of the fact that the new era started since this date, and the economy 

sectors growth started because of the increase of Kurdistan’s regions share in Iraqi petroleum 

revenue which is around 17%, due to its population percentage of the entire Iraqi.    

Since 2003 the medical services development started to depend more on quantity indicators more 

than on the quality, i.e., expanding the services through approaching it to different geographical 

area (metropolitan cities, districts, sub districts and rural area); in spite of this growth of the sectors 

(constructing new hospitals, clinics, laboratories accommodated with new equipment and 

instrument by both public and private sectors), there was much shortage and weakness which can be 

mentioned as follows:  

                                                           
*
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Tab. 2. Dynamic of the health indicators in KRG 

Health indicators 2012 2013 

Hospitals Per (100,000) of the population 1.2 1.3 

Health centers Per (100,000) of the population 18.1 18.2 

Family Per (100,000) of the population 130.7 133.9 

Physicians Per (10,000) of the population 10.1 17 

Dentists Per (10,000) of the population 1.3 2 

Pharmacists Per (10,000) of the population 0.9 1.5 

Nursing staff Per (10,000) of the population 16.1 24.3 

Health Level Per (10,000) of the population 22.5 27.4 
Source: Statistic Department of Ministry of health in KRG 

4. Financial challenges 

The financial system in public sector depends on KRG budget; it is very classic and highly 

centralized by the ministry of finance from the point of view. 

Preparing the budget which does not take into account the allocation the real needs of the health 

ministry (5% of total budget). 

 
Fig.1. Percentage of health budget to total budget in Kurdistan 

Source: Ministry of Finance in KRG 

Even the declaration of the yearly budget through a law by the parliament, but during its 

implementing, the ministry of finance enforces the ministry of health to take its approval for each 

outlay item included in the budget.   

The weakness of planning system in the ministry of health looks like the other ministries  

of the region, for example, the absence of multi period planning (strategic, medium, and action 

yearly plans), in addition to the shortage of medical data base, which causes difficulties in 

assessment of requirement for all needs (venue, cadres, tools, and equipment) and then for financial 

requirements accordingly.  

Preparation of annual budget is not made in accurate way, which currently depends  

on previous year’s budget adding arbitrarily a percentage for covering the rate of growth of 

population. 

The share of ministry of health in the budget does not correspond to the demand for its services, in 

addition to the lack of research that analyzes the budget of the ministry in order to determine the 

rationality of allocation and its implementation for each items included in it. 

The weakness of internal finance control system in the ministry of health or by ministry of finance 

and external finance auditory of the regions as well. 

The factors causing difficulties in budgets of health ministry are the great conflicts between the 

central federal government and the region, this conflict especially related to the division of the 

revenue created by central government and region. The result of which is that the federal 

government does not fulfill his obligation to send the share of the region in general budget of Iraq 

according to the Iraqi’s constitution. 

The above point deteriorated the finance of the ministry and became a big barrier for introducing 

any reform in the ministry of the health.  
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The weakness of the budget can be noticed through the shortage in some articles which enforce to 

transfer from other articles especially from investment side to the operational side which results in 

impeding the plans for the development the health sector.  

Wasting of financial recourses of the ministry through exaggerating expenditures to satisfy the 

needs of some high position of some administrative people on the account of the fund covering 

necessary needs of the ministry.  

Another reason for exaggerating the ministry budget expenditure is to face any reducing of the 

budget by ministry of finance.  

The low percentage of investment share in the budget of ministry of health can be recognized through: 

 As the share from total investment budget of the region. 

 As the percentage from the total budget of the ministry i.e. because of high rate of operational 

budget which comprises around 70% of the total budget, even the share of investment is 

overtaking through transferring a sum of it to the operational budget. 

Disproportion of the division of the budget according to the cities, districts, sub districts and rural 

area which leads to concentrate health services in the metropolitan cities. Lack of adequate financial 

controlling system of the Ministry of health although the existence of financial auditing office of the 

KRG, which leads to more wastes in both expenditure side and revenue from fees of services. 

5. Recommendations for development of the health sector in Iraqi Kurdistan 

According to research made there are some recommendations for further development of the 

medical services in the region: 

1. Giving priority in investment allocation especially in health sector and health services, in order 

to ensure the development of the health services in broad meaning of this word. 

2. Improving quality of services in the health sector through preparing highly qualified specialized 

physician. 

3. Distributing health services to different geographical areas (districts, sub districts, villages and 

remote areas) financed from the budget of Ministry of Health. 

4. Redistributing of doctors, medical staffs, and cadres in all part of the region fairly.  

5. Enhancing the distribution of private clinics and hospitals to locate in districts and sub districts 

in order to develop medical services in these places.  

6. Increasing the efficiency of public clinic and hospitals through: 

 Introducing new sufficient organization, as well as the new structure of management with 

appropriate authority in decision making. 

 Paying more attention to increase the skills and qualification of all kind of human resources 

through sufficient training strategic plan. 

 Introducing scientific job description and electing the human resources needs according to that 

and to eliminate the high rate of disgust unemployment. 

 Changing the system of requirement by introducing the contract system in state of central 

recruitment system which is adopted now.  

 In order to underlie the needs in qualified cadres in different specializations it is necessary to 

prepare a strategic plan to fulfill the shortage of different kind of medical cadres needs.  

 Revising the current laws and regulations, and replacing them by the new modern ones.       

7. Imposing the requirement needed according to the rules adopted by the ministry of the health as 
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pre condition for giving the licenses for establishing new private hospitals, medical centers and 

clinics such as appropriate (venue, equipment, electronic systems, and medical staffs). 

8. Strengthening auditing and controlling systems in the ministry of health and external auditing 

office of the KRG parliament in order to improve the budget from its preparing stages, 

implementation and following up. 

9. Regarding the private health sector (hospitals, clinics and other medical services) it is necessary 

to organize well the administrative auditing in it in order to guarantee the qualified services 

provided by them. 

10. Establishing a suitable medical insurance system for all Kurdistan inhabitants. 

11. Encouraging the local investors for making a joint venture with foreign medical companies. 

12. Preparing the ministries’ yearly budget according to : 

 Ensuring finance resources to implement the action plan of the ministry – Strengthen the financial 

controlling system in order to prevent any corruption or miss utilizing of financial resources.  

 Following up the implementation of the yearly budget through preparing the final accounting 

and analyzing the expenditures of each item in order to be confident that in the end the budget 

has fulfilled the objectives of the ministry, and to determine any deviation or miss utilization.  
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Summary 

The health sector in this region has been experiencing  strong reforming and transformation since 2003. 

The best practices of economically developed countries were taken in account by building up a new 

approach to medical services and new medical system in Iraqi Kurdistan. Despite not all initiatives were 

successful, the essential step forward was done during these eleven years. Nowadays the health sector 

seeks for better economic and managerial organization of hospitals, implementation of insurance in 

medicine and reasonable organization of payable medical services. This publication aims to present the 

path, done by the Kurdistan’s health sector in the time of reforming, to describe its further problems and 

perspectives. Because in my humble opinion realities in Ukrainian and Kurdian health sector have 

certain parallels and similar solutions can be found for similar challenges. 

Keywords: Iraqi Kurdistan, medical services, reform, challenges. 
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STRUCTURE AND CLASSIFICATION OF INTANGIBLE ASSETS 

IN INDUSTRIAL ENTERPRISES 
 

Katherine Anokhina
*
 

 

1. Introduction 

At the rapid development of STP a steady increase in the value immaterial resources  

of the company’s activities can be observed. At the end of the 19th century, economists  

noted that the performance of enterprises depends not from material components such as 

instruments and objects of labor, financial and human resources but from immaterial  

components, namely: inventions, know-how, business contacts, reputation and brand awareness, 

and so on. 

The Organization for Economic Cooperation and development notes that in many countries, 

investments in intangible assets exceeds growth in more traditional form of capital,  

namely machinery, equipment and buildings. Available data for several countries  

demonstrates the rapid growth of interest in intangible resources. In the UK, investments in 

intangible assets increased by more than 2 times between 1970 and 2004.  

Recent studies demonstrate annual investments in intangible assets in the  

United States in the amount of 800 billion and 1 trillion dollars. Thus the positive  

trend of involvement of intangible assets in the enterprise value can be traced for many  

years.  

Despite the relevance of the choice of research topics, many theoretical and methodological  

issues related to intangible resources are still not disclosed. The issues relating to terminological-

conceptual nature and classification features require a more detailed analysis. 

Despite the large number of scientific works which are devoted to IR (intangible resources)  

and classification of assets, there is no unity among scientists about establishing their  

composition by types. Most scholars who work on IR issues, anyway, use in their researches  

the achievements of the authors who have made a significant contribution to exploring  

issues and the nature of intellectual capital. J. Daum and H. Bontis are no exception  

representing intangible assets through the classification of intellectual capital,  

and thus seek to cover as many components that are not captured by accounting  

statements. 

2. The main material research 

G. Ahonin and T. Hassi divided intangible assets into two types: generating (those that create value) 

and commercial (those which are used in trade, commercial purposes, may produce income). The 

first group includes human capital, internal and external structure. The second – intangible property 

rights [1, p.277–286]. 

T. O. Garanina [2, p.10–11] believes that intangible assets, intangibles and intellectual capital are 

interchangeable. The author finds that it is unlawful to narrow immaterial assets only to those 

recognized in the accounting. Therefore their composition must provide two subgroups: those that 

are recognized and not recognized in the financial statements. 

In his work G. G. Azhaldov and N. N. Karpova divide intangible assets to intellectual property 

objects, organizational costs, expenses for purchasing licenses for natural resources management, 

cost of research and development work, know-how and business reputation (Fig. 1) [3, p.163]. 

                                                 
*
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intangible assets related to “goodwill” (goodwill of organization, goodwill of professional practice, 

personal professional reputation, the total value of the business as a going concern). 

M. Yashchensky and N. V. Dyukova divide the perspective of components of intangible assets of  

R. Reilly, R. Schweis and consider it as the best of the existing ones [5, p.63]. However, the authors 

note that, unfortunately, it is not optimal or complete. As the disadvantage of this classification can 

be considered a duplication of certain groups, such as: intangible assets related to technologies and 

engineering activities or intangible assets related to customers and contracts. The components of 

these groups are very closely linked and such classification can cause a repeat or ambiguity to 

which group a particular object should be included. 

Based on these principles the author’s classification of the company’s immaterialities  

was formed (Fig. 2). As intangible assets, even with the inclusion of goodwill, do not include  

all the intangible components of the company’s activities, it was decided to analyze the  

composition of the company’s intangibles based on the category of “intangible resources”.  

IR consist of identified, controlled by the company and uncontrolled by the company.  

Identified and controlled by the company IR are the intangible assets of the company and  

include all the intangible assets that are approved in the P(S)BO No. 8. The difference of  

composition of groups of intangible assets by the author’s classification from composition  

of groups of IA by the accounting standard is to unite the three groups (the right to  

use natural resources, the right to use property and other intangible assets) in one  

“Intangible assets related to the use of natural resources, property and other rights” group.  

This is due to a similar economic essence of these IR components. They create  

additional immaterial opportunities for the company related to the use of material objects that do 

not belong to them. 

All other intangible components of activity which are uncontrollable by the company, to which there 

were no property rights, were attributed to the group of “Uncontrolled intangible resources”. 

Uncontrolled IR include elements of human and communication capital, as well as goodwill (Fig. 2). 

Let’s consider in more detail the composition of IR and assets of companies according to the 

author’s classification and let’s start from controlled intangible assets. 

Intangible assets related to the technologies are attributed to industrial property object, namely 

patents on technological processes, patents on business methods, proprietary software, patents on 

products, unpatented objects; technical documentation: laboratory logs, technical know-how; 

industrial designs, trade secrets, blueprints and diagrams, corporate records, domain names, address, 

website design and more. 

The second subgroup consists of intangible assets related to the use of natural resources,  

property and other rights, such as lease rights, rights for subsoil use, easements, rights  

for air space, rights for water space, right for land use, building, rights for rent, right  

for use of other property (except the right of permanent land use), right to engage  

in activities, royalties agreements, leasing (rental) agreements, license agreements,  

franchise agreements, construction permit, use of economic and other benefits and  

so on. 

The composition of intangible assets related to creative activities include rights for intellectual 

property such as literature, art, music, computer programs, compiling data (data bases), 

performance, phonogram, videogram, transmission (program) of broadcasting organizations and 

others. 

The last, fourth group of intangible assets includes the assets related to the commercial 

designations, such as trademarks, rights to the name of a business entity that is used in the 

agreements, signs, ads, advertising, accounts or letterheads, trademark (brand) names, logo, used 

color and shape and so on. 
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Fig. 2. Classification of intangible resources 

The second IR group of the company are those that cannot be controlled by the  

company and for which the ownership rights cannot be registered, respectively they cannot  

be sold and classified as intangible assets of the company. The first subgroup consists of  

IR related to communication relationships, as a part of which the following intangible  

resources of the company are considered: contracts with suppliers, futures contracts,  

customer lists, customer contracts, customer relationships, agreements with unions and  

others. 

The second IR subgroup that are not controlled by the company are the IR connected with the 

human capital of the company. It consists of management processes, management philosophy, 

management culture, systems of organization, planning, analysis and control of the company, 

qualification, education, knowledge, competence, entrepreneurial and innovative capacity of the 

labor force, employment contracts.  

The last third subgroup of the uncontrolled IR consists of the IR related to reputation, namely the 

history of the organization, reputation and image. 

Thus, the author’s classification of IR of the company provides for the allocation of a separate  

sub-group of resources that can be controlled by the company. Controlled, proprietary  

IR are suggested to be identified with intangible assets of the company. Herein the goodwill, 

human, organizational, communication capital, as components of IR cannot be controlled by the 

company, they can not be registered into ownership, consequently, they can not be integrated to the 

assets of the company or sold separately from the company. This means that goodwill, human, 

organizational, communication capital cannot be attributed to intangible assets compose a separate 

IR group. 
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3. Conclusion 

Thus, in the process of historical development of the productive forces, there were changes in their 

composition and structure. Leading positions among other resources were held by raw material, 

logistical, financial and human resources. Recently intangible components of the company’s 

activities acquired a great significance as a part of the resources. It is thanks to the latest 

technologies, commercial designations, human capital, goodwill and other intangible components, 

companies are able to take advantage in the competition. In the leading economies of the world the 

intangible resources of the companies has exceeded the material in value. 

Scientists believe that the Ukrainian economical lag in comparison with the leading countries is 

caused by a low level of intangible resources of domestic companies. Thus, further research should 

focus on improving the level of development and efficiency of the use of intangible resources of the 

companies, which gives place to the qualitative development of the Ukrainian economy. 
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Summary 

In this article, the author attempts to identify and analyze the main prerequisites of  

agro-industrial integration in Ukraine at the institutional level: the institutional environment and 

transaction costs; forms and mechanisms of interaction between the participants, the measures of 

state support. The implicit constraints of integration processes in the investigated area were 

examined. 

A combined approach to a reasonable assessment of the benefits of integration was proposed. 

Finding a balance between the obvious economic interests and implicit constraints will actively 

involve farmers in the integration processes and thus contribute to the removal of the domestic 

agricultural sector out of the crisis. 

Keywords: integration, the agro-industrial complex, the institutional environment, taxation. 
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5. Evaluation of Accounting Strategy 
 

Tab. 1. Comparatives Analyses of Capital Structure and Profitability of Firms in Ukraine 
 

MESUREMENTS IST  COMPANY  2ST  COMPANY  
CAPITAL 
STRUCTURE 

2012 2013 2012 2013 

Acc_ratr_1 1.82950979 4.43709506 5.216407931 4.3540363 

Acc_ratr_2 0.3763044 0.36784493 4.876271876 3.98899666 

Debt/Equity_ratr 0.544 0.251 0.0543 0.0474 

Solidity 0.49441155 0.56435696 0.537831828 0.56821222 

ATO 0.56689688 0.91858886 1.546801549 1.6416999 

Current_ ratr 0.3763044 0.36784493 4.876271876 3.98899666 

FINANCIAL 
PERFORMANCE 

IST  COMPANY  2ST  COMPANY  

coy1_2012 coy1_2013 

Average 

value coy2_2012 coy2_2013 

Average 

value  

ROCE 0.41 1.116 0.763 0.149 0.197 0.173 

ROC 0.387 0.749 0.568 0.078 0.112 0.095 

LEV 0.544 0.251 0.3975 0.0543 0.0474 0.05085 

GPM 0.06683303 0* 0.0668 0.174111732 0.13017373 0.15215 

OPM 0.44817671 0.60774479 0.52795 0.051918063 0.06828124 0.0601 

NPM 0.29882329 0.42496365 0.3619 0.044067039 0.05845825 0.05126 

G_P 41325 -41325 0 46749 34190 80,939 

Workg_Capita -308405 -82641 -391,046 66668 57317 123,985 
Source: Author’s Computation with Data Sourced from SEC (2013) 

 

The statistics detailed in Table 1 above largely corroborates the trend depicted in figures above. On 

the whole, it shows that MICEN Energy is fairly better compared to ŠKODA AUTO Group as the 
former has averaged values of 76,3%, 56.8% and 39,75% for the measures of corporate 

performance for the periods 2012-2013 while the latter contemporaneously averaged 17,3%, 9,5% 

and 5,085% respectively, it further lends credence to the submission that the management of 

MICEN Energy (proxied as Coy1) relatively employed the resources kept at their disposal by the 

shareholders as well as the owners of the companies to promote their wealth maximization objective 

better than those of the ŠKODA AUTO Group. The indicators supporting this fact is that the former 
averaged 6.7%, 52.8% and 36,2% for their gross profit margin, operating profit margin and net 

profit margin respectively while the contemporaneous figures for ŠKODA AUTO Group are 15,2%, 

6.01% and 5,1% for the gross profit margin, operating profit margin and net profit margin 

respectively. 
 

Interestingly, however, the asset turnover ratio (proxied as Asset_TurnOv) suggests that ŠKODA 
AUTO Group has succeeded in utilizing the assets kept at their disposal by the owners of the 

corporate firm to improve the market capitalization of the firm within the enterprise as the company 

recorded a ratio of 1.55 in 2012 which was improved upon to a tune of 1.64 in 2013. On the other 

hand, MICEN Energy (proxied as Coy2) only managed to record about an average of what ŠKODA 
AUTO Group recorded in terms of asset turnover in 2013 but about one-third of SKODA’s in 2012; 

on the average, ŠKODA AUTO Group has enough resources (as indicated by the working capital) 
to work with in order to generate more returns and revenues to the owners of the business while 

MICEN Energy (proxied as Coy1) continued accumulating negative working capital that is capable 

of threatening the going concern of the firm as the firm’s negative working capital continue 
increases between 2012 and 2013. More so, the average gross profit is nil for MICEN Energy in 

2012 and the firm recorded Gross loss in 2013 to the tune of 391,046 while ŠKODA AUTO Group 
have gross profit for both periods as 80,939 and 123,985 respectively. 
 

While the former debt-equity ratio decreases in 2013 from its figure of 0,54 in 2012 to 0,25; the 

latter is a lowly-geared company as its debt-equity ratio is nearly inexistence which decreases from 

0,54 in 2012 to 0,47 in 2013 (Tab. 5). The solidity ratio (proxied as solidity) obtained; which 
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ordinarily should not be above 30%, is highly instructive for the case of Ukrainian firms in that both 

MICEN Energy and ŠKODA AUTO Group have solidity ratio above the required benchmark. This 
implies that creditor’s claim is highly vulnerable in Ukrainian corporate firms. These firms have 
solidity ratio of at least 50% for the periods of 2012 and 2013. In Ukraine, the inflation rate for 

2012 is 0,57 but – 0,26 for 2013 while the rates of interest are 9,5% and 6,5% respectively. This 

portends a very positive outlook for Ukraine since the country maintains a single digit inflation rate 

and a considerable rate of interest (Tab. 6). This is so in that the various indicators for these 

companies reflect this submission.  
 

6. Conclusion  
 

Going by the evaluation of accounting strategies adopted by the two selected firms in Ukraine 

detailed above, the following stylized facts results; most enterprises in Ukraine engaged in over-

trading activities cum capital mismatching; solidity ratio of averaged 50 percent suggests that 

creditors’ claim are less vulnerable (that is, well protected); market capitalizations of shareholders’ 
funds are maximized and agency costs are reduced; fair macroeconomics conditions and volatility. 
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Summary 
This study undertakes analyses of capital structure and firms’ performance in Ukraine using 
triangulation analysis to investigate the two selected companies with their audited financial statement. 

We follow a guideline of analyses and our strategy of evaluation revolves various measures of capital 

structure and financial performance ratios; our results show stylized facts thus; most enterprises in 

Ukraine engaged in over-trading activities cum capital mismatching; solidity ratio of averaged 50 

percent suggests that creditors’ claims are less vulnerable (that is, well protected); market capitalizations 
of shareholders’ funds are maximized and agency costs are reduced; fair macroeconomics conditions 
and volatility. The findings of this study deemed to benefit the external investors and share/stakeholders 

in guiding their proper decision making; professional managers would be better informed to understand 

the factors empirically driving the level of performance; the present and future government also be 

guided on how to strengthen the enterprises by providing enabling environment and explore their 

financing options to achieve better performance for a sustainable development and academicians who 

will see new empirical evidence in the accounting literature emanating from an emerging economy like 

Ukraine. 
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MODELS OF INNOVATION PROCESS IN KNOWLEDGE 
ECONOMY: IMPLICATIONS FOR INNOVATION POLICY IN 

UKRAINE  
 

Olena Bilous* 

 
1. Introduction 
Ukraine announced transition to innovative model of economic development on the basis of 

creation of knowledge economy. This model provides for the implementation of national economic 

development strategy aimed at significant improvement of economic performance, GDP growth 

through wide focus on the creation, development in production, market promotion of technological 

as well as organizational and management innovation. However, the lack of a clear strategy, 

blurring objectives and priorities of the state innovation policy and the main factor, in our opinion – 

the lack of serious methodological framework that would meet the latest modern understanding of 

the innovative process, resulted in low rates of innovation development of Ukrainian economy.  

The task is to study the modern approaches to innovation process, which will meet the requirements 

of knowledge economy formation, and to outline main implications of these methodological issues 

to the innovation policy in Ukraine. 

2. Theoretical background 
The problems of innovative development of national economy attract attention of many native and 

foreign researchers. Significant contribution to the study of these processes was made by such 

Ukrainian scientists as V. Heyets, V. Semynozhenko, Yu. Bazhal, B. Malitskiy, L. Fedulova, 

H. Androshchuk and others. Mainly Ukrainian authors associate low level of innovation 

development with the low level of S&T spending, or consider innovation success of the country to 

be dependent on the degree of activity in the commercialization of results of scientific research. 

We can agree with the P. Bubenko and V. Gusev, who state that one of the distinguishing features 

of Ukraine’s scientific discussion on innovation and innovation policy is false identification of 

innovation and Science and Technology (S&T) activities [1, p.30] and statements on their tough 

cause-and-effect connection. In one form or another, Ukrainian authors underline that effectiveness 

of innovation processes in economy depends on the state of science, and that the support and 

development of the last is the prerequisite of the intensification of innovation processes. 

The mentioned identification of innovation and S&T activities is largely connected with the 

domination of engineering approach to the processes of development which states that “science can 
do everything” if it is well-financed [1, p.31]. The engineering approach is based on the so-called 

“linear” model of innovation activities, according to which “innovation is a process of discovery 
which proceeds via a fixed and linear sequence of phases. In this view, innovation begins with new 

scientific research, progresses sequentially through stages of product development, production and 

marketing, and terminates with the successful sale of new products, processes and services”  

[2, p.14]. This approach to innovation was dominating in the domestic scientific thought and 

underlied massive investments in science, which had place after World War II. The same 

conclusion is made by T. Gareev, who points that in domestic literature still prevails linear model of 

innovation, which, in his opinion, is wrong in the economy, in which knowledge is considered to be 

the main resource. Innovation process is presented mainly in the narrow sense, through the 

provision of its separate stages, as the linear model, while in the foreign literature this model of the 
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tion, innovation infrastructure, and production), [23] identifies the subsystem of education, which 

consists of the institutes of higher education, research and methodological institutes, scientific 

production enterprises, state and local boards of education, as well as educational organizations that 

provide training, retraining and advanced training.  

Ukraine has to move away from a model of increasing budget spending on science regardless of the 

results. It is necessary to encourage interaction between knowledge sector and sector, where 

knowledge is transformed into concrete economic results. Special attention should be given to 

measures aimed at development of Doing, Using and Interacting – experienced-based skills, which 

are based on tacit knowledge. It is necessary to implement following measures: 

– create effective national and regional innovation systems with an accent on innovation culture, 

stimulation of interactions of key innovation actors and institutions; 

– develop communication and operative interaction of academia and business environment; 

– improve academia’s understanding of innovation and entrepreneurship including business skills; 

– create innovative environment in research and scientific institutions and universities; 

– implement entrepreneurship education of researchers. 
 

4. Conclusions 
Ukraine announced transition to innovative model of economic development on the basis of creation 

of knowledge economy. Unsuccessfulness of its innovation policy is conditioned, in our opinion, with the 

lack of serious methodological framework that meets the latest modern understanding of the innovative 

process, which results in low rates of innovation development of Ukrainian economy.  

One of the distinguishing features of Ukraine’s scientific discussion on innovation and innovation 
policy is false identification of innovation and S&T activities and statements on their tough cause-

and-effect connection. Looking into the nature of innovation and innovation process, the authors of 

knowledge economy and NIS concepts highlight the importance of distribution of knowledge, while 

previous studies were concerned with the production of scientific knowledge, namely research and 

development (R&D), not its distribution. Modern models of innovations and innovation process are 

based at user-producer approach, networking, organizational and management innovations, learning 

and training of organizations, importance of skills and codified knowledge. 

The wider implications of an innovation and learning perspective on general economic policy have 

not been seriously considered and worked out. Innovation policy has been added to an economic 

policy based upon static economic theory. Policy implications have been worked out on the basis of 

a narrow definition of innovation system where the focus is on science based innovation. The basic 

provisions of Ukraine’s legislation on innovation policy and NIS show that Ukrainian policymakers 

use narrow understanding of the concepts of “innovation”, “innovation policy” and “NIS”. They 

focus on science-based innovations and on the formal technological infrastructure and on policies 

aiming at stimulating R&D efforts in high-technology sectors. Ukraine has to move away from a 

model of increasing budget spending on science regardless of the results. It is necessary to 

encourage interaction between knowledge sector and sector, where knowledge is transformed into 

economic results. Special attention should be given to measures aimed at development of DUI – 

experienced-based skills, which are based on tacit knowledge. 
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Summary 
The article analyses modern Ukrainian discussion on innovation and innovation policy and proves 

that that in domestic literature still prevails linear model of innovation, which is wrong in the 

knowledge-based economy. Evolution of knowledge economy and National Innovation System 

concepts are considered. The models of innovation process in knowledge economy are presented. 

The author argues that modern innovation policy is worked out on the basis of a narrow definition 

of innovation system and is focused is on science based innovation. Basic Ukrainian legislation on 

innovation policy and NIS is analyzed, necessary measures to build effective innovation 

environment are proposed. 

Keywords: the knowledge economy, tacit and codified knowledge, innovation, innovation process, 

“linear” and “interactive” models of innovation, learning economy, national systems of innovation. 

JEL  classification: O310 

UD classification: 330.34 

Date of acceptance: 21.10.2014. 

http://zakon2.rada.gov.ua/


Socio-economic Research Bulletin, 2014, Issue 4 (55) 

 38 

Approaches applied to study the financial approach, history and development of internal audit [16] 

allow the role, functions and responsibilities of the internal audit within the system of financial 

control to be summarized as follows (Tab. 1). 

Tab. 1. Role, functions and responsibilities of internal audit in the system of financial control 

 

Period 

Approaches to 

study the 

financial control 

Role if internal 

audit 

Functions of 

internal audit 

Responsibility 

of internal 

auditor 

In the early 

20
th
 century 

Legal approach 

Confirmation of 

reporting records and 

the status of assets 

and liabilities 

Control. 

Information. 

Regulatory 

(influential). 

Not specially 

defined 

20
th
 century 

20’s/40’s 

Governance 

approach 

Testing and 

evaluation of control 

systems 

Information. 

Control. 

Evaluation 

Regulatory 

(influential). 

To Operations 

manager 

20
th
 century 

40’s/50’s 

Cybernetic 

approach 

Testing, evaluation 

and analysis of 

accounting 

information and 

information systems 

Information. 

Control. 

Evaluation 

Analytical. 

Administrative 

to management 

20
th
 century 

90’s 

Risk-oriented 

approach 

Identifying. Testing. 

Assessment and 

advice on financial 

risk 

Information. 

Control. 

Evaluation 

Analytical. 

Advisory. 

Administrative 

functional 

 

Professional audit and accounting associations when developing various control frameworks of 

systems of internal, including financial control (1, 2, 3) use risk-oriented approach that allows the 

internal audit to be positioned within the organizational structure in a way that establishes itself as 

an independent evaluation and consulting activity.  

In practice, this is achieved by its functions, as revealing of their composition and content is a 

prerequisite for: 

– Efficient organization of work of the internal audit department; 

– Use of available resources in the execution of audit engagements and consultations; 

– Determining the role and place of internal audit within the system of financial control. 

3. Function of internal audit – theory and practice  

Scientific literature presents different understandings of the nature and functions of internal audit.  

Some authors [17], analyzing the definition of internal audit of The IIA [15], assume that it fulfils 

two main functions: control and information and advisory.  

Other authors [8] considering the content of the problems solved by internal audit in practice, 

assume that it fulfils coordination, advisory, control, evaluation, analytical, preventive and 

information functions.  

The third group of authors [18] assume that the internal audit fulfills the following functions: 

confirming, information, analytical, project-methodological, direct and indirect feedback, 

protective. 

To define the function of internal audit and to differentiate the responsibility of internal auditors in 

terms of theory and practice, its relationship with and difference from internal control is of 

importance.  
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DEVELOPMENT 
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1. Introduction 

Despite the attention of the authorities to the problems of agricultural sector, it is still premature to 

talk about overcoming the crisis in agriculture. Adverse weather conditions, the presence of 

intermediary chains supporting the mechanism of funds withdrawals from agriculture do not allow a 

lot of farms providing extended reproduction in the long run. 

The development of advanced technologies encouraging productivity could improve the situation. 

However, this requires significant investment, which the agricultural enterprises lack, and the 

abilities to attract third party investors in agricultural production are limited owing to the high risk, 

long operating cycle and low speculative capacity. In addition, the amount of the state support is 

much lower than in the developed countries. 

Therefore, under current conditions, one of the main directions of agriculture development, along 

with the strengthening of state support, should be considered the stimulation of integration process 

of agro-industrial manufacturers with agricultural processors.  

However, despite the proven benefits of such integration, a lot of participants feel reserved  

to this form. The majority of the farmers are not involved in the integration process,  

preferring market mechanisms of interaction. For example, in Odessa region, only about  

100 companies, among almost 6 thousand agricultural enterprises and farms, belonging to the  

40 integrated entities are involved into the integration processes. This is a consequence of objective 

reasons to be explained. 

2. The main material research 

The publications note the following reasons for the dip in popularity of agro-industrial  

integration: 

1) the reluctance of financially sound enterprises to integrate with “weak” companies for fear to 

reduce their cost-effectiveness;  

2) low investment potential, i.e. level of return on investment;  

3) fear to lose tax benefits in the case of integration of agricultural producers with processing 

companies [1].  

Obviously, the list of reasons given above is not complete, and we will try to substantiate and 

expand it in this paper.  

From the methodology position, we believe that considering the benefits of integration  

and restraining factors, we should combine economic approach comparing the costs  

and the benefits, and the institutional approach investigating the “rules of the game”  

and the conditions how to coordinate the interests of business processes participants.  

Their combination will allow investigating the problem and suggesting the ways to solve it  

from the point of view of the system approach. In this regard, one can identify the following 

research areas:  

1) analysis of the institutional environment and transaction costs;  
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Currently, in Ukrainian food industry, there are three types of integration mechanisms.  

The first type implements control possibilities associated with the possession of  

property titles of the integrated companies. The second type involves coordination  

leverage of joint activities based on access to the joint resources. Finally, the third  

type of mechanism is based on a voluntary centralization of a group member and the transfer of 

certain powers. 

It should be noted that in the present circumstances, vertically integrated food industry  

structures are the most competitive, the purpose of which is, first of all, to ensure their own reliable 

source of raw materials, as well as stable income, the formation of permanent markets for product 

sales and the expansion of activity spheres. Due to their own system of elevators, agricultural 

enterprises and trading houses reach closed production cycle, costs savings and efficient 

management of financial flows.  

Another point that determines the appeal of integration is seasonality and asset specificity. 

Everyone knows that agricultural production is seasonal and main crops can be harvested only once 

a year. Accordingly, in a specific regional market, there are objective limits of grain volume to be 

processed. During the years of poor harvest, the processing companies face the challenge of 

unutilized capacity.  

To solve the issue, the delivery of grain from other regions can be considered but  

it is related to high transport costs. The processing companies can partly solve the problem of 

capacity utilization and guaranteed supply by vertical integration “back” to the raw materials 

producers.  

Seasonal factor is also essential for the agricultural producers. Since agronomic activities are carried 

out within a short period, field works must be timely organized and financed. In terms  

of vertical integration with the processors, the agricultural producers are able to get quick and 

secure credit facilities to complete the operational cycle, and for the implementation of the 

investment programs.  

The factors associated with the specificity of assets were determined by O. Williamson.  

He attributed to them:  

1) the specificity of the location – it occurs due to the proximity of the supplier and the consumer. 

The reorientation to other partners is associated with additional costs, so the parties will endeavor to 

maintain the relationships; 

2) the specificity of physical assets – is a consequence of their special features (e.g. durum wheat). 

The desire to have guaranteed supply may be a reason for integration; 

3) the specificity of human resources – any conditions leading to the improvement of company 

specific relationships and productivity upgrade. The inability to ensure them at the appropriate level 

(or loss of them) is threatened by additional costs, which is a factor for fuller control through joint 

ownership;  

4) target assets – the investment of the partners in the development of the production basis of each 

other. This leads to a symmetric distribution of the risks and increases confidence level [3]. 

The fertility of the land and climatic conditions should be added to the listed assets that are not 

essential to the industry, but are crucial for agriculture: 

a) the land with various fertility and climatic conditions gives rise to different attitudes towards 

integration. For example, the climatic conditions in Vinnitsa region contribute to grain yield of  

30–40 q/ha. Therefore, a farmer in Vinnitsa region feels more financially independent than a farmer 

in Lviv region, where the average grain yield is 10-15 q/ha, and, accordingly, has a different point 

of view on integration appeal. And any technological improvements are not able to eliminate such 

difference;  
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1. Introduction 
 

Analyzing recent year’s situation of domestic travel market, it’s hard not to notice the close 

relationship between its trends and the general economic condition of the country. The recent 

spread of the global financial and economic crisis has reduced global demand for travel services. 

And, if the statistical surveys of the UN World Tourism Organization [1] and the World Travel and 

Tourism Council for 2013 indicate overcoming the negative tendency on a global scale, the 

Ukrainian tourism market is far from recovery. Unfortunately, tourism in Ukraine is not 

widespread, and not one of social priorities, as reflected in the relatively low and very elastic, in 

terms of income, demand for travel services. In recent months, the situation is exacerbated by 

political instability and the fall in the exchange rate of the national currency. At the same time, the 

number of registered tourism enterprises tends to sustainable growth nationally, as well as in the 

Odessa region. The combination of these circumstances leads to a significantly increased 

competition and makes tourism enterprises consider both internal and external factors of their 

competitiveness to respond adequately to changes. 
 

Tourism business, as recent experience shows, is sensitive to changes in the economic situation in 

the country and in the world. The consequence of the global financial and economic crisis has 

caused a significant reduction in demand for travel services. And if the latest statistical reviews 

show improvement on a global scale, the Ukrainian tourism market has not recovered. At the same 

time, the number of domestic tourism enterprises is growing every year, which greatly exacerbates 

the competition. These circumstances make tourism enterprises to give priority to the level of their 

competitiveness and trends to change it. 
 

2. Theoretical framework 
 

Recently, methodology of comparative evaluation of tourist regions competitiveness has 

systematically been investigated by the authors from different countries. However, the conceptual 

approaches and even specific techniques that have been applied in this case are significantly 

different. The main differences are in determining the most significant external (exogenous) factors 

of the competitive environment and techniques of normalization and processing of statistical 

information. It should also be said that the existing diversity of viewpoints is a consequence of 

ambiguities in the interpretation of complex, multi-level category “competitiveness”. 
 

Tourism destination’s potential begins studied systematically in the scientific literature since the 

eighties of the last century. Works of Haahti and Yavas [2], Smith [3], Lovingwood and Mitchell 

[4] developed the concept of spatial planning, which was based on the analysis of the impact of 

tourism infrastructure on major economic indicators of regions. Under this approach, elements of 

competitive analysis were used. Despite the fact that the volume of research information was 

limited, and the opinions of tourists were not always objective, considered work became the basis 

for subsequent studies in nineties. 
 

Another conceptual direction in evaluating the competitiveness of tourist regions is their life cycle 
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them was asked to fill in the pairwise comparisons matrix template. 
 

Using formula (2), lets analyze the tourism competitiveness of some regions of Ukraine and focus 

on the most successful, in terms of tourism activities, regions. Let’s display values of all parametric 

indexes in Fig. 1.  
 

Note that, the average values indexes, that are average for all 27 administrative-territorial units of 

Ukraine, and not only for the above 5 destinations, were used. 
 

 
 

Fig. 1. Parametric indexes of the tourism regions competitiveness 
 

Sources: Calculated according to the yearly report by Ukraine’s National Statistics Service,  

“Tourism activities in Ukraine in 2013” [25] 
 

Calculation of integral competitiveness indicators for selected destinations of Ukraine is shown in 

Tab. 1. 
 

Tab. 1. Calculation of integral competitiveness indicators for selected regions of Ukraine 
 

Estimation parameters of the 2013 

tourism regions competitiveness 

and due parametric indexes 

Regions 

Kyiv ARK 

Ivano-

Frankivsk 

region 

Odessa 

region 

Lviv 

region 

Average 

level 

for all 27 

regions 

Revenue from tourist activities, 

million UAH 
4698,4 584,1 243,9 126,8 228,7 240,6 

Ir 19,53 2,43 1,01 0,53 0,95 1,00 

Number of tourists and 

excursionists, served for tourism 

enterprises, thousands 

2214,0 241,9 415,1 83,0 210,7 152,3 

Int 14,54 1,59 2,73 0,54 1,38 1,00 

Recreational centers capacity, 

thousand beds 
6,6 120,2 3,8 53,5 18,5 16,4 
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The theoretical approaches to the assessment of the competitiveness of tourism regions are 

analyzed. The method of calculating the integral indicator of the competitiveness of tourist 
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Fig. 1. Dividing project into smaller activities 

Source: B. Srinivasan, 2008 
 

Decomposition of project scope generally involves the following activities (B. Srinivasan, 2008): 

- Gather information on major project deliverables and analyze related tasks. 

- Start development of work breakdown structure (WBS) at the highest level. 

- Decompose the upper WBS levels into lower level detailed components. 

- Identify each work package & WBS components with unique code, and Verify if the degree of 
decomposition of the work is necessary and sufficient. 

- Any of Levels of WBS need not be the same for all deliverables. 

5. Work breakdown structure 

The work breakdown structure (WBS) is a checklist of every activity that must be performed to 
create the endproduct. This checklist becomes the foundation for the schedule, resource allocation, 
and budget plans (Joan Knudson &Bitz, 1991). 

Create a WBS using one or more of the following methods: questionnaire, one-to-one personal 
interviews, or group sessions. We recommend the group sessions as the vehicle for developing the 
most comprehensive work breakdown structure (ibid). 

Fig. 2 shows the basic framework for a WBS. Begin its construction by isolating the major work 
assignments for your project.  

 
 

Fig. 2. The basic framework for a WBS (Ibid) 
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THE ROLE OF NETWORK CLUSTERS IN THE DEVELOPMENT 

OF INNOVATIVE ECONOMICS OF THE EUROPEAN REGIONS 
 

Sergei I. Kovalenko
*
 

 
1. Introduction 

Cross-border cooperation becomes the key factor of European integration enhancement  
under those circumstances when in political and scientific discourse the concept  
“boundary” is perceived not as “boundary line”, but is transformed into “relationship factor” being 
understood “not as a line, but a functional space”, where “various communities and groups” 

interact. 
 

Active formation of network forms of cross-border economic area self-organization corresponds to 
the impulse of establishing of the new economic reality of postmodernity that denies  
“total ideology”, but accepts the variety and freedom of economic choice. Network clusters  
become a new source of competitive advantages of the European regions involving Ukraine and 
change not only the local factors system, but also the structure of economic area itself.  
In large measure the implementation of cluster form of business organization in cross-border 
dimension makes it possible to develop the network structure of economic area, to enhance its unity 
and entity [1, p.4]. 
 

Nowadays the most efficient direction of innovative policy is the formation and development of 
cross-border clusters which become more popular in the world society on the international, national 
and regional levels.  
 

Usage of cluster approach is an effective way of competitive recovery and of the small and  
medium business in regional economy. In this respect the task of formation of united  
innovative infrastructure, providing effective use of scientific and technological potential of  
cross-border regions, creating the conditions for modernization of the industry and the  
acceleration of development of its most successful and competitive segment, becomes the most 
significant one.  
 

The necessity of development and realization of scientifically grounded regional economic policy 
concerning border regions and territories of Ukraine is evident within the framework of the 
processes of international economic integrity. As the experience of the countries involved in the 
processes of international integrity shows, under such conditions the status and role of the border 
regions in the development of national economy are sufficiently changed. The latter lose their 
“periphery” status and their “barrier” functions, being not only the transit corridor for innovations, 

goods and services, but also as regional “poles” of integrity and interplay of global and national 

economic areas.  
 

The relevance of our investigation on one hand is determined by the important role of cross-border 
cooperation to enhance the competitiveness of periphery border regions, to decrease  
spatial differentiation between border and internal sub-regions and on the other, buy not  
adequate investigation of theoretical and methodological aspects of the study of the  
mechanisms of cross-border cooperation. To make the cooperation more effective, to  
cancel the negative influence of the borders and to achieve full scale integral area, the  
modern regional policy of European Union motivated the search of new forms of cross-border 
cooperation [2, p.10].  
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AND ECONOMIC INCENTIVES FOR BUSINESSES  

TO ENERGY SAVINGS 
 

Oleksandr Kovalko, Leonora Chuprina, Violetta Boublik
*
 

 

1. Introduction 
 

Ukraine occupies one of the first places in the world according to the indicators of inefficient  
use of natural and energy resources (NER), which is reflected in the decline of the  
quality and competitiveness of products manufactured in the country. Due to high technological 
(technical and commercial) losses of these resources, limited working capital of enterprises  
and high bank interest rates on loans in Ukraine, which are several times higher than in developed 
countries, there will remain no resources for the state and commercial enterprises to finance energy 
efficiency projects.  
 

As a result, part of losses of NER in the structure of total material costs of enterprises  
in Ukraine has been growing rapidly (almost three times over the period since 1991) and the  
rates of return to economic levels of the past decade have led to the fact that the country is 
significantly lagging behind not only developed countries but also behind most of developing 
countries. 
 

Indecisive government’s attempts to fix the extremely negative for industrial countries  
tendency with the help of resolutions by indirect action and government programs which are not 
adequately funded, have led to the fact that a huge energy saving potential in Ukraine has  
remained largely unused, and the problem has reached the level of threat to the energy safety of the 
State. 
 

2. Analysis of the latest research  
 

Basic scientific works of many Ukrainian and foreign researchers, especially such as by  
V. M. Heyets, S. P. Denysyuk, A. A. Dolinsky, V. A. Zhovtyansky, M. P. Kovalko, M. N. Kulik,  
G. G. Pivnyak, A. V. Prakhovnik, B. S. Stogniy, A. K. Shidlovskii, P. Bertoldi, S. Carne,  
S. J. Hansen, P. Langlois, M.-K. Lee, D. Newbery, J. Noh, J. P. Painuly, H. Park, M. Siner,  
are devoted to solving the current economic problem of increasing energy efficiency and  
saving. Much has been done, while in reality – low efficiency offered at the state level that does not 
allow Ukraine to leave the first position on the list of leaders in the world of energy waste, still 
remains. 
 

Detailed analysis of the studies and publications shows that the works dedicated to market  
method of economic regulation and promotion of energy conservation and the development of 
economic mechanisms on this basis in specific conditions of transition economy, are not  
enough, though conceptually this approach has repeatedly been formulated by both Ukrainian  
and foreign researchers [1, p.41, p.43; 2, p.61; p.115; 3, p.16; 4, p.660; 5, p.31; 6, p.9; 7, p.63;  
8, p.107]. 
 

Solving the problem of increasing energy efficiency and saving at the level of the economy is not a 
simple task and scientifically requires a complex of research focused on the development of 
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approach and integrated energy-financial-economic indicators related to the productivity of 
enterprises, and their subsequent use in the formation of price incentives to increase  
enterprise efficiency and reduce costs. Thus the mechanisms of economic regulation and  
energy savings promotion are called up to provide guaranteed profit growth of companies  
without reducing the basic level of taxation, which is important in terms of their attractiveness to 
the State. 
 

The analysis shows that the main reasons of the imperfection of available functions and 
mechanisms for managing energy efficiency in Ukraine are:  

– In the area of pricing and tax policy it is the practice of compensation of losses for NER 
suppliers and utilities due to cross-subsidize consumers and budgetary subsidy rates, which gives 
a distorted signal to the effectiveness of different types of NER and energy-saving equipment, 
affects negatively the balance of payments in the country’s economy and virtually eliminates the 

interest of suppliers and consumers of energy services in  improving energy efficiency; 

– In the area of regulation and standardization it is the lack of clear criteria, procedure and terms of 
use, which transforms the system of regulation and standardization mechanism based on 
achieving specific goals with progressive improvements in energy efficiency, into the mechanism 
of “legitimizing” the costs of NER, which are subsequently included in the expenses of 
companies and energy service rates for services; 

– In the area of certification and marking, which is developed in the world, but not in Ukraine it is 
the lack of market mechanisms influencing the manufacturers and suppliers of equipment, 
materials and services in order to improve their energy efficiency through informing and 
promotion of consumers, even financially, to procurement and use of more energy efficient 
equipment, materials and services; 

– In the area of expertise, control and certification it is the need to introduce energy management 
systems, energy audits providing of companies and organizations of all patterns of ownership, 
developing schemes and projects for attracting investments to energy efficiency, which in 
Ukraine are in their infancy; 

– In the field of vocational education and training it is a radical change in the composition and 
content of training and retraining programs to careful attitude to NER and energy services that 
must be provided by telling about the economic, environmental and social benefits of energy 
efficiency and saving and monitoring and testing the level and efficiency of knowledge 
application. 

Thus, in a market economy the primary goal of public administration in the field of energy 
efficiency is to ensure energy safety by creating economic mechanisms of energy markets, reduce 
the impact on the environment, creating conditions for attracting private investment to the 
development and maintenance of power supply upgrades and others. 
 

Improvement is also required in the existing system of state management and regulation of resource 
issues, organizational and information supporting activities in the field of public-private 
partnerships, especially those related to the interaction between the state and business (symbiosis 
between state and market options [6, p.59, p.62]), namely: 

-  energy saving funds (state and municipal), environmental funds and funds for energy efficiency 
of enterprises; 

-  targeted funding mechanisms for energy efficiency projects with budgets of different levels 
based on revolving mechanism of preferential state loans implementation of investment projects;  

-  energy-transfer mechanisms in the long-term lease (leasing);  

-  mechanism of target-oriented loans and attraction of foreign technical assistance, including in the 
framework of the joint project under the green investment scheme;  
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-  mechanisms for financing by commercial banks, credit facilities and agreements, venture capital 
funds. 

The implementation of the abovementioned mechanisms can be done through the establishment at 
the local level strategic alliances, coalitions and clusters as a form of integration  
(cooperation, competition, etc.) acting as a single entity, legally independent entities  
(members) of the market-businesses, companies and organizations, including participation in 
affiliate interaction (financial, coordinating, regulatory, etc.) of state and municipal  
government. The main result of the partnership should be in obtaining and implementing  
synergistic effect increasing the efficiency of targeted (coordinated) activities combined in the 
integration of complementary assets of all market participants, which outperforms the  
result of individual subjects.  
 

It should be understood that the competitive activity of entities should contribute to the 
improvement of production, technical, technological and economic development, rationalization of 
production; otherwise it will be classified as anti-competitive concerted action, which is prohibited 
by law. 
 

First of all, you need to create conditions for effective use of funds released in enterprises and 
institutions from implementation of effective use of NER and reduction of process losses, for the 
return on investment and loans, implementation of new energy-saving measures and financial 
incentives for teams and individuals. Achieving this goal requires the execution of the basic 
requirements for the implementation of mechanisms of economic regulation algorithm that 
provides: 

-  pricing and potential output “product” (i.e., the volume of NER savings achieved and funds for 

their consumption) offered to investors as a source of repayment;  

-  account of goods produced as a result of implementing energy efficiency measures in the 
accounting system and financial reporting;  

-  release of the sales, storage and transfer of funds calculated in the accounting system and 
financial statements as a result of the decrease in fuel and energy consumption, from the current 
account to a special account for the target use as a return to investors, in the budgets of the city 
and state and the implementation of new energy saving measures; 

-  account of additional volume of work associated with the installation, repair and maintenance of 
energy saving equipment, implementation of the system for financial stimulation of employees 
teams and individuals who will provide savings of NER for the period of implementation of 
energy saving measures.  

Among the most common economic mechanisms for attracting investments to energy saving as a 
part of international technical assistance which have already been pilot tested in Ukraine, it is worth 
noting the following: 

-  energy performance contracting mechanism;  

-  leasing mechanisms of supply and use of energy efficient equipment;  

-  incentive regulation mechanism from suppliers of NER (mechanism of demand side 
management);  

-  revolving mechanisms of multiple use of the saved funds for the implementation of new energy 
efficiency projects;  

-  mechanism for energy saving projects financing from the state and local budgets on the return 
basis. 

Among the new market approaches to solving problems in the field of energy saving,  
which are being introduced in Ukraine, the mechanism of regulatory asset base (regulatory  
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asset base, RAB) should be mentioned, the principles of which are determined by the total  
value of loans and own assets of natural monopolies subject to regulation [9, p.29; 10, p.22; 11, p.3; 
12, p.21].  
 

In the case of incentive regulation under this mechanism the groups of assets included in the 
regulatory framework are allocated, the term of their useful life and depreciation method of assets 
and on the regulatory framework for the long term (at least 3–5 years) within the threshold levels 
are established by regulatory standards return (yield), which generates and ensures the 
implementation of the policy regulator. 
 

The use of this method in developed countries has confirmed its effectiveness and significant 
advantages (compared with the current system in Ukraine “cost plus”) with complex issues of 
attracting investments, reducing prices for goods and services and creating incentives to reduce 
operating costs of the regulated companies. 
 

4. Conclusions 
 

The current system of economic regulation and promotion of enterprises in the field of energy 
efficiency in Ukraine is unable to perform its tasks in full. Removal of existing deficiencies has 
already led to the fact that the problem reached the level of national importance, which solution 
now from a scientific point of view requires a systematic approach that is based on the methodology 
of public-private partnerships. 
 

Great importance in the process of improvement of business regulation system should be given to 
considered implementing forms of market management mechanisms and regulation of energy 
saving. Thus, the main result of public-private partnerships should be to obtain and implement 
synergistic effect of a coordinated increase of efficiency (focused) activities combined with the 
integration of complementary assets of all market participants, which should exceed the total result 
of separate entities. 
 

The method of regulatory asset base, the principles of which are determined by the  
total value of loans and own assets of companies to be regulated is currently the most  
common in developed countries in the tariff regulation of natural monopolies with  
branched network infrastructure, has been proved in practice, and in considering  
how to improve the existing regulatory framework, can be also recommended for the use in 
Ukraine. 
 

The prospects of further developments in the field of mechanisms of economic  
regulation and promotion of enterprises to energy saving is determined by the necessity  
of the state for diversification of supply and reduction of dependence on imports of energy 
resources, which will raise the level of competitiveness of national goods and products on 
international markets. 
 

References 
 

1. Novoseltsev A. V. Mechanism of Economic Incentives for Energy Efficiency Measures at 
Municipal Enterprises / A. V. Novoseltsev, T. A. Evtukhova // Problems of General Energy. – 
2003. – No. 8. – Pp. 40–47. 

2. Coburn L. Ukraine: Energy Policy Review 2006 / Led by team leader L. Coburn. – Paris: IEA 
Head of Publications Service, 2006. – 383 p.  

3. Hansen S. J. ESCOs Around the World: Lessons Learned in 49 Countries / S. J. Hansen,  
P. Bertoldi, P. Langlois. – Lilburn: The Fairmont Press, 2009. – 377 p.  

4. Painuly J. P. Promoting Energy Efficiency Financing and ESCOs in Developing Countries: 
Mechanisms and Barriers / J. P. Painuly, H. Park, M.-K. Lee, J. Noh // Journal of Cleaner 
Production. – No. 11. – 2003. – Pp. 659–665. 

 



Socio-economic Research Bulletin, 2014, Issue 4 (55) 

75 

5. Directive 2012/27/EU of the European Parliament and of the Council of 25  
October 2012 on energy efficiency // Official Journal of the European Union. – 2012. –  
Pp. 1–56. 

6. Ermilov S. F. Energy Efficiency as a Resource for Innovation: National Report on  
the State and Future Prospects of State Energy Efficiency Policy in 2008 /  
[S. F. Ermilov, V. M. Heyets, Yu. P. Yaschenko, V. V. Grigorovsky, V. E. Lir et al]. – Kyiv: 
NAER, 2009. – 93 p. 

7. Bachmann J. Partnership and Incentives: Making Performance Contracting Work in Ukraine /  
J. Bachmann, A. Novoseltsev // Energy Engineering. – No. 6. – Vol. 101. – 2004. –  
Pp. 49–70. 

8. Kovalko A. M. Mechanisms of State Control and Regulation of Centralized Heat Supply System 
in Ukraine to Energy Efficiency / A. M. Kovalko // Science Bulletin of the AMC. – No. 4. – 
2012. – Pp. 103–110. 

9. Johnstone D. Replacement Cost Asset Valuation and the Regulation of Energy Infrastructure 
Tariffs: Theory and Practice in Australia / D. Johnstone. – Bath: CRI Centre, University of  
Bath. – 2003. – 51 p. 

10. Diewert E. Asset valuation and productivity-based regulation taking account of  
sunk costs and financial capital maintenance / E. Diewert, D. Lawrence, J. Fallon /  
Report for Commerce Commission. – Hawker: Economic Insights Pty Ltd. – 2009. –  
76 p. 

11. Newbery D. Determining the Regulatory Asset Base for Utility Price Regulation / D. Newbery // 
Utilities Policy. – Vol. 6. – No. 1. – 1997. – Pp. 1–8. 

12. Carne S. The Competition and Policy Implications of Regulatory Depreciation and  
the Asset Base Regulation Initiative / S. Carne, D. Currie, M. Siner / Discussion Paper  
Series. – No. 25. – 1999. – London: Business School. – 37 p. 

13. Zhovtyansky V. A. The Strategy of Energy Saving in Ukraine: Mechanisms implementing 
energy saving policy / V. A. Zhovtyansky, M. N. Kulik, B. S. Stogniy. – Kyiv:  
Academperiodica. – 2006. – Vol. 1. – 510 p. 

14. Voronovskyy G. K. Energy in World and Ukraine. Facts and Figures / G. K. Voronovskyy,  
S. P. Denysyuk, A. V. Kirilenko, B. S. Stogniy, A. K. Shidlovskii. – Kyiv: Ukrainian 
encyclopedic knowledge, 2005. – 404 p. 

 
Summary 

 

In this article the arguments for practical use of market mechanisms to encourage regulation and 
economic incentives for businesses to save energy and improve energy efficiency are presented, 
methods and mechanisms of regulation focused on the development of public-private partnerships 
are systematized. 
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1. Introduction  
Dynamism of the environment and the desire to grow force modern organizations to become more 
and more complex systems. The premise of their adaptive diffusion into a competitive environment 
is not only competition of goods and services but also the competition of innovation management 
techniques. The creation of modern management technology requires the research of the above 
mentioned technology as a complex process, the outlining of its operations and the establishment of 
formal methods for their implementation. 

Theoretical and methodological aspects of business management are covered in many fundamental 
works of scientists, in particular, much attention is paid to the development of the process approach 
in the works of M. Green, P. Drucker, V.G. Yeliferova, A.E. Kuzmin, IM.S. Pushkar, V.V. Repin, 
D. Hahn and others. Despite the significant achievements of the predecessors, the question of 
forming a rational management technology based on improving its structure has not received the 
sufficient development yet. We propose to consider management as a process that can be 
constructed. It is logical to assume that the structure of the management process can be controlled 
by the process approach that determines the necessity to investigate its development in modern 
concepts of management. 

2. The main section 
A review of the scientific literature on management allows us to suggest that nowadays there are 
two paradigms of the process approach.  

The basic premise of the first paradigm is the following message: management is �³a process which 
consists of series of ongoing, interrelated activities or functions within the organization�  ́ 
[1, p.71�±72]. The above described paradigm has dominated in management for a long time and 
today it is also quite common. However, we believe that it contains a number of contradictory 
principles.  

First of all, its basic principle is essentially corresponds to the notion of process as a follow-up set 
of operations to transform inputs into the required outputs. If we believe that in management the 
head has a number of separate functions there must be specified their elements and sequence. But 
no one of these issues has found a clear and convincing solution in the scientific studies. 

At present, there is little agreement of researchers on general management functions. In numerous 
scientific papers on the problems of management authors tend to list their own management 
functions that differ from others�¶ in quantity and content. If the nature of the management process 
really consisted of the implementation of common functions, such difference of opinions makes it 
impossible to outline the specific sequence of operations and as S. Yanh noted �³introduced the work 
of the head as something chaotic�  ́[2, p.67]. 

Moreover, the list of functions is expected to combine in a single process different activities: on the 
one hand planning, control (management impact on the organization), from the other hand �± the 
motivation, encouragement and managerial influence on the activities of employees.  

As for the sequence of functions, which according to the nature of the process should be defined 
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A major shortcoming of controlling is that although the authors use elements of the modern 
paradigm of the process approach on practice (management in controlling is presented as a 
combination of two phases �± planning and control, clearly defined the basic information and targets 
planning), but it is not fundamental to this concept: there is no clear separation of operations of the 
management process; the main achievement of the process approach is not fully used �± the ability to 
create rational management technology is targeted. 
The concept of total quality management (TQM) considers how to ensure the product quality 
through the prism of the quality assurance process. In this connection, the attention is focused on 
the selection of individual processes in production and establishment of certain requirements for 
their implementation.  
It should be noted that although TQM and used elements of the process approach, as in previous 
concepts he has not received the theoretical development. The model of quality management in ISO 
9001: 2000 is being discussed. The process in this case is represented only schematically by input, 
production and output. As for the cycle which includes: management responsibility; resource 
management; measurement, analysis and improvement, the logic structure of such controls based on 
the process approach, and their sequence is unclear. 
An attempt to structure the quality control process seems to be interesting. This time we are talking 
about the PDCA cycle of E. Deming. If it is considered carefully, the circle mentioned above is 
nothing but a model of discussed above management of goals (goal setting �± planning�±review and 
rating �± corrective action), provided that in this case the goal of customer satisfaction is considered 
with high quality products using the full volume regulation mechanism for deviations.  
Thus, the process approach to quality management system is implemented through the development 
of internal standards, which are fixed requirements processes. A clear definition of their inputs and 
outputs provide traceability deviations and timely adjustments. However, all the attention is focused 
only on internal information and internal deviations of actual results from the planned once. In fact, 
the implementation of the process approach to TQM did not go further than allocation of a number 
of manufacturing processes and installation requirements for their inputs and outputs. An attempt to 
structure the process of management, in fact, corresponds to phases of planning and control, which 
are used in above considered concept of management by objectives and control. 
Our analysis of modern management concepts, which in fact constitute a new paradigm of the 
process approach, suggests that the last one, unlike the traditional paradigm more fully realizes the 
idea of building inter-related processes in the organization. However, an attempt to distinguish 
stages of management planning and control in these concepts has no convincing justification. In 
addition, it is inappropriate to transfer terminology of function approach to the process �± that cannot 
clearly identify the structural components of management.  
All of the abovementioned leads to the following conclusions:  
�� there are two paradigms of the process approach in modern management;  
�� the contradiction of the traditional paradigm of the process approach is defined, its essence is 

that the requirement of a rational structure management process cannot be completed due to lack 
of a single warehouse management functionality, a single sequence of their execution and 
combination of features in the list of different nature elements. The contradiction defined gives 
reason to believe that to solve the problem structuring process management does not make sense 
to use the traditional paradigm. As far as it represents management as a chain of interrelated 
functions, it should be considered as functional approach; 

�� to modern concepts, which in fact create a new paradigm of the process approach should be 
included: reengineering of business processes, process management or process-oriented 
management, management by objectives and its modern modifications (BSC, performance 
pyramid, prism efficiency, etc.), controlling , total quality management. The current paradigm of 
the process approach, as opposed to traditional, represents the organization as a set of processes 
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which can build a structure that will meet the requirements;  
�� we identified several shortcomings of modern concepts, among which the main ones are no 

theoretical justification attempts to distinguish the phases (phase) control (typically, planning 
and control); absence of formal description of the management process (inputs and outputs, 
components and methods of their implementation); inappropriateness of applying functional 
approach in terms of syllable management process. Because of the shortcomings identified a new 
paradigm of the process approach needs to be developed. 
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1. Introduction 

Sustainable economic growth at regional level conditions the prosperity of a state, in this case 

Republic of Bulgaria, and the community into which it is integrated in the context of the European 

area. The hierarchic order of the territorial administrative units localizes their interdependence and 

suggests subordination to a carefully considered strategy which should contribute to the common 

goal consolidated around the initiative aimed at “smart, sustainable and inclusive growth” [1, p.2].  

The Europe 2020 Strategy determines the leading role of transport and logistics systems through the 

“opportunities they offer for enabling the industry throughout the Union to have effective access to 

the Single Market and the international market beyond” [1, p.21]. This has given rise to the idea to 

outline the potential of Varna District which will allow it to fit properly in the European Transport 

Area by providing conditions for the development of modern transport solutions for connecting the 

various regions, towns and villages. 

The objective of this paper is to outline the current state of the transportation alternatives developed 

in Varna District and stepping on this foundation to draw conclusions for each means of transport. 

In order to achieve the objective thus set, the following main problems must be solved in relation to: 

1. The study of the current dimensions of land, marine and air transport in Varna District. 

2. Formulate conclusions as to the state of the various means of transportation. 

Each administrative district is in itself “a deconcentrated structure of state administration…, which 

comprises one or more municipalities and is characterized by its territory, borders, population, name and 

administrative center” [2]. In the framework of this definition, Varna District has significance in 

national economy. Structurally its economy is highly diversified with the leading role of agriculture, 

shipbuilding and repair, food and manufacture of electrical appliances. Factories from the subsectors of 

metallurgy and machinery, chemicals, sewing, shoemaking, production of building materials, furniture, 

etc. have been built on the territory of the district. Of great significance for the local economy are 

transport, tourism and trade in view of the geographical location of the district at the western shore of 

the Black Sea, which makes it a multifunctional international transportation hub, an attractive 

destination for Bulgarian and foreign tourists and a center of attraction for traders of international, 

national and local significance. 

The role of Varna District in the field of transportation is markedly fundamental in view of its key 

position in trans-European networks as an element in the current and future transport corridors and 

its excellent transport links which make the district an important logistics center boasting “the 

potential of the ferry lines through the Black Sea and the direct route which Varna offers to 

Ukraine, Russia, Georgia and Turkey” [3, p.6] and the rest of the countries in the Caucasus region, 

Near and Far East. 

2. Current dimensions of land transport in Varna District 

On the territory of the district there have been created and there exist infrastructural solutions which allow 

for the development of road, railway, marine, air and pipeline transportation, which is of strategic 

importance for the economy not only on the local, but also on the national and international scale. For 

transportation activities on the territory of Varna District, the necessary road and railway infrastructure has 

been created (Tab. 1). 
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The development of the road network is related to the function of the town of Varna, which has 

resulted in the relatively large share of high-quality roads (27,2% for the district against the country 

average of 17,3%) [4, p.72]. Tertiary roads stand out for being the longest, and the shortest span 

goes to motorways, but we must bear in mind that “The classification of republican roads is done on 

the basis of administrative attributes and the technical specifications of the road and traffic intensity 

are not taken into account, with the exclusion of motorways” [5, p.8], but in terms of technical 

condition they are in line with art.1 of ORDINANCE no.1 of 26 May 2000 on road design which 

states: “Roads are sized in line with the estimated traffic intensity. It is determined as per the 

requirements of BSS 16578-87 “Motor roads. Determining traffic intensity” by using the active 

estimated coefficients approved by the executive director of the Road Infrastructure Agency. In the 

period of 2001–2012 on the territory of Varna District not a single kilometer of motorway, primary 

roads, secondary roads or railways was built. The transport map of Bulgaria shows the new 213 km 

of motorways, but the length of first-class and second-class roads is reported to have been reduced. 

Statistics shows that only 19 km new tertiary roads have been built and railway length has been 

reduced by 29 km. 

The indicators of the density of the transport network, which are the major measurement of the 

infrastructure development, are almost constant. They gravitate towards the average values for the 

country – as at 2012 the motorway density at national level is 0,005 km/km2, and for Varna District – 

0,015 km/km2; primary roads density in the district is higher than the average for Bulgaria by 0,008 

km/km2; with secondary roads at national level the indicator for 2012 is 0,036 km/km2, while at 

regional level its value remains constant at 0,011 km/km2; tertiary roads at national level are 

approximately 0,109 km/km2, and at district level they are higher by 0,016 km/km2. The railway 

network indicators are higher than those for the country, which are 0,037 km/km2, while for Varna they 

are 0,051 km/km2.  

The overall evaluation of the state of the republican road network in Varna District is “closer to 

good” since two-thirds of the road network are in good or average condition [6, p.57] and the road 

network of District Varna is characterized by the accessibility of the district capital from 

municipalities. The main role in this respect is played by Hemus Motorway on the entire territory of 

Varna District, as well as the rehabilitation of the motorway. Next comes Cherno More Motorway 

as part of the Black Sea motorway ring on the territory of Republic of Bulgaria and pan-European 

transport corridor VIII. The motorway is expected to ease the transportation between the Black Sea 

towns of Varna and Burgas. 

Besides the territory of the district it might also be appropriate to consider the size of the population 

as an influential factor in the evaluation of the completeness of the transport infrastructure.  

The availability of roads for the population by types of roads shows a certain dynamics influenced 

by the changes in the number of people because the length of the roads has remained constant as it 

was already mentioned. For this indicator Varna District falls behind the national results for 2012 as 

follows: as to the degree of availability of primary roads, the district lags behind with its 1,233 km 

per 10 000 people; as to the degree of availability of secondary roads with 3,198 km per 10 000 

people, the degree of availability of tertiary roads with 6,473 km per 10 000 people, and there is 

0,482 km more motorways at district level than the results reported at national level. 

This study aspect is of strategic importance since the population of Varna is growing progressively 

but not due to high-intensity factors, such as the positive population growth, but rather it is the 

result of the extensive influence of migration processes typical for the district. The concentration of 

the population in the district capital Varna is productive from economic point of view in relation 

mainly to salary levels and opportunities to exercising the right to employment. In the beginning of 

the XXI century our sea capital is titled one of the fastest growing towns in Europe with mechanical 

growth of 30 000 people a year, which exerts extra pressure on transport infrastructure and poses new 

problems related to traffic organization, parking spaces availability, amortization of roads, concentration 

of traffic incidents, etc.   
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the length of the roads was found to have not changed. In terms of marine transport it can be 

pointed out that Varna Port and the respective transport infrastructure should attract a certain 

investment activity, since its role in the future has transit function and it will connect the European 

Union and the countries in Central Asia, Near, Middle and Far East, as well as the countries around 

the Black Sea basin. The air transport carried out by Varna Airport shows potential for development 

which remains unused especially with regard to cargo carriage. It is reasonable to say that Varna 

has its place in the common European Transport Area, but we must not ignore the need to increase 

the degree of completeness and availability of the transport network on the territory of the district, 

as well as to boost the role of marine and air transport as excellent alternatives for cargo and 

passenger carriage.  
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Summary 

This paper outlines the current state of the transport potential of Varna District by types of 

transport. In this context the infrastructural availability for road transport is sufficient, the values of 

the indicators of the transport network density are constant and gravitate around the average for 

Bulgaria. In the end we draw the conclusion that Varna has its place in the common European 

Transport Area, but we must not ignore the serious challenges which transport is facing and which 

are accompanying its development on the territory of the district. 
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