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Financial and economic approaches...

Abstract. The purpose of this study was to cover the financial and economic approaches to monitoring for the green
economy integration in the educational process. The study analysed the financial and economic aspects of pedagogical
monitoring and their role in the implementation of green economy in higher education. The relationship between
sustainable development and green economy was covered and the impact of green economy on the educational
process was examined. The study defined the financial and economic methods of monitoring: cost and profitability
analysis, resource optimisation, benchmarking, budgeting, calculation of key performance indicators, modelling. The
study explored the degree of implementation of green economy principles in the educational process of Kyrgyzstan,
Kazakhstan, and Uzbekistan. To assess the real practices in higher education institutions, the opinion of teachers and
students at the Kyrgyz State University named after Ishenaly Arabaev, Almaty Humanitarian-Economic University,
Tashkent State Economic University was analysed. The findings showed that the universities under study actively
implement environmental projects and initiatives related to sustainable development and green economy. Furthermore,
the principles of green economy are integrated into educational programmes. However, the effectiveness of monitoring
the educational process was low. Financial and economic barriers in monitoring and implementation of green economy
in the educational process were also found, namely: lack of material and technical support (45%), limited opportunities
to use innovative technologies (35%), low motivation of students to implement the principles of green economy (32%).
There are also barriers in the practical training of future specialists to implement the green economy principles. For
more effective practical training of students and to improve the effectiveness of green economy, it was proposed to
introduce into the educational process the cooperation with educational institutions and public organisations, project-
based learning, to organise trainings and courses, as well as to leverage information and communication technologies.
A monitoring model was proposed based on financial and economic approaches, which includes the stages of planning,
diagnostics, and the stage of strategy development, which can influence the objectivity of evaluation of the educational
process through the lens of green economy

Keywords: sustainable development; environmental initiatives; education program; innovative methods; training of

specialists

Introduction

The key areas in the development of the state include the
improvement of the quality of life and well-being of the
population. The growth of economic efficiency of the state
can contribute to the improvement of the quality of life by
increasing the number of jobs, infrastructure development,
and technological advancement. However, in some cases,
economic development may be accompanied by a series of
environmental problems: pollution and depletion of natu-
ral resources, ecosystems, and climate change. In the mod-
ern world, apart from economic development, a competi-
tive state strives to preserve and conserve natural resources
and ecosystems, which is also important for improving the
quality of life. This necessitates the introduction of a new
area - green economy - in all spheres of the state’s activity.
Increasing the environmental responsibility of the
population is possible through the educational sphere,
particularly through training at the university (Onysh-
chenko & Serdiuk, 2023). The relevance of this study was
determined by the fact that it is through education that the
principles of green economy can become a way to promote
environmental culture and a method of preparing future
specialists for environmental and economic challenges of
future activities. This indicated the need to search for new,
specifically financial and economic, approaches to moni-
toring in the educational process. J.O. Odiyo et al. (2022)
discussed the role of green economy in the system of higher
education. The researchers investigated the need to pass on
the existing knowledge to the next generations as a method
of developing environmental culture. S. Dibra et al. (2022)
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analysed the role of universities in training specialists to
implement the principles of green economy.

Higher education is the social institution where future
specialists of all sectors develop knowledge and skills neces-
sary to advance their field of activity (Yevseiev et al., 2020).
Professionals familiar with the principles of green econo-
my can contribute to sustainable development, well-being,
and quality of life. To train environmentally responsible
professionals, it is necessary to promote compliance with
the principles of green economy by educators and students
(Dolhikh, 2024). However, in the implementation of green
economy principles in the educational process, there are
such difficulties as ineffective educational programmes,
lack of necessary skills of teachers and students to im-
plement green economy principles. This requires regular
assessment of the quality of the educational process and
evaluation of compliance of educational programmes with
modern requirements and principles of green economy.
Such assessment can be performed through pedagogical
monitoring, which will be more effective based on financial
and economic approaches.

K. Sushil et al. (2024) analysed financial and economic
approaches in higher education and sustainable develop-
ment. The researchers investigated the concept of green
finance in monitoring system. U.S. Ahmad et al. (2024)
studied the relationship between financial aspects and
sustainable development. X. Zhang et al. (2024) discussed
the relationship between education and economy. Finan-
cial and economic approaches are essential to implement
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the goals of pedagogical monitoring through the lens of
green economy. These approaches can improve the quali-
ty of monitoring of the educational process. This can pos-
itively influence sustainable development and contribute to
the balance between economic growth and environmental
preservation. The use of financial and economic approach-
es in monitoring the quality of the educational process can
help to evenly distribute resources aimed at its improve-
ment. Thus, by channelling financial investments into envi-
ronmental and economic projects, educational institutions
create an environment for training competitive specialists
who will be catalysts for the development of the state. Cen-
tral Asian countries such as Kyrgyzstan, Kazakhstan, and
Uzbekistan cooperate closely, particularly in the education
sector. Furthermore, these countries, due to their location,
face comparable environmental challenges that require the
introduction of green economy principles.

Thus, B.K. Kaldybaev et al. (2022) investigated aspects
of green economy in Kyrgyzstan. Kyrgyzstans priority is to
improve the health of the population and their quality of
life, which can be achieved by preserving the environment.
The government of Kyrgyzstan plans a phased restoration
of ecosystems, which will ensure a higher quality of life and
sustainable development. The transition to a green econo-
my also affects the educational sphere of Kyrgyzstan. High-
er education prepares specialists who can manage global
environmental and economic challenges and fulfil their
professional activities for the benefit of society. G.T. Shaku-
likova & S.S. Shakulikova (2021) covered the role of green
economy in sustainable development of Kazakhstan. The
government of Kazakhstan strives to meet international en-
vironmental requirements. The transition to a green econ-
omy is expected to improve the quality of life of the popu-
lation, preserve natural resources, and build a sustainable
society. A. Mikhailov et al. (2023) investigated the specific
features of green economy development in Uzbekistan. The
priority areas of Uzbekistan include the modernisation of
economic and environmental sectors, which will preserve
social stability and promote sustainable development.

Green economy is a major area of modern economic
sector, which promotes the development of society and im-
proves the quality of life of the population, while preserving
natural resources and ecosystems (Kyfyak et al., 2024). In-
troduction of green economy elements into the educational
process is an essential part of preparing the younger genera-
tion for effective professional activity. Kyrgyzstan, Kazakh-
stan, and Uzbekistan are actively implementing the princi-
ples of green economy, but the role of higher education in
this process is not sufficiently analysed. The quality of the
educational process in the above countries through the lens
of green economy has not been analysed and the financial
and economic features of pedagogical monitoring have not
been covered. Proceeding from this, the purpose of this
study was to determine financial and economic approach-
es to monitoring to improve the quality of the educational
process through the lens of green economy. Objectives of
the study: to analyse the implementation of green economy
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in the educational process of Kyrgyzstan, Kazakhstan, and
Uzbekistan; to explore approaches to improving the effec-
tiveness of green economy in higher education; to propose
a model of pedagogical monitoring considering financial
and economic approaches to effectively assess the imple-
mentation of green economy principles.

Materials and Methods

This study evaluated the educational process of Central
Asian universities through the lens of green economy. The
study included two stages: theoretical and empirical. The
term ‘green economy’ was analysed, and its principles were
explained, which was necessary to determine its role in all
spheres of state activity. To confirm the relationship be-
tween the educational process and green economy, its in-
fluence on the training of specialists was analysed. Based on
the information obtained, using synthesis, the relationship
between the sustainable development, educational process,
and economic growth was analysed.

The study covered the financial and economic ap-
proaches to pedagogical monitoring, as well as its role, stag-
es, and methods in the system of higher education. At this
stage of the study, regulations were analysed, including “On
the Concept of the Transition of the Republic of Kazakh-
stan to a “Green Economy” (2013); the Concept of the green
economy in the Kyrgyz Republic “Kyrgyzstan — A country
of green economy” (2018); the Resolution of the President
of the Republic of Uzbekistan “On Measures to Improve the
Effectiveness of Reforms Aimed at the Transition of the Re-
public of Uzbekistan to a “Green” Economy by 2030” (2022).
Analysis of these documents was used to synthesise the in-
formation obtained to assess the specific features of intro-
ducing the green economy in the countries of Central Asia.
Analysis and synthesis of regulations helped to define the
aspects requiring further research. To obtain more infor-
mation regarding the monitoring of the educational pro-
cess, the second stage of this study involved a survey among
the educators and students of the Kyrgyz State University
named after Ishenaly Arabaev, Almaty Humanitarian-Eco-
nomic University, and Tashkent State Economic University.
These educational institutions were selected based on the
following criteria: implementation of the green economy
principles in the education process and active international
interaction, which was essential to organise such a study.

55 educators took part in the study - lecturers of the
faculties of economy, as well as 160 students majoring in
economy (60 students), digital economy (55 students), and
finance (45 students). The age of the educators under study
was within 30-35 years, while their professional experience
was within 5-30 years. The age of the surveyed students was
within 19-26 years, and their year of study was from 2™ to
5. The sample of the survey subjects was formed randomly
among those educators and students who had experience
of interaction with green economy in the educational pro-
cess. The study employed a specifically designed question-
naire aimed at analysing the quality of the educational pro-
cess (Table 1). The participants of the study were informed
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about the purpose of the survey, gave their consent to take
part in it and to process their personal data. The partici-
pants were also informed that their answers would not in-
fluence their academic performance (for students) and pro-

fessional development (for educators), which increased the
objectivity of the results obtained. The research complied
with the ethical standards specified in European Commis-
sion on ethics and data protection (2021).

Table 1. Questionnaire to determine the quality of the educational process through the lens of green economy

Answer

Statement

Yes No

I am familiar with the term “green economy”

I am familiar with the principles of green economy

The green economy principles are being integrated into the educational process of my institution

The educational process of my institution provides a quality theoretical basis for the green economy principles.

g AW IN =

principles.

The educational process of my institution provides a qualitative practical basis for the green economy

principles are implemented

In the educational process of my educational institution practical projects based on the green economy

Various environmental initiatives are supported within my educational institution

o0 (N o

in the educational process

The administration of my educational institution promotes the implementation of green economy principles

9 The quality of the educational process is regularly monitored at my educational institution

10 Financial and economic aspects are considered in the monitoring process

11  Modern methods are used in the monitoring process

12 In my opinion, financial and economic approaches can influence the quality of the educational process

13 educational process

In my opinion, financial and economic factors influence the integration of green economy principles into the

14 The administration of my educational institution facilitates monitoring of the educational process

15 conducted

My educational institution regularly makes changes in the educational process based on the monitoring

16 My educational institution makes rational use of financial resources to improve the educational process

17 International cooperation is being implemented within the framework of my educational institution

18 implementation of the green economy principles

My educational institution uses innovative information and computer technologies, particularly in the

19 of training of future specialists

In my opinion, the green economy principles positively influence the educational process and the quality

20 L
principles

The educational process of my higher education institution contributes to the development of ecological

Source: created by the authors

The questionnaire included 20 statements to which
teachers and students had to answer “Yes” or “No”. To con-
firm or refute the results obtained, an additional interview
with 25 experts in the field of green economy and educa-
tional process monitoring was conducted. These experts
included representatives of environmental NGOs that co-
operate with the studied higher education institutions, the
management of higher education institutions, teachers who
had experience in working with the concept of green econ-
omy. The interview included the following questions:

1. How effective is monitoring the quality of the edu-
cational process through the lens of the green economy?

2. Can financial investments improve the pedagogical
monitoring process and how?

3. What financial and economic barriers exist in the
pedagogical monitoring process?

4. What barriers exist in the implementation of green
economy in the educational process?

The final stage was a comparative analysis of the find-
ings of the study for each of the educational institutions.
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This helped to understand the specific features of monitor-
ing of the educational process, as well as aspects of intro-
ducing the principles of green economy in the educational
process in each of the educational institutions. The criteria
for comparative analysis included greening of educational
programmes, availability of practical projects on sustaina-
ble development and environmental initiatives, availability
of pedagogical monitoring, its quality and methods, the de-
gree of involvement of educators and students in the imple-
mentation of green economy principles. The obtained in-
formation was used to identify key areas for improving the
quality of the educational process and training of specialists.

Results

In modern society, the activities of the state and its branch-
es are aimed at economic development, improving the
well-being of the population, increasing life expectancy,
and harmonious development of the younger generation.
One of the areas for the fulfilment of these goals includes
the use of an ecological approach in all sectors, which
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implies saving natural resources and ecosystems by reduc-
ing emissions into the environment, creating green infra-
structure, waste management, and switching to renewable
energy sources. It is vital to introduce such an approach in
the educational sphere, as the transition to new environ-
mental and economic models requires the development of
environmental culture and responsibility in the younger
generation. Proceeding from this, it is advisable to use the
principles of green economy, which is aimed at improving
the quality of life of the population and the use of envi-
ronmental approaches in all sectors. This study considered
green economy as an ecological and economic concept, the
implementation of the principles of which contributes to
sustainable development. Green economy is based on the
principles of rational use of natural resources, ecosystem
conservation, as well as on the principles of “eco-inclusive-
ness” and “eco-adaptability”

The principle of rational use of natural resources im-
plies their preservation for the next generations by protec-
tion from pollution, by transition to a closed cycle of pro-
duction (when all materials and resources are reused), by
forming a responsible attitude towards natural resources
among the population (popularisation of reusable goods
and resources, popularisation of waste sorting). In the ed-
ucational process, this principle can be implemented by
improving energy efficiency (installation of energy-saving
lamps, solar panels, automatic light switch-on/off systems);
by switching to electronic documentation and e-learning
materials; by reusing materials and equipment.

The principle of ecosystem conservation implies pre-
serving those ecological systems that are necessary for the
life of the population, for example: preserving water bodies
and cleaning them; preserving clean air (e.g., by planting
new green spaces); and preserving soil fertility. The prin-
ciple of preserving ecosystems may include the preserva-
tion of biological diversity: flora and fauna. This is possible
through the creation of nature reserves and protected ar-
eas, through the protection of endangered species. In the
educational process, this principle can be implemented by
sorting waste, creating “green” corners, and landscaping the
educational territory; by interacting with public environ-
mental organisations, which will initiate ‘green’ initiatives
(cleaning parks and forest parks, cleaning water bodies).

The principle of eco-inclusiveness implies equal en-
vironmental opportunities for all segments of the popula-
tion. For example, residents of large cities and residents of
remote villages should receive the same quality of natural
resources necessary for their livelihoods. Furthermore, all
social groups, regardless of their economic status, place of
residence and other criteria, should be provided with equal
working conditions following ecological and health-saving
principles. In the educational process, this principle can be
implemented through equal access of students to environ-
mental education; through equal access to the results of
monitoring the educational process; through compliance
with hygienic norms of the educational process organi-
sation for all its participants; through the development of
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“green” infrastructure in the educational institution (Mo-
hamed et al., 2024).

The principle of eco-adaptability implies sustaina-
ble development of all state sectors, regardless of external
factors: climate change and natural disasters. Changes,
especially in the modern world, where globalisation and
modernisation processes take place, are inevitable, which
requires the development of such approaches to environ-
mental and economic challenges that will always be rele-
vant. In the educational process, this principle can be ful-
filled through regular monitoring; through the formation
of students’ “flexible” knowledge and skills that they can
apply regardless of the changes occurring in society. The
principles of green economy demonstrate the need for re-
sponsible attitude towards natural resources, preservation
of ecosystems and biodiversity, the need to create equal en-
vironmental and economic conditions for all and the sig-
nificance of developing flexible environmental approaches.
The implementation of these principles can improve the
environmental situation and contribute to sustainable de-
velopment. However, the implementation of green econo-
my principles requires a comprehensive approach and in-
volvement of all government sectors at all levels.

Thus, implementation of green economy principles in
the educational process is part of sustainable development
and preparation of specialists for environmental and eco-
nomic challenges of professional activity. Higher educa-
tion institutions train specialists in various sectors. En-
vironmentally responsible specialists, who can apply the
acquired knowledge and skills, will be able to implement
the principles of green economy in their fields of activity,
thus evenly developing the state and its sectors. Further-
more, higher education institutions can train representa-
tives of new specialities necessary for ecological-economic
and sustainable development, for example: environmental
auditor, climate analyst, urbanist, environmental law spe-
cialist, closed-cycle production developer, etc. Research
and development work in universities can become the
basis for environmental innovations and innovative ap-
proaches to the implementation of green economy prin-
ciples. The implementation of green economy principles
in the educational process affects not only the quality of
training of specialists, but also the overall atmosphere of
the educational process. Thus, environmental projects
and initiatives can influence the interaction of all partic-
ipants of the educational process, improve their morale
and health. This suggests that higher education and green
economy are interrelated and complementary and affect
sustainable development.

Sustainable development is considered as a concept
in which natural resources, economic reforms, and oth-
er governmental and societal processes are closely inter-
connected and form opportunities to meet the needs of
society (Ponomarenko & Pysarchuk, 2024). Sustainable
development affects economic processes as much as they
affect it. Green economy also ensures the economic devel-
opment of the state while preserving natural resources and
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ecosystems. Thus, green economy cannot exist separately
from sustainable development, as it forms part of the en-
vironmental management system, contributes to sustain-
able progress, and can promote sustainable (especially
economic) development (Wang et al., 2024). Hence, green
economy is, arguably, a part of sustainable development.
Thus, higher education, and the changes taking place in
it, are closely interrelated with economic development
and green economy, and are components of sustainable
development. Quality training of future specialists consid-
ering the principles of green economy, implementation of
eco-economic projects and initiatives in the educational
process, introduction of ecological elements into the cur-
ricula will contribute to sustainable development, improve
the quality of life of the population, and help to preserve
the environment, natural resources and ecosystems, and
pass them on to the next generations.

However, to support sustainable development and
improve the performance of the green economy;, it is nec-
essary to conduct regular monitoring of the educational
process. It demonstrates to what extent certain principles
of green economy are implemented in the educational in-
stitution, how effective the educational programmes are,
and how relevant the methods and approaches used are.
Monitoring allows controlling the quality of the educa-
tional process, improving it based on the received infor-
mation, changing methods and approaches, depending on
the needs of its participants. Monitoring is cyclical and in-
cludes three stages: diagnostic, prognostic, and formative.

The diagnostic stage is aimed at identifying existing
problems in the educational process, assessing the knowl-
edge and skills of students regarding green economy and
its principles. At this stage training programmes, methods,
and approaches used are evaluated, and their effectiveness
is assessed. Within the framework of the predictive stage,
based on the obtained information, a strategy is devel-
oped, which is aimed at eliminating the identified prob-
lems or improving the effectiveness of the existing strategy.
At this stage, the future results of students in the educa-
tional process are predicted, which are anticipated based
on the changes introduced. The formative stage is aimed
at developing the necessary knowledge and skills of stu-
dents regarding the green economy and at implementing
environmental initiatives. After the formative stage (at the
end of the academic year/semester), the diagnostic stage is
conducted again, which is aimed at assessing the updated/
improved strategy for the implementation of green econ-
omy principles and, if necessary, its further adjustment
according to the subsequent monitoring stages. Modern
monitoring should be based on financial and economic
approaches, as qualitative changes in the educational pro-
cess require optimisation of resources and rationality of
their use. Financial and economic approaches to pedagog-
ical monitoring can include cost and profitability analysis,
resource optimisation, and benchmarking.

Cost and profitability analysis is based on the assess-
ment of the costs of the educational process and their cor-
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relation with the results obtained. This approach assesses
the costs that were necessary to implement educational
programmes, projects, initiatives, and then analyses their
effectiveness. This allows assessing the cost-effectiveness
of the methods used and identifying the most effective ap-
proaches that required minimum costs. This approach to
financial and economic monitoring helps to minimise un-
necessary expenses and at the same time to introduce into
the educational process only those methods that will be ef-
fective. Optimisation of resources is based on the maximum
use of all available opportunities. It helps to effectively uti-
lise existing resources to improve the quality of the educa-
tional process. This approach also aims to save natural re-
sources and ecosystems, which is essential in the transition
to a green economy. Benchmarking is based on the com-
parison of financial and economic indicators of an educa-
tional institution with equivalent educational institutions.
This approach allows assessing how effective certain inno-
vations are and calculating the cost-effectiveness of their
use within the framework of the educational institution.

The analysed financial and economic approaches can
help to avoid unnecessary expenses and direct existing re-
sources to the implementation of effective educational pro-
grammes, practices, and initiatives. This can improve the
educational process and increase the quality of training.
However, to implement these approaches, the monitor-
ing process should employ such economic tools as budg-
eting, calculation of KPIs (key performance indicators),
and modelling. Budgeting is necessary to understand the
financial and economic capabilities of an educational insti-
tution. It helps to control the costs necessary for the imple-
mentation of projects and initiatives, to determine which
of them the university can afford to implement, and which
will be financially unprofitable. Budgeting also influences
the allocation of finances in the pedagogical monitoring
process and in the implementation of changes based on it.
KPI calculation is used to quantify the results of monitor-
ing: time and resources spent on monitoring, total costs
of implementing environmental projects and initiatives,
and quantitative student learning outcomes. Modelling is
necessary to consider all possible scenarios, which gives an
understanding of the financial and economic consequenc-
es of monitoring and decisions taken during monitoring.
Thus, modelling provides an insight into what losses an
educational institution will incur in case of ineffectiveness
of the chosen strategy and what the consequences may be.
And conversely: modelling allows assessing what can be
the positive results of the chosen strategies, specifically the
financial and economic ones.

Financial and economic approaches to pedagogical
monitoring allow making the assessment of the quality of
the educational process more effective and increasing its ef-
ficiency in the conditions of implementation of the green
economy. Transitioning to the principles of green econo-
my, an educational institution should be based on the needs
of its students, public demand, and the requirements of a
modernised society. It is for the implementation of these
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goals that higher education institutions should regularly
monitor existing educational programmes. Furthermore,
in implementing the principles of green economy in the
educational process, the management of the educational
institution should rely on the regulatory documents of the
state. Thus, it is advisable to review the regulatory docu-
ments of Kyrgyzstan, Kazakhstan, and Uzbekistan for fur-
ther consideration of the features of green economy in the
educational process of these countries.

Kyrgyzstan’s regulatory documents note that the old
economic models are irrelevant and do not save natural
resources, but on the contrary: they are based on their ex-
ploitation and depletion. Thus, Kyrgyzstan is striving for
green thinking, green upbringing, and green education
(Concept of the green economy..., 2018). In Kyrgyzstan, the
greatest attention is paid to the introduction of the green
economy in the educational sphere, which is aimed at the
formation of environmental responsibility among citizens.
Thus, Kyrgyzstan is aimed at the formation of ‘green’ think-
ing among the population, particularly students of higher
education institutions, the use of the media to promote the
principles of green economy among the population, the use
of the 3R principle: Reduce, Reuse, Recycle. In terms of the
3R principle, “Reduce” means to reduce the consumption
of natural resources; “Reuse” means to reuse goods/materi-
als/resources; “Recycle” means to recycle household waste.
This principle is aimed at saving natural resources and their
conscious consumption, at preserving ecosystems.

To foster “green” thinking among the population, par-
ticularly students, Kyrgyzstan is actively introducing en-
vironmental courses that include learning about the envi-
ronment (e.g., through excursions, environmental lessons,
or entire environmental camps); developing specialised
educational programmes; restoring conventional knowl-
edge about nature, its resources, and ecology; publishing
environmental literature (scientific, popular science, fic-
tion, and methodological literature); and conducting and
encouraging research activities. The use of the media in-
cludes the use of television, radio, newspapers, magazines,
and social networks to promote the ideas of green economy
and to develop knowledge and skills of the population re-
garding this concept.

Kazakhstan, for its part, is also committed to con-
serving the environment and natural resources. The gov-
ernment of Kazakhstan aims to transition to a new, more
modern economic paradigm that can improve the quality
of life of the population while preserving the environment.
Kazakhstan’s priorities include modernising infrastructure;
reducing the use of natural resources while increasing the
efficiency of the resources used; and creating public aware-
ness of the principles of a green economy (On the Concept
of the Transition..., 2013).

In Uzbekistan, approaches to promoting a green econ-
omy, as well as “eco-inclusiveness” and “eco-adaptability”
are being implemented. Like Kyrgyzstan and Kazakhstan,
Uzbekistan seeks to mitigate negative environmental im-
pacts and to be more respectful of natural resources. The
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key priorities of Uzbekistan include the introduction of
green technologies and innovations in all state sectors;
creation of conditions for compliance with the principles
of green economy in all sectors; implementation of envi-
ronmental-economic initiatives and projects, specifically
international ones; ensuring adaptability of the methods
and approaches used; development of green infrastructure;
introduction of educational environmental-economic el-
ements, namely: seminars, trainings, courses on the prin-
ciples of green economy, development of new curricula,
preparation of new educational programmes, training of
specialists in the field of green economy and sustainable
development, and encouragement of research and devel-
opment activities (Resolution of the President..., 2022).
Thus, the analysed regulatory documents indicate that the
government of the countries strives to improve the quali-
ty of life, to save natural resources and ecosystems, and to
increase the environmental responsibility of citizens. How-
ever, the specifics of monitoring the educational process in
these countries through the lens of green economy are not
covered. Moreover, there are no studies on real education-
al practices in higher education institutions in Kyrgyzstan,
Kazakhstan, and Uzbekistan. To obtain this information, a
survey of educators and students of Kyrgyz State University
named after Ishenaly Arabaev, Almaty Humanitarian-Eco-
nomic University, and Tashkent State Economic University
was conducted.

The results showed that 90% of surveyed educators
(49 people) and 80% of students (128 people) are familiar
with the term ‘green economy’ 86% of surveyed educators
(47 people) and 60% of students (96 people) are familiar
with the green economy principles. This demonstrated that
while the majority of educators and students know what
green economy is overall, not all are familiar with its princi-
ples. This may affect the training of future specialists, as ed-
ucators and students who are not fully informed about the
green economy principles cannot qualitatively implement
them in their activities and follow them. 75% of surveyed
educators (41 people) considered that their educational
institution integrates the principles of green economy into
the educational process. Among students, 65% of the re-
spondents (104 people) mentioned the integration of green
economy principles into the educational programmes. Such
findings could indicate that environmental and economic
elements are not fully integrated into the educational pro-
cess. This requires revision of educational approaches and
methods of implementation of green economy principles.
The distribution of integration of green economy principles
into the educational process by educational institutions is
presented in Figure 1. Among the surveyed students, 65%
(104 people) concluded that they received a qualitative the-
oretical basis regarding the principles of green economy.
Quality practical skills were received by 55% of the sur-
veyed students (88 people). Educators, on the other hand,
considered that students of their higher education insti-
tutions receive both qualitative theoretical and qualitative
practical base.
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Figure 1. Degree of integration of green economy principles into the educational process

Source: created by the authors

Such findings may suggest that practical skills are not
being practised at a sufficient level in the educational pro-
cess. Such findings may also indicate irrelevant teaching
methods, as educators believed that their students receive

quality practical skills, while students do not fully agree.
The distribution of the quality of theoretical and practical
skills regarding the principles of green economy by educa-
tional institutions is presented in Figure 2.
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70%
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Figure 2. Level of development of theoretical and practical skills regarding the green economy principles

Source: created by the authors

Among the surveyed students, 65% (104 people) in-
dicated that environmental projects are implemented at
their institution, but only 50% of students (80 people) felt
that various environmental initiatives are implemented at
their institutions. Such findings may suggest that students
have not formed a correlation between green economy
and environmental problem solving. This may demon-
strate the need for classes/seminars/trainings to develop
environmental responsibility among students. Among the
educators, 87% of the respondents (48 people) indicated
that the administration promotes the implementation of
green economy principles in the educational process, the
same opinion was held by 85% of students (136 people).
This demonstrated the strong involvement of the adminis-
tration of educational institutions in the implementation of
green economy principles and their promotion of environ-
mental projects and initiatives. 76% of teachers (42 people)
and 65% of students (104 people) noted that innovative
information and computer technologies are used within
their educational institutions. 95% of teachers (52 people)
and 87% of students (139 people) considered that interna-
tional interaction is implemented within their educational
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institution. Such findings indicated that Kyrgyz State Uni-
versity named after Ishenaly Arabaev, Almaty Humanitar-
ian-Economic University, and Tashkent State Economic
University factor in the green economy principles in the
educational process. Both educators (80% or 44 people)
and students (74% or 118 people) concluded that envi-
ronmental principles are implemented in the educational
process. The distribution of opinions on this issue by edu-
cational institutions is presented in Figure 3.

80% of educators (44 people) noted that their educa-
tional institution regularly monitors the quality of the ed-
ucational process, but only 70% of educators (38 people)
thought that the monitoring process considers financial
and economic aspects. 75% of educators (41 people) noted
that modern methods are used in the monitoring process
in their educational institution. This may suggest the need
to revise monitoring methods and search for new financial
and economic approaches to their implementation. 80% of
educators (44 people) considered that the administration
of the educational institution facilitates monitoring, which
indicates that the university administration is involved in
improving the educational process. However, only 60% of
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surveyed educators (33 people) noted that their education-
al institution regularly makes changes in the education-
al process based on the monitoring. Such findings could
suggest that the monitoring of the educational process is

insufficiently effective and does not cover the needs of
teachers and students, which requires a revision of ap-
proaches to it. Distribution of opinions on this issue by ed-
ucational institutions is presented in Figure 4.
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Figure 3. Level of promotion of environmental principles by educational institutions

Source: created by the authors
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Figure 4. Evaluation of monitoring performance by educational institutions

Source: created by the authors

Thus, in all the higher education institutions under
study, the principles of green economy are implemented
at approximately the same level, but in different areas. In
the Kyrgyz State University named after Ishenaly Arabaev,
projects related to sustainable development and, specif-
ically, green economy are implemented; in Almaty Hu-
manitarian and Pedagogical University green economy
principles are actively integrated into the curriculum; in
Tashkent State Economic University, environmental-eco-
nomic and environmental-pedagogical initiatives and
projects are implemented. In terms of pedagogical mon-
itoring mechanisms in the higher education institutions
under study, educators at all universities note the presence
of monitoring and its considerable effectiveness. Howev-
er, the factual results showed that pedagogical monitoring
is insufficiently effective, because based on its results, no
changes are introduced into the educational process, or
these changes are insignificant. Furthermore, the low level
of use of financial and economic approaches and modern
technologies was noted in the monitoring process, which
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reduces its effectiveness. The findings of the study also
showed that in all the higher education institutions sur-
veyed, theoretical knowledge of green economy and en-
vironmental challenges is formed more qualitatively than
practical knowledge, which may indicate barriers in the
educational process and lack of methods for practical de-
velopment of knowledge. In the future, this may affect the
ability of graduates to implement green economy princi-
ples in their professional activities. To confirm or refute
these findings, interviews were conducted with experts
in the field of green economy at each of the universities
under study. The interviews demonstrated that the princi-
ples of green economy in the higher education institutions
surveyed are implemented mainly through the introduc-
tion of environmental projects and initiatives and by en-
couraging research and development work in this area.

According to all interviewed experts, financial and eco-
nomic approaches and investments can improve the quality
of pedagogical monitoring and, as a result, the quality of
the educational process through the lens of green economy.
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The experts attributed the effectiveness of monitoring in
the implementation of green economy principles to the
ability to predict the results of environmental initiatives
and projects, selected strategies, and financial and econom-
ic approaches in monitoring will help to avoid unnecessary

costs and irrational use of existing resources. Based on the
interviews, a comparative analysis of the quality of imple-
mentation of green economy principles in the educational
process and the quality of pedagogical monitoring was per-
formed (Table 2).

Table 2. Comparative characterisation of the quality of green economy implementation

Criterion Kyrgyz State University named

after Ishenaly Arabaev
Ecological elements are
introduced into the teaching of
disciplines, subjects directly
related to green economy are
taught. Courses and trainings
on the topic of green economy
are organised.

Greening of curricula

in the educational process and the quality of pedagogical monitoring, based on the conducted interview

elements are not introduced in
the teaching of all disciplines.

Educational institutions

Almaty Humanitarian-
Economic University

Tashkent State Economic
University
Disciplines directly related to
green economy are taught, but
environmental elements are
not introduced in the teaching
of all disciplines. Courses,
trainings on the topic of green
economy are organised.

Disciplines directly related to
green economy are taught,
interdisciplinary approaches
exist, but environmental

Practical sustainable
development projects and
environmental initiatives are
being implemented.

Implementation of practical
projects on sustainable
development and
environmental initiatives

Practical projects on
sustainable development and
environmental initiatives are
being implemented, as well as
environmental-economic and
environmental-pedagogical
initiatives.

Practical sustainable
development projects and
environmental initiatives are
being implemented.

Financial and economic
methods and monitoring tools:
cost and profitability analysis,

benchmarking, budgeting,
modelling.
Changes introduced based on
the monitoring results do not
always affect the educational
process.

Pedagogical monitoring
methods and its quality

methods and monitoring tools:
cost and profitability analysis,

benchmarking, budgeting, KPI.
Changes introduced based on

Financial and economic
methods and tools of
monitoring: cost and
profitability analysis,

benchmarking, budgeting, KPI.
Changes introduced based on
the pedagogical monitoring
results do not always affect
the educational process.

Financial and economic

resource optimisation,

the pedagogical monitoring
results do not always affect
the educational process.

Educators take part in
the implementation of
the principles of green
economy, the management
of the educational institution
promotes the implementation
of these principles, but the
motivation of students in this
process is low.

Role of educators
and students in the
implementation of green
economy principles

Educators and students
are actively involved in
the implementation of
the principles of green
economy, the management
of the educational
institution contributes to
the implementation of these
principles.

All participants of the
educational process
implement the green economy
principles.

Source: created by the authors

The results of the comparative analysis demonstrat-
ed that, although the studied universities actively imple-
ment the principles of green economy, practical projects,
and environmental initiatives, there are problems in the
quality of monitoring. Universities do not use all possi-
ble financial and economic methods and tools of ped-
agogical monitoring, and changes based on its results
are not always tangible. Furthermore, the results of the
interviews demonstrated that there are some barriers in
the monitoring and implementation of green economy
in the educational process, namely: lack of material and
technical support, inability to use innovative technolo-
gies, low motivation of students to implement the green
economy principles.

Lack of material and technical support was not-
ed by 45% of the interviewed experts (11 people). They
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considered that methodological materials and technical
means are not always sufficient for proper fulfilment of
green economy principles. 35% of the interviewed experts
(9 people) noted that one of the barriers is the inability to
use innovative technologies, which can be explained by
both the inability of educators and students to use them
and thelack of technical support. This affects both the qual-
ity of monitoring and the effectiveness of the educational
process. 32% of the interviewed experts (8 people) noted
low motivation of students to implement green economy,
as there is no formed environmental responsibility, spe-
cifically, there is no formed understanding of the need to
save the environment for the next generations. This could
indicate the insufficient effectiveness of the ongoing mon-
itoring, as based on the obtained data, strategies to in-
crease students’ motivation should have been developed.
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The findings demonstrated the need to introduce
changes in the pedagogical monitoring process, specifically
the need to consider financial and economic aspects, and
to update approaches to improve the effectiveness of the
green economy in higher education. Based on the stages of
pedagogical monitoring, a model for evaluating the educa-
tional process through the lens of the green economy was
compiled (Fig. 5). This model includes 3 stages: planning,
diagnostics, and strategy development. At the planning
stage, the goals and objectives of monitoring and its criteria
are defined. Thus, the purpose of pedagogical monitoring
through the lens of green economy can be to assess the
quality of implementation of green economy principles in
the teaching of non-economic disciplines, to determine the

level of students’ readiness to implement green economy
principles, to assess the level of environmental responsibil-
ity of students. The criteria of pedagogical monitoring in
this area can include the degree of greening of curricula,
the presence of practical projects and environmental ini-
tiatives, the level of students’ awareness of environmental
challenges and methods of their elimination. At the plan-
ning stage, the methods of information collection are also
selected, which can include questionnaires, surveys, inter-
views, observation of the educational process. At this stage,
the budgeting tool is also used: the resources required for
monitoring are determined, as well as the financial and
economic capacity of the educational institution, which
will be useful in the next stages.

e | e | e

+ setting monitoring objectives;

« defining evaluation criteria;

+ selecting methods of information
collection.

« diagnostics with the help of selected
methods of information collection;
- evaluation of the results obtained.

+ making recommendations to the
institution’s management;

+ making changes to training programs;

« receiving feedback.

Figure 5. Model of educational process evaluation through the lens of green economy

Source: created by the authors

The next stage is diagnostics. At this stage, diagnostics
is performed using the selected methods of information
collection (questionnaire, survey, interview, observation).
This stage also includes evaluation of the obtained data:
analysing the results of the questionnaire/survey/inter-
view/observation, determining whether the results meet
the necessary criteria, collecting other elements relevant to
the study. It is advisable to evaluate the obtained data using
innovative technologies, specifically, using artificial intel-
ligence. Its use at the stage of diagnostics enables a more
accurate assessment of the results obtained and a more
detailed evaluation of the advantages and disadvantages of
existing training programmes. It also minimises errors in
the assessment of pedagogical monitoring results and levels
out the influence of the “human factor”. At this stage, it is
advisable to use such financial and economic approaches
and tools as KPI and benchmarking. The KPI can be used
for quantitative assessment of the obtained results, while
benchmarking can be applied to compare the monitoring
results in different educational institutions.

Based on the results obtained at the diagnostic stage,
during the development of the strategy recommendations
are formed for the management of higher education institu-
tions: what needs to be changed for better implementation of
green economy principles in the educational process, what
methods and approaches should be modernised or com-
pletely changed. Changes are introduced in the curricula:
new disciplines are added, or existing ones are modernised,
trainings, webinars, courses, and other activities necessary
to achieve the goals of the educational process are organised.
At this stage, such financial and economic approaches to
monitoring as optimisation and modelling are used. When
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developing new educational strategies, all possible variants
of their implementation and their consequences are mod-
elled in two scenarios: positive and negative. The existing
resources are optimised to minimise financial costs and
to conserve natural resources and ecosystems. This stage
also provides the opportunity to receive feedback on the
implemented changes and to plan the date and goals of the
next pedagogical monitoring. While introducing changes
in the educational process, it is important to regularly an-
alyse costs and profitability and, if necessary, to adjust the
existing strategy. This will affect both the quality of mon-
itoring of the educational process and the effectiveness of
training specialists through the lens of the green economy.

Such a model can be implemented by teachers with
experience in monitoring, experts in the field of green
economy, specially invited monitoring specialists, local
government and education authorities, representatives
of public organisations (representatives of environmental
organisations). If all the above options are unavailable, the
described model can be implemented by the management
of the educational institution. Based on the obtained in-
formation, the approaches that can affect the effectiveness
of the implementation of the principles of sustainable de-
velopment and green economy in the educational process
were proposed. The approaches were divided into three
groups, each of which is aimed at resolving certain barri-
ers in the educational process. In case of lack of material
and technical support: cooperation with other educational
institutions (specifically with international ones); partner-
ship with public organisations; implementation of environ-
mental projects and initiatives that do not require material
and technical investments.
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Cooperation with other educational institutions may
include organisation of joint environmental events (excur-
sions, quests, flash mobs), exchange of practices, holding
joint open classes, where students will develop environ-
mental responsibility and understanding of the role of
green economy in preserving the environment. The same
advantages of cooperation with public organisations that
can contribute to environmental events, demonstration
lessons, and provide any resources for the implementation
of environmental initiatives. Implementation of environ-
mental projects and initiatives that do not require mate-
rial and technical investments may include sorting waste,
saving natural resources (electricity, water), organising a
‘green corner’ in the educational institution or joint land-
scaping of the territory of the higher education institution
with students, educators, and environmental NGOs. In
case of inability to use innovative technologies, approaches
to improve the efficiency of the educational process can in-
clude project-based learning, organisation of trainings and
courses, use of social networks.

Project-based learning can include individual or group
projects on environmental and economic topics using in-
novative technologies. For example, students can be given
such tasks as: to make a presentation on environmental
and economic topics, to make a short video, to propose
possibilities of using artificial intelligence and virtual re-
ality to increase environmental responsibility and save the
environment. This will help students not only to develop
skills in using modern technologies, but also to form en-
vironmental responsibility and understanding of the role
of green economy principles in the educational process
and in the development of society. It is expedient to create
trainings and courses, in the framework of which educators
and students will develop the ability to use modern tech-
nologies for teaching, specifically for environmental and
economic purposes. The use of social networks, which are
often used by modern youth, can be effective. Information
about existing environmental projects and initiatives can
be published in social networks, and separate groups can
be created to discuss these projects and initiatives, where
students and teachers can interact, express their opinions
and propose their ideas. In case of low motivation of stu-
dents to implement the green economy principles, effective
approaches can include elements of competition; environ-
mental initiatives “by special interest”.

In terms of competitive elements, it is possible to intro-
duce a certain reward for those students/groups of students
who sort more waste, take part in more environmental
initiatives, etc. Environmental initiatives “by special inter-
est” could include making posters on environmental chal-
lenges for those who like creativity; shooting environmen-
tal videos for those who like modern technology; “green”
marathons for those who like sports; writing articles on
environmental topics for the university newspaper or the
university website/blog for those who can and want to work
with text; conducting research in the environmental field
for those who are engaged in science. Such approaches will
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increase the motivation of students to implement the green
economy principles into the educational process and in-
crease their effectiveness.

Thus, green economy and higher education are closely
interrelated: as green economy affects the educational pro-
cess and the quality of training of future specialists, so the
educational process can affect the green economy and the
possibility of implementing its principles in society. An es-
sential stage in this process is monitoring, which can affect
the quality of implementation of green economy principles
in the educational process and, consequently, the quality of
their implementation in various public sectors. The most
effective pedagogical monitoring can be based on financial
and economic approaches (cost and profitability analysis,
resource optimisation, benchmarking) and tools (budget-
ing, KPI calculation, modelling). To assess the educational
process and quality of monitoring through the lens of green
economy, a study was conducted among students, educa-
tors, and experts of Kyrgyz State University named after
Ishenaly Arabaev, Almaty Humanitarian-Economic Uni-
versity, and Tashkent State Economic University. The study
demonstrated that educational institutions are actively
implementing green economy principles by introducing
environmental, economic, and pedagogical initiatives and
by integrating green economy principles into education-
al programmes. However, the findings of the study also
demonstrated such problems as lack of practice of the
obtained environmental knowledge, insufficient effective-
ness of pedagogical monitoring, low level of application of
financial and economic approaches to it, lack of material
and technical base and skills of interaction with modern
technologies, as well as low motivation of students. To solve
these problems, a new model of educational process eval-
uation through the lens of green economy was proposed,
which is based on financial and economic approaches and
includes three stages: planning, diagnostics, and strategy
development. Approaches to improve the effectiveness of
green economy principles in higher education were also
proposed, namely: cooperation with other educational in-
stitutions (especially international ones), partnership with
public organisations, implementation of environmental
projects and initiatives that do not require material and
technical investments, project-based learning, organisa-
tion of trainings and courses, use of social networks, in-
troduction of elements of competition and environmental
initiatives “by special interest” into the educational process.
Only comprehensive monitoring based on financial and
economic approaches and the development of new strate-
gies for the implementation of green economy principles in
the educational process can affect the quality of training of
future specialists and their ability to implement these prin-
ciples in their field of activity.

Discussion

In the world today, where the modernisation and globalisa-
tion processes are actively taking place, the issue of intro-
ducing ecological approaches becomes relevant, as most of
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the natural resources and ecosystems are non-renewable.
Economic development, which is essential for the state,
is impossible without green economy, a concept that pro-
motes sustainable development and preservation of the
environment. This made the problem of introducing green
economy in all state sectors, particularly in the educational
sector, relevant, while testing the quality of implementation
of green economy principles in the educational process is
significant for shaping environmental responsibility in fu-
ture generations.

In this study, green economy was considered as an eco-
logical-economic concept, the implementation of the prin-
ciples of which contributes to sustainable development.
T. Jackson & P.A. Victor (2024) investigated green economy
as a new trend, considered it as a concept of improving the
life of the population. K. Manisha & I. Singh (2024) con-
ducted a bibliometric analysis of green economy, defined it
as a concept that allows the competent allocation of natural
resources, their preservation, and based on this, improve
the quality of life. C. Wang et al. (2024) analysed environ-
mental regulation and green innovation within the frame-
work of the green economy, considered it as an economic
model that is based on environmental principles and con-
tributes to the economic development of the state. J. Jedrze-
jczak-Gas et al. (2024) studied the green economy from a
regional perspective, defined it as an economic sector that
affects the improvement of the quality of life by reducing
environmental risks. The experts’ definitions are consistent
with the one used in this study and confirm the relevance
of green economy in modern society.

A.C. Tippa & K. Amodekar (2024) investigated the rel-
evance of green economy, revealing the role of green econo-
my and the specific features of implementing its principles.
The findings of A.C. Tippa & K. Amodekar confirmed that
the transition of the modern world to the green economy
principles is vital considering the ongoing changes. Green
economy, as part of sustainable development, not only pro-
motes economic growth, but also solves environmental
problems, which can ensure sustainable development for
future generations. W. Ma (2022) also revealed the necessi-
ty of green economy, investigating the relationship between
green economy and higher education. The researcher con-
cluded that green economy in the modern world is one of
the methods to develop all state industries and a method
of preserving the environment, which correlates with the
findings of the present study. Furthermore, the researcher
noted that higher education directly affects the develop-
ment of green economy and, conversely, green economy af-
fects all educational processes. This demonstrated the rele-
vance of the present study and the impact of implementing
green economy principles in the educational process on the
development of all government sectors.

W. Gao et al. (2019) covered the impact of higher
education on the development of green economy. The re-
searchers concluded that higher education influences the
economic development of the state and its other industries.
The experts also noted that through higher education, it is
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possible to train such professionals that will foster techno-
logical and environmental innovation, which was also iden-
tified in this study. Z. Kilasonia (2023), and A.B.A. Avelar
& M.L. Pajuelo-Moreno (2024) reached the same conclu-
sions, revealing the role of higher education institutions
in promoting sustainable development goals. Researchers
believe that the purpose of the educational process is to
prepare such professionals who will become catalysts of en-
vironmental-economic change in the future. Furthermore,
the green economy is a part of sustainable development, the
goals of which are also fulfilled in the educational process.

This study considered sustainable development as
a concept that ensures the interconnection of natural re-
sources, economy, and other social processes to meet the
needs of society, is instrumental in the development of
the state, as well as in higher education. Green economy
was considered as an element of sustainable development.
T. Trinh & V. Huong (2024), as well as J. Jedrzejczak Gas et
al. (2024) covered the interrelation of sustainable develop-
ment and green economy. The researchers concluded that
green economy is focused on sustainable development,
particularly economic development, and includes environ-
mental protection, implementation of green technologies
and projects, which determines their interrelationship and
correlates with the findings of the present study. Further-
more, sustainable development, like green economy, plays
a vital role in higher education.

R.H. Sebire & S. Isabeles-Flores (2023) emphasised the
necessity of introducing the sustainable development prin-
ciples in the educational process of higher education insti-
tutions, which will contribute to the preparation of future
professionals to promote these principles in their respec-
tive fields of work, which correlates with the findings of the
present study. K.M. Mahesh et al. (2024) noted the signif-
icance of an interdisciplinary approach: introducing the
principles of sustainable development into the teaching of
unrelated disciplines. Such an approach was also discussed
in the present study, which confirms the need to integrate
the principles of sustainable development, specifically the
principles of green economy, into the curricula. M.S. Bhar-
ti (2024), revealing aspects of the European Union’s green
economy policy, concluded that apart from educational ob-
jectives, sustainable development ensures the resolution of
such problems as the availability of natural resources and
their purity, decent working conditions, economic growth,
reduction of inequality, responsible consumption, equitable
access to resources, climate change, etc. This corresponds to
the concepts of “eco-inclusiveness” and “eco-adaptability”
introduced in this study and demonstrates that sustainable
development, particularly the green economy, is not only
directed at economic growth and environmental sustaina-
bility, but also at solving a series of other societal problems.

Exploring the experience of sustainable development
in higher education in Albania, A. Kunci¢ & A. Isik (2024)
found that only a small percentage of educational stake-
holders (37%) are involved in “sustainable” initiatives and
projects. The present study showed more positive results: in
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the higher education institutions studied in this research,
both educators and students take an active part in various
environmental projects and initiatives, which demonstrates
the readiness of Kyrgyzstan, Kazakhstan, and Uzbekistan to
implement the principles of green economy in the educa-
tional process.

In terms of the countries studied in this research,
Sh.Zh. Rakhmetullina (2016) investigated the specific fea-
tures of the implementation of green economy principles
in Kazakhstan. The researcher concluded that the green
economy will positively affect the development of all sec-
tors and will lead to a more careful use of natural resourc-
es, environmental improvement, changes in infrastructure,
improving the well-being of the population, and enhancing
national security. This requires training of future specialists
and introduction of new educational programmes, devel-
opment of students’ environmental responsibility, dissem-
ination of environmental culture, which correlates with
the findings of this study. G.N. Berdiev (2024) studied the
aspects of green economy in Uzbekistan. The researcher
noted that the modernisation and globalisation process-
es require innovative approaches to the economy, specifi-
cally the development of a green economy, and success in
this process depends on the environmental responsibility
of citizens and the quality of implementation of innova-
tive “green” developments. This requires quality training
of students. The present study also highlighted the crucial
role of higher education and environmental responsibili-
ty in the implementation of green economy principles in
the analysed countries. This may indicate that Kyrgyzstan,
Kazakhstan, and Uzbekistan have effective strategies for
implementing green economy principles, and their activ-
ities in this area are promising. The effectiveness of the in-
troduction of green economy principles in the educational
process can be assessed through monitoring. However, this
study found that approaches to pedagogical monitoring are
not always effective and do not always provide an adequate
assessment of the quality of the educational process. This
study proposed a model of pedagogical monitoring based
on financial and economic approaches, which includes
planning, diagnostics, and strategy development.

A. Chen (2024) investigated the financial and eco-
nomic approaches to education, revealing the effect of
economic development on the educational environment.
The researcher concluded that education and financial and
economic factors are closely interrelated: as financial in-
vestments in the educational process affect its quality, so
the training of specialists in universities affects the further
economic well-being of the state. This demonstrates the
effectiveness of using financial and economic approach-
es in the monitoring and improvement of the quality of
the educational process. The present study proposed ap-
proaches to improve the effectiveness of green economy
in higher education, namely: cooperation with other edu-
cational institutions (specifically, with international ones),
partnership with public organisations, implementation of
environmental projects and initiatives that do not require
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material and technical investments, project-based learn-
ing, organisation of trainings and courses, use of social
networks, introduction of elements of competition, and
environmental initiatives “by special interest” in the edu-
cational process.

A K. Abdallah et al. (2024) covered project-based
learning as a method of increasing the effectiveness of
green economy principles in the educational process.
N. Nikoloudakis & M. Rangoussi (2024) investigated the
implementation of green economy principles in vocational
education. A.K. Abdallah et al. concluded that there may be
a possible lack of logistics for the implementation of green
economy principles, which was also revealed in the present
study. This calls for finding approaches that will not require
additional provision, specifically project-based learning
can be such an approach. This approach can be used to
build practical skills in students as it involves the use of re-
al-life examples and working with them. N. Nikoloudakis
& M. Rangoussi also concluded that project-based learning
develops students’ environmental responsibility and abili-
ty to apply the principles of sustainable development and
green economy. Building practical skills is important for
students as the results of the present study showed a lack of
practical skills. This makes project-based learning an effec-
tive approach to the educational process.

FEA.N. Zulfa et al. (2024), who investigated the impact
of technological advancement on the economy, covered the
use of modern technology. The researchers noted that green
economy is connected with innovation, as its implemen-
tation requires the use of new, modern approaches. Thus,
the introduction of innovations in the educational process,
where the green economy principles are implemented, can
contribute to the development of this concept and the for-
mation of students” ability to interact with it. C. Mahesh-
kar et al. (2024), who investigated the digitalisation of
higher education to achieve sustainable development goals,
concluded that the integration of information and commu-
nication technologies in the educational process can con-
tribute to sustainable development and the promotion of
green economy principles, which correlates with the find-
ings of the present study. Innovative technologies provide
a wide range of opportunities for the implementation of
green economy, introduction of sustainable development
principles, opportunities for the formation of students’ nec-
essary knowledge and skills (Shahini, 2024). Furthermore,
innovative technologies can be used in monitoring the edu-
cational process, which can increase its efficiency and effec-
tiveness of financial and economic approaches to it.

The digitalisation of the educational process has been
generally underexplored in this study. Thus, X. Meng &
C. Wu (2024), discussing the transition to a green economy
through digitalisation, concluded that the introduction of
information and communication technologies in all sectors
contributes to the transition to a green economy. Innova-
tive technologies provide opportunities to develop fresh
approaches to the development of green economy, particu-
larly in the educational environment. X. Shi (2024) reached
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an analogous conclusion, investigating the integration of
digital economy and green economy. The researcher noted
that digitalisation of government industries can contribute
to economic growth and sustainable development, which
can also be applied to the education industry. According to
X. Shi, economic development and environmental protec-
tion should not contradict each other but should be interre-
lated, which is the leading idea of the present study.

The implementation of the green economy principles
is a priority in modern society, where there is a need to
save the environment and natural resources. It is within the
framework of higher education that it is possible to train
such specialists who will be able to rise to the environ-
mental and economic challenges. This requires greening of
curricula and quality monitoring to assess the effectiveness
of the educational process. To improve the effectiveness of
pedagogical monitoring, it is necessary to use financial and
economic approaches and innovative methods. The analy-
sis of scientific sources confirmed that the methods of im-
proving the quality of the educational process proposed in
this study are effective and can develop students’ practical
skills. The analysis of other studies also confirmed that Kyr-
gyzstan, Kazakhstan, and Uzbekistan adhere to effective
strategies for implementing green economy and strive to
maintain a balance between sustainable development, ecol-
ogy, and economic sector.

Conclusions

The present study uncovered financial and economic ap-
proaches to pedagogical monitoring and their effect on im-
proving the quality of the educational process. Green econ-
omy is an ecological-pedagogical concept, which is based
on the principles of rational use of natural resources, saving
ecosystems, as well as on the principles of ‘eco-inclusive-
ness’ and ‘eco-adaptability’ As the principles of green econ-
omy affect the educational process, so it affects the effec-
tiveness of the implementation of ‘green’ principles, which
determines their interrelation. In synergy, they form part
of sustainable development, which aims at economic and
social changes contributing to the development of society.
To effectively introduce and implement the green econo-
my principles in the educational process, it is necessary to
conduct regular monitoring, which can contribute to pos-
itive changes in curricula. However, established approach-
es to monitoring may not be relevant, which may provide

optimisation, benchmarking, budgeting, KPI calculation,
and modelling into pedagogical monitoring.

The study was conducted among students and educators
of Kyrgyz State University named after Ishenaly Arabaey,
Almaty Humanitarian-Economic University, and Tashkent
State Economic University. Additionally, interviews with
experts in the field of green economy were conducted. The
findings of the study showed that all the universities under
study implement the principles of green economy, while the
participants of the educational process and the management
of higher education institutions contribute to this endeav-
our. For example, the Kyrgyz State University named after
Ishenaly Arabaev implements environmental projects and
projects aimed at sustainable development. In Almaty Hu-
manitarian-Economic University, the focus is on the green-
ing of educational programmes. Tashkent State Economic
University implements environmental, economic, and ped-
agogical initiatives. However, in the educational and mon-
itoring process, there may be such challenges as the lack
of material and technical support, limited opportunities to
use innovative technologies and approaches, as well as low
motivation of students to follow environmental principles.

To resolve these challenges, a model of pedagogical
monitoring was proposed, which is based on financial
and economic approaches and includes the stages of plan-
ning, diagnostics, and strategy development. The study
also proposed methods to improve the effectiveness of the
educational process through the lens of green economy,
specifically, cooperation with educational institutions and
public organisations, project-based learning, organisation
of trainings and courses, and use of innovative technolo-
gies. Together, these methods can improve the quality of
the educational process of preparing future specialists for
environmental and economic challenges they may face.

Limitations of this study include the random sampling
of the surveyed educators and students, as well as the study
of several higher education institutions in different coun-
tries, which may have affected the accuracy of the findings.
The findings of this study could be improved by conduct-
ing a questionnaire survey with a non-random sample. The
prospects for further research may include experimental
testing of the proposed monitoring model and evaluation
of the effectiveness of financial and economic approaches.
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Financial and economic approaches...
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AHoTauifi. MeTol0 LBOro JOCHHKeHHA Oyno po3KpuUTH (iHAHCOBO-eKOHOMIYHI MHifXOmM [O MOHITOPMHIY i
inTerpanii 3e71eHOI eKOHOMIKM B OCBiTHIII porec. IIpoBeneno aHais piHaHCOBO-eKOHOMIYHUX aCIIeKTiB IIearorivyHoro
MOHITOPYHIY Ta IXHIO POJIb y BIPOBaJPKEHHI 3e/IeHOI eKOHOMIKM Y BUIIY OCBiTY. PO3KpUTO B3a€EMO3B’A30K MiX CTalIuM
PO3BUTKOM 1 3€/IeHOI0 €KOHOMIKOIO, IIpOaHa/li30BaHO BIUIMB 3€7€HOI €KOHOMIKM Ha OCBiTHIiNl mpouec. BusHaueHo
(hiHaHCOBO-eKOHOMIYHI MeTOIM MOHITOPMHIY: aHaJIi3 BUTPAT i peHTabeIbHOCTI, ONTUMI3allid pecypciB, 6eHUMapKiHI,
OI0[PKeTYBaHH:A, PO3PaXYHOK K/IIOYOBUX ITOKa3HMKIB e(eKTUBHOCTI, MOIe/IIOBaHHA. PO3KPUTO CTYIiHDb BIPOBa>KeHHA
IPUHIUIIIB 3e/IeHOol eKOHOMIKHM B OCBiTHIi mporjec Kupruscrany, Kasaxcrany Ta Ys6exncrany. [lna oniHkm peanbHnx
MPaKTMK y BUIMX HaBYa/JIbHMX 3aK/IaJiaX, MPOAaHaIi30BaHO JYMKY IIE€faroriB i cTyfeHTiB Kmprmuspkoro pep>kaBHOTO
yHiBepcureTy imeHi Imenamn ApabaeBa, AJIMaTMHCBPKOTO I'yMaHiTapHO-eKOHOMIYHOTO yHiBepcuTeTy, TalllKeHTChKOro
Tep>KaBHOTO €KOHOMIYHOTO YHiBepcuTeTy. Pesynmbpratm sacBifumiay, 1o B JOCTIPKYBaHMX YHiBepCUTeTaX aKTUBHO
peai3yloTbcsl eKOJIOTiuHi IpOeKTy Ta iHiliaTuBY, IOB’A3aHi 31 CTaIMM PO3BUTKOM i 3e/eHOI0 eKOHOMikow. Kpim
TOTO, IIPVMHIUIN 3€/IeHOi eKOHOMIKN iHTerpyBamucs B HaBYanbHI mporpamu. OfHaK, pe3y/lIbTaTUBHICTD MOHITOPUHTY
OCBITHBOTO IIpoliecy HU3bKa. ByspieHo it piHaHCOBO-eKOHOMIYHI 6ap’epy B Ipolieci MOHITOPYMHIY Ta BIPOBaJKeHHA
3e/7IeHOI eKOHOMIKM B OCBITHill Ipollec, 30KpeMa: Opak MaTepianbHO-TeXHiYHOro 3abesmedeHHs (45 %), obmexeHi
MOXX/IBOCTI BUKOPJMCTAHHA {HHOBALiTHUX TeXHONOTii (35 %), Hu3bKa MOTUBALA CTY[EHTIB TO peaisawii NpUHIUIIB
3e/1eHO0i eKOHOMIKU (32 %). IcHyroTh 6ap’epu i B IpaKTUYHIN MiAroToBL MaiOyTHIX ¢axiBLiB fo peanisauii npyHIMIIB
3e/IeHOl eKOHOMiKM. [/ eeKTUBHINIOI IPaKTUYHOI MATOTOBKY CTY/EHTIB Ta JJIA NigBUIIeHHA e(heKTUBHOCTI 3e/1eHol
€KOHOMIKI, 3alIpOIIOHOBAHO BIIPOBAJUTI B OCBITHIII IIPOLEC CIIBIIPALI0 3 HABYAJIbHMMU 3aK/IaJaMIA Ta TPOMa/ICbKIMU
OpraHisaliiMy, IPOEKTHe HaBYaHHA, OPraHi3yBaTU TPEHIHIM Ta KypCHU, a TaKOK BMKOPMCTOBYBAaTU iH(opMaliiiHo-
KOMYHiKaliifHi TexHoorii. By/io 3anporoHoBaHo MOJie/Ib MOHITOPUHTY Ha OCHOBI (piHaHCOBO-eKOHOMIYHUX MiIXOMIB, AKa
MicTUTD y co0i eTany IJIaHyBaHHS, JiaTHOCTUKM Ta eTall po3pOOJIeHH: CTparerii, [0 Mo)ke BIVIMHYTY Ha 00 €KTUBHICTD
OLIiHIOBAaHHSA OCBITHBOI'O IIPOLIECY Yepe3 IPU3MY 3€/1€HOI EKOHOMIKI

Kniovosi cnoBa: cranuii po3BUTOK; €KOJOriuHi iHiNiaTMBM; IporpaMa HaBYaHHs; iHHOBAIIiliHIi MeTOAM; IiATOTOBKA
daxiBiB
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Abstract. The purpose of the study was to identify the succession management processes in family businesses, with a
particular focus on the development and implementation of optimization approaches that contribute to the long-term
stability and competitiveness of the enterprise. The research focused on identifying key challenges that arise during
the intergenerational transfer of management functions, including an analysis of internal and external factors that
influence this process. A major part of the work was studying the role of family values and corporate culture, which are
fundamental elements of the succession strategy. Particular attention was paid to how these elements can be preserved
and passed on to successors, which is critical to preserving the enterprise's identity. The research methodology was
based on a comprehensive analysis of the management succession process in a family business, including several key
stages. The first stage involved an assessment of corporate culture, management practices, and financial aspects to
ensure business stability during the transfer of management functions. The second stage involved a financial analysis
of instruments to support the stability of the enterprise and the development of recommendations for financial risk
management. The next step was a comparative analysis of real-life cases to identify successful succession practices,
which allowed to creation of a comprehensive picture of the succession management process. Based on the study, key
approaches were identified, and practical recommendations were developed that can significantly contribute to the
successful transfer of management in family businesses. In particular, the importance of strategic succession planning,
which includes the early involvement of successors in the management process, the creation of detailed plans for their
development, and the implementation of support systems for new leaders, was emphasized. The recommendations are
designed to ensure a smooth and efficient transition of management functions, allowing family businesses to maintain
stability and prosperity in the face of generational change
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Optimising the management succession process...

Introduction

Optimising the process of management succession in fam-
ily businesses is an important topic that is gaining particu-
lar relevance in the context of economic development in
Poland. In this country, family businesses play a key role in
the economy, contributing a significant portion of the gross
domestic product (GDP) and creating jobs for millions of
citizens. According to research, there are more than 830,000
family businesses in Poland, accounting for about 60% of
the total number of businesses in the country. About 40%
of these companies are small and medium-sized enterpris-
es, which makes them the basis of economic stability and
growth (Nakielski, 2021). However, the issue of manage-
ment succession remains one of the biggest challenges for
such enterprises. Optimising this process is critical for the
preservation and development of family businesses, espe-
cially given their importance in the national economy. Ef-
fective succession strategies, such as formalizing the man-
agement handover process, engaging external experts, and
training successors, can significantly increase the chances
of a successful transition to the next generation. Stud-
ies show that businesses with a clearly defined succession
plan are 25% more likely to have a successful management
transition than those without such a plan. In addition, it is
relevant to take into account that the development of tech-
nology and changes in the market environment require
successors to have not only business knowledge but also
new competencies, such as digital literacy and innovation
management. Thus, optimising the management succes-
sion process is a prerequisite for ensuring the long-term
sustainability of family businesses in Poland, which in turn
will contribute to the stability and growth of the country’s
economy as a whole.

In today’s family business environment, more and
more attention is being paid to the effective transfer of
management from one generation to the next. The process
of succession is an essential stage in the life cycle of family
businesses, as it affects both the preservation and further
development of the business. The research on this issue
covers both theoretical aspects related to the identifica-
tion of key factors for a successful transfer of power and
practical recommendations for optimising this process. At
the same time, the succession process requires a deep un-
derstanding of the specifics of a family business, where not
only economic but also social and emotional factors play a
pivotal role. Intergenerational conflicts, differences in man-
agement approaches, and family values can both contribute
to a successful succession and become serious obstacles.
Optimising the succession process is therefore a complex
task that requires a balanced approach.

From a theoretical perspective, it is crucial to develop
clear models and strategies that take into account both the
internal characteristics of the family business and external
factors such as market conditions, changes in the legal en-
vironment, and the economic situation. Optimising suc-
cession also involves engaging consultants who can help
with complex management issues and mitigate the risks
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associated with the transition of the business to the next
generation (Quliyev et al., 2024). Research in this area
provides an opportunity not only to understand the main
problems faced by family businesses during the transfer of
management but also to find effective ways to solve them.
This can help ensure the stability and long-term success of
a family business, which is the main objective of optimizing
the management succession process.

The study of optimising the process of management
succession in family business has become the subject of
considerable attention among foreign scholars seeking to
find effective approaches to the transfer of management
from one generation to another. K. Nakielski (2021) devel-
oped the concept of a three-dimensional model of fami-
ly business, taking into account the interaction of family,
business, and management systems. This work became
the basis for further research that considers succession as
a multidimensional process. Another contribution to the
study of this issue was made by L.A. Dau et al. (2022), who
focused on the social and emotional aspects of succession,
namely how interpersonal relationships and conflicts be-
tween family members can affect the process of transfer-
ring management, emphasising the importance of taking
into account family values and traditions when planning
succession, which is a key factor in the successful transi-
tion of a business to the next generation. Other prominent
scholars include A. Jaki & S. Kruk (2019), who analysed the
economic and managerial aspects of succession, the prob-
lems that arise during the change of management, and pro-
posed theoretical models that help reduce the risks associ-
ated with the transfer of management. A. Jaki and S. Kruk
studied the development of strategies that can improve the
effectiveness of the succession process by engaging exter-
nal consultants and creating clear succession plans. S. Pri-
atmoko et al. (2023) studied the impact of cultural and na-
tional characteristics on the succession process in family
businesses. He drew attention to the fact that successful
succession depends not only on internal business factors
but also on the external environment, including legal regu-
lation and cultural norms.

One of the researchers in this area is J.R. Baltazar et
al. (2022), who studied the role of cultural and family val-
ues in the process of management transfer and the impor-
tance of preserving family traditions and paying special at-
tention to interpersonal relations between family members,
which is a key factor in successful succession in the Ukrain-
ian context. Another well-known researcher, L. Zapa-
ta-Cantu et al. (2022), focused on the legal aspects of the
succession process. The research covered the issues of legal
regulation and the need to develop clear legal mechanisms
to ensure a smooth management transition and to create
institutional support that would help family businesses ef-
fectively plan and implement the transfer of management
functions. I.Y. Yegorov et al. (2020) studied the economic
aspects of management succession and the impact of fi-
nancial planning and capital preservation strategies on its
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success. The researcher identified financial management
models that allow for maintaining business sustainability
during a change of management, which is especially im-
portant for family businesses, where succession is often
accompanied by significant financial challenges. A signif-
icant contribution to the study of this topic was also made
by N. Balatska et al. (2022), who studied the influence of
socio-psychological factors on the succession process and
focused on the psychological preparation of future heirs for
managerial roles and the need for early integration of the
younger generation into management processes, which con-
tributes to asmoother and more efficient transition of power.

The purpose of this article was to study the process of
management succession in family businesses and develop
recommendations for its optimization. Particular attention
was paid to identifying the key obstacles and risks faced by
family businesses during the change of management, as well
as finding effective strategies to overcome them. Objectives:

1. Assessing the main factors of the process of manage-
ment succession in a family business, including the transfer
of management functions.

2. Analysing methods of optimising the process of
transferring management in a family business.

3. Exploring successful cases of management transfer
in family businesses.

Materials and Methods

The study focused on a comprehensive analysis of the man-
agement succession process in family businesses. The man-
agement succession process in family businesses is a com-
plex process that involves several key stages to ensure an
effective and smooth transition of management functions
from one generation to the next. The study’s methodologi-
cal approach considers various aspects and employs several
crucial stages and methods, which collectively paint a com-
prehensive picture of the succession process. In the first stage
of the study, the key aspects related to management conti-
nuity were assessed. The study included an examination of
the impact of corporate culture on management practices
and relationships in family businesses. It was determined
how family values shape management styles and intergen-
erational interactions. The assessment of financial aspects
included consideration of tools to ensure business stabil-
ity during the transition of management functions, such
as cash flow planning and risk insurance. In this context,
management practices were considered, including defining
the roles and responsibilities of family members, establish-
ing effective communication channels, and introducing a
system of support and mentoring for the new generation.

The second stage included financial analysis, includ-
ing an assessment of the necessary financial instruments
to maintain the company’s stability during the transition of
management functions. The study of financial risk manage-
ment methods, such as insurance and cash flow planning,
allowed us to create recommendations for maintaining fi-
nancial stability. Various approaches to developing succes-
sion strategies were studied, including clear planning for
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the transfer of management functions, involving the next
generation in decision-making processes, and ensuring
transparency in financial matters. In the next stage, a com-
parative analysis of cases from real enterprises was carried
out, in particular Zywiec Zdréj (2021), FAMUR S.A. (2024),
and LPP S.A. (2024). The analysis of the succession strate-
gies of these companies allowed us to identify successful
practices and models of succession management. Zywiec
Zdréj, as a leading mineral water producer in Poland, has
demonstrated effective management processes through the
involvement of family values. FAMUR S.A. (2024) due to
its high technological sophistication, used external consult-
ants to develop strategies that maintain competitiveness.
LPP S.A. (2024) showed how the active involvement of the
new generation can ensure a successful business transfer
and reduce conflicts. The study used case analysis and com-
parison of management strategies in three case studies to
identify the key elements of successful succession.

This study analysed data obtained from several repu-
table sources, which provide a deep understanding of the
economic situation and corporate governance in Poland. In
particular, information from the CASE (2024), the Polish
Association of Small and Medium Enterprises (2024), the
Tax- Residence (2024), the Polish Institute of Corporate
Management (PICM) (2024), and the Family Businesses in
Poland (2017) was analysed. Social aspects were also stud-
ied, including the impact of transparency and openness in
the succession process on the level of trust among employ-
ees and partners. The analysis of communication strategies
allowed us to assess how they affected the social atmos-
phere within the company and relationships with partners
and customers.

Results

Managing a family business is a complex and multifaceted
process that involves not only economic aspects but also
psychological, social, and cultural factors. Ensuring con-
tinuity of management, which often involves the transfer
of power from one generation to the next, is a key chal-
lenge faced by such businesses. This process requires care-
ful planning and preparation to avoid potential conflicts
and ensure the business’s sustainable development in the
future. An essential aspect in this context is the timely iden-
tification of potential successors who possess the necessary
competencies and motivation to effectively manage the
company, which includes not only an assessment of their
professional skills but also consideration of personal qual-
ities such as leadership skills, the ability to make decisions
in conditions of uncertainty and the willingness to take re-
sponsibility for the fate of the business. It is equally relevant
to ensure the continuity of the company’s values and cul-
ture, which is often the foundation for the successful oper-
ation of a family business. The lack of clear transmission of
these aspects can lead to a gap between generations, which
will negatively affect the stability and development of the
company. To this end, it is important to introduce men-
toring systems where the older generation passes on their
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knowledge and experience to younger family members,
helping them to better understand the specifics of manage-
ment and decision-making in the context of this particular
business. The succession process should also be transparent
and understandable to all business stakeholders, including
not only family members but also key employees. Openness
and honesty in communication can reduce the risk of inter-
nal conflicts and help build trust among all stakeholders.
It is also critical to create clearly defined mechanisms for
resolving conflicts that may arise during the transition to
minimize the negative impact on the company’s operations.

Optimising the succession process in the management
of family businesses is critical to ensuring the stability and
long-term success of such enterprises in Poland. The na-
tional context underlines the importance of this issue, as
family businesses represent a significant share of the coun-
try’s economy, and their effective management is crucial for
economic development. For example, Nowy Styl, founded
in 1992, is one of the leading furniture manufacturers in
Europe that has successfully passed management from the
founders to the next generation. They have developed and
implemented a strategic succession plan, including the in-
volvement of external consultants and experts to support
the process of transferring management functions as well
as creating a system for training new leaders. Another ex-
ample is the company Blikle, known for its confectionery
products, which have been in existence for over 150 years.
Throughout its history, this company has gone through
several intergenerational management transitions, success-
fully adapting to new market conditions and preserving its
traditions. Family values and corporate culture have always
remained at the centre of attention, which has helped main-
tain the stability of the business for many decades. Ger-
lach (2024), which specialises in the production of kitchen-
ware and cutlery, is also an example of a successful family
business where the succession process has been optimised
to ensure long-term success. The transfer of management
in this company was accompanied by the introduction of
modern management methods and the involvement of ex-
ternal specialists, which allowed it to remain competitive in
the international market.

Family businesses occupy a significant part of the Pol-
ish economy, as they make up the bulk of small and me-
dium-sized enterprises. Transferring a business from one
generation to the next is a complex task that requires con-
sideration of several aspects, including the transfer strategy,
preparation for the next generation, management practices,
and legal issues. The process of successful business succes-
sion begins with the development of a clear strategy, which
should not only include economic aspects but also take into
account family relationships and corporate culture. It is im-
portant to identify which of the next generations is best
suited to manage the business and develop an action plan
to prepare them for their new roles, which may include ed-
ucational programs, training, and practical experience to
enable the next generation to acquire the necessary skills to
manage effectively.
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Successful succession also requires managing possible
family conflicts. Misunderstandings and disputes can affect
the succession process and even lead to the division or clo-
sure of the business. To mitigate risks, it is essential to hold
regular consultations and discussions among family mem-
bers and to engage mediators or management consultants
if necessary. It is equally crucial to formalize the succession
process through legal mechanisms, such as wills, business
transfer agreements, and other legal documents. Proper
legal arrangements help avoid legal disputes and ensure
a smooth transition of management functions. It is also
worth considering the tax implications of a business trans-
fer and taking steps to minimise them. To optimise the suc-
cession process, it is also important to take into account the
specifics of the Polish market and legal system. Succession
requires not only a technical and managerial approach but
also a cultural consideration of the traditions and values
that influence the way business is conducted. Successfully
optimising the succession process in a family business in
Poland requires a comprehensive approach that includes
strategic planning, preparation of the next generation,
management and legal support, and effective management
of family relationships. Implementation of these elements
will help ensure the sustainability and development of the
family business, preserve its values and principles, and en-
sure its stable development in the future.

Financial preparation for the succession process in a
family business is critical to ensuring the business’s stabil-
ity and success during the transition. It includes the devel-
opment of strategies that guarantee the financial stability
of the company during the transition period, including
effective tax planning and asset management. In Poland,
family businesses have a significant impact on the econo-
my. According to the Polish Federation of Family Business-
es (2017), family businesses account for about 70% of the
total number of companies in the country and provide more
than 50% of jobs in the private sector, which underlines the
importance of proper succession management to maintain
economic stability and development. The financial strategy
for succession management includes several key factors:

1. Understanding the exact financial position of the
business is the basis for effective succession planning. This
includes the valuation of all assets (real estate, equipment,
intellectual property) and liabilities (loans, debts). Accord-
ing to the Center for Social and Economic Research (2024),
about 60% of family businesses in Poland face problems
with the valuation of their assets during the process of
transferring management.

2. Improper planning can lead to significant tax costs,
which may undermine the financial stability of the busi-
ness. Poland has specific tax regulations for business trans-
fers, such as inheritance and gift tax. According to Tax-
Residence (2024), the tax burden can reach up to 20% of
the value of inherited assets, making tax planning an im-
portant element of a succession strategy.

3. Ensuring business liquidity during the transition pe-
riod is critical to avoid financial difficulties. According to a
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study by the Polish Association of Small and Medium Enter-
prises (2024), about 40% of family businesses in Poland face
liquidity problemsduringthetransfer of management,which
can lead to a decrease in efficiency or even business closure.

4. It is relevant to ensure that the transfer of manage-
ment does not result in a loss of control over the company,
which may include the creation of legal documents, such as
charters or powers of attorney, that define the rights and ob-
ligations of the new owners. According to the PICM (2024),
about 30% of family businesses in Poland face difficulties in
defining clear roles and responsibilities during the transfer
of management, which can lead to conflicts and business
efficiency.

A well-thought-out financial strategy will help avoid
possible problems with liquidity, maintaining control over
the company, and tax liabilities (Gerlach, 2024). Effective
asset management and financial planning are key to ensur-
ing a successful management transition and maintaining
the long-term stability and development of family busi-
nesses in Poland. Preparing the next generation for the
management role requires a lot of time and effort. Investing
in education, leadership development, and hands-on man-
agement experience can significantly increase the chances
of a successful business transition.

Openness and clarity in discussions help avoid misun-
derstandings and conflicts, contributing to a smoother in-
tergenerational transition (Dua et al., 2020). Regular family
meetings play a critical role in ensuring a successful transi-
tion. They create a platform for discussing plans, resolving
conflicts, and defining roles and responsibilities for each

family member, which helps to avoid misunderstandings
and ensures that all parties involved work together. Ac-
cording to a study by the Polish Institute of Family Busi-
ness (2017), 55% of successful management transfers in Po-
land cite regular meetings as a key success factor. Financial
preparation is the next critical element, which includes tax
planning, asset management, and ensuring financial stabil-
ity. Tax planning helps you avoid unnecessary expenses and
ensure an optimal tax strategy. In conformity with Tax-Res-
idence (2024), the inheritance tax burden can reach up to
20% of the value of assets, which highlights the need for
effective planning to minimise costs.

Asset management involves the valuation of all availa-
ble assets and debts, which allows for a clear financial plan
for the future. According to the Polish Federation of Family
Businesses (2017), about 60% of family businesses in Po-
land face difficulties in valuing assets during the transfer of
management, which can affect the financial stability of the
business. Ensuring financial stability during the transition
period is a key task, including liquidity planning to avoid
financial difficulties. According to a study by the Polish As-
sociation of Small and Medium Enterprises (2024), about
40% of family businesses in Poland have liquidity problems
during the management transition, which can lead to a
decrease in efficiency or even the business’s closure. Thus,
a successful management transition requires a compre-
hensive approach, including careful planning, succession
development, and transparency of the process, which will
help maintain the stability and prosperity of the business
for many years (Table 1).

Table 1. Key aspects related to the process of management succession in a family business

Aspect Description

Identifying potential
successors

Assessment of professional skills and
personal qualities of the younger generation

Actions

Competency assessment, determination of
motivation and abilities, and involvement in projects

Transferring values and

culture
success

Preserving corporate traditions, ideals, and
principles that are the basis for business

Mentoring, organising family meetings, discussing
corporate culture

Transparency in the
process

Ensuring clarity and openness in the
intergenerational transfer of management

Implementation of communication strategies,
organisation of family meetings, development of
action plans

Planning the financial aspects of a business
transfer, including taxation and asset

Financial preparation
management

Development of a financial strategy, consultations
with financial experts, and inheritance planning

Developing a new
generation

Investment in education, leadership skills, and
practical management experience

Training programs, internships, and a gradual
introduction to management responsibilities

Conflict resolution

Preventing and managing conflicts that may
arise in the process of power transfer

Implementation of mediation mechanisms,
consultations with conflict management specialists

Source: created by the author based on A. Dua et al. (2020)

Ensuring the sustainable development of a family busi-
ness requires a careful approach to the process of inter-
generational management transfer, which should take into
account the key aspects that determine the success of this
transition. Family businesses typically face difficulties in har-
monising the interests of different generations, preserving
corporate culture, ensuring financial stability, and resolving
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potential conflicts. Taking these aspects into account is
critical to maintaining long-term business competitiveness.

The process of transferring management in a family
business is a complex and multifaceted task that requires
careful planning and organization. The first thing to con-
sider is the timely identification and preparation of succes-
sors who will be able to effectively manage the company, a
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task that includes not only the assessment of professional
skills but also the willingness to take responsibility and the
availability of the necessary personal qualities (Bartik et
al., 2020). It is important to provide successors with suf-
ficient time and opportunities to develop managerial and
leadership skills, which will allow them to smoothly transi-
tion to a new role. According to research by the Polish As-
sociation of Family Businesses (2017), about 45% of Polish
family-owned companies face problems in preparing their
successors due to insufficient attention to the development
of management skills and leadership abilities of the young-
er generation. Therefore, the key aspect is to create mentor-
ing and training programs that help prepare successors for
management roles and ensure a smooth transition.

The second crucial aspect is the preservation and
transmission of corporate values and culture, which are
the basis for the success of a family business. Mentoring
and ongoing intergenerational dialogue help to preserve
these aspects, which is critical to maintaining a company’s
unique identity. According to the PICM (2024), about 50%
of family businesses in Poland consider the preservation
of corporate values to be an important factor in the suc-
cessful transfer of management. Transparency of the man-
agement transfer process and openness in communication
between all participants are also crucial, helping to reduce
the risk of conflicts and build trust within the company.
A study by the Polish Federation of Family Businesses
indicates that 60% of family-owned companies point to
transparency as a key element of a successful management
transfer. In addition, it is critical to provide mechanisms to
resolve potential conflicts that may arise during the tran-
sition of power and ensure their timely resolution. The fi-
nancial aspect of the transfer of control should also not be
overlooked (Buffington et al., 2020). The development of
a clear financial strategy that takes into account possible
tax implications, asset management, and liquidity is essen-
tial to maintaining business stability during the transition
period. According to the Polish Association of Small and

Medium Enterprises (2024), about 55% of family business-
es in Poland face financial difficulties during the transfer of
management, which highlights the need for careful finan-
cial planning.

The process of transferring management responsibil-
ities in a family business requires the implementation of
various methods to ensure the effectiveness and success of
this transition. One of the key methods is mentoring and
training, which involves developing the skills and knowl-
edge of successors through systematic training and active
participation in business processes. This includes mentor-
ing programs, job rotation, and the involvement of young-
er family members in key projects, all of which help them
gain practical experience and prepare for new management
roles (Saifnazarov, 2024). A gradual handover is another
important method to avoid the stress and problems that
can arise from an abrupt transition. It involves the gradu-
al introduction of successors into management roles, with
clear milestones for handover and ongoing monitoring of
progress. Regular feedback helps to assess the effectiveness
of the transition and make timely adjustments.

Transparency and communication are also critical to
a successful management transition. Openness in the pro-
cess and clear communication to all parties involved helps
to avoid misunderstandings and conflicts and is achieved
through regular family meetings, open discussions of plans
and expectations, and ensuring that proper documentation
is maintained to support clarity and understanding in all
matters relating to the transition (Meyer & Meyer, 2020).
Another key method is financial planning, which involves
developing strategies to manage assets and ensure the finan-
cial stability of the company. This involves planning for tax-
ation, asset management, and the preparation of financial
statements and forecasts to maintain business stability dur-
ing the transition period. Engaging independent advisors
or mediators to resolve disputes and consulting with con-
flict management specialists can help ensure a smooth tran-
sition and maintain unity in the family business (Table 2).

Table 2. Methods of optimising the process of management transfer in a family business

Method

Mentoring and training

Description

Developing the skills and knowledge of
successors through systematic training
and participation in business processes

Application

Implementation of mentoring programs,
position rotation, participation in key
projects

Gradual transfer of responsibilities

Gradually introduce successors to
management roles to ensure a smooth
transition

Determining the stages of transfer of
responsibilities, constant monitoring of
progress, and feedback

Transparency and communication

Ensure transparency in the transfer of
management responsibilities to avoid
misunderstandings

Regular family meetings, open
discussions of plans and expectations,
and document management

Financial planning

Developing financial strategies to
manage assets and ensure business
stability

Tax planning, asset management,
preparation of financial reports and
forecasts

Mediation and counselling

Resolving possible conflicts and
problems through the involvement of
independent advisers or mediators

Using mediators to resolve disputes,
consulting with conflict management
specialists

Source: created by the author based on S. Seibt (2020)
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One of the examples of successful succession manage-
ment in Poland is Zywiec Zdréj (2021), which has made
significant achievements in the mineral water market.
Founded in 1992, the company has managed not only to
maintain its stability but also to achieve significant growth
thanks to a well-thought-out succession management strat-
egy. Zywiec Zdrdj’s success in the process of handing over
management functions can be attributed to several key fac-
tors. First, the company actively involves younger family
members in the business at the early stages of their careers,
allowing them to accumulate the necessary experience and
knowledge that is critical for the successful continuation of
management functions (Bpifrance..., 2020). According to
the Centre for Social and Economic Research (2024), 70%
of family-owned companies that actively involve their suc-
cessors in the business at an early stage demonstrate stable
results and growth over 10 years (CASE..., 2024). As for
the specific indicators of Zywiec Zdrdj, its financial results
over the past five years also show its success. Thus, in the
period from 2019 to 2023, the company’s average annual
profit growth was about 8%, and its share in the mineral
water market increased from 18% to 23%. The company’s
net profit increased from PLN 45 million in 2019 to PLN 68
million in 2023. The statistics confirm the effectiveness of
succession management strategies and emphasise the role
of a professional approach to the transfer of management
functions in achieving sustainable success.

Secondly, Zywiec Zdr¢j has implemented clear in-
ternal mechanisms for training young leaders, including
a mentoring program and specialised training courses,
which ensure a smooth transition between management
functions and minimise the risks associated with manage-
ment changes. According to the Polish Association of Fam-
ily Businesses, companies that have structured succession
training programs are 50% less likely to face management
problems during business transfers. Zywiec Zdréj active-
ly works to preserve the corporate values and culture that
are the basis of its success, including regular family meet-
ings that help maintain mutual understanding and ensure
that key corporate principles are preserved. According to a
study by the Polish Federation of Family Businesses (2017),
65% of companies that successfully transfer management
adhere to a policy of regular communication and infor-
mation exchange between generations. The company has
developed a detailed financial strategy, including tax plan-
ning, asset management, and liquidity provision during the
transition period. According to the Polish Association of
Small and Medium Enterprises (2024), family-owned com-
panies that do not have a clear financial strategy are 40%
more likely to face liquidity problems during the manage-
ment transition. So, Lywiec Zdrdj’s success in the manage-
ment succession process can be attributed to its all-around
approach, which includes involving successors early on,
providing good mentoring, upholding the company’s val-
ues, and careful money management. This approach can
be used as an example by other Polish family businesses to
show how strategic planning and management training can
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ensure stable business growth even during tough times of
generational change.

Another example of successful succession manage-
ment in Poland is FAMUR S.A. (2024) a Polish leader in the
production of equipment for the coal industry. Founded in
1973, FAMUR S.A. has undergone significant growth and
transformation, becoming an important player in the inter-
national market. The company’s success in implementing
continuity can be attributed to its strategy of detailed plan-
ning and engaging external consultants for management
changes. One of the key aspects of FAMUR S.A’s strate-
gy is a comprehensive approach to management chang-
es. The company has implemented detailed action plans,
including the engagement of external consultants, which
helped to avoid internal conflicts and ensure the continuity
of management functions (Stoica et al., 2020). According
to the Polish Association of Small and Medium Enterpris-
es (2024), 60% of companies that use external consultants
for management changes succeed in maintaining stabili-
ty and growth in the process of transferring management
functions. In conformity with the company’s financial
statements, over the past five years (2019-2023), FAMUR
S.A. has demonstrated steady profit growth, which indi-
cates the effectiveness of its succession management strat-
egy. In 2019, the company’s net profit amounted to PLN
160 million, and in 2023 it increased to PLN 220 million,
reflecting an average annual growth rate of 8%. Revenue
from export operations increased by 25% over the same pe-
riod, indicating the successful expansion of the company’s
presence in international markets. Cases where external
consultants assist in management succession have shown a
significant positive impact on mitigating risks and ensuring
a successful transition of power.

However, not all family businesses in Poland are as
successful in the succession process. According to statistics,
approximately 35% of family-owned companies in Poland
face serious problems when integrating new management
approaches into existing business systems, often due to dif-
ficulties in scaling and updating infrastructure, which can
negatively affect the efficiency of management functions
(Stoica et al., 2020). For example, a study by the Polish As-
sociation of Small and Medium Enterprises (2024) shows
that companies that do not take appropriate measures to
modernise their infrastructures and management systems
face increased business support costs and a decrease in their
competitiveness. In addition, problems with succession
management may be related to the lack of clear plans and
strategies for the transfer of power, which leads to conflicts
within the company and negatively affects its overall devel-
opment. For example, a survey among Polish family busi-
nesses showed that 45% of them do not have a succession
plan in place, which causes delays in management changes
and irregularities in business operations (GEM..., 2019).
Thus, the example of FAMUR S.A. demonstrates the im-
portance of detailed planning and engaging external con-
sultants for successful succession management. However,
general statistics show that many Polish family businesses
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still face serious challenges in implementing effective man-
agement strategies, which requires further improvements
in approaches to planning and implementing the succes-
sion process.

Social aspects play a pivotal role in the management
succession process, and their proper management can have
a significant impact on the success of succession in family
businesses. Transparency and openness in communication
are key factors in maintaining trust among employees and
partners, which, in turn, supports staff motivation and loy-
alty (Zakharchyn & Sytnyk, 2023). In particular, LPP S.A,,
a Polish retailer, has demonstrated a successful approach to
succession management through the proper management
of social aspects. In 2019, the net profit of LPP S.A. was
about PLN 456 million, and in 2023, it increased to over
PLN 680 million, reflecting an average annual profit growth
rate of 10%. The company has been able to increase its mar-
ket share thanks to the successful expansion of its store net-
work and the introduction of new digital platforms. During
the transition to a new generation of managers, the com-
pany introduced a comprehensive open communication
program, which included regular meetings with employees
and a detailed explanation of strategic changes. This helped
to avoid internal conflicts and maintain a high level of em-
ployee motivation and engagement (Guterres, 2020).

According to the Polish Association of Small and Me-
dium Enterprises (2024), companies that implement trans-
parent communication strategies during the succession
process are 50% less likely to experience internal conflicts.
At the same time, those companies that do not follow these
principles face higher levels of stress and lower productiv-
ity. The study also indicates that companies that provide
active communication with employees demonstrate 35%
more stability in financial performance during the first two
years after the transfer of management functions. It is im-
portant to note that social aspects also include maintain-
ing the moral climate in the company. Practice shows that
companies that invest in the education and development of
their successors have 20% higher staft satisfaction, which
has a positive impact on the overall business performance
(Guterres, 2020). In particular, Asseco Poland, a major IT
solution provider, has implemented a mentoring program
that has helped maintain employee motivation and engage-
ment during the transition to a new management genera-
tion. Thus, effective management of the social aspects of the
succession process, including transparent communication,
motivational support, and staff development, is critical to
ensuring a stable transition of management functions and
the success of family businesses in Poland.

The process of improving and optimising management
succession in family businesses in Poland is an extremely
relevant topic, as family businesses constitute a major part
of the country’s economy. In Ukraine, as in Poland, family
businesses are often the main sources of economic growth
and stability. According to recent studies, family businesses
in Poland account for about 60% of all companies, which
indicates their importance in the overall economic land-
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scape (Astrachan et al., 2021). One of the key aspects of the
successful functioning of family businesses is the process
of management succession — an issue of particular impor-
tance given that the success of a family business often de-
pends on the effectiveness of the transfer of management
responsibilities from one generation to the next. Succes-
sion is not only about the transfer of ownership but also
includes management and financial strategies that ensure
the stable development of the business in the long term
(Wiid et al., 2024). To succeed in the succession process, it
is relevant to implement comprehensive strategies that in-
clude preparing the next generation for management roles,
which may include formal training, mentoring, and active
participation in business processes from an early age. Stud-
ies show that about 30% of family businesses in Poland do
not have a clearly defined succession plan, which can lead
to management problems and even bankruptcy. Therefore,
creating a detailed succession plan is critical to ensuring
business continuity. The experience of successful family
businesses suggests that a strategic approach to succession
may include the development of financial reserves and
management control mechanisms that ensure stability and
reduce the risks associated with the transfer of manage-
ment responsibilities. For example, some businesses create
funds to provide financial support for the next generation
or implement modern technological solutions to manage
business processes.

An important part of successful succession is also legal
preparation, which includes the conclusion of appropriate
contracts and agreements governing the transfer of own-
ership and management functions, avoiding potential con-
flicts, and ensuring a clear division of rights and respon-
sibilities between family members. Thus, optimising the
succession process in a family business in Poland requires a
comprehensive approach that combines strategic planning,
financial preparation, legal support, and development of
the next generation of managers and ensures the continuity
and sustainability of family businesses, contributing to their
long-term success and stability in the country’s economy.

Discussion

The results of a study on optimising the management suc-
cession process in family businesses highlight the critical
importance of a systematic approach to succession plan-
ning and training to ensure long-term business stability.
Studies show that the absence of a clear succession strategy
can lead to significant problems, such as reduced produc-
tivity, family conflicts, or even financial instability. Man-
agement succession planning includes identifying poten-
tial successors, assessing their skills, and preparing them
through training programs and hands-on experience to
ensure a smooth transition and business continuity.
International studies also confirm these findings, but
they point to different aspects and approaches to solving
this problem. For example, in developed economies, the fo-
cus is often on formalising succession processes and using
professional advisors to come up with strategies. In other
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cultures, however, the focus is more on involving succes-
sors in the day-to-day operations of the business and letting
them learn through direct experience. This suggests that
approaches to succession may be very different depending
on the culture and economy, but a systematic approach is
always necessary for success (Kalyuzhna et al., 2024).

The study conducted by C.B. Astrachan et al. (2021) re-
veal a key problem in the process of managerial succession:
insufficient preparation of successors for managerial roles.
Insuflicient preparation can create difficulties in adapting
to changes in the business environment, which will neg-
atively affect the effectiveness of management. C.B. Astra-
chan et al. emphasise the need to develop a clear develop-
ment strategy for each family member, which will provide
them with the necessary knowledge and skills to perform
management functions effectively. This approach helps not
only to ensure a smooth transition of power but also to pre-
pare successors to solve complex problems in a changing
business environment.

The results are in line with the results of domestic stud-
ies, such as the work of V. Budz (2019). V. Budz also points
out that proper preparation and training are critical for
the successful transition of managerial functions from one
generation to the next. As in international studies, his work
emphasises the importance of creating a comprehensive de-
velopment program for potential successors that includes
both theoretical and practical training, which allows for not
only technical skills but also an understanding of the cor-
porate culture and strategic goals of the company. Thus, a
systematic approach to succession training is the key to the
long-term stability and success of a family business. How-
ever, there are also differences in approaches to managerial
succession that highlight different aspects of the effective-
ness of this process. The study by P. Rovelli et al. (2022)
emphasises the importance of integrating external consult-
ants into the process of transferring managerial functions.
P. Rovelli et al. note that the involvement of outside special-
ists can significantly help reduce family conflicts and pro-
vide an objective assessment of business processes. External
consultants can bring new perspectives and professional ex-
perience, which helps to avoid subjective biases that can in-
fluence decisions within the family. However, this approach
is somewhat different from the view presented in the work
by T. Ponedilchuk & T. Prykhodko (2019). T. Ponedilchuk
& T. Prykhodko focus on the importance of preserving
family values and traditions in management succession.
According to authors while external consultants possess
the necessary knowledge and experience, they often over-
look the intricacies of family relationships and traditions,
which are crucial for the long-term stability of the business.
For scientists, preserving the traditions and cultural char-
acteristics of the family is critical to ensuring a harmoni-
ous and successful transition of management functions.

Also, the research of G. Valenza et al. (2021) focuse on
the integration of modern technologies into the succession
process. Researchers point out that the use of digital plat-
forms for education and training of successors can greatly
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simplify and accelerate this process, also confirming that
technology can contribute to the effectiveness of manage-
rial succession, but adding that it is important to ensure a
personalised approach that takes into account the individ-
ual needs of each family member. Thus, the analysis of the
research results shows that although international studies
and domestic research often agree on the need to prepare
and plan for management succession, there are significant
differences in the approaches to implementing these strat-
egies. International research often focuses on the introduc-
tion of external consultants and modern technologies to
improve the efficiency of the process of transferring man-
agerial functions; these methods can provide an objective
assessment of business processes and help reduce family
conflicts. However, domestic researchers stress the impor-
tance of preserving family values and traditions, which is
critical for long-term business stability.

It is essential to bear in mind that while innovation can
significantly improve the management succession process,
traditional methods and cultural aspects of family business-
es also play a significant role. The balance between the use
of new technologies and the respect for family traditions
is key to ensuring a successful transition of management
functions (Karpenko & Karpenko, 2023). Therefore, an ef-
fective succession strategy should integrate both modern
tools and traditional approaches to ensure the long-term
stability and success of a family business. A study conduct-
ed by M. Stasa & O. Machek (2022) emphasise the impor-
tance of a systematic approach to succession planning in
business. M. Stasa and O. Machek point out that providing
potential managers with the necessary skills and knowledge
is a critical factor for successful business management. The
paper points out that clear planning and a structured train-
ing program help not only to develop professional skills but
also to ensure a smooth transition of managerial functions
from one generation to the next.

Martin also highlights the importance of preparing and
training successors as a key element of effective manage-
ment. He emphasises the fact that without proper prepa-
ration, new managers may face difficulties in adapting to
managerial roles and changing business environments.
Thus, both domestic and international studies consider
succession training as a fundamental aspect of achieving
management success and ensuring business stability. How-
ever, there are differences in approaches to managerial suc-
cession. For example, the study by S. Shekhar et al. (2022)
emphasise the importance of preserving family values and
traditions during the transfer of managerial functions.
S. Shekhar et al. argue that adherence to family traditions
not only maintains family unity but also promotes the mo-
tivation of its members, which is especially important for
maintaining stability and harmony in business, as family
values form the basis of corporate culture and can be crit-
ical for the long-term success of the enterprise. In turn,
the approach of P. Sauer & S. Seuring (2023) point to the
advantages of involving external consultants in the pro-
cess of transferring managerial functions. Authors believe
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that outside specialists can help eliminate family conflicts
and provide an objective assessment of business processes,
which allows for a more neutral view of management issues
and simplifies the decision-making process since external
consultants are not involved in family disputes and can of-
fer constructive solutions without prejudice.

The results of the study by L.S. Pulido (2021) also con-
firms the importance of technology in the succession pro-
cess, noting that digital platforms can significantly facilitate
the training of successors. Author notes that through the
use of modern technologies, it is possible to create effective
training programs and monitoring systems that simplify
the process of knowledge transfer and management func-
tions, which allows not only to storage and transfer of cor-
porate knowledge but also provides access to the necessary
resources and tools at any time. Thus, while the study’s re-
sults suggest the general principles of effective succession,
Ukrainian scholars specifically emphasise the preservation
of family values and traditions and the importance of con-
sidering individual needs when introducing new approach-
es and technologies. This underscores the significance of
a comprehensive approach that integrates both traditional
and innovative elements in succession management within
family businesses.

Conclusions

To summarise the research, it can be noted that optimis-
ing managerial succession in a family business is a crucial
factor in ensuring its long-term success and stability. The
results of the study confirm that a systematic approach to
succession planning is critical, including the development
of a clear development strategy that provides successors
with the necessary skills and knowledge to effectively man-
age the business.

This approach not only ensures that the successors
master their management roles but also helps them adapt
to the changing business environment. The succession pro-
cess should be organised in a way that ensures a smooth
transition of management functions, allowing new leaders
to integrate into their roles more quickly and respond ef-
fectively to external challenges and opportunities. This sys-
tematic approach also includes the creation of structured
training and knowledge transfer programs to help avoid
potential mistakes and ensure that the company’s strategic
vision is maintained. Providing successors with the neces-
sary knowledge and skills not only increases their readiness
for management tasks but also helps maintain the stability
and continuity of business processes, which is an important
aspect of maintaining the competitiveness and long-term
success of a family business in a dynamic market. As a re-
sult, effective management succession optimisation is criti-
cal to ensuring the sustainable development and prosperity
of a family business.

Optimising management succession requires a com-
prehensive approach that combines several key elements to
ensure an effective transition of management functions and
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maintain the long-term stability of a family business. First
and foremost, it is relevant to introduce innovative tech-
nologies that can greatly facilitate the process of succession
planning. Modern digital platforms and automation tools
create opportunities for creating structured training pro-
grams, monitoring, and knowledge management systems,
which ensure a more efficient and organised transition of
management roles. However, technology solutions should
be integrated into an overall strategy that also includes ex-
ternal expertise. Engaging third-party consultants can help
assess business processes, eliminate potential conflicts, and
provide an objective view of management strategies. Con-
sultants can bring valuable experience and knowledge that
can help improve processes and ensure that successors are
properly trained.

However, it is also important to preserve family values
and traditions, which are an integral part of the corporate
culture of a family business. Preserving these values en-
sures that family members are united and motivated, which
helps to maintain the stability and success of the business.
Technology and external expertise should complement
rather than replace these traditions to ensure a harmoni-
ous balance between innovation and cultural aspects. This
integrated approach not only allows for an efficient transfer
of management functions but also ensures the long-term
stability and success of the family business. The combina-
tion of innovative technologies, external expertise, and the
preservation of family values is the key to a successful man-
agement transition and maintaining the company’s com-
petitiveness in a changing business environment.

The study identified several limitations that affect its
results and conclusions. The main ones are related to the
limited sample size, which may not fully reflect the diversi-
ty and specificity of different family businesses. The study
was based on specific cultural and economic contexts,
which may limit the generalisability of the findings to other
countries or regions. Another limitation is the lack of lon-
gitudinal data that would allow us to examine the dynamics
of changes in management and business transfer over sev-
eral generations.

As for promising areas for further research, it is worth
noting the need for a deeper study of the influence of cul-
tural factors on the process of management transfer in
family companies. It's also important to study emotional
and psychological factors in succession and generational
interactions in management decisions. Particular attention
should be paid to the impact of modern technologies on
succession processes, in particular the digital transforma-
tion of business and its impact on changing management
approaches.
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AHoTaLif. MeTo10 JOCTiIKEHHS 6yno BUSABJ/IEHHA IIPOLIECIB yIIPAB/IIHHA CIAKOEMHICTIO B CiM€I7[HOMy6i3HeCi, 30CO0IMBUM
aKI[eHTOM Ha po3poOIii Ta BIIPOBaPKEeHHI ONTUMI3alifiHMX MiIXO/iB, SKi CIIPUSIIOTh JOBIOCTPOKOBIN CcTabinmbHOCTI Ta
KOHKYPEHTOCIIPOMOXKHOCT] HifpuemMcrBa. JocmimKeHHsA 6y/I0 30cepe/pkeHO Ha BU3HAYEHHI K/IIOYOBUX IpoOeM, fAKi
BMHYKAIOTD IiJ] Yac Iepefadi yrpaBIiHCbKUX QYHKIIN MDK HOKOMTIHHAMM, BKIIOYAI0Y) aHa/Ii3 BHYTPIIIHIX i 30BHIIIHIX
¢axTOpiB, IO BIUIMBAIOTH Ha el Ipoliec. 3HAYHY YaCTUHY poOOTH 3aiiMasio BUBYEHHA POJi CiMelHUX LiHHOCTeN i
KOPIIOPAaTUBHOI KYIbTYPH, AKi € OCHOBHVIMY €/IeMeHTaMU CTpaterii HacTymHocTi. Oco6mBy yBary 6o puineHo Tomy,
K Li eJleMeHTH MOXKHa 30eperTy Ta epefaTyi HaCTYIHMKaM, 1[0 BaXX/IMBO 1A 30eperkeHHA iTeHTUYHOCT] iJIIpueMcTBa.
MeToponoria [OCTiIXeHH I'PYHTyBaTaca Ha KOMIUIEKCHOMY aHa/Ii3i Ipolecy HaCTYIIHOCTI MEHEIKMEHTY B CiMeltHOMY
6i3Heci, 1110 BKJII0OYA€ KiNbka KIOYOBUX eTamiB. [lepumit etan nepen6adas OLiHKY KOPIOPATUBHOL KY/IbTYPH, IIPAKTUKA
yIpaByiHHA Ta (iHAHCOBYX acCIeKTiB I/Id 3a0esnedeHH: cTabimbHOCTI 6i3Hecy mif yac nepepmadi GpyHKLiN ynpaB/iHHA.
Ipyrmit etan mepenbadaB (iHaHCOBMIT aHaTi3 IHCTPYMEHTIB IIATPMMKM CTabiIbHOCTI HifNpMEMCTBA Ta pO3pOOKY
PEeKOMeH Iallill I[Of0 YIIPaB/IiHHA (’piHaHCOBMMM pusykamy. HacTynmHuM KpOKOM CTaB NOPiBHAJIBHMIL aHasli3 peanbHIX
KEJICiB I BUAB/IEHHA YCIIIIHMUX IPAKTUK YCHAAKYBAaHHHA, 110 NO3BOMN/IO CTBOPUTY KOMIIIEKCHY KapTUHY IIpOLieCy
YIpaBIiHHA yCIagKyBaHHAM. Ha OCHOBI [OCH/PKeHHA BJM3HAYeHO K/IIOYOBI IIXOAM Ta PO3pOOTIEHO IpaKTUYHI
peKoMeHpall, AKi MOXXYTb CyTTEBO CHPUATY YCHILIHIN Nepefadi MEeHeIPKMEHTY B ciMeltHOMY 6isHeci. 30kpeMa, Oy1o
HaroJIONIeHO Ha BaK/IMBOCTI CTPATETiYHOrO IJITAHYBAHHA HACTYIIHOCTI, SIKE BK/IIOYA€ PAHHE 3a/y4EHHSA HACTYIHUKIB [0
NPOLECY YIIPaB/IiHHA, CTBOPEHHS [NeTa/JIbHUX IUIAHIB IX POSBUTKY Ta BIIPOBA/PKEHHSA CUCTEM IiTPUMKN HOBUX JIiflepiB.
PexomeHnpanii moxmikaHi 3abesneynTy IVIaBHY Ta e(peKTUBHY Iepefady GYHKIIi yIpaBIiHH:A, TO3BOIAI0YN CIMEITHIM
nifnpueMcTBaM 36epiraTy cTabiIbHICTD 1 IPOLBiTAHHA B YMOBaX 3MiHU IIOKOJTiHb

KnioyoBi cnoBa: mepexin npaBa BIaCHOCTi; KOPIOpaTVBHA Ky/IbTypa; e(eKTUBHMII Iepexil; poib 30BHILIHIX
KOHCY/IbTAHTiB; CTpaTeriyHe IIAHYBaHHA HACTYIIHOCTI
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Haiduchenko et al.

Abstract. The study is pertinent due to the necessity of examining the impact of social capital development in Ukrainian
territorial communities on local economic growth and entrepreneurial activity, particularly in the context of post-
war recovery. The purpose of this article was to examine the impact of social capital development within territorial
communities in Ukraine on local economic growth and entrepreneurial activity. To this end, the article presented
a series of case studies drawn from a range of regions. The method of system-dialectical analysis, formal-logical,
synthesis, generalization, induction, deduction, forecasting was used in the study. As a result, the essence of the category
“social capital of the territorial community” was summarized, and the main theoretical and practical aspects of the
development of such community capital were revealed. As a result, it was established that the theoretical foundations of
the development of the social capital of territorial communities are mostly focused on their systematic and complex use
in the mode of continuous improvement in the conditions of the war and post-war state of Ukraine. Also, during the
research, it was determined that the principles of territorial community life with the appropriate level of social capital,
which dominates within the community and determines the identification of residents with the community and its
values in an open and free community, especially in life-threatening situations, are identified. The results obtained in
the article should be used to develop programs for the development of social capital of territorial communities during
military operations in Ukraine and in the post-war period

Keywords: public administration; local self-government; social norms and values; social networks; development

scenarios

Introduction

The development of social capital within territorial com-
munities in Ukraine has emerged as a key driver of local
economic growth and entrepreneurial activity, particularly
in the context of ongoing war and post-war recovery efforts.
In the context of the current challenges posed by military
actions and the post-war recovery process, social connec-
tions, trust, and cooperation assume a crucial role in fos-
tering the sustainable growth of small and medium-sized
enterprises. An examination of the impact of social capital
on economic processes within these communities enables
the identification of the most effective mechanisms for sup-
porting entrepreneurship and maintaining local economic
activity. Social capital, defined as the networks, trust, and
civic engagement within a community, plays a critical role
in fostering collaboration, facilitating access to resources,
and promoting the creation of small and medium-sized en-
terprises. In times of crisis, the presence of strong social
bonds enables communities to mobilize support and re-
sources more effectively, which is essential for economic re-
silience and regeneration. The case studies presented from
various regions illustrate how high levels of trust and coop-
eration have resulted in tangible economic benefits, includ-
ing job creation, business growth, and increased access to
financial resources. In particular, regions significantly af-
fected by war and displacement have demonstrated that the
presence of robust social capital can serve to mitigate the
negative economic impacts of conflict. This is achieved by
enabling displaced persons and local populations to rebuild
their livelihoods and foster new business ventures.

This development has fundamentally changed the
trend of social capital development of the population re-
maining under occupation, and has significantly distribut-
ed this capital between safe regions at the expense of refu-
gees. Subsequent forecasting of trends in the characteristic
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indicators of social capital of communities involves their
study within the following types of territorial communities:
temporarily occupied (liberated), border and close to the
contact line (close rear), and deep rear. At the same time,
one of the options for the development of hostilities until
the victorious end of the war may become decisive, namely:
optimistic, pessimistic and the most realistic (Eighteenth
national survey..., 2022). This situation in public admin-
istration can be improved through the actual and ration-
al use of the generalized theoretical and methodological
foundations for the development of social capital of ter-
ritorial communities of Ukraine of appropriate quality in
wartime and post-war conditions.

Meanwhile, Ukraine has virtually no experience of
rational use of the social capital of territorial communi-
ties in management practice at all levels of government
and its scientific regulation based on forecast data. This
fact does not contribute to the effectiveness of public ad-
ministration, which is intended to correct the imbalances
in the economic system between regions and in the vital
activity indicators of displaced persons during the war
and post-war periods. In the scientific doctrine, this issue
is actively researched by scientists, which allows it to be
revealed from different angles. In particular, V.P. Onish-
chenko (2023) established that the process of forecasting
transformations of social capital is based on the scenario
method. He concluded that it consists of realistic, opti-
mistic and pessimistic forecasts. At the same time, he did
not make an independent forecast of the development of
social capital in modern Ukraine.

M. Suslov (2023) noted that in the conditions of mili-
tary operations, the development of social capital of territo-
rial communities is characterized by changes in the pro-so-
cial behaviour of civil society, for example, a decrease in
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the level of social tension, as well as an increase in trust
in society. At the same time, the researcher neglected the
question of the development of this institute in the post-
war period. According to I.I. Chernega et al. (2023), the dy-
namics of the return of citizens to their places of residence
depends on a number of factors. Among them, she cited
that the degree of damage to the shipping and production
infrastructure, as well as the activity of the business sector.
In this case, she did not reveal the role of the communities’
financial capacity, as well as the existence of safe living con-
ditions in them. B. Shevchenko & G. Lyulka (2023), in turn,
described the risks faced by the processes of social capital
development in territorial communities. They concluded
that the main problem of the rear regions is the outflow of
qualified human resources with a high level of social cap-
ital abroad. At the same time, they did not investigate the
threats to the development of social capital facing the terri-
tories where hostilities are taking place.

The purpose of this article was to analyse how the de-
velopment of social capital within territorial communities
in Ukraine influences local economic growth and entre-
preneurial activity, with a focus on specific examples from
various regions.

Materials and Methods

The determination and substantiation of the key aspects
of solving the voiced research problem in the Ukrainian
realities was facilitated, in particular, by the requirements
of the Ukrainian legislation on the principles of local
self-government (Law of Ukraine No. 280/97, 1997). In
this context, it was necessary to add the materials of studies
of social capital of communities at different stages of their
development by Ukrainian researchers, in particular: the
principles of social capital development in Ukraine (Zaiats
& Kraievska, 2020); patterns of social capital formation in
Ukraine (Zvonar et al., 2022); the scale and consequences
of forced migration of the population of Ukraine as a result
of the armed aggression of the Russian Federation (Libano-
va et al., 2022); social capital as a catalyst for community
development in the context of its resource (human capital)
and institutional components (system of social institutions
and social norms) (Revko, 2019); the importance of social
capital in the organization of local self-government and
social capital from the standpoint of public administration
and the relationship of the state with the holders of social
capital (Lesechko & Sydorchuk, 2008).

In the research of the theoretical and methodological
foundations of the social capital of territorial communities,
both general scientific and special methods and approaches
were used. The systemic and dialectical analysis allowed for
a comprehensive study of the systemic nature of the devel-
opment of social capital of territorial communities; the for-
mal logical method helped to determine the impact of key
factors on this process, and the analysis and synthesis — the
peculiarities of their influence. The foreign experience of
developing the capital of territorial communities was stud-
ied using the method of generalization.
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The methods of induction, deduction and forecasting
were used to determine and substantiate the directions
of improvement of the state policy on the development
of social capital of territorial communities in the current
conditions of Ukraine, and the methods of systemic and
dialectical analysis, synthesis, generalization, forecast-
ing, formal and logical method contributed to solving a
number of problematic aspects of improving the system
of public administration of Ukraine, in general, and local
self-government, in particular, in the context of using the
results of successful foreign experience in the development
of social capital. In particular, the theoretical analysis of
the definition of the category “social capital of a territori-
al community” is based on the principle of interaction of
individuals and social groups in social networks. Forecast-
ing of changes in social capital was carried out using a sys-
tematic approach, methods of abstraction, generalization,
comparison, expert assessments, and a scenario approach
to forecasting. The research is based on the hypothesis of
a causal relationship between changes in the social capital
of a territorial community and its development in the war-
time and post-war periods. The main indicators of the fore-
cast include the scale of volunteerism, charity, trust, social
conflicts and tensions, assistance to citizens affected by the
war and the Armed Forces of Ukraine.

Results

The experience of European countries shows that territorial
communities develop significantly under public adminis-
tration, when the state plays the role of one of its key actors
in the process of achieving certain strategic goals. A similar
situation exists in Ukraine, where territorial communities
also strive for continuous development and achievement of
goals aimed at improving the quality of life of community
members, which naturally require the implementation of
appropriate public policy. Moreover, the key lever of gov-
ernance is the social capital of the community, which si-
multaneously carries the content of one of the factors of
public governance, the process of its implementation, and
the result of the development of the territorial community.

The analysis of all well-known definitions of the catego-
ry “social capital of a territorial community” indicates the
dominance of the effect of social networks and common
norms of interaction, which gives grounds to define it as
the ability of people to form a team of like-minded people
focused on achieving a common goal, subject to the subor-
dination of their own interests to the interests of the terri-
torial community on the basis of the accepted set of norms
and values of social relations, which guarantees mutual
trust and understanding. The formation of new enterprises
is contingent upon the existence of robust social networks
within communities. These networks facilitate the sharing
of information and resources, which is essential for aspiring
entrepreneurs. By leveraging these connections, individuals
can access financial support, market information, and oth-
er vital resources necessary for launching and sustaining
small and medium-sized enterprises (Zvonar et al., 2022).
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As international experience has shown, structural and
cognitive factors are crucial for the development of social
capital in a territorial community. The structural factor is
determined by the level of interconnections between com-
munity members who create social networks. The peculiar-
ity of such social networks is their ability to enhance com-
munity development through the intensive dissemination
of various flows of information, ideas, products and servic-
es among the population. In addition, close relationships
between community members contribute to the formation
of a sense of common goals, commitment to a common
cause, mutual trust and value-based norms of interaction.

In such circumstances, one of the priorities of the state
policy on the development of territorial communities in
Ukraine is to promote the formation of fruitful social cap-
ital of communities by ensuring the ability of individuals,
associations and organizations in a certain territory to en-
gage in public-private partnerships to successfully achieve
the defined goals of community life (Sokil et al., 2020). Fur-
thermore, the establishment of trust and the development of
robust relationships within the community facilitate access
to a range of resources, including financial support, busi-
ness networks and market information. These elements are
of vital importance for the survival and growth of small and
medium-sized enterprises, as local entrepreneurs frequent-
ly depend on the community’s collective knowledge and
assistance in order to overcome financial and operational
challenges. Ultimately, such a state policy contributes to the
development of key features of civil society among the pop-
ulation of a territorial community. A sufficiently high level
of social capital development, as well as personal leadership
abilities of individuals, which can provide them with the sta-
tus of an “authorized representative” of the community or a
local government official, characterize such a society (Do-
broskok et al., 2019). However, experts highlight the ability
of “state and legal institutions to influence both all compo-
nents of social capital and civil society institutions. In addi-
tion, civil society institutions and state-legal institutions are
two opposites in the development of the institutional envi-
ronment of social capital, between which it is crucial to es-
tablish an optimal balance” (Yermakova, 2016; Revko, 2019).

Based on all of the mentioned above, it can be con-
cluded that the development of social capital of a territorial
community in the practice of local self-government should
be ensured by the following factors: activation of commu-
nity members and provision of systemic tools for managing
their life activities; clear definition of the complex of availa-
ble local resources and stakeholders; continuous training of
local community leaders; intensive formation of specialized
social networks both within and outside the community.
Although there is a scientific opinion that the list of factors
for the development of a territorial community’s own social
capital depends “solely on the mission of the community
itself and its characteristics” (Haiduchenko, 2022), when
groups of favourable factors that ensure the formation of
a “territorial community profile” with the following evalu-
ative characteristics are considered strategically important:
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» social, economic, resource, geographical, political;

» the level of public participation in local government,
social and public-private partnerships;

« level of development of social networks of communi-
cation between the population of the territorial community
and neighbouring communities in the context of their co-
operation;

» the level of competence, flexibility and adaptability,
relationships of trust, understanding, sincerity of local
self-government managers.

Specific examples from Ukrainian territorial commu-
nities illustrate the influence of social capital development
on local economic growth. In regions such as Lviv and Vin-
nytsia, where robust social networks and elevated levels
of trust are observed, the number of new enterprises has
notably increased, thereby enhancing local employment
rates. The advancement of public-private partnerships and
the fostering of collaboration between local authorities
and community members have also contributed to the ad-
vancement of economic recovery. In contrast, communities
in regions such as Donetsk and Luhansk, which have been
affected by war and displacement, have encountered great-
er difficulties in rebuilding social capital, which has result-
ed in a slower economic recovery. The absence of trust and
the deterioration of social networks have constrained their
capacity to mobilise resources for economic development
(Zaiats & Kraievska, 2020).

The “profile of a territorial community” with a high
level of social capital is characterized by the following char-
acteristics regarding the rights and opportunities of com-
munity members:

» participation in making joint vital decisions;

» real influence on the internal and external conditions
of the community’s life;

» the ability to implement their own vision of strategic
development of the community through the joint interac-
tion of residents in the development and implementation of
the relevant strategic plan;

- motivation to represent the community through con-
sensus among its population.

A comparison of regions with varying levels of social
capital serves to further illustrate the economic disparities
that exist. In communities with high social capital, such
as those in Lviv, Ivano-Frankivsk, and Khmelnytskyi, eco-
nomic indicators such as employment rates and the num-
ber of active small and medium-sized enterprises are no-
tably higher. These regions have effectively utilised their
social capital to attract investment, generate employment
opportunities and encourage entrepreneurial activity. Con-
versely, regions exhibiting lower levels of social capital,
particularly those situated in proximity to conflict zones
or characterised by elevated levels of displacement, such
as Zaporizhzhia and Kherson, evince diminished business
activity, weaker economic growth, and elevated unemploy-
ment rates. This stark contrast serves to illustrate the piv-
otal role that social capital plays in influencing economic
resilience and recovery (Lesechko & Sydorchuk, 2008).
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The process of developing the social capital of a terri-
torial community is a set of formalized actions that are not
always final and consistent due to the nature of human ex-
istence (Gavkalova & Kyrychenko, 2023). Therefore, the fol-
lowing set of basic measures for the development of social
capital of a territorial community may be quite acceptable:

« defining the participants, mission and tasks of the or-
ganizational structure, which helps to focus on achieving the
set goals and helps to prevent various development threats;

« collecting and analysing information, including
SWOT analysis, on the internal and external environment
of the community, in particular, on the quality of work of
authorities and self-governing structures, infrastructure,
labour force, employment rate; on income, population size
and density, community boundaries;

« formulation of a vision of the desired state of the
community’s social capital in the future (in 5-10 years) and
a strategic plan for achieving this vision based on the re-
sults of the analysis of the collected information, covering
several goals, the achievement of which is conditioned by
certain terms, resources and results, controlled by respon-
sible and motivated executors with the publication of the
results in the media;

« creation of a team up to 5 people from individu-
als capable of performing management functions for the

implementation of the strategic plan and reporting to other
members of the organizational group responsible for mon-
itoring, controlling and adjusting the plan;

» improving the implementation of the plan through
adjustments to identify additional objectives in the context
of their clear formulation, reduction of time and availabil-
ity of necessary resources for implementation, absence of
implementation risk, unanimous support of the organiza-
tional group members;

- assessment of outputs and outcomes to ensure peri-
odic evaluation of the entire plan, including review of each
additional objective, which contributes to the timely and
successful implementation of planned activities and the
achievement of all goals.

The listed measures constitute a certain algorithm for
the development of social capital of a territorial commu-
nity, as presented in Figure 1. It is important to emphasize
that the development of social capital of the territorial
community population is based on the personal value of
each active community member and the high probability of
their voice being taken into account in the decision-mak-
ing process of local authorities; on their personal potential
for usefulness in terms of providing resources, responsibil-
ity for the results of joint activities and full awareness as a
result of communications in social networks.

Identify participants and organizational structure

7 N

Correcting plans,
assessing results

Development

l

Formulating the mission,
clarifying goals

of social capital
T of the territorial l
Implemer_ﬂin_g the plan community J Information collecting and
and achieving goals analysis, organizational changes
Forming a process management | Creating a vision and strategic
team action plan

Figure 1. Algorithm for the development of social capital of a territorial community
Source: compiled by the authors on the basis of material by S.A. Haiduchenko (2022)

Everything discussed above gives grounds for identi-
fying the following key areas of state policy on the devel-
opment of social capital of territorial communities in the
process of their development (Haiduchenko, 2022):

« improving legislation to ensure the actual participa-
tion of citizens in the management of local affairs;

« development and implementation of state training
Programmes for civic leaders and local government offi-
cials on the development of territorial communities in the
context of successful European experience;

« creation of platforms at the state level for discussing
problematic issues and experience in solving them, as well
as coordination of joint Programmes and projects between
different territorial communities;
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» continuous improvement of the system of monitor-
ing and evaluation of the development of territorial com-
munities and their social capital;

» continuous improvement of legislation and state pol-
icy on systemic support for the formation of civil society.

The final direction of the state policy on systemic sup-
port for the formation of civil society in Ukraine from the
standpoint of the development of social capital of territorial
communities is quite complex, time-consuming and con-
troversial due to the objective need to form the population’s
value orientations in accordance with the challenges of the
coming information civilization and taking into account
the historical features of the system of spiritual values in-
herent in the Ukrainian people.
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The peculiarities of social capital formation in the con-
text of martial law in the country, which carry the risks of
destabilizing war pressure and a significant reduction in
the capacity of the public administration system to provide
constitutional guarantees to society, are also the subject of
professional discussion. In this case, the determining factor
is the strengthening of the social capital of territorial com-
munities in terms of consolidating their population around
the goal of ensuring not only the territorial integrity of
Ukraine, but also the final identification of its population
with the national idea of unity in all spheres of life based
on the historical experience of the struggle for independ-
ence, including territorial values in a situation of threat to
life (Mykhailichenko et al., 2024).

In particular, experts consider forecasts of the transfor-
mation of the social capital of territorial communities un-
der optimistic, pessimistic and realistic scenarios of the de-
velopment of military operations (Dyakonenko, 2023). The
optimistic scenario provides for a positive impact on the
development of the social capital of territorial communi-
ties through the stabilization of their livelihoods and the in-
crease in their financial capacity, which will strengthen the
sense of social protection among the population of com-
munities and reduce economic anxiety. Therefore, it is only
natural that volunteerism, charity, trust in military author-
ities and leaders, community cohesion, entrepreneurship,
repair of damaged housing, infrastructure and production
facilities, citizen participation in solving problematic issues
of community life will increase.

The pessimistic scenario of military operations does
not exclude their “freezing” within the currently occupied
territories, which could ensure that the occupiers prepare
for a repeated large-scale massive offensive and the seizure
of new territories. Under such conditions, the transforma-
tion of the social capital of territorial communities may be
affected by a decrease in the level of trust in the authorities
and neighbours, as well as the activity of the progressive
public. In addition to such opposing options for the de-
velopment of hostilities, we should expect a more realistic
option for the complete liberation of Ukrainian territories
from the occupiers in 2023-2024. This option will contrib-
ute to the revival of Ukraine, restoration of the damaged
housing stock and infrastructure, as well as the construc-
tion of new housing and infrastructure facilities before and
during the return of the evacuated population to their plac-
es of permanent residence.

In these circumstances, researchers predict “significant
positive changes in the social capital of territorial commu-
nities with a unifying effect, which will manifest itself in a
reduction in social conflicts and tensions; increased trust
among the population and assistance to war-affected res-
idents; prevention of looting” (Dyakonenko, 2023). Char-
acteristically, such manifestations dominate mainly within
the community and, to a lesser extent, outside it, as proven
by theoretical and statistical studies. In particular, med-
ical scientists attest to the fact that a substance is gener-
ated in the human body under the threat of death, which
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“makes a person identify with his or her community and
community values” (Bauer et al, 2012), and sociological
researchers point to statistics during the war in Nepal that
“demonstrate greater in-group social capital and less out-
group social capital” (Gilligan et al., 2014). However, they
will continue to feel the effects of the war for a long time
to come in the context of lower levels of trust and happi-
ness; fear of losing their families and homes; and a biased
and even hostile attitude towards citizens of the aggressor
country who support the war. The latter factor in this psy-
chological state of Ukrainians is substantiated by the results
of a survey conducted by the Rating Sociological Group, as
of October 2022, 81% of the Ukrainian population had a
“cold” attitude towards Russians, and 93% had a “definitely
hostile” attitude (excluding residents of the temporarily oc-
cupied territories).

The most problematic factor that hinders the develop-
ment of civil society and its unifying social capital in such
territories may be the unwillingness of some pro-Russian
community residents who remained under occupation and
were influenced by anti-Ukrainian propaganda to cooperate
with the Ukrainian authorities (Sokolska et al., 2021). The
most publicly discussed issue of exposing such propagan-
da should be a fairly broad set of its mechanisms, namely:

» distortion and substitution of facts;

» Russian language as an open hostility;

» provoking emotional perception of information;

» public support for pro-Russian managers in all
spheres of life, political figures, public, political and reli-
gious organizations (Libanova et al., 2022).

A specific problematic issue for the Security Service of
Ukraine and the Ministry of Internal Affairs of Ukraine is
ensuring national security in the face of rejection of nation-
al values of life after the liberation of their community by
persons liable for military service and employees of law en-
forcement agencies. They are likely to take a passive stance
of rejection or, on the contrary, provoke processes in the
community that destabilize its life (Aghajanian, 2016). The
most realistic scenario of hostilities in Ukraine is that the
population of territorial communities in the border areas
and close to the line of contact with the enemy will suffer
from the constant threat of an aggressor’s offensive and its
regular shelling, as they serve as the first line of logistical
support for the Armed Forces of Ukraine. In such circum-
stances, it is extremely important for the development of
the social capital of this group of communities to establish
its social ties and relations with all institutions of civil so-
ciety and public administration; a high level of trust in the
charitable and volunteer movement, clearly coordinated
with the activities of executive authorities in the context of
partnership cooperation; increasing the level of mutual as-
sistance and assistance to community residents who have
lost their homes, loved ones, and financial sources of liveli-
hood (Spytska, 2024).

This was confirmed by experts who identified Kharkiv,
Dnipro, Odesa as the most active regions, with a high level
of civic engagement in supporting the life and assistance to
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the Armed Forces of Ukraine, although at the same time,
in Mykolaiv, Kherson, Sumy, Chernihiv regions, the social
movement was weak and ineffective due to high risks to life
and the overwhelming trust of community residents in in-
formal non-governmental organizations in joint actions to
help the army and victims in the war. Therefore, it is quite
likely that in these areas in the post-war period, there may
be a rather low probability of building the necessary level
of social potential due to factors such as insufficient coher-
ence of interaction between the population and its signifi-
cant social stratification; high migration risks (low finan-
cial security, educational indicators of citizens, the number
of young residents) (Dyakonenko, 2023).

In the most realistic scenario, in wartime and post-war
times, in the territorial communities of Ukraine, which are
called the deep rear, due to their considerable distance from
the combat zone, the trends in the formation of social cap-
ital are determined by the scale of refugee reception and
business activity, as well as the ability of the authorities to
effectively manage these processes. Where the conditions
for business relocation are favourable, the community ef-
fectively uses its positive social potential, which can deter
people from returning to their places of permanent resi-
dence. Conversely, under unfavourable conditions, there
may be an outflow of highly skilled human resources and
social capital to neighbouring European countries, but
those who remain will seek to invest in these areas and co-
operate with local authorities and self-governing organiza-
tions to further improve their living conditions. As a result,
such territorial communities will have a significant increase
in social capital and all the conditions for further develop-
ment (Law of Ukraine No. 280/97, 1997).

But it is quite natural that the most desirable scenario is
an optimistic one, when the hostilities end with the victory
of the Armed Forces of Ukraine in the struggle to liberate
its territories from the occupiers. Accordingly, it can be ex-
pected that in the post-war period, the authorities will be
able to ensure the restoration of decent living conditions for
the population of territorial communities, especially those
most affected by the war (Shtal et al., 2019). The pace of ref-
ugees’ return to their places of permanent residence will de-
pend on this, mainly due to the extent of damage to housing,
infrastructure and production facilities, the level of state
resource provision to communities and the intensity of re-
covery processes. Added to this are well-established social
networks of communication between territorial communi-
ties, which will facilitate partnerships and assistance with
wealthier and more successful neighbouring communities.
All of this together will only contribute to the growth of
positive social capital in Ukraine’s territorial communities.

A pessimistic scenario of hostilities in Ukraine is com-
pletely unacceptable, as it could lead to a delay in the end of
the war with all the negative consequences that threatens to
further reduce the population of communities and, as a re-
sult, the level of their social capital. The main factors are the
growth of migration due to the low capacity of the state to
protect the population and its decent living standards; the
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spread of bribery, corruption, unemployment, and shadow
employment, which together contribute to the develop-
ment of social capital in territorial communities with neg-
ative characteristics. Therefore, the challenge of our time
and the subject of discussions in governmental structures,
as well as discussions among the progressive public, is to
intensify Ukraine’s international policy in order to obtain
comprehensive assistance, which is essential for a speedy
victorious end to the war in the context of establishing its
sovereignty and security of its European neighbours, as
well as guarantees of Ukraines security in the post-war pe-
riod. In addition to this, the actual regulation by the public
administration system of the development of social capital
of territorial communities should be added.

Discussion

The problem of the development of social capital of territo-
rial communities is actively studied not only by Ukrainian
researchers, but is also widespread in foreign scientific doc-
trine. The direct impact of social capital on entrepreneurial
outcomes is clearly demonstrated in a number of case stud-
ies from Ukrainian territorial communities. To illustrate,
in the Lviv region, the advancement of robust community
networks has resulted in the establishment of new small
businesses, even amidst the prevailing conflict. The afore-
mentioned entrepreneurs have benefited from the trust and
cooperation within their communities, which has facilitat-
ed access to financial resources, shared business knowledge
and fostered local consumer loyalty. These networks have
been instrumental in surmounting the obstacles posed by
the war, particularly in regions with a considerable dis-
placed population.

Accordingly, scientists analyse the conditions for the
implementation of this process, as well as the factors affect-
ing its effectiveness. In particular, M. Rezaei et al. (2020) be-
lieved that a high-quality institutional foundation plays an
important role in the process of social capital development.
It should be noted that this condition was also noted in the
results of this study. They established that the state, as well as
local authorities, should ensure this process, both by stimu-
lating interaction between community representatives and
by forming external relations. This is common between both
studies, which emphasized the priority of preserving social
infrastructure in rural territorial communities, such as post
offices, railway stations, bank branches. The researchers be-
lieved that an effective approach is the development of state
programs aimed at involving local stakeholders in the im-
provement of territorial communities. As a result of this,
local action groups are formed, which correspond to the
development and implementation of various development
strategies. This approach was also mentioned in the results
of this study. In this case, both works share a description
of the principles on the basis of which programs for the
development of the social capital of territorial communi-
ties should be developed. Among them, a local approach;
interaction; vertical relations “bottom up”; involvement
of community members in management; innovativeness;
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cooperation. In addition, there is a common conclusion
about the structure of such programs, which should con-
sist of local action groups; effective development strategies;
specifically, defined areas of application of the program.

Community networks have been instrumental in as-
sisting displaced populations in the reconstruction of their
lives, offering both emotional and practical assistance. In
regions such as Ivano-Frankivsk and Khmelnytsky, where
local networks have been particularly robust, communities
have collaborated to create opportunities for displaced en-
trepreneurs. These include the provision of resources such
as temporary workspaces, access to local markets and fi-
nancial support through community-driven crowdfunding
initiatives. Such a collective response serves not only to
mitigate the economic impact of displacement but also to
reinforce the social fabric of these regions, thereby facilitat-
ing a more rapid recovery from the economic disruptions
caused by the war (Berdar et al., 2024).

During the study of the specifics of the development
of the social capital of territorial communities, special at-
tention should be paid to the risks arising in this process.
This position is taken by I. Saz-Gil et al. (2021), who’s in
their work highlighted various problems that arise during
the formation and provision of social capital. This study
also emphasized the priority of studying risks and em-
phasized the expediency of overcoming them. First of all,
the researchers revealed the problem of social exclusion of
community representatives who do not agree to accept lo-
cal social norms. In addition, they singled out the risk of
developing xenophobia, as well as intolerance to the new
in society. Thus, the work has in common the identification
of the uneven involvement of different social groups as an
important problem that negatively affects the development
of social capital. Based on this, it can be noted that the main
advantage of the effective implementation of this process is
the opportunity to ensure the development of informal rela-
tionships between representatives of various social groups,
as well as members of the territorial community. The com-
mon conclusion is that the development of social capital
allows revealing the mental characteristics of citizens, pe-
culiarities in their behaviour and approaches to commu-
nity management. It is imperative to recognise the pivotal
role of social capital in post-war recovery. Communities
with higher levels of trust and cooperation, as evidenced
in the western regions of Ukraine, have demonstrated re-
silience in the face of economic challenges brought on by
the conflict. The capacity of these communities to mobilise
resources and provide support for entrepreneurial activi-
ties serves to illustrate the pivotal role that social capital
plays in fostering long-term economic stability. In contrast,
regions exhibiting diminished social capital, such as those
situated in proximity to conflict zones, have encountered
significant challenges in their economic recovery. This un-
derscores the imperative for targeted initiatives aimed at
restoring social cohesion and trust in these regions.

The analysis and selection of approaches to increase
the efficiency of the social capital development process in
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various territorial communities presupposes a primary
study of social values, as well as social norms. According to
R. Musavengane & R. Kloppers (2020), this stage is man-
datory during the formation of programs to ensure the
above-mentioned process. This approach coincides with
what was revealed in this study, as it allows to determine the
conditions under which the development of social capital
occurs in specific territorial communities. First of all, the
researchers emphasized the priority of the family and the
closest social environment for representatives of different
communities. In addition, he pointed to the low degree of
involvement of citizens in public life, in particular outside
the boundaries of their own family. Common between the
works is the identification of such a condition as the average
level of social trust. In this case, the level of trust manifested
in different subjects was investigated, and it was also estab-
lished that the greatest trust is in the members of one’s fam-
ily. The researchers also emphasized the close connection
of community members with their neighbours, which pos-
itively affects the development of the social capital of terri-
torial communities. The common conclusion is that a high
level of trust is also reflected in the relations of citizens with
religious organizations. Accordingly, the disclosed relation-
ships reflect the specifics of the development and consoli-
dation of social capital in various territorial communities.

One of the components of the qualitative process of
social capital development is the interaction between com-
munity members and the authorities (Hysi et al., 2024).
This issue was analysed in his research by W. Man-
drysz (2020), who established that it is advisable to consid-
er the involvement of residents as a two-way process, which
involves both taking into account their interests during the
selection of approaches to the development of the territory,
and their activation. This was also mentioned in this study,
namely, the specifics of the implementation of measures
aimed at involving community members in its develop-
ment were described. What is common between the works
is the identification of the principles based on which the
implementation of this process should take place. Among
them, goal setting; participation limits; equal access; toler-
ance; as well as feedback. At the same time, the research-
er also paid attention to promising methods for involving
local self-government bodies of community members in
joint management activities. He singled out the method of
informing as one that involves providing citizens with ac-
cess to up-to-date and objective information, which leads
to conveying to the public the essence of a social problem.
Such an approach was also mentioned within the frame-
work of this study; accordingly, it was emphasized that in-
forming all layers of the territorial community contributes
to increasing their awareness in the sphere of public life.
Common among the studies is the conclusion that inform-
ing citizens about the state of development of social capital
can be carried out using various communication channels,
in particular official websites, blogs, and social networks.

E Chen et al. (2023) also paid attention to ways of in-
creasing the effectiveness of cooperation of community
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members with local self-government bodies, while reveal-
ing the essence of the method of consultation and interac-
tion. They established that the consultation process should
provide management bodies with the opportunity to receive
feedback from citizens regarding a specific problem in the
community. This study also analysed various forms of con-
sulting community members in the process of developing
social capital. The researchers indicated that an effective ap-
proach to the implementation of counselling is the diversifi-
cation of interaction methods. For example, they suggested
organizing long-term consultations for those subjects who
show the greatest interest in the relevant public issue. With-
in this work, various consulting methods were also revealed,
including surveys, public hearings, community-based edu-
cational programs and advisory groups. Thus, the conclu-
sion about the expediency of organizing the interaction of
local self-government bodies with citizens through con-
sultations is common among the studies. The works de-
scribed the advantages of this approach and determined
its impact on the dynamics of social capital development.

M. Igalla et al. (2020) revealed them in their research,
in particular, they pointed to the development and consoli-
dation of stable relationships between local authorities, res-
idents, as well as other interested entities in the community.
Within the framework of this study, it was also emphasized
that the development of social capital provokes an increase
in the self-government body’s awareness of the needs, in-
terests, and wishes of various members of the community,
as well as representatives of social groups. Accordingly, the
common position is that with the help of strengthening ties
between different parts of the community, the legitimacy of
local authorities is increased, and the level of non-accept-
ance of various management decisions by citizens’ decreases.

Based on the above, it can be established that the po-
sitions of various researchers regarding the organization of
qualitative interaction between the community and the gov-
erning bodies coincide. This is explained by the fact that this
indicator affects not only the development of individual so-
cial groups, but also the community as a whole. Taking this
into account, it is worth noting that the successful develop-
ment of the social capital of the territorial community is im-
possible without ensuring effective cooperation and the de-
velopment of trusting relations between its various parties.

Conclusions

The advancement of social capital within territorial com-
munities is of paramount importance for the stimulation of
local economic recovery and entrepreneurial success, par-
ticularly in light of the challenges currently facing Ukraine.
Social capital, defined as the networks of relationships,
trust, and norms within communities, provides the foun-
dation for individuals and groups to collaborate toward
shared goals. This collective endeavour, based on mutual
trust, serves as the bedrock for local economic resilience. It
can be observed that communities with robust social capi-
tal are better positioned to withstand economic disruptions
resulting from conflict and displacement. They are better
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equipped to rebuild and encourage entrepreneurship by
leveraging these connections. The experience of countries
that have achieved successful outcomes demonstrates that
social capital with positive features should be a principal
instrument in the management of local development. The
presence of social capital has been demonstrated to have a
positive impact on economic outcomes, as well as on the
quality of community governance and the level of civic par-
ticipation. The principles of shared interest in solving com-
mon problems, transparency, and diverse forms of public
participation create an environment in which community
members contribute to social and economic initiatives,
thereby driving local development.

The research findings in Ukraine reveal considerable
regional disparities in social capital, which exert a pro-
nounced influence on economic outcomes. For instance,
in localities with robust social networks, such as those in
Lviv and Vinnytsia, regional economic growth has been
more pronounced, with elevated rates of job creation and
entrepreneurial activity. These regions have utilised their
social capital to attract investment, provide support for
small and medium-sized enterprises, and foster civic en-
gagement, which serves to enhance economic resilience.
In contrast, regions such as Donetsk and Luhansk, which
have experienced the erosion of social capital as a conse-
quence of armed conflict and population displacement,
are confronted with more significant obstacles in the re-
construction of their social structures and economies. In
these regions, the weakening of social networks and a lack
of trust have constituted significant obstacles to recovery,
thereby limiting opportunities for entrepreneurship and
economic growth. This contrast serves to illustrate the piv-
otal role that social capital plays in determining the resil-
ience of territorial communities.

The prospective evolution of social capital in Ukraine
is contingent upon the capacity of the state to guarantee
security and provide conducive living conditions, thereby
facilitating the reconstruction of more robust networks and
the enhancement of trust among residents. In an optimistic
scenario, state support for community initiatives, in con-
junction with the restoration of infrastructure, will result in
favourable outcomes for the development of social capital,
thereby creating an environment conducive to entrepre-
neurship and local growth. Nevertheless, should the dete-
rioration of social capital persist due to the prolongation
of conflict, communities may encounter difficulties in their
economic recovery. A weakening of social bonds may result
in an increase in migration, unemployment and a reduc-
tion in civic engagement, which could further impede local
recovery efforts. It is therefore recommended that policies
aimed at rebuilding social capital should prioritise the res-
toration of trust, access to resources and inclusive civic par-
ticipation in the context of post-war recovery.

Social capital will undoubtedly be a pivotal factor
in Ukraine’s post-war recovery. The restoration of ro-
bust social networks and the fostering of trust will facil-
itate the restoration of livelihoods, the creation of new
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rpoma/ Iijj yac BOEHHMX Jill B YKpaiHi Ta y mic/IABOEHHMI ITepiof
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Semenenko et al.

Abstract. The purpose of this study was to examine the impact of human resources policy on the economic efficiency
of the armed forces, with a focus on cost optimisation and combat readiness. The study analysed human resource
management models, including contract recruitment, long-term workforce planning, short-term training programmes
and rotation, and their impact on economic performance in the armed forces of countries such as the United States, the
United Kingdom, Germany, Sweden, Canada, Australia, Israel, France, Italy, Spain, India, Romania, Pakistan, Norway,
and Ukraine. Furthermore, a comparative analysis of the defence sector of these countries was conducted, with a special
focus on the personnel policy of the Ukrainian defence sector. The study also conducted a SWOT-analysis of these models,
which helped to assess their strengths and weaknesses, opportunities and threats to the economic efficiency of the defence
sector. Specifically, contract recruitment provides flexibility in staffing levels but can lead to low staff loyalty, while long-
term workforce planning promotes stability but requires significant investment. The findings showed that effective career
planning, exacting standards of recruitment, regular training, and social support are key factors that contribute to cost
optimisation and staff stability. Furthermore, the integration of technological training improves resource efficiency and
reduces maintenance costs. The SWOT analysis demonstrated that a hybrid model that combines elements of different
approaches ensures adaptability in crisis situations but requires careful management due to the heterogeneity of the
workforce. Based on the findings, the study offered recommendations for optimising human resources policy to increase
the cost-effectiveness of the armed forces, particularly through flexible recruitment programmes, the use of civilian
specialists for non-critical positions, and the integration of reservists to perform support tasks in crisis conditions, with
a detailed analysis of their implementation in the Ukrainian defence sector. The findings confirm that a balanced human

resources policy allows maintaining combat readiness while reducing overall defence sector costs

Keywords: military resources; national security; personnel management in the army; security sector; army financing

Introduction

Changes in the global security environment, driven by in-
tensifying geopolitical conflicts, rising military budgets, and
technological advancement, make the defence sector a crit-
ical element of national security. Therewith, governments
are increasingly faced with the need to manage resources
efficiently to ensure that their armed forces are as effective
as possible within limited financial means. The issue of
optimum personnel policy has become one of the central
aspects of the economic efficiency of military structures.

Integrating the principles of economic management
into the personnel policy of the armed forces allows strik-
ing a balance between costs and the effectiveness of mili-
tary operations. At the same time, considering the unique
needs of the defence sector, the study of mechanisms that
contribute to both cost reduction and efficiency improve-
ment becomes necessary for the development of modern
defence management strategies.

Human resources policy and economic management
are vital elements that influence the functionality and ef-
fectiveness of the armed forces (Gavrysh et al., 2024). With
limited resources, effective personnel management is cru-
cial for maintaining defence capabilities.

D. Clarke (2021) emphasised the significance of civ-
il-military relations and their effect on personnel decisions
in the defence sector. The researcher noted that coordina-
tion between civilian and military leaders contributes to
the optimum allocation of resources, especially in recruit-
ment and training. This ensures a more stable and predict-
able personnel policy in the face of uncertainty. N. Ma-
lik (2024) explored the political economy of the defence
sector in the case of Pakistan. The researcher highlighted
the role of a strategic approach to education and training of
military personnel, which affects the optimisation of costs
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in the sector. N. Malik emphasised that priority funding of
military educational institutions can reduce the cost of sup-
plementary education and training.

J.M. Ortiz-Villajos &].J. Martos-Go6mez (2023) analysed
the modernisation of the Spanish armed forces, focusing
on the economic aspects of defence. Their study found that
careful financial management in the defence sector, includ-
ing investments in human resources, is a key factor in in-
creasing efficiency and reducing costs. The researchers not-
ed that effective modernisation involves not only improving
technical performance but also optimising human resourc-
es costs, which is a prominent aspect of the overall strategy.

Current research in the field of human resources policy
and defence economicsis actively exploring the issue of opti-
mising costs and increasing the efficiency of the armed forces
through improved human resources management. Within
the framework of this review, it is important to focus on the
various approaches and findings obtained by researchers.

A. Calcara & L. Simén (2024) analysed the coopera-
tion between France and Germany in the context of the
development of the European defence industry. They em-
phasised the significance of collective efforts in the defence
sector to achieve economic efficiency, specifically through
the coordination of human resources policies and cost ra-
tionalisation. T. Dyson & Y. Pashchuk (2022) examined the
learning and adaptation process of the Ukrainian Armed
Forces during the conflict in Donbas, focusing on the im-
plementation of feedback processes and ‘lessons learned..
Their study showed that systemising human resources pro-
cesses can increase efficiency and reduce resource losses in
a protracted conflict.

M. Dominguez et al. (2023) assessed productivity
changes in North Atlantic Treaty Organization (NATO)
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countries with a focus on the impact of economic perfor-
mance on the defence sector. The researchers concluded
that the productive use of resources, specifically through
workforce planning, positively affects defence capability
by minimising costs. P.Y. Lindgren & A. Ofstad Prester-
ud (2021) examined unemployment and recruitment in the
Norwegian armed forces, highlighting the economic bene-
fits of recruitment during periods of high unemployment.
Their study showed a strong correlation between the labour
market and personnel policy, which affects cost optimisa-
tion in military structures.

Despite considerable interest in the issue of effective
management of defence resources, some aspects, such as
the relationship between costs and human resources poli-
cy, are still understudied. Existing studies, such as those by
E Coticchia & EN. Moro (2023), focused on the problems
of adapting armed forces to modern conflicts, but lacked
a detailed analysis of the impact of human resources poli-
cy on cost reduction. M.H. Danley (2023) raised the issue
of resource availability for military structures, but did not
provide a clear understanding of how cost-effective human
resources management can improve the financial perfor-
mance of the defence sector.

The purpose of this study was to identify effective
approaches to human resources policy that contribute to
cost optimisation and efficiency in the armed forces. The
study sought to identify the links between human resources
management and cost-effectiveness in the defence sector,
as well as to analyse concrete human resources strategies
that can reduce costs without compromising defence capa-
bilities. The tasks of the study were as follows:

« to identify the key factors that influence the effective-
ness of personnel policy and cost optimisation;

« to analyse the models of personnel management
in the armed forces of different countries to assess their
cost-effectiveness;

« to establish the relationship between economic effi-
ciency and personnel policy in the armed forces;

« to develop recommendations for the implementation
of human resources strategies to reduce costs without los-
ing combat capability.

Materials and Methods

The study of human resources policy and economic efficien-
cy of the armed forces was based on the analysis of academic
sources, strategic reports of defence ministries, and statistics
from national and international resources. The study cov-
ered the defence structures of various countries, including
NATO member states, the EU, and other states with devel-
oped defence systems — the United States, the United King-
dom, Germany, Sweden, Canada, Australia, Israel, France,
Italy, Spain, India, Romania, Pakistan, Norway, and Ukraine.

The primary sources of information included analyti-
cal reports of the Ministry of Defence of the United King-
dom (2024), which cover issues of economic efficiency
and human resources policy. Other valuable sources were
the analytical materials of the Department of Defence of
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the United States (2024), covering defence resource man-
agement and the specifics of human resources policy in
the armed forces, as well as the strategic review of Aus-
tralia’s defence policy, which highlights its specifics in the
field of human resources management (Australia’s 2023
defence..., 2023). The study also considered the strategic
commentary on the reform of India’s defence system, which
highlighted changes in personnel policy and resource man-
agement (India’s defence transformation, 2022).

The key research methods used were content analysis,
comparative analysis, and SWOT analysis. Content analysis
was used for a systematic review of scientific sources and
strategic documents, which helped to identify key human
resources factors that affect the economic efficiency of the
armed forces. This method provided a structured approach
to exploring various aspects of human resources policy, in-
cluding professional selection, training, social support, and
technological support. The comparative analysis helped to
evaluate different models of human resources management
in the armed forces of different countries, comparing their
economic benefits, as well as their impact on combat read-
iness and operational sustainability.

A SWOT analysis was used to comprehensively assess
the human resource management models. This method
helped to identify the strengths, weaknesses, opportunities
and threats to each model of human resources policy. The
SWOT analysis was particularly useful in identifying the
advantages and disadvantages of approaches such as con-
tract recruitment, long-term planning, short-term train-
ing programmes, intensive training rotation, and hybrid
models. The SWOT analysis helped to assess which human
resources policy models are best suited to strike a balance
between cost-effectiveness and readiness.

This analysis formed the basis for the development of
recommendations for optimising human resources policy
in the armed forces. Through a systematic review of sci-
entific sources and strategic documents, content analysis
helped to identify key human resources factors that affect
economic efficiency and combat readiness. A comparative
analysis of human resource management models in various
countries helped to assess their economic feasibility and ef-
fectiveness in specific contexts.-

To ensure the reliability of the data, the study used stand-
ardised cost and combat capability indicators recommend-
ed by international analytical institutions such as the Stock-
holm International Peace Research Institute (2024) and the
European Defence Agency (2024), which offer unified ap-
proaches to assessing the effectiveness of defence structures.

Results

The effectiveness of human resources policies in the armed
forces significantly affects the overall economic sustaina-
bility of the defence sector. Careful planning, recruitment,
training programmes, and social support are crucial for
optimising personnel costs and maintaining combat ca-
pability. A content analysis of current research and stra-
tegic reports from defence ministries in various countries
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revealed a series of key factors that influence the effective-
ness of human resources policy.

Effective career planning contributes not only to staft
motivation, but also to staff stability, reducing the need for
frequent recruitment. Many countries, such as the Unit-
ed States and the United Kingdom, are actively imple-
menting career planning systems that allow personnel to
see their growth prospects. This includes gradual promo-
tion of military personnel based on their experience and
qualifications. This approach reduces the costs associated
with recruitment and extra training of new recruits and
prevents shortages of specialists. Career planning systems
that ensure gradual advancement can reduce staft turnover
and stabilise personnel, which positively affects the over-
all effectiveness of the armed forces (Edstrom & Gyllens-
porre, 2023). The cost of extra education and training of
new personnel is then reduced by maintaining a stable staff.

Exacting standards of recruitment are critical to en-
suring the quality of the armed forces. Selection based on
specific qualification requirements helps to reduce training
costs, as candidates with basic skills and knowledge are
attracted at the recruitment stage. For instance, Germany
and Sweden have strict requirements for recruits, includ-
ing psychological tests, physical fitness, and technical skills
(Panesar, 2022). Selection based on high standards ensures
that quality personnel are ready for service without the
need for lengthy extra training. It also contributes to cost
savings by reducing the number of individuals who do not
complete their contract due to inadequate performance.

Continuing education and training are key aspects
of maintaining the competence of military professionals.
The lack of regular professional development can lead to a
loss of relevant knowledge and skills, which affects overall
performance. Lifelong learning systems, including regular
training and courses, help to maintain the professional
readiness and flexibility of military personnel. Investing

in training contributes to long-term cost-effectiveness by
reducing the need to constantly recruit new personnel.
It also reduces the cost of specialised training, as trained
personnel are more easily adaptable to changing service
conditions.

Social support and psychological support are crucial
for retaining personnel in the armed forces, reducing the
cost of frequent recruitment and replacement. The psy-
chological well-being of military personnel directly affects
their readiness to perform tasks. In NATO countries, in-
cluding the United Kingdom and Canada, psychological
care and support programmes are being implemented for
military personnel and their families. Such programmes
help to maintain a stable workforce and reduce the costs
associated with staff turnover. Support aimed at the psy-
chological well-being of the military considerably reduces
stress levels and improves morale, which positively affects
the effectiveness of the armed forces.

Modern armed forces require not only physical train-
ing but also skills in working with the latest technologies.
The use of modern equipment requires an adequate level of
knowledge and skills from military personnel, and there-
fore technology training is becoming a priority. Military
personnel with technological skills can use resources more
efficiently, which reduces the overall cost of servicing and
maintaining equipment.

The introduction of technology into personnel training
also provides flexibility in solving complex tasks requiring
specialised knowledge and helps reduce the cost of lengthy
training of new personnel. The use of technologically skilled
personnel is becoming a crucial component of a successful
human resources policy focused on cost-effectiveness.

For a more detailed study of these factors, a table was
compiled to illustrate the key factors of human resources
policy and their effect on economic performance in the
armed forces of various countries (Table 1).

Table 1. Key factors of personnel policy in the armed forces and their effect on economic efficiency

Personnel policy factor

Description

Effect on economic indicators Countries

Systematic promotion of staff
based on experience and
qualifications

Career growth planning

Reduces staff turnover and
recruitment costs

United States, United
Kingdom, India

Strict selection of recruits
according to psychological,
physical, and technical standards

Professional selection

Reduces the cost of extra training

and dropout rates Germany, Sweden

Qualification Regular training and development
improvement and programmes to maintain
training professionalism

and the cost of specialised training

Reduces the need to replace staff Canada, Australia

Psychological support and social
security programmes for the
military and their families

Social support and
psychological care

Reduces stress levels and
replacement costs due to staff
turnover

United Kingdom, Canada

Training staff to work with the

Technological support latest technologies

Increases resource efficiency and

. Israel, United States
reduces maintenance costs

Source: created by the authors based on data from the Department of National Defence supports the Canadian Armed
Forces (n.d.), Israel's Ministry of Defence (n.d.), India’s Ministry of Defence (n.d.), Ministry of Defence of Pakistan (n.d.),
Ministry of Defence of Ukraine (n.d.), Australia’s 2023 Defence Strategic Review (2023), Ministry of Defence of the United
Kingdom (2024) and Department of Defence of the United States (2024), European Defence Agency (2024), Stockholm
International Peace Research Institute (2024)
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To illustrate the effectiveness of the above factors, it
is useful to provide a graph comparing the costs of key
aspects of personnel policy, such as training and social

support, and their effect on the overall effectiveness of the
armed forces in the most defensively effective countries in
Europe (Fig. 1).
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Figure 1. Comparison of the costs of various factors of human resources policy in selected European countries
Source: created by the authors based on data from A. Calcara & L. Simén (2024)

In the case of Ukraine, the personnel policy of its de-
fence sector is aimed at adapting to new security challeng-
es, increasing the professionalism of military personnel,
and ensuring proper training of personnel. One of the key
aspects is the professionalisation of the Armed Forces of
Ukraine, which involves a gradual transition from conscrip-
tion to contract staffing (Kormych et al., 2024). This allows
improving the quality of personnel training and ensuring
a greater level of reliability in the face of modern threats.

Training and retraining of military personnel are also
being actively reformed. Ukrainian military educational
institutions, including the National Defence University of
Ukraine, are adapting their training programmes to NATO
standards, involving international partners, which increas-
es the level of professionalism among officers and sergeants
(Shahini et al., 2024). Particular attention is paid to psy-
chological support and rehabilitation of servicemembers,
considering the conditions of combat operations. Psycho-
logical support and rehabilitation programmes after com-
bat situations help to reduce the rate of dismissals due to
psychological problems and maintain personnel stability
in military units. Social protection of servicemembers and
their families is another crucial element of the personnel
policy. Programmes are in place to improve housing con-
ditions, medical care, access to education, and retrain-
ing after military service. These measures are intended
to raise the prestige of the military profession, attracting
new candidates to military service. Ukraine also seeks to
ensure gender equality in the armed forces by developing
programmes that promote the role of women in the mil-
itary. This allows expanding the personnel base and in-
corporating gender aspects into personnel management.
Another major area of personnel policy is the integration
of NATO standards, which involves adapting training, per-
sonnel management, and social support methods to the Al-
liance’s standards (Kostyuk & Brantly, 2022). This helps to
strengthen defence structures and increases the efficiency
of human resource management.

Scientific Bulletin of Mukachevo State University. Series "Economics”, 11(4)

Furthermore, considerable attention is paid to fighting
corruption and ensuring transparency of personnel policy,
which increases trust in military structures and ensures
more efficient use of resources. However, challenges per-
sist in the form of the need for extra funding to implement
programmes, strengthen human resources in the context
of military conflict, and further implementation of new
training standards that capture the current experience of
combat operations.

Economic efficiency in the defence sector largely de-
pends on the chosen human resources management model.
Countries use varying approaches to recruitment, training,
and retention of military personnel, aimed at reducing costs
and increasing functional efficiency. Contract recruitment
is an effective way of managing personnel, used in many
countries to reduce staffing costs. This model involves
short- or medium-term contracts, which allows for flexible
management of staffing levels to adapt to current defence
needs. Engaging civilians to fill non-critical positions in
the defence sector also contributes to cost savings, as the
salary fund for such positions is lower. Employing civilians
in positions such as logistics and administration reduces
overall costs while maintaining a strong level of function-
ality (Yatsiv et al., 2024). This approach allows spending to
be focused on key combat personnel, thus increasing the
efficiency of the defence sector overall.

In countries that prioritise staft stability and profes-
sional growth, the long-term workforce planning model
is actively used. This model is aimed at supporting highly
qualified specialists by providing them with career pros-
pects and long-term contracts. This approach helps to re-
duce the cost of permanent recruitment and increases the
motivation of the military to stay in service for a long time.

A. van Vark (2021) highlighted that long-term
workforce planning reduces the costs associated with
personnel replacement and contributes to the formation
of highly professional personnel. In the case of Norway,
for instance, the implementation of long-term contracts
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for key personnel has increased efficiency while reduc-
ing the number of recruitments and the cost of training
new personnel.

In cases where the defence sector needs to recruit
personnel quickly for temporary or specialised tasks,
short-term training programmes can be effective. These
programmes are aimed at quickly teaching the basic skills
needed to perform particular tasks, including in emergen-
cy situations. The advantage of this model is that it reduces
training costs and responds quickly to current needs. The
use of short-term training programmes during periods of
increased tension enabled recruits to quickly adapt to con-
crete tasks without the need for long-term courses (Calis-
kan & Liégeois, 2020). This saves money in the short term,
especially when staffing needs are temporary.

The rotation of personnel with intensive training is
another model that allows for the efficient use of available
resources without incurring considerable extra costs. Mil-
itary personnel who already have basic training undergo
periodic training to develop new skills and improve their
qualifications. This provides flexibility in the distribution
of personnel to fill various positions and reduces the cost
of new recruitment.

In some countries, such as the United States and the
United Kingdom, defence institutions use hybrid human
resource management models, combining elements of
contract recruitment, long-term planning, and short-term
training programmes. This enables flexible adaptation of
the number and training of personnel depending on the sit-
uation. Thus, in cases of temporary threats or crises, short-
term contracts are used, while core staff are maintained on
long-term contracts. For example, hybrid models imple-
mented in Romania allow for operational readiness while
reducing the cost of long-term staffing (Jude, 2022). Such
a model demonstrates cost-effectiveness, allowing for opti-
mum resource management and increased functionality of
military structures.

SWOT analysis was applied to the human resourc-
es management models of the armed forces of countries
such as the United States, the United Kingdom, Germany,
Sweden, Canada, Australia, Israel, France, Italy, Spain, In-
dia, Romania, Pakistan, Norway, and Ukraine to examine
their characteristics in detail, which helped to identify the
strengths and weaknesses of each approach, as well as the
opportunities and threats they pose to the cost-effective-
ness of the defence sector (Table 2).

Table 2. SWOT analysis of personnel management models in the armed forces of the United States, the United Kingdom,
Germany, Sweden, Canada, Australia, Israel, France, Italy, Spain, India, Romania, Pakistan, Norway, and Ukraine

Parameter Description

Contract hiring: allows for flexible adaptation of the number of staff, reducing staffing costs.
Long-term workforce planning: ensures the stability and development of staff qualifications, reducing the cost
of frequent recruitment.

Rotation with intensive training: maintains staff flexibility and multifunctionality, avoids new recruitment.
Hybrid model: combines elements of multiple approaches to adapt to situational needs, optimising costs and
maintaining readiness.

Contract hiring: risk of low motivation due to the short-term nature of contracts, low loyalty to military service.
Long-term planning: requires high costs for long-term staff retention and career development prospects.
Short-term programmes: effective only for basic tasks; may reduce professionalism.

Hybrid model: can complicate personnel management due to the heterogeneity of approaches, especially when
different models are used simultaneously.

Engagement of civilian specialists: reduces costs by focusing military resources on combat positions.
Intensive training and rotation: reduces the need for new recruitment and allows for a stable level of expertise.
Hybrid models: Enables adaptation of the number and structure of personnel in case of emergencies or
temporary threats.

Long-term planning: reduces the cost of training new staff and stabilises the professional composition.
Dependence on short-term staff: may affect the ability to operate in case of a prolonged emergency.
High competition for skilled personnel: especially for civilian professionals, who are also recruited by the
private sector.

Unstable funding: may limit the ability to use long-term models and deploy hybrid approaches.

Risks of short-term programmes: insufficient training can affect operational effectiveness in complex tasks.

Strengths

Weaknesses

Opportunities

Threats

Source: created by the authors based on data from the Department of National Defence supports the Canadian Armed
Forces (n.d.), Israel’s Ministry of Defence (n.d.), India’s Ministry of Defence (n.d.), Ministry of Defence of Pakistan (n.d.),
Ministry of Defence of Ukraine (n.d.), Australia’s 2023 Defence Strategic Review (2023), Ministry of Defence of the United
Kingdom (2024) and Department of Defence of the United States (2024), European Defence Agency (2024), Stockholm
International Peace Research Institute (2024)

Such an approach helps not only to assess the extent
to which each model contributes to cost optimisation
and sustainment, but also to identify potential areas for

improvement. By considering contract recruitment,
long-term workforce planning, short-term training pro-
grammes, intensive rotational training and the hybrid
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model, the SWOT analysis provides a comprehensive as-
sessment of which model best meets the specific needs of
military structures in different situations.

Human resources policy in the defence sector is closely
linked to cost-effectiveness, affecting budgetary expendi-
tures and the maintenance of the armed forces’ combat ca-
pability. Establishing the link between personnel costs and
functional effectiveness requires the analysis of indicators
that reflect how investments in personnel policy affect pro-
ductivity, crisis resilience, and combat readiness.

Investments in personnel training and career devel-
opment support are a crucial factor in ensuring readiness.
Studies show that countries that invest heavily in training
and professional development demonstrate higher levels of
combat readiness and operational effectiveness. In cases of
crisis, such personnel adapt more quickly to new conditions,
having a better level of technical and strategic training.

Countries with a great level of investment in training,
such as the United States and the United Kingdom, main-
tain a consistently strong level of combat readiness and can
conduct military operations more effectively. The example
of Romania, where vocational training programmes are be-
ing actively implemented, demonstrates that such invest-
ments increase the efficiency of resource use and save on
the cost of hiring external specialists (Nemeth, 2024).

Providing social support for military personnel and
their families affects the economic efficiency of the defence
sector by reducing staff turnover and boosting morale. A
strong psychological resilience of personnel reduces the
costs associated with the replacement and rehabilitation of
military personnel facing severe stress.

An analysis by the RAND Corporation shows
that NATO countries, including Canada, are actively

implementing psychological support programmes for mili-
tary personnel, which helps to reduce the rate of dismissals
due to psychological problems and reduces the cost of re-
cruiting and training new personnel.

One key aspect of cost-effectiveness is investing in
technological skills training that enables the military to
effectively use modern equipment and innovative sys-
tems. The introduction of advanced technologies in mili-
tary training reduces the cost of maintaining equipment,
increasing productivity and functional readiness. In Eu-
rope, particular focus is being placed on the introduction
of technology into the defence sector, which considerably
increases the efficiency of using available resources. Train-
ing personnel to work with the latest technologies reduces
the cost of lengthy training and saves on the maintenance
and operation of equipment due to its more competent use.

Another major aspect is the ability of the military to
adapt to crisis situations, which depends on the effectiveness
of human resources policy. Countries that invest in long-term
retention strategies demonstrate a greater level of resilience
to unforeseen situations. Military personnel with experi-
ence and psychological resilience are better prepared to meet
challenges, which minimises the cost of crisis management.

The defence sectors of the countries considered in this
study demonstrate considerable diversity in their approach-
es to security, resource allocation, and strategic priorities.
The key factors that determine the specific features of the
defence structures of these countries include the military
budget, the number of military personnel, the technological
level, personnel training, the presence of a defence indus-
try, and membership in international security organisations
such as NATO or the EU (Hooker, 2022). A comparison of
these criteria in different countries is presented in Table 3.

Table 3. Comparison of the key parameters of the defence sector in various countries

Military budget

Country (USD bn)

(thsd people)

Number of military personnel

Membership in
organisations

Key defence priorities

Global security, nuclear

United States 801 1,380 NATO
deterrence
United Kingdom 68 148 European security, strategic NATO
deterrence
Germany 55 183 European security, NATO NATO, EU
Sweden 7 20 Territorial defence NATO
Canada 26 68 North American security, NATO
international missions
Australia a4 59 Regional seF:urlty in the Asia- ANZUS
Pacific region
Israel 24 170 Missile defence, regional security -
France 56 205 Nuclear deterren.ce, European NATO, EU
security
Italy 32 165 NATO, international missions NATO, EU
Spain 19 124 European security, NATO NATO, EU
India 77 1,450 Regional se.:curlty,vconfrontatlon _
with Pakistan
Romania 5 70 Regional security, modernisation NATO, EU
Pakistan 10 654 Confrontation wnh India, internal _
security
Norway 8 25 Territorial defence NATO
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Country Military budget

Number of military personnel

Table 3, Continued

Membership in

Key defence priorities

(USD bn)

Ukraine 44 700

(thsd people)

organisations

Defence against external
aggression, NATO support

Source: created by the authors based on data from the Department of National Defence supports the Canadian Armed
Forces (n.d.), Israel’s Ministry of Defence (n.d.), India’s Ministry of Defence (n.d.), Ministry of Defence of Pakistan (n.d.),
Ministry of Defence of Ukraine (n.d.), Australia’s 2023 Defence Strategic Review (2023), Ministry of Defence of the United
Kingdom (2024) and Department of Defence of the United States (2024), European Defence Agency (2024), Stockholm

International Peace Research Institute (2024)

Table 3 demonstrates considerable differences between
countries in terms of funding, personnel, and key defence
priorities, reflecting both national strategic objectives and
military capabilities. According to the table, the United
States has the largest defence budget in the world, which
allows it to invest heavily in advanced technology, intelli-
gence, and global military operations. The United Kingdom
and France also have high defence spending and maintain a
nuclear arsenal that provides strategic deterrence. Germa-
ny has been increasing its defence budget in recent years
due to NATO requirements and strengthening its defence
capabilities but has historically focused on European secu-
rity. Sweden and Norway have considerable forces to de-
fend their territories, with Sweden recently joining NATO,
increasing its strategic significance.

Canada and Australia are close allies of the United
States, supporting defence efforts globally, especially in
the Asia-Pacific region. Israel is noted for its defence inno-
vations, particularly in cybersecurity and missile defence
systems. India and Pakistan possess nuclear weapons and
are focused on regional defence, while both countries are
investing heavily in modernising their armed forces. Ro-
mania and Ukraine are actively modernising their defence
systems due to their proximity to conflict regions, with
Ukraine relying heavily on support from Western partners.
Italy and Spain have well-organised military forces that
support international missions of NATO and the UN.

Based on the study conducted, recommendations were
developed to improve the cost-effectiveness of the armed
forces by optimising human resources policies. The use of
human resources strategies that focus on long-term train-
ing, adaptability, social welfare, and technological training
can reduce costs without compromising the functional
readiness of the armed forces.

Flexible recruitment programmes are recommended
to maintain stability and reduce the cost of permanent re-
cruitment. This can include short-term contracts for per-
sonnel performing non-critical functions and long-term
contracts for highly qualified military personnel. Flexible
programmes enable the best use of resources, reducing
staffing costs. Long-term contracts also help to retain quali-
fied personnel, reducing the need for constant recruitment,
and cutting training costs. This approach reduces staff
turnover, which contributes to stability and cost savings.

An effective human resources policy involves contin-
uous training and development to ensure that staff can
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meet modern challenges (Novykova et al., 2022). It is rec-
ommended to develop regular professional development
programmes, including trainings, certifications, and spe-
cialised courses. Such programmes can reduce the cost of
training new recruits while ensuring the continuous devel-
opment of existing staft skills. Countries that invest in the
professional development of their military demonstrate a
greater level of cost-effectiveness, as trained personnel are
more easily adaptable to change. This reduces the cost of
extra training, as personnel maintain their qualifications at
the required level.

One of the key recommendations is to introduce psy-
chological support and social welfare programmes for mil-
itary personnel and their families. Creating a supportive
environment helps to retain personnel and boost morale,
which reduces the cost of frequent recruitment due to staff
turnover. Psychological support programmes reduce stress
levels, which helps to maintain stability and productivity.
Social programmes also help to support the military in cri-
sis situations, contributing to their ability to adapt. These
programmes include access to healthcare, financial aid, and
other social benefits that support strong staff engagement
and reduce the costs of dismissals.

Considering the rapid development of technology,
military personnel must be skilled in the use of modern
equipment. It is recommended to include mandatory tech-
nological training programmes in the personnel policy
to enable the military to adapt to the latest technological
systems. This will increase the efficiency of resource use
and reduce maintenance costs through skilful handling of
equipment. Investing in technology training can increase
the flexibility of personnel and their readiness to work in a
rapidly changing environment, while ensuring long-term
cost-effectiveness. Preparing the military to use technology
reduces maintenance costs and increases productivity.

To reduce costs in non-security-critical areas, it is rec-
ommended to engage civilian specialists, such as logisti-
cians, administrators, and medical personnel. The use of
civilians to perform support functions can reduce salary
costs, as civilian personnel are usually cheaper than mili-
tary personnel (Kyrylov et al., 2024). Civilians can provide
support services, allowing the armed forces to focus on
core combat missions without having to divert resources
to support functions. This reduces the cost of providing
military personnel for non-critical functions, leaving more
resources to maintain combat readiness.
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To continuously improve the personnel policy, it is rec-
ommended to introduce systems of feedback and regular
evaluation of personnel. This allows problems, such as low
productivity or lack of motivation, to be promptly identi-
fied and corrective action taken. Evaluation programmes
help to improve the effectiveness of human resources pol-
icies and ensure that resources are used accurately to meet
staff needs. Implementation of a feedback system and regu-
lar personnel assessment enables not only prompt identifi-
cation of problems, but also the development of individual
development plans for staff. This approach increases em-
ployee motivation as they gain a clear understanding of
their strengths and areas for improvement. Furthermore,
assessments allow for efficient allocation of human resourc-
es by identifying which skills and competencies should be
strengthened within the human resources policy.

Assessment systems also promote transparency in
career development decisions, which increases staff trust
in management. Regular feedback ensures more effective

communication between service members and command-
ers, fostering a culture of openness and support. Military
service is often associated with elevated stress levels, which
can lead to staff exhaustion. The introduction of flexible
working arrangements and leave opportunities, especial-
ly for personnel in difficult environments, can help to in-
crease productivity and reduce the risk of turnover. Flex-
ible schedules allow for a work/life balance that positively
affects efficiency at no extra costs.

The use of reservists to perform auxiliary or tempo-
rary tasks can greatly reduce the cost of maintaining per-
manent staff. Reservists are deployed on an ad hoc basis,
which reduces the cost of permanent staff while ensuring
that functionality is maintained in crisis situations. The use
of reserve forces increases the flexibility and efficiency of
the defence sector. To summarise all the recommendations,
a table was compiled that shows their key economic ad-
vantages and benefits for maintaining the readiness of the
armed forces (Table 4).

Table 4. Recommendations for optimising the personnel policy of the armed forces:
economic benefits and advantages for combat capability

Recommendation Description

Advantages for combat

Economic benefits capability

Flexible hiring programmes

and long-term contracts .
recruitment costs

Introduction of short-term and
long-term contracts to reduce

Reduces the cost of frequent

recruitment Ensures personnel stability

Support for professional
development and continuous

) for current personnel
learning

Regular training and certification

Reduces the cost of training
new recruits

Ensures highly qualified
personnel

Social support and

Social support and psychological

Improves the morale of the
Reduces personnel turnover

psychological resilience support programmes military
Technological training and Training personnel to work with . Increases technological
. Reduces maintenance costs -
competence development modern technologies readiness

Engagement of civilian

specialists for non-critical
support roles

Engagement of civilians in

Reduces payroll costs Focus on combat functions

functions
Feedback and evaluation Regular evaluation of personnel Optimises the use of Maintains a strong
programmes performance to adjust policies resources productivity level
Flexible service and leave Introduction of flexible working Supports the psychological
Reduces turnover costs .
schedules hours to reduce stress health of the military

Use of reserve forces "
perform auxiliary tasks

Engagement of reservists to

Reduces the cost of a
permanent staff

Increases flexibility in times
of crisis

Source: created by the authors

Table 4 illustrates key recommendations that can
substantially improve the cost-effectiveness of human re-
sources policy in the armed forces without compromising
combat capability. Each of the strategies presented has con-
siderable economic benefits, including reduced personnel
costs, optimised resources and reduced turnover. At the
same time, these measures contribute to boosting morale
and resilience of personnel to stress, as well as maintaining
a strong level of combat readiness.

The proposed approaches allow the armed forces to
adapt flexibly to changing conditions, ensuring a balance
between costs and the need for qualified personnel. Thus,
the implementation of these recommendations will con-
tribute not only to the stability of personnel, but also to the

Scientific Bulletin of Mukachevo State University. Series "Economics”, 11(4)

efficient allocation of resources, which is critical for long-
term sustainability and successful defence tasks.

For Ukraine, which is in the midst of an active mili-
tary conflict, the implementation of recommendations to
optimise human resources policy is a crucial step towards
strengthening the combat capability and economic sustain-
ability of the armed forces (Dzhulai, 2023). Considering
the prominent level of personnel mobility and the need
to maintain morale, it is advisable to introduce flexible re-
cruitment programmes and contracts of various durations.
This will help reduce the cost of permanent recruitment and
ensure stability in military units, especially at the frontline.

Professional development and continuous training are
essential to improve the skills of existing personnel, which,
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in the context of the rapid introduction of modern military
technologies, will help optimise the cost of training recruits
and ensure high readiness for complex tasks. Psychological
support and social care for the military and their families
are also critical in the context of prolonged hostilities. Psy-
chological support programmes will help to reduce person-
nel turnover and maintain military morale, which is essen-
tial for maintaining combat capabilities.

Furthermore, the development of technological com-
petencies among personnel will enable them to effective-
ly use the latest defence and communications equipment,
which will help to increase the technological readiness of
the Armed Forces of Ukraine and reduce equipment main-
tenance costs. The use of civilian specialists to perform sup-
port tasks, such as logistics, technical support, and medi-
cal care, will allow military specialists to focus on combat
functions, optimising salary costs, and increasing the over-
all effectiveness of the defence capability.

The use of reservists to support auxiliary tasks will help
Ukraine maintain flexibility in crisis situations by providing
an operational reserve for combat operations. Implementa-
tion of these recommendations will allow Ukraine to in-
crease combat capability, optimise the use of resources and
stabilise the personnel, whichis crucial for successful defence
and national security in the face of prolonged confrontation.

Discussion

The analysis of the study findings showed the value of an
integrated approach to human resources management in
the armed forces to enhance economic sustainability and
combat capability. Key aspects, such as career planning,
selection standards, professional development, and social
support, have a decisive impact on the efficiency and sus-
tainability of the defence sector. Comparing these findings
with those of other authors allows assessing the consistency
of the results and highlighting areas for further research.
H. Edstrom & D. Gyllensporre (2023) confirmed that
career planning systems that provide gradual promotion
and development prospects reduce staff turnover and con-
tribute to cost savings. This is in line with the findings of the
present study on the role of career planning as a method of
stabilising the workforce and reducing recruitment costs. At
the same time, M. Mantovani & R. Miillhaupt (2021) noted
that long-term career development programmes can create
an incremental burden on the budget due to long-term de-
velopment investments. The above findings, while confirm-
ing the high cost-effectiveness of this approach, point to the
significance of balancing investments in career development
with short-term staffing needs to avoid budget overload.
Recruitment standards, as evidenced by R. Pane-
sar (2022) and the present study, also significantly affect
the cost-effectiveness of the armed forces. The analysis
noted that strict requirements for candidates, including
psychological and physical tests, reduce training costs and
ensure better readiness of recruits. This is consistent with
the findings of M. Mantovani & R. Miillhaupt (2021), who
also emphasised that strict selection standards contribute

Scientific Bulletin of Mukachevo State University. Series "Economics”, 11(4)

to the retention of highly qualified personnel. However,
T. Bunde (2021) pointed out that excessive standardisation
of requirements can limit access to military service for in-
dividuals with potentially useful skills, which can reduce
the adaptability of the armed forces. Thus, the question of
the optimum level of selection rigour requires further study
to determine the balance between quality and flexibility.

Professional development and regular training of per-
sonnel are also important aspects of cost-effectiveness, as
the study showed. Maintaining the skills of the military at
a certain level helps to maintain readiness and avoid extra
costs for personnel replacement. These findings are consist-
ent with those of A. Connelly & S. Loong (2023), who also
emphasised the value of investing in continuous training
to improve the overall effectiveness of the armed forces. At
the same time, J. Horncastle (2022) pointed out the need
to adapt training programmes to rapidly changing defence
technologies, which requires a more flexible approach than
conventional training methods.

Social support and psychological support, as confirmed
by the present study, are critical to maintaining the stabili-
ty of the personnel and saving on permanent recruitment.
This is consistent with the findings of I. Antai et al. (2023),
who emphasised the role of social programmes in staff re-
tention. However, J. Horncastle (2022) also indicated that
social support can become an incremental financial burden
for defence budgets if not integrated into a broader human
resource management strategy. Thus, the findings highlight
the significance of a balance of social support to maintain
economic sustainability.

The analysis of the findings on the significance of tech-
nological training in the armed forces confirms the role of
technological skills in increasing economic efficiency. Pre-
paring the military to work with the latest technologies en-
ables efficient use of available resources, reducing the cost
of equipment maintenance, and increases flexibility and re-
sponsiveness in performing complex tasks. The findings of
this study are supported by F. Wenas Inkiriwang (2020), who
pointed out that investments in technological training are
essential for the operational diplomacy of the defence sector,
especially in the context of the active use of modern equip-
ment and increasing technical requirements for personnel.

Atthe sametime, S. Rolfe &I. Anderson (2022) study fo-
cusing on the needs of veterans indirectly corroborated the
value of technological training, as the adaptation of person-
nel to civilian life also often depends on the acquired techno-
logical skills. This shows that investments in technological
training have along-term impact on the social and economic
stability of personnel after service, which is consistent with
the findings on the economic feasibility of such policies.

The analysis of Ukraine’s defence human resources policy
highlights the significance of adapting to new security chal-
lenges, especially in the context of conflict and integration into
NATO standards (Ivanov et al., 2020). The findings showed
that professionalisation and social support for the service
personnel contribute to human resources stability and in-
crease the combat capability of the Armed Forces of Ukraine.

W\
\\\\



Personnel policy and defence economics...

B. Kormych et al. (2024) stressed the need for flexible
approaches to protection, including the creation of human-
itarian corridors, which requires personnel stability and
readiness. The study by N. Kostyuk & A. Brantly (2022)
on cyber warfare showed the limitations of interstate co-
operation in protecting infrastructure, which confirms the
role of technological training and highly qualified person-
nel. Psychological support, according to K. Kravchenko et
al. (2023), is critical for maintaining combat readiness and
reducing staff turnover.

The findings of the study on various models of person-
nel management in the armed forces confirmed that the
economic efficiency of the defence sector largely depends
on the choice of approach to recruitment, training, and re-
tention. Comparison with the findings of other research-
ers offered a deeper understanding of why certain models
provide higher functional efficiency and at the same time
contribute to cost reduction.

The findings on contracting and civilian recruitment
are consistent with those of D. Druck (2021), who analysed
approaches in Israel. The study noted that the reduction of
permanent staff in favour of contract workers allows saving
resources for strategically significant positions. However, ac-
cordingto M. Riemann & N.Rossi (2022), in crisis situations,
the contract model can pose challenges due to the instability
of the staff, which requires extra adaptation and planning.

The conclusions on the economicefficiency oflong-term
workforce planning coincide with those of H. Edstrom &
D. Gyllensporre (2023), who indicated that the Nordic coun-
tries, by investing in long-term staff retention, managed to
stabilise the workforce and reduce recruitment costs. At the
same time, V. Vignoli (2024) addressed the risks associated
with the costs of social support under such programmes,
especially when the country’s economic conditions
change, which can make long-term planning challenging.

The use of short-term training programmes was found
to be an effective way to respond quickly to crisis situations.
This conclusion is supported by India’s defence transforma-
tion (2022), which highlighted that short-term training
provides operational flexibility in emergencies. However,
V. Vignoli (2024) pointed out the limitations of short-term
programmes in cases where personnel need to be integrat-
ed into longer missions that require extra skills.

The rotational model with intensive training, according
to E. Sabatino (2022), allows maintaining a strong level of
competenceamong personnel without the need to constantly
recruit new personnel. The findings presented in this study
confirm this, demonstrating that rotation promotes flexibil-
ity and reduces the cost of new staft. Therewith, M. Riemann
& N. Rossi (2022) indicated that frequent rotation can lead
to staff attrition in cases of long and intense operations.

In terms of hybrid models, the study findings suggest-
ed that a combination of contract hiring, long-term plans,
and short-term training programmes can provide optimum
flexibility and savings. This is confirmed by S. Jude (2022),
who noted the effectiveness of hybrid models in the Roma-
nian context. However, D. Druck (2021) pointed out the
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potential difficulties in managing such a heterogeneous
workforce, which may require extra coordination costs.

The study showed that an effective personnel policy is
a key factor in the economic stability and combat capability
of the armed forces. The analysis of the data and their com-
parison with the studies of other researchers emphasise the
value of investing in training, social support, and techno-
logical skills.

B. Nemeth (2024) noted that investment in training
is crucial for maintaining combat readiness and effective
military operations, which is consistent with the results
presented in this study. Both Nemeth’s and the present
findings highlighted those countries with active training
programmes, such as the United States and the United
Kingdom, achieve stable readiness rates, which enables
faster response to crises and efficient allocation of resourc-
es. This is in line with the findings of C. Hakansson (2021)
on the significance of technological innovation in the EU
armed forces, which promotes the economical use of re-
sources, releasing funds for other strategic needs.

The findings on social support and psychological resil-
ience are also in line with those of T. Bradshaw (2021), who
highlighted that maintaining military morale, especially
through specialised programmes for veterans, contributes
to the stability of the personnel. Psychological support
programmes implemented in Canada reduce recruitment
costs and increase cost-effectiveness by reducing staff
turnover. In this aspect, the study is also consistent with
the findings of D. Dudley (2020), who noted that defence
sector reforms in Montenegro aimed at psychological sup-
port are essential to build resilience and reduce the cost of
training new personnel.

Investing in the technological skills of military per-
sonnel is critical to ensuring functional effectiveness. As
the study findings showed, training the military to operate
modern equipment and technologies is essential to reduce
maintenance costs. This is in line with the findings of Aus-
tralia’s 2023 Defence Strategic Review (2023), which em-
phasised that technology training for the military avoids
unnecessary maintenance costs and reduces the need for
external experts to support the latest systems.

An analysis of the defence sector in various countries
revealed considerable differences in funding, military
strength, priorities, and international commitments. The
United States has the largest defence budget in the world,
which supports its global military presence. The United
Kingdom and France also spend heavily on defence, while
maintaining nuclear arsenals for European deterrence.
Germany is strengthening its defence capabilities in re-
sponse to NATO requirements. Sweden and Norway are
focusing on territorial defence, while Sweden’s accession to
NATO increases its strategic significance. Canada and Aus-
tralia support global defence initiatives, especially in the
Asia-Pacific region. Israel stands out for its innovations in
cybersecurity and missile defence, which are essential for
regional stability. India and Pakistan are developing nucle-
ar capabilities while modernising their armed forces.
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Comparing the present study with those of R.D. Hook-
er (2022) and M. Caliskan & M. Liégeois (2020), there
is a consistency with the general assessment of NATO.
R.D.Hooker stressed the value of sustained defence invest-
ment in maintaining regional security, as evidenced by the
high spending by the United States, the United Kingdom,
and France. R.D.Hooker also noted that NATO must adapt
to new threats, which is relevant considering the growth
of defence spending in Europe. M. Caliskan & M. Liégeois
noted that the concept of ‘hybrid warfare’ complicates NA-
TOss strategic planning, confirming the need for approach-
es to respond to asymmetric threats. Israel’s experience in
implementing innovations to combat hybrid threats can be
useful for NATO countries (Vilks et al., 2024).

The recommendations developed based on the study
support current trends in defence personnel policy, which
are focused on increasing the cost-effectiveness and ad-
aptability of the armed forces. The significance of flexible
recruitment programmes, including the use of civilians
for support functions, is consistent with the findings of
V.M. Santos & M. Siman (2022), who emphasised the eco-
nomic benefits of using civilians in non-critical roles. This
releases resources to support combat readiness, which is in
line with the strategic needs of the armed forces.

A study by F. Wenas Inkiriwang (2020) reinforced the
role of technology training, as the development of techno-
logical skills of the military increases their flexibility and ef-
fectiveness in performing tasks. The use of advanced tech-
nologies helps to reduce maintenance costs by reducing the
need for external experts and increases productivity, which
was considered in the recommendations for the imple-
mentation of technology training programmes to improve
functional readiness.

In terms of social support and psychological well-be-
ing, the study findings are in line with the recommenda-
tions of T. Bunde (2021), who emphasised the significance
of social stability and psychological support for retention.
The recommendations include psychological care and sup-
port programmes for military families, which helps to re-
duce staff turnover and maintain high morale, contributing
to the economic stability of the defence sector.

The use of reservists as an alternative resource for
crisis situations is in line with the findings of the India’s
defence transformation (2022) study, where reserve forc-
es are used to maintain operational flexibility. This reduc-
es the cost of maintaining a permanent force while main-
taining combat capability in a crisis. The use of reserves
is a cost-effective method that also supports the flexibility
of personnel management, which is key for modern mil-
itary structures.

The analysis of recommendations for optimising the
human resources policy of the Ukrainian defence sector
highlights the role of adaptability and effective resource
management in an active conflict. Flexible recruitment
programmes, professional development, and psychologi-
cal support are key to the stability and combat readiness
of personnel, as well as to optimising costs by engaging
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civilian specialists and reservists for support functions
(Ponomarenko & Pysarchuk, 2024).

The study by B. Kormych et al. (2024) on humanitar-
ian corridors in the Black Sea confirmed the significance
of stable and competent personnel for flexible protection
strategies. This is in line with recommendations for the ad-
aptability of Ukraine’s human resources policy. N. Kostyuk
& A. Brantly (2022) emphasised the need for technological
readiness, which supports proposals to train the Ukrainian
military to work with the latest technologies. The psycho-
logical support described by K. Kravchenko et al. (2023), is
vital to reduce personnel turnover and maintain military
morale. Proposals for social and psychological care will
contribute to the resilience of personnel.

Thus, the developed recommendations are consistent
with the findings of other researchers and emphasise the
value of an integrated approach to human resources policy
in the defence sector, focused on long-term stability and
flexibility in the use of resources.

Conclusions

The study highlighted the role of human resources policy
in the armed forces as one of the key factors of economic
efficiency and stability of the defence sector. Based on the
analysis, the effectiveness of human resources policy largely
depends on several key factors. Career planning, selection
standards, professional development systems, social sup-
port, and the introduction of technology ensure both cost
savings and the maintenance of a strong professionalism
of military personnel. In summary, the analysis confirmed
that human resources policy forms an integral part of the
economic efficiency of the armed forces.

A comparative analysis of human resources manage-
ment models in the armed forces of different countries
showed that the choice of a particular model depends on
the strategic goals and economic capabilities of the de-
fence sector. Contract recruitment, long-term planning,
short-term training programmes, rotational models, and
hybrid approaches demonstrate distinct levels of cost-ef-
fectiveness. Countries with greater financial resourc-
es (such as the United States, the United Kingdom, and
France) can afford long-term workforce development
strategies, while countries with limited budgets prefer
short-term and hybrid approaches. Specifically, Sweden
and Norway are focused on territorial defence, which is
reinforced by Sweden’s accession to NATO. Israel stands
out for its innovations in cybersecurity and missile de-
fence, while India and Pakistan are developing nuclear
capabilities while modernising their armed forces.

It is recommended to introduce flexible recruitment
programmes that enable both short-term contractors and
civilian specialists to perform non-critical functions. This
approach helps to concentrate resources on core defence
tasks and reduces the cost of supporting support roles. An
essential area is the technological training of personnel,
which enables the military to use modern equipment more
efficiently and helps to save on maintenance.
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For Ukraine, which is in the midst of an active mil-
itary conflict, an adaptive approach to human resourc-
es policy is particularly important. Flexible recruitment
programmes and the use of reservists can help respond
quickly to changes. Developing the technological skills of
the military will help to ensure efficient use of equipment,
which is critical to reducing maintenance costs on a tight
budget. Social support, such as psychological care pro-
grammes, boosts morale and helps to reduce staff turno-
ver, which helps to maintain combat readiness.

budget, which will expand the possibilities of using
these recommendations.

The proposed recommendations can increase the eco-
nomic efficiency of the armed forces by reducing personnel
costs, maintaining their combat capability, and adapting
the personnel structure to the rapidly changing condi-
tions of the modern defence environment. Implemen-
tation of such approaches will contribute to the efficient
use of resources in the armed forces, increase their read-
iness and long-term sustainability of the defence sector.

However, the study had certain limitations: the de-

pendence of the findings on the availability of modern Acknowledgements

programmes and technologies, as well as on financial =~ None.
resources for their implementation. Further research ]
can be aimed at exploring concrete methods of adapt- Conflict of Interest
ing the recommendations to conditions with a limited  None.
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AHoTauisi. MeTor0 I1bOr0 HOCTIKEeHHs OYy/I0 BUBYEHHS BIUIVBY KaZpoBOI MOMITMKM Ha €KOHOMIYHY eeKTHMBHICTb
30pOJHMX CMUT 3 aKIEHTOM Ha OITMMisalilo BUTpAaT i 6OEroTOBHICTb. Y [OCIPKeHHI IpoaHali30BaHO MO
YIpaBIiHHA JIOACBKMMM pecypcaMy, BKIIOYalouy Habip 3a KOHTPAKTOM, MOBIOCTPOKOBe KaJjpoBe IUIAHYBaHH,
KOPOTKOCTPOKOBi HaBYa/IbHI MpOrpamMy i poTalilo, Ta IXHiil BIVIMB HAa €KOHOMIUHi IOKa3HMKM 30POVIHUX CUJI TaKMX
KpaiH, Ak CIIIA, Benuka bpurania, Himeuunna, llIsenis, Kanaga, Asctpanis, Ispainb, @pannia, Itania, Icnanid, [apid,
PymyHis, ITakucran, Hopseris ta Ykpaina. Kpim Toro, 6ymo npoBeneHo HOpPiBHAIbHUIT aHai3 0OOPOHHOTO CEKTOPY
IMX KpaiH, 3 0COOMMBMM aKIIEHTOM Ha Kaf[pOBY MOMITUKY YKPaiHCBKOTO 0OOPOHHOTO CEKTOPY. Y JOCTiIKEeHHI TaKoX
6yno nposeseHo SWOT-aHai3 1ux MOZesel, sSIKUI JOIOMIT OIHUTY IXHi CMJIbHI Ta CMabKi CTOPOHM, MOXX/IUBOCTI Ta
3arposy I/ eKOHOMIYHOI e(peKTUBHOCTI 0OOPOHHOTO CEeKTOpY. 30KpeMa, KOHTPAKTHUIT Habip 3abesnedyye THYUKiCTDb
y KaJjpoBOMY 3abe3IevyeHHi, ajie MOXe TIIPU3BECTH O HU3BKOI JIOANbHOCTI IepCOHANY, TOM AK JOBTOCTPOKOBE KaJIpoBe
IJIAHYBaHHA CIpUs€E CTabiMbHOCTI, aje BMMAarae 3HAYHUX iHBecTULill. Pesymbraty [OCTiKeHHSA MOKasamu, IO
edeKTMBHe I/IaHyBaHHA Kap €pU, BUCOKI CTaH/IapTU Bif6OPY MepCoHaIy, pery/aspHe HaBYaHHA Ta COllia/TbHa MiATPUMKa
€ KmoyoBuMM (akropamy, sKi COpMAIOTh onTUMisanil BuTpar i crabimpHocTi mepconany. Kpim Toro, inTerparisa
TEXHOJIOT{YHOI IMiTOTOBKM MifiBUINY€e epeKTMBHICTb BUKOPUCTAHHA PecypciB Ta 3MeHINYe BUTPATU Ha yTPUMAHHA.
SWOT-ananis nmokasas, 1o ri6pyuaHa MOJeNb, AKa IIOENHYE eIeMeHTH Pi3HUX IifXOfiB, 3abe3levyye aJalTUBHICTD Y
KPU30BUX CUTYAIIiAX, ajle BUMAara€e peTebHOTO YIPaBIiHHA Yepe3 HeoOTHOPifHICTh poboyoi cvmi. Ha ocHoOBi oTpuManmx
Ppe3y/IbTaTiB Y JOCi/I)KEHHI 3alIpOIIOHOBAHO PEKOMEH ANl 00 ONTUMIi3allil Ka/IpoBOI MOMITUKY 3 METOIO IIi/JBUIL€HH S
eKOHOMIYHOI e(peKTUBHOCTI 30POITHNUX CHJI, 30KpeMa depes3 THYUYKi MpOrpaMy peKpYTHHTY, BUKOPMCTAHHs LMBiITbHUX
(axiBIIiB Ha HEKPUTUYHYX IOCA/IaX Ta 3aJTy4eHH: Pe3epBiCTiB /1 BUKOHAHHA JONOMDKHUX 3aBJIaHb Y KPM30BUX YMOBAX,
3 leTa/IbHYIM aHaJIi30M IX iMIITeMeHTallii B yKpaiHCbKOMY 000pOHHOMY ceKTopi. OTpyMaHi pesynbTaTi HifTBEePHAXKYIOTb,
1[0 36a/aHCOBaHa KaJIpoBa MOJITUKA TO3BOJIAE MiATPUMYBAT GOETOTOBHICTD IPU OJHOYACHOMY 3HIDKEHHI 3aralbHUX
BUTPAT Ha 0OOPOHHUIT CEKTOP

KnioyoBi cnoBa: BiiiCbKOBI pecypcy; HallioHa/lbHa Oe3lleKka; YIpaBIiHHA HEPCOHAJIOM B apMii; cekTop Oe3mexys;
¢dinaHCcyBaHHA apMil
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Abstract. The relevance of the study was driven by the importance of effective corporate governance for the implementation
of corporate social responsibility, which is critical for ensuring business sustainability in the context of globalization
and adaptation to European standards. How effectively companies implement management practices determines their
ability to respond to social challenges and maintain investor confidence. The purpose of the study was to investigate the
key aspects of the impact of corporate governance and shareholder capital structure on corporate social responsibility
in the Western Balkans, including Kosovo, given the special challenges of transition economies and international
support. The research methodology included a quantitative empirical analysis based on a structured survey among
companies in various sectors of the Kosovo economy, which allowed assessing governance practices and corporate social
responsibility. In addition, econometric methods were used to identify the impact of board independence and capital
concentration on corporate social responsibility. The main results of the study indicated a significant positive impact
of board independence on companies’ social investments, in particular, due to increased management transparency
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and reduced risks of corruption. It was found that companies with a distributed shareholding structure tend to engage
in long-term social projects, while companies with high ownership concentration are more likely to focus on short-
term initiatives. International partners, including the European Bank for Reconstruction and Development and the
International Finance Corporation, play a pivotal role in ensuring transparent management standards, supporting
Kosovo's integration into the global economic system. The study also showed that banks and energy companies in
Kosovo are actively implementing environmental standards as an integral part of their corporate social responsibility
strategies. The findings confirm the importance of balanced corporate governance and international support for the

long-term sustainability of companies in the region

Keywords: social investment; sustainable development; long-term projects; independent directors; investors; business

strategies

Introduction

Corporate governance and shareholder capital structure
are key factors that determine not only the financial sus-
tainability of companies, but also their ability to respond
to social challenges. In the context of globalization at the
beginning of the 21* century, these factors have become in-
creasingly important as society, investors, and governments
have begun to demand greater transparency and social
responsibility from businesses. Effective governance and
rational allocation of shareholder capital affect the ability
of companies to achieve long-term goals, maintain social
stability and meet stakeholder expectations. These issues
are particularly relevant for countries in transition, par-
ticularly in the Western Balkans, where weak institutions
and limited access to resources have a significant impact
on business development. In the countries of this region,
including Kosovo, the problems of corporate governance
and ownership structure have become even more impor-
tant after the conflict of the late 1990s. The need to adapt to
European standards and restore social and economic sta-
bility has increased the importance of socially responsible
business strategies. In this environment, companies with
balanced management structures and rational capital allo-
cation had a better chance of success (Kyfyak et al., 2024).

Corporate governance and shareholder capital struc-
ture are closely linked to corporate social responsibility
(CSR). Many companies face challenges due to a lack of
governance transparency and high levels of capital con-
centration. Large companies, especially those with one or
more dominant shareholders, are often focused on short-
term financial gains, which makes CSR implementation
difficult (Yatsiv et al., 2024). In the Western Balkans, these
challenges are exacerbated by underdeveloped institutional
frameworks and political instability. Board independence
and a balanced ownership structure are crucial factors for
improving corporate governance and facilitating CSR im-
plementation. Companies with more independent boards
demonstrate higher levels of transparency and accountabil-
ity, which allows them to better respond to social needs. At
the same time, a high level of ownership concentration lim-
its the ability to take into account the interests of minority
shareholders and other stakeholders, which reduces the ef-
fectiveness of long-term social programmes and initiatives
(Ponomarenko et al., 2014).
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Over the past decade, several significant studies have
been conducted on the interrelationship between cor-
porate governance, shareholder capital structure and
corporate social responsibility. For example, M. Ktit &
B.A. Khalaf (2024) investigated the relationship between
corporate governance, CSR and dividends in the European
context, noting that more distributed ownership structures
promote transparency and take into account the interests of
awide range of stakeholders. Their study showed that trans-
parency and accountability in companies reduce the risk of
conflicts between shareholders and stakeholders. N. Levkov
& N. Palamidovska-Sterjadovska (2019) studied CSR com-
munication in the banking industry in the Western Balkans,
emphasizing the importance of transparency and account-
ability in corporate governance. They note that almost half
of the banks in the region do not disclose information about
their social responsibility on their websites, which indicates
the need for increased transparency and accountability.

E. Elezaj et al. (2019) analysed the impact of CSR on
the public interest in Kosovo, noting that companies with a
dispersed ownership structure are more likely to engage in
social initiatives. The study showed that CSR implementa-
tion helps to improve the image of companies and increase
public trust, which is critical for post-conflict societies.
L. Jetullahu (2020) proposed a new model for improving
the financial performance of large enterprises through the
implementation of CSR in Kosovo. The author argued that
the integration of socially responsible practices can be a
key factor in increasing the competitiveness and sustaina-
bility of business in an unstable economy. L.O. Cezarino et
al. (2022) examined the opportunities and challenges of in-
tegrating sustainability into CSR in emerging markets, em-
phasizing the role of corporate governance. They note that
companies in developing countries face unique challenges
in implementing sustainable practices, including limited
access to resources and insufficient government support.
E Tafolli & S. Grabner-Krauter (2020) investigated employ-
ees’ perceptions of CSR and organizational corruption in
Kosovo, finding that board independence contributes to a
reduction in corruption. They highlight that transparent
and accountable governance structures can increase em-
ployee trust and reduce the likelihood of unethical behav-
iour in organizations.
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T. Dinh et al. (2022) conducted a review of corporate
sustainability reporting in Europe, emphasizing the im-
portance of transparency in governance. They found that
companies with more transparent reporting practices have
a higher level of trust from investors and other stakehold-
ers, which contributes to their long-term success. G.K. Ari-
yo (2023) analysed the best practices of corporate govern-
ance and CSR, noting that a balanced ownership structure
promotes the social responsibility of companies. The au-
thor emphasizes that companies with a more diversified
ownership structure are more likely to implement socially
responsible initiatives, as they take into account the inter-
ests of a wider range of stakeholders.

Despite some progress in the study of the impact of cor-
porate governance and ownership structure on corporate
social responsibility (CSR), the Western Balkans region,
and Kosovo in particular, remains under-researched. Most
previous studies have focused on developed countries such
as the US, UK, Germany and Japan, while the impact of
these factors in transition economies remains unexplored.
This study aimed to identify the main factors influencing
socially responsible decision-making in the Western Bal-
kans, particularly in Kosovo, and to assess how corporate
governance and shareholder capital structure affect the de-
velopment of CSR in the region. The objectives of the study
were also to:

1. Assessing the impact of board independence on
companies’ socially responsible decision-making.

2. Investigating how shareholder concentration affects
companies’ investments in social and environmental initi-
atives.

3. Identifying the key regional features of corporate
governance in the Western Balkans that contribute to the
development of corporate social responsibility.

Materials and Methods

This study is a quantitative empirical analysis aimed at ex-
amining the impact of corporate governance and corpo-
rate social responsibility in the Western Balkans, including
Kosovo. The timeframe of the study covers the period from
2010 to 2023, which allows us to assess the dynamics of
changes in corporate behaviour after the implementation
of key reforms in the region. This timeframe was chosen
to analyse the long-term effects of adaptation to European
standards of transparency and responsibility.

The data for this study was collected through a struc-
tured survey that covered companies in various sectors
of the Kosovo economy, including banking, energy, tele-
communications, logistics, and retail. The sample consist-
ed of 150 companies, of which 60% were SMEs and 40%
were large companies with international investments. The
survey included leading companies such as ProCredit
Bank (2024), Raiffeisen Bank Kosovo (2024), Kosovo Ener-
gy Corporation (KEC) (2024), Post and Telecom of Kosovo
(PTK) (2024) and Telekom Srbija (2024). In addition to the
survey, additional data were obtained from the companies’
annual reports, official publications of international organ-
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izations such as the European Bank for Reconstruction and
Development (EBRD), the International Finance Corpo-
ration (IFC) (Rappai, 2024), the World Bank (2022), the
United Nations Development Programme (2023) and open
sources on their official websites.

A number of econometric methods were used to an-
alyse the collected data. The main method used was de-
scriptive statistical analysis, which allowed us to identify
general trends and estimate average values in the context
of CSR for different sectors of the economy. This method
helped to identify basic patterns of corporate social re-
sponsibility, in particular among enterprises with foreign
investments compared to local companies. Additionally,
correlation analysis was applied to identify links between
corporate governance structure (factors such as board
independence) and the level of social investment. This
method allowed us to assess the extent to which the imple-
mentation of governance transparency principles is related
to the responsibility of companies in social and environ-
mental issues. Regression analysis was also used to assess
the statistical significance of the impact of independent
variables, such as shareholder concentration and the level
of transparency of management decisions, on the level of
corporate social responsibility.

The interpretation of the results was based on a com-
parison with previous studies in the field of corporate
governance and CSR, in particular, specific factors char-
acteristic of the Western Balkans were taken into account.
The interpretation of the results also included an analy-
sis of regional challenges, such as political instability, low
level of institutional development and the impact of Eu-
ropean integration on companies’ management strategies.
Comparison of the results with global trends allowed us to
draw conclusions about the unique features of corporate
governance in Kosovo.

Results

The impact of board independence on the level of corpo-
rate social responsibility
Board independence is one of the key conditions for ef-
fective implementation of corporate social responsibility
(CSR). The radical difference between companies with in-
dependent boards and those dominated by large sharehold-
ers or top management is the level of accountability and
transparency that independent directors provide. When
a board of directors is composed of independent mem-
bers who have no direct financial or personal interest in
the company’s business, they can make more objective and
impartial decisions. Independent directors act as “outside
observers”, which allows them to avoid conflicts of interest
and focus on the company’s long-term goals, such as social
and environmental standards, rather than just profit maxi-
mization. Their role is especially important when a compa-
ny is trying to meet the interests of not only shareholders
but also a wide range of stakeholders.

One of the most visible impacts of board independence
is the promotion of increased investment in social projects.
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According to a study, companies with more than 30%
independent directors invested on average 30% more in
CSR than companies with less independent boards (Fig. 1).
This is because independent directors are less susceptible to
the influence of shareholders and top managers focused on

short-term financial gains and are able to make decisions
that take into account the interests of communities and so-
cial needs. In this way, they strike a balance between the
company’s economic and social goals, contributing to the
achievement of sustainable development.
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Figure 1. The non-linear impact of board independence on the growth of social investment

Source: created by the authors

The regression analysis conducted as part of the study
also showed that a 10% increase in the share of independent
directors correlates with a 15% increase in spending on so-
cial projects. However, this relationship is non-linear, as the
maximum effect is achieved when the share of independ-
ent directors is between 30% and 50%. This means that at a
certain point, an increase in board independence does not
lead to a proportional increase in social investment. The
importance of achieving the optimal level of independence
underlines the need for a careful approach to the formation
of boards of directors to promote CSR.

Independent boards also have a direct impact on a
company’s overall CSR strategy, particularly with regard
to environmental initiatives. Many energy companies with
independent directors on their boards have seen more am-
bitious targets for reducing carbon emissions and using re-
newable energy sources (Chang et al., 2023). Such projects
allow companies not only to gain reputational benefits, but
also to achieve long-term savings by reducing energy costs.
It also serves as an example of how independent directors
with diverse industry expertise can help companies imple-
ment innovative approaches to addressing social and envi-
ronmental challenges. Independent directors also play an
important role in ensuring accountability and transparen-
cy of companies. They control expenditures on social pro-
grammes and promote the implementation of clear CSR
reporting mechanisms. According to a study by M.C. Pu-
cheta-Martinez & I. Gallego-Alvarez (2018), companies
with independent boards of directors demonstrate higher
levels of transparency in their social project reports, which
increases the trust of investors and international partners.
Transparency in reports allows stakeholders to better un-
derstand how financial resources are used for social and
environmental initiatives, which has a positive impact on
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the company’s reputation (Kryukova et al., 2023).

Another aspect of the impact of board independence
is the involvement of various social programmes that take
into account the needs of the community. Studies have
shown that companies with a high level of board independ-
ence are more likely to initiate programmes in the areas of
healthcare, education, equality, and the environment. This
is due to the fact that independent directors have more di-
verse experience and expertise, which allows them to de-
velop social initiatives aimed at addressing pressing social
issues. Such initiatives improve the company’s interaction
with the community and build trust in its activities. An-
other important role of independent directors is to mitigate
corporate reputational risks. Companies that implement
transparent and responsible social strategies under the su-
pervision of independent directors reduce the risk of dam-
age to their reputation in the event of social or environmen-
tal crises (Lagotyuk, 2023). Independent directors ensure
that the company’s actions comply with international CSR
standards, which also helps to attract foreign investors and
partners focused on sustainability and business transparen-
cy. It is also important that independent boards of directors
increase the competitiveness of companies in the interna-
tional market. Companies with independent boards are
better able to meet global standards of social responsibility,
which allows them to attract more international partners
and investors (Nicolas-Salas & Lorente, 2024). The study
confirmed that companies with independent boards re-
ceived more international investment due to their transpar-
ent CSR policies, which in turn improved their reputation
and integration into global markets.

Board independence is a critical condition for the ef-
fective implementation of corporate social responsibility.
It ensures accountability, transparency, and the ability to
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make decisions that take into account the interests of not
only shareholders but also wider social groups. Compa-
nies with independent boards of directors not only allocate
more funds to social initiatives, but also do so more effec-
tively and strategically. The impact of independence on the
level of CSR is obvious and contributes to the long-term
social and environmental sustainability of the business.

The impact of shareholder concentration on companies’
social investments

Shareholder concentration is one of the most important
factors influencing companies’ decisions on social invest-
ment and CSR implementation. Companies with a high
concentration of capital, where the majority of shares are
held by a few investors, often tend to focus on short-term
financial gains and pay less attention to long-term social
initiatives. This is because large shareholders often prior-
itize short-term profit growth and may not always consider
social spending to be worthwhile. On the contrary, compa-
nies with a more distributed ownership structure are more
likely to invest in CSR as they seek to satisfy a wider range
of stakeholders.

Research shows that companies with a major share-
holder owning more than 60% of the shares typically have
35% less CSR investment than companies with a major
shareholder of around 20-40%. This difference is signifi-
cant, as it indicates that excessive concentration of capital

creates barriers to effective CSR implementation. The con-
centration of shares in the hands of one or more sharehold-
ers can lead to the fact that the interests of a small group of
investors begin to dominate the overall goals of the com-
pany. This, in turn, limits opportunities for social invest-
ment, as priority is given to quick financial results (Zahid et
al., 2023). On the other hand, companies with a distributed
shareholding structure often show more interest in social
initiatives. Such companies have a wide range of stake-
holders, including smaller investors, the public and other
stakeholders who value social responsibility and long-term
development. This creates motivation for the company to
implement social projects, which has a positive impact on
the company’s reputation and its interaction with the com-
munity. Distributed ownership also helps to reduce pres-
sure from large shareholders, allowing companies to make
more balanced and long-term CSR investments.
According to the regression analysis conducted as
part of this study, companies with a capital concentration
level of 20-40% are most likely to demonstrate the highest
level of social activity (Fig. 2). The correlation coefficient
between the level of share dispersion and the number of so-
cial projects showed a value of 0.65, indicating a significant
relationship between these indicators. Companies with
a moderate level of capital concentration not only invest
more in social programmes, but also more often implement
initiatives that meet international CSR standards.
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Figure 2. Impact of capital concentration on CSR investments

Source: created by the authors

Ownership concentration also affects the type of so-
cial initiatives implemented by a company. For example,
companies with a high level of capital concentration tend
to limit their social initiatives to short-term charitable pro-
jects that do not require significant investments or long-
term commitments. In contrast, companies with a more
dispersed shareholder structure initiate long-term projects
in education, healthcare, and the environment. This is due
to the fact that smaller shareholders are usually more fo-
cused on sustainable development and support for local
communities, which contributes to the company’s social
responsibility (Ponomarenko & Pysarchuk, 2024). Another
important aspect is the impact of capital concentration on
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CSR transparency and accountability. Companies with a
distributed shareholder structure are more likely to publish
detailed reports on their social initiatives and environmen-
tal responsibility, as this allows them to maintain the trust
of multiple stakeholders. Such transparency has a positive
impact on the company’s reputation, as the public and in-
vestors can see the real results of social projects. In contrast,
companies with a high level of concentration of ownership
may have less detailed CSR reporting, which can negatively
affect the level of public trust.

Companies with a low level of shareholder concen-
tration demonstrate a higher level of transparency in CSR
issues, which increases the level of trust from consumers
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and investors (Andreu-Guerrero & Rienda-Garcia, 2023).
For such companies, social responsibility becomes an im-
portant element of their strategy, helping them to attract
international partners and investors focused on sustain-
able development. This, in turn, has a positive impact on
the company’s financial performance, making it attractive
to long-term investors. In contrast, companies with a ma-
jor shareholder’s share of more than 60% are dominated
by short-term projects that can provide quick returns but
have limited social impact. This is due to the fact that large
shareholders are usually focused on increasing shareholder
value and receiving dividends in the short term. Such pro-
jects include charity events and sponsorship programmes,
which, although they help to enhance the company’s image,
do not provide a sustainable impact on society and long-
term social benefits.

The analysis showed that capital concentration affects
the approach to environmental initiatives. Companies with
a low level of ownership concentration are more likely to
implement projects related to waste recycling, carbon emis-
sions reduction and the use of renewable energy sources
(Dovgal et al., 2024). These companies are more focused on
environmental sustainability and sustainable development,
as their stakeholders include a wide range of stakeholders
who support environmentally responsible business. Com-
panies with a high concentration of ownership are less like-
ly to initiate environmental projects, as such initiatives usu-
ally require significant investments and do not bring quick
financial returns. In summary, the level of shareholder con-
centration is an important factor that determines a compa-
ny’s approach to corporate social responsibility. Companies
with a distributed ownership structure are more likely to
implement social and environmental initiatives that pro-
mote sustainable development and a positive impact on the
community. In contrast, companies with a high concentra-
tion of ownership are usually limited to short-term projects
focused on quick gains.

Regional peculiarities of corporate governance and their
impact on CSR in the Western Balkans

Corporate governance in the Western Balkans has unique
features that have been shaped by the post-socialist legacy
and adaptation to modern European standards. The econ-

omies of the region, including Kosovo, have moved from a
centralized to a market-based model of governance, which
has become a particular challenge for local companies.
Since the early 1990s, the integration of Western principles
of transparency and accountability has been actively sup-
ported by international organizations and the European
Union, which promote the implementation of good gov-
ernance standards necessary to attract foreign investment.
The region has seen a gradual increase in attention to cor-
porate social responsibility (CSR) as an important element
of sustainable development.

After the 2000s, the countries of the Western Balkans,
including Kosovo, stepped up their efforts to integrate into
the European economic system by implementing reforms
aimed at transitioning from centrally controlled to market
economies. One of the key mechanisms of adaptation was
the adoption of Western standards of transparency and ac-
countability, which is a prerequisite for attracting foreign
investment. In the case of Kosovo, programmes supported
by the EU and other international organizations aimed at
creating an effective institutional framework played a sig-
nificant role in this process. For example, the EU’s Western
Balkans Programme helps the region’s states implement
regulatory and administrative reforms that meet EU acces-
sion criteria, particularly in terms of corporate governance
and financial transparency.

Kosovo, one of the youngest independent states in
Europe, faces particular challenges in the area of corpo-
rate governance. Since gaining independence in 2008, the
country has embarked on a process of establishing new
institutions, and economic reconstruction has become
a national policy priority. The international community,
including organizations such as the European Bank for
Reconstruction and Development (EBRD), United States
Agency for International Development (USAID) and the
World Bank (2022), has been actively supporting Kosovo
with financial and technical assistance for private sector de-
velopment. These programmes promote transparent prac-
tices and corporate governance, and lay the groundwork
for CSR as an integral part of business. In the period from
2010 to 2023, there was a gradual evolution of corporate
behaviour in the area of corporate social responsibility and
governance transparency in Kosovo (Table 1).

Table 1. Dynamics of changes in corporate behaviour in Kosovo (2010-2023)

Period Key changes in corporate behaviour

2010-2012

Start of CSR implementation in the context of economic recovery after the crisis and support from international
organizations. Limited access to investment, low level of transparency.

2013-2015

Increased focus on board independence and transparency of reporting. Some companies are starting to implement
their first social projects with the support of donors.

2016-2018

Intensification of environmental initiatives and implementation of ESG standards in large enterprises (energy,
banks). Increased transparency in reports due to the requirements of international partners.

2019-2021

Expanding corporate social responsibility to include regional initiatives aimed at education and healthcare.
Companies with a distributed ownership structure are more likely to invest in long-term social projects.

2022-2023

Integrating more comprehensive ESG strategies; focusing on environmental sustainability and attracting foreign
capital through compliance with European standards. Increased support for local communities and social initiatives.

Source: created by the authors
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At the beginning of the analysed period, companies
demonstrated limited transparency in their corporate
processes and were characterized by a low level of insti-
tutional development. This situation contributed to a pre-
dominant focus on short-term financial results without
due attention to social or environmental initiatives. The
high level of shareholder concentration resulted in the
minimization of minority shareholders’ interests, which
limited opportunities for social investments. Starting in
2013, as support from international organizations such
as the European Bank for Reconstruction and Develop-
ment (EBRD) and the International Finance Corporation
(IFC) (Rappai, 2024) grew, companies began to pay more
attention to board independence. This has helped to in-
crease accountability and ensure that decisions are made
in favour of social initiatives. Initiatives that supported
transparency and responsibility in corporate governance
received more support among companies with different
shareholder structures.

In 2016-2018, some industries, including energy and
banking, began to actively implement environmental stand-
ards, including emissions reduction and energy efficiency,
as part of their ESG strategies. These initiatives have been
supported by international financial institutions, which has
contributed to the integration of sustainability principles
and increased transparency in reporting. Companies with
a distributed ownership structure were more likely to in-
vest in long-term social projects aimed at supporting local
communities and addressing environmental issues, which
helped to establish a new level of interaction with local
stakeholders. Since 2019, there has been an expansion of
CSR strategies focused on supporting local communities,
health and education initiatives, and inclusive practices.
More and more companies in the region have integrated
approaches to corporate social responsibility with a focus
on long-term sustainability. By the end of the study period,
in 2023, most of the region’s large companies had adapted
to European ESG standards, which helped to attract foreign
investment and maintain stable development in a challeng-
ing political and economic environment.

Kosovo's largest state-owned companies, such as
Kosovo Energy Corporation (KEC) (2024) and Post and
Telecom of Kosovo (PTK) (2024), are a particular exam-
ple of positive changes in governance. Thanks to technical
and financial assistance from international donors, these
companies have begun to integrate corporate governance
standards and implement an accountability system. In co-
operation with the EBRD, KEC and PTK are striving to
meet high standards of transparency, which is a prereq-
uisite for sustainable development and long-term invest-
ment. This approach is gradually changing the overall lev-
el of trust in the public sector and promoting CSR in the
country. Kosovo receives significant support for the devel-
opment of transparency in governance from international
organizations such as the EBRD, IFC and the World Bank
(2022). One of the key programmes is the EBRD’s Sup-
porting SME Growth initiative, which facilitates access to
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financial and advisory services for small and medium-sized
enterprises, helping them to adapt to international stand-
ards. In the energy sector, the EBRD has an Energy Efficien-
cy Investment Programme aimed at attracting investment
to modernize energy infrastructure. These programmes
not only improve management standards, but also create
an environment for socially responsible practices, increas-
ing accountability. International organizations play an im-
portant role in the development of corporate governance in
Kosovo, creating an environment for transparent business
processes. Programmes implemented by the EBRD, IFC
and the World Bank are aimed at supporting governance
reforms and ensuring proper accountability. For example,
the IFC provides advice and financial support to small and
medium-sized businesses, enabling them to adapt to inter-
national standards and establish responsible corporate gov-
ernance mechanisms. Such efforts encourage companies to
implement CSR strategies, especially in the environmental
and social spheres.

The involvement of international partners contributes
to the implementation of environmental, social and gov-
ernance (ESG) standards in Kosovo. With the support of
the EU4Environment programme, the EU is funding pro-
jects aimed at decarbonization, sustainable waste manage-
ment and the development of environmental infrastruc-
ture. Kosovo, like other countries in the Western Balkans,
is striving to meet European ESG standards, which is
becoming the basis for long-term investments (Lazaj et
al., 2024). For example, EU-supported energy efficiency
projects are helping large enterprises reduce emissions,
cutting costs and improving environmental performance.
In the area of CSR, EU support also provides training for
local entrepreneurs, guiding them towards socially re-
sponsible investments.

An important element of corporate governance in
Kosovo is the maintenance of environmental, social and
governance (ESG) standards with the help of international
partners. These standards form the basis for long-term in-
vestment in sustainable development, which is particular-
ly important for attracting foreign capital. The European
Union and other international donors have allocated sig-
nificant funds for the implementation of ESG standards,
helping Kosovo to achieve European standards in the field
of sustainable development and social responsibility. This
funding is directed to projects such as reducing emissions
in the industrial sector, improving energy efficiency, sus-
tainable waste management and supporting local entrepre-
neurs in implementing environmental practices. Such ini-
tiatives not only contribute to the country’s environmental
and social development, but also increase its attractiveness
to international investors who value companies’ compli-
ance with international ESG standards. According to the
Giving Kosovo (2023), the corporate sector was an impor-
tant factor in the Kosovo philanthropic ecosystem. From
2018 to 2022, companies donated more than EUR 3.4 mil-
lion to the common good and sustainable development of
the country (Fig. 3).
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Figure 3. Trend in donations by corporate companies in Kosovo
Source: created by the authors based on Giving Kosovo (2023)

Grants and investments from the EU play an impor-
tant role in supporting local businesses in their CSR efforts.
These resources are used to implement social and environ-
mental initiatives, as well as to strengthen the institution-
al structures necessary for sustainable development. The
EU supports training and professional development pro-
grammes for local professionals, which contributes to the
transfer of best practices and the improvement of corporate
governance in Kosovo. Political changes in the country also
have a significant impact on the ability of businesses to im-
plement long-term CSR projects.

The unstable political environment forces companies to
reassess their investments and CSR strategies, which in the
long run affects their sustainability. As a result, companies
in Kosovo need to maintain flexibility in their strategies to
adapt to the ever-changing environment. The development
of independent boards of directors is an important element
of corporate governance in Kosovo, which allows for great-
er transparency and accountability. The introduction of
independent boards is a prerequisite for many companies
seeking to meet international standards, which increases
the level of trust in them by investors and the public. This
approach also helps to create effective management struc-
tures that can meet the challenges of the modern market.
Frequent changes in political policies create additional
risks for the implementation of long-term corporate social
responsibility projects, especially for state-owned enter-
prises. In such an environment, international partners such
as USAID and the World Bank (2022) recommend that
companies maintain flexibility in their CSR strategies to
quickly adapt to political changes. These recommendations
are important as they help to avoid interruptions in social
and environmental programmes. The Kosovo Chamber of
Commerce and Industry is a key platform for promoting
transparency among SMEs. The Chamber of Commerce
and Industry provides advice to local businesses with the
support of international experts, which helps to expand
CSR practices and improve corporate culture.

The implementation of CSR and corporate govern-
ance in different sectors of the Kosovo economy has its
own specifics. The banking sector in Kosovo is a lead-
er in modern corporate governance and CSR practices.
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ProCredit Bank (2024), for example, is actively implement-
ing environmentally responsible initiatives, including the
introduction of “Green Loans” (ECO loans), which are
loan products designed for investments in energy efficien-
cy and other environmentally friendly initiatives. Similarly,
Raiffeisen Bank Kosovo (2024) has relevant financing pro-
grammes for companies that wish to comply with the EU
Taxonomy and contribute to a positive impact on the envi-
ronment and social environment. This not only increases
confidence in the banking system, but also sets an exam-
ple for other companies in the region. The banking sector
demonstrates a high level of accountability and transpar-
ency aimed at building trust in financial institutions. The
energy sector is focusing on environmental initiatives,
including decarbonization and infrastructure moderniza-
tion (Murtezaj et al., 2024). Kosovo Energy Corporation
(KEC) (2024), with the support of the EBRD, is implement-
ing infrastructure modernization projects aimed at reduc-
ing CO, emissions as part of its long-term ESG strategy
to ensure sustainable development. In 2024, the company
launched the Energy for Equality project, an initiative to
empower women in the energy sector in Kosovo, which
aims to increase educational opportunities and provide
technical assistance and grants to employers in this area.
The company also launched the Greening for the Future
project, where former coal mines will be redeveloped and
a public park created (Kosovo - project..., 2020). Informa-
tion technology is rapidly developing, offering opportuni-
ties for digitalisation and innovation. In agriculture, corpo-
rate social responsibility is gaining importance through the
introduction of sustainable production methods. Support
for local farmers and the development of organic farming
are key to ensuring food security and supporting rural ar-
eas. It also contributes to the development of local com-
munities by creating stable socio-economic structures.
The logistics sector in Kosovo is also gradually adopting
the principles of sustainable development, in particular
through the optimization of transport routes. Local compa-
nies are increasingly turning to environmentally responsi-
ble solutions, which helps to reduce operating costs and in-
crease efficiency. Foreign investors, such as Deutsche Post
and DHL, are attracted to the country, and international
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standards are being introduced in logistics operations. This
helps to increase the industry’s competitiveness while sup-
porting sustainable development.

Kosovo's telecoms industry is focused on supporting
inclusivity and cybersecurity, attracting investment from
major international players. Groups such as Telekom Sr-
bija (2024) are implementing the latest technologies, fa-
cilitating the availability of services for different social
groups. These companies are also actively developing so-
cial initiatives aimed at improving digital skills and pro-
viding access to the Internet in rural areas. This increases
the level of inclusiveness and digital literacy, contributing
to the development of modern society. The healthcare and
pharmaceutical industry in Kosovo is demonstrating a
growing level of corporate responsibility. Local pharma-
ceutical companies and medical institutions are actively
implementing quality standards and supporting social
programmes to improve access to healthcare services.
With the support of international donors, they are also
implementing occupational health and safety and disease
prevention programmes, which contribute to the im-
provement of the population’s health. This has a positive
impact on the quality of life and develops the healthcare
system. The retail sector in Kosovo is also focusing on
implementing corporate social responsibility standards,
supporting local producers and promoting sustainable
consumption. Some large retail chains are integrating in-
itiatives to reduce waste and reduce their environmental
footprint. In addition, companies in the retail sector are
focusing on social programmes, including support for ed-
ucational and cultural projects, which enhances their rep-
utation and strengthens their ties with local communities.
Overall, Kosovo has demonstrated significant progress
in corporate governance and CSR thanks to the active
support of international partners and the efforts of local
companies. Despite existing challenges, especially those
related to political instability, Kosovo is moving towards
setting standards of transparency, accountability and
sustainable development. The implementation of good
governance practices and socially responsible strategies
is an important element of Kosovo’s integration into the
international economic space, which also contributes to
its attractiveness to investors.

Discussion

The study confirms that board independence and share-
holder concentration have a significant impact on the level
of corporate social responsibility (CSR) in the Western Bal-
kans. In particular, the results show that companies with
independent boards of directors have more opportunities
for strategic social investments, while highly concentrat-
ed ownership structures often limit these initiatives. This
is consistent with the findings of J. Harford et al. (2007),
who noted that independent boards promote accountabil-
ity, creating better conditions for sustainable development.
D.A. Carter et al. (2003) also emphasized that diversified
boards can more effectively influence the achievement of
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long-term goals of the company.

International experience, in particular in the Europe-
an context, demonstrates the additional benefits of board
independence in supporting socially responsible initia-
tives (Kalyuzhna et al., 2024). For example, G. Michelon et
al. (2019) studied how social movements and activists can
influence CSR disclosure in European companies, confirm-
ing the importance of transparency in building stakeholder
trust. This is in line with findings that highlight that inde-
pendent boards contribute to the development of socially
responsible corporate policies, especially in emerging re-
gions. The study by S. Setyaningsih et al. (2024) indicated
that independence in decision-making promotes transpar-
ency and increases public trust. The study notes that small
businesses often face additional challenges due to limited
resources to implement transparent practices. This con-
firms the findings that companies with independent boards
of directors are better able to integrate CSR principles, al-
though they need external support to effectively implement
strategies in volatile markets. Paper C.G. Ntim & T. Soo-
baroyen (2013) pointed to a decrease in conflicts between
shareholders and stakeholders in companies with transpar-
ent corporate governance practices. Their results confirm
that independent boards of directors help to avoid conflicts
of interest, which contributes to the sustainable develop-
ment of companies. However, in the Western Balkans, po-
litical and economic instability may affect the effectiveness
of this approach.

The study by I. Khan et al. (2022) emphasized the im-
portance of sustainability management, which positively
affects companies’ environmental, social and governance
performance. This confirms that the independence of
boards in the Western Balkans can stimulate environmen-
tally and socially responsible projects, although the imple-
mentation of such initiatives depends on the support of
international partners such as the EBRD. Another study
conducted by A. Shaukat et al. (2015) proved that board
diversity has a positive impact on a company’s CSR strate-
gy. They emphasize that companies that focus on board di-
versity and independence have better transparency scores,
which contributes to sustainable development. These find-
ings confirm that independent boards are an important
factor in achieving the socially responsible goals of com-
panies in emerging markets. M.C. Pucheta-Martinez &
L. Gallego-Alvarez (2018) emphasized that independent
directors on company boards significantly affect the disclo-
sure of information on social initiatives and environmental
standards. These findings confirm that independence and
transparency in corporate governance are key conditions
for effective CSR integration, which is consistent with the
findings of this study.

T. Nawaz (2017) and I. Kartallozi & V. Xhemajli (2017)
investigated the impact of human capital and corporate gov-
ernance on the performance of Islamic banks, finding that
effective governance promotes social investment. The au-
thor points out that investments in human capital and good
corporate governance mechanisms have a positive impact
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on the market value of banks, especially after the financial
crisis. The findings are consistent with this study that ap-
propriate investments have a positive impact on the over-
all performance and efficiency of companies. I. Ibrahim et
al. (2023) investigated the relationship between CSR, finan-
cial performance and innovation processes within corpora-
tions. They found that companies that are actively engaged
in CSR often achieve strong financial performance through
innovation. The results of this study support the conclu-
sion that transparency and independence of boards of di-
rectors create favourable conditions for innovation, which
in turn stimulates financial development and sustainability
of companies. However, the results are particularly rele-
vant to emerging markets, where the lack of institutional
development may create obstacles to the implementation
of innovative practices. G. Dallas & D. Pitt-Watson (2016)
emphasized the positive impact of board transparency and
independence on investor and public confidence. Their
study confirms the importance of increased transparency
for long-term performance, which is particularly relevant
in the context of the Western Balkans. A study by S. Bou-
baker & D.K. Nguyen (2014) also demonstrated that cor-
porate governance in European markets is positively cor-
related with the involvement of independent boards of
directors, which contributes to increased transparency and
sustainability of companies.

Study I. Garcia-Sanchez & E. Garcia-Meca (2018) high-
lighted those talented managers in companies with effec-
tive corporate governance mechanisms achieve significant-
ly better results, including through increased efficiency of
CSR investments. These findings confirm that transparency
and independence on boards of directors allow for better
planning of social and environmental initiatives, especially
in regions with unstable economies where a focus on long-
term sustainability is a necessity. M.H. Shahrour (2024),
who studied current trends in corporate governance, draws
attention to the importance of board independence in
achieving ESG goals in a global context. Its findings sup-
port the idea that transparency and accountability are key
to implementing long-term socially responsible strategies.
This is in line with our findings, where governance trans-
parency in Western Balkan companies showed a significant
positive impact on social initiatives, despite some regional
challenges. In a study by K.K. Rao & C. Tilt (2020), while
focusing on Australia, also emphasizes the importance of
board composition in CSR decision-making. Their analy-
sis shows that the gender and professional composition of
the board influences social responsibility strategies, which
is useful for the European context. Similar conclusions can
be drawn for the Western Balkans, where gender diversity
and board independence can help to adapt CSR strategies
to local needs. The work of P. Velte (2019), who presented
a meta-analysis, highlighted that board composition has a
direct impact on the level of transparency of CSR report-
ing in European companies. This confirms that board in-
dependence contributes to a transparent and accountable
approach to social initiatives, which is especially important
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in the context of companies in transition economies in the
Western Balkans.

Summarizing the findings and comparing them with
international studies shows that independent boards of di-
rectors are universally important for effective CSR imple-
mentation in different regional contexts. However, for the
Western Balkans, with its specific economic and political
conditions, the importance of transparency in governance
is particularly important. Independent boards help com-
panies to implement socially responsible strategies, even
in the face of economic obstacles and political instability.
Thus, the results of the study confirm that board independ-
ence and corporate governance transparency are crucial
factors for the development of CSR in the Western Balkans.
Further initiatives, such as attracting support from interna-
tional organizations such as the EBRD and IFC, could help
to increase the level of transparency and responsibility in
corporate governance in the region.

Conclusions

The study demonstrated that board independence plays a
key role in increasing the level of corporate social respon-
sibility in companies in Kosovo and the Western Balkans.
Companies with more than 30% of independent directors
invested an average of 30% more in social projects com-
pared to companies with a lower proportion of independ-
ent board members. The analysis also showed that a 10%
increase in the proportion of independent directors cor-
related with a 15% increase in investment in social initi-
atives. In particular, in the energy sector, companies with
independent boards of directors have set targets to reduce
emissions and improve energy efliciency, which indicates
increased environmental responsibility. Companies with
a distributed ownership structure, where no single share-
holder owned more than 40% of the capital, were more like-
ly to make long-term social investments, spending on aver-
age 25% more than companies with a high concentration of
shareholder capital. The region also saw a gradual increase
in the integration of ESG standards, especially in the bank-
ing and energy sectors, which led to the implementation of
decarbonization and renewable energy projects.

A special emphasis is placed on the impact of govern-
ance transparency in the unstable political environment of
Kosovo. Frequent political changes pose additional chal-
lenges for companies, forcing them to adapt their CSR
strategies to the changing environment. In such an environ-
ment, attracting the support of international partners such
as the EBRD and the World Bank is critical for long-term
investment. Kosovo has demonstrated that state-owned en-
terprises working with international donors, such as KEC
and PTK, have been able to improve their reputation and
support sustainable development. Banking institutions,
such as ProCredit Bank, also play an important role in the
development of CSR in the region, demonstrating a high
level of accountability and active social engagement.

The development of independent boards of directors
allows companies in Kosovo to better manage risks and
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respond to the challenges of a transitional economy. It is
also important to develop environmentally oriented in-
itiatives, such as KEC’, that support sustainable devel-
opment and modernization. Further implementation of
transparent management practices, combined with adap-
tation to international ESG standards, will help attract for-
eign capital and increase the competitiveness of Kosovo's

innovation and foreign capital attraction, as well as to in-
vestigate the long-term impact of international ESG stand-
ards on sustainable development in transition economies.
Such an approach could contribute to a deeper under-
standing of effective governance strategies for the Western
Balkans region and help companies better integrate into
the European business environment.

companies internationally. The introduction of structured
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AHoTauifl. AKTYaJIbHICTb JOCTIIP)KeHHS 3yMOBJIEHa Ba>KIMBICTIO e()eKTMBHOrO KOPIOPAaTMBHOIO YIPABIiHHA I
peasnisaiii KOpIIOpaTMBHOI COLiabHOI BifjITOBi/JaNbHOCTI, KA € KPUTUYHO BaXXIMBOIO isl 3a0e3redeHHs CTiiKoCTi
6i3Hecy B yMOBax I7106ai3alii Ta aganranii o €BpOIeChbKIX CTaHAapTiB. Bif Toro, Hackinbku eeKTMBHO KOMIaHii
BIIPOBAJKYIOTh YIIPAB/IiHCHKI IPAKTUKY, 3a/IEXKUTh IXHA 34aTHICTh pearyBaTy Ha COLlia/IbHi BUK/IMKY Ta IiJTPUMYBaTU
noBipy iHBecTOpiB. MeTo foCTiI)KeHHA 6yno BUBYEHHS K/IIOYOBMX ACIIEKTIB BIUIMBY KOPIOPATUBHOIO YIIPaB/IiHHA
Ta CTPYKTYpM aKLiOHEPHOTO KaIliTaay Ha KOPIOPATMBHY COLiaIbHY BifOBifanbHICTh y KpaiHax 3axigHux bankan,
BKIoyaruy Kocoso, 3 oray Ha 0co6/IMBI BUK/IMKY IIepeXifHIX eKOHOMIK Ta MDXHapOIHY MigTpUMKY. MeTomooris
JBOCIIIPKEHHs BK/II0Yala KiJIbKICHUII €MIIIpMYHMII aHajli3 Ha OCHOBI CTPYKTYpPOBAaHOIO ONMUTYBAaHHA KOMIIAHIN Y
pisHUX cekTOpax eKoHOMiKM KocoBa, 1110 JO3BOMNIO OLiHUTY NMPAaKTUKM YIpPaBIiHHA Ta KOPIOPATUBHOI COIlia/bHOI
BigmosiganbHOCTi. KpiM Toro, 6ynyu BUKOpUCTaHI eKOHOMeTPUYHI METOAM M1 BU3HAYCHHA BIUIVBY He3aJIeXHOCTI
paay AMpeKTOpiB Ta KOHIIEHTpalil KamiTaly Ha KOPIIOPAaTHBHY colianbHY BifmosimanbpHicTh. OCHOBHI pesynmbpTaTtn
HBOCIIIPKEHHs CBif4aTh IIPO 3HAYHMI IO3UTUBHUI BIUIMB HE3a/JIEKHOCTI paji AMPEKTOPIB Ha COLjia/IbHi iHBeCTULil
KOMIIaHiil, 30KpeMa, 4epes MifIBUIIeHHA IPO30POCTi YIIPaBIiHHA Ta 3HIDKEHHA PU3MKiB Kopymiii. byno BusaBsnieno,
110 KOMIIAaHil 3 PO3IIO/Ii/IEHOI0 CTPYKTYPOIO aKIIOHEPHOTO KaIliTa/lly CXM/IbHI IO Yy4acTi B JOBIOCTPOKOBUX COLIia/IbHIX
IIPOEKTaX, TOML AK KOMIIaHil 3 BMCOKOK KOHLIEHTPALi€l0 BIACHOCTI YaCTille 30CEPEKYIOThCS Ha KOPOTKOCTPOKOBIX
ininiaTuBax. MikHapopHi mapTHepy, BKIOYal04uy €BpONEChbKUII 6aHK PeKOHCTPYKLIl Ta po3BUTKY i MikHapopHy
¢dinaHCOBY KOpIIOpalilo, BilirpaloTh KJII0YOBY POJIb y 3a0e3IeYeHHI IPO30pUX CTAaHAAPTIB YIPaB/IiHHA, MiATPUMYI0YN
inTerpauiio Kocopa y cBiToBY ekoHOMiI4HY cucTeMy. [JOCTII>KeHHA TAKOX IT0Ka3aIo, 1o 6aHKY Ta eHepreTUYHI KOMIaHii
B KocoBi aKTMBHO BIIPOBaJXXYIOTb €KOJIOTi4Hi CTaHJApTU fAK HEeBiJj EMHY YacTUMHY CBOIX cTpareriili KOpIopaTUBHOI
conianpHoI BifnmopiganpHoCcTi. OTprMaHi pe3yabTaTi MiATBEPAKYIOTh BaXX/IMBICTh 36a/IJaHCOBAHOI'0 KOPIIOPATUBHOTO
YIpaBIiHHA Ta MXKHAPOJAHOI IATPUMKM /IS JOBTOCTPOKOBOI CTiMIKOCTI KOMIIaHil y perioni

KniouoBi cnoea: conianbHi iHBeCTUILii; CTamuil PO3BUTOK; JOBTOCTPOKOBI NPOEKTH; HE3a/IEXKHi JUPEKTOPY; iIHBECTOPH;
6i3Hec-cTpareril
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Analysis of the financial derivatives...

Abstract. The study aimed to analyse the possibilities and efficiency of financial derivatives as instruments for hedging
and minimizing risks in financial markets. The research methodology included the classification of financial derivatives
according to various criteria, including their structure and underlying assets. The main types of derivatives were
identified: futures, forwards, options and swaps used to hedge risks in the commodity and financial instruments
markets. The results of the study indicate that financial derivatives are substantial in reducing the impact of negative
changes in the market, opening new opportunities for investors and companies in the context of hedging, speculation
and arbitrage. The study determined that the evolution of financial derivatives was driven by the need to adapt to
constantly changing market conditions, especially during crises and periods of volatility. The study also addressed
the impact of financial technologies (fintech) and blockchain technologies on the derivatives market, emphasising the
importance of automation and increased transparency of transactions. As noted, the derivatives market had undergone
significant changes due to the introduction of new technologies that had improved the availability and speed of trading.
Particular attention was devoted to the analysis of the Ukrainian derivatives market, where economic and political
instability creates a need for effective risk management. A separate element of the study was the development of a model
for the effective use of financial derivatives for risk management based on the example of Kernel. The model included
the stages of risk assessment, selection of appropriate financial instruments, as well as monitoring and adjustment of
strategies. The findings of the study emphasize that the derivatives market in Ukraine is still in the development stage,

which is due to the limited understanding of these instruments among market participants

Keywords: hedging; currency fluctuations; blockchain; economic stability; interest rates

Introduction

Financial markets are inherently characterised by constant
change and volatility, which can pose significant risks to in-
vestors, corporations and government institutions. In times
of economic crises or heightened volatility, these risks be-
come particularly pronounced, requiring the introduction
of effective tools to manage them. One of the most popular
and effective mechanisms for reducing risks in financial
markets is the use of financial derivatives.

Financial derivatives, such as options, futures, swaps
and forwards, allow investors and companies to hedge their
exposure to fluctuations in asset prices, change their capi-
tal management strategies and generate additional income
through speculation. These instruments are especially im-
portant in volatile markets when traditional risk manage-
ment methods do not always provide adequate protection.
The use of derivatives allows for fixing the value of assets or
liabilities, preventing their further negative impact on the
financial results of market participants.

The research relevance is determined by global finan-
cial markets becoming increasingly exposed to various risks
due to factors such as political instability, changes in central
bank monetary policy, currency fluctuations, as well as the
effects of pandemics and military conflicts. In such circum-
stances, risk management is of particular importance to all
market participants. The ability to effectively use financial
derivatives allows not only to minimise losses but also to
gain competitive advantages. However, despite the wide-
spread use of derivatives, there are also several problems
associated with their complexity and risks. For instance, the
improper use of derivatives can lead to an increase in risks
rather than a decrease in them. In addition, due to their
complex structure, these instruments may not be accessible
to small investors or companies with limited resources.

The use of financial derivatives for risk management
has become one of the key topics in financial science, as
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market volatility requires new approaches to risk manage-
ment. For instance, M. Balcilar et al. (2021) investigated
how futures contracts help reduce risks in commodity mar-
kets, especially in conditions of increased volatility. Their
conclusions confirm that hedging with futures is an effec-
tive tool for price stabilisation, although an incorrect risk
assessment can result in additional losses for companies.
A.N. Slobodianyk et al. (2021) analysed the use of options
to hedge currency risks, drawing attention to the flexibility
of these instruments, which allow for adjusting strategies
depending on the market situation.

Similarly, G. Vuillemey (2019) investigated how interest
rate swaps are used to manage interest rate risks in the bank-
ing sector. The author shows that these instruments become
especially useful in times of fluctuating central bank rates
when banks are forced to look for ways to minimise loss-
es. Meanwhile, S. Kolbari (2019) highlighted the challenges
faced by small and medium-sized enterprises in using de-
rivatives. The author argued that the complexity of these
instruments and lack of awareness often become obstacles
to their successful implementation. S. Fu et al. (2021) ana-
lysed the role of forward contracts in the agricultural sector,
emphasising their effectiveness in fixing commodity prices,
which can reduce the risks associated with market fluctu-
ations. D.H. Vo et al. (2019), studying the impact of finan-
cial derivatives during the global financial crises, empha-
sised that although these instruments partially contributed
to the development of the crisis, their proper use allowed
many companies to stabilise their positions after the crisis.

D.K. Tarullo (2019) addressed the regulatory changes
in the use of derivatives that occurred after the financial
crises. The author notes that increased regulation has re-
duced risks to the financial system, but at the same time
has limited access to derivatives for some market players.
At the same time, V.M. Oliinyk et al. (2019) studied the role
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of derivatives in the economy and concluded that futures
and swaps are key instruments for stabilising market prices
in times of instability. S.B. Seo & J.A. Wachter (2019) added
that corporations often use options as an additional layer of
insurance against market fluctuations, which allows them
to reduce risks in the face of unpredictable changes in the
markets. Z. He & A. Krishnamurthy (2019) highlighted the
systemic risks associated with the use of derivatives. They
warned that the uncontrolled use of complex derivatives
can lead to chain reactions in the markets, increasing risks
for the entire financial system.

An analysis of the studies of various authors demon-
strates that financial derivatives are effective risk manage-
ment tools, but their use requires a high level of compe-
tence, strategic planning and compliance with regulatory
requirements. Despite numerous studies, several aspects
remain unexplored. Insufficient attention was devoted to
the analysis of the effectiveness of derivatives for small and
medium-sized enterprises, which often face barriers to their
use due to limited resources and knowledge. In addition,
the study of the impact of new technologies, such as finan-
cial technologies and blockchain, on the derivatives market
is at an early stage, which creates a need to investigate their
role in changing approaches to risk management. The study
aimed to analyse the use of financial derivatives for risk
management in crises in financial markets. The objectives
of the study were to analyse the peculiarities of the use of fi-
nancial derivatives by small and medium-sized enterprises
in conditions of instability, as well as to investigate the im-
pact of new technologies on the financial derivatives mar-
ket and their role in changing risk management strategies.

Materials and Methods

The research methodology included the following stages:
systematic literature review, analysis of market data, se-
lection and study of Ukrainian exchange platforms, and
development of a specialised risk management model for
a Ukrainian company. Each of these stages used different
methods of scientific knowledge, including analysis, syn-
thesis, generalisation and induction. The first stage involved
a systematic review of the literature on financial derivatives.
Academic articles, reports, analytical reviews and other
sources covering the classification, features and functions
of derivatives in financial markets were analysed. The focus
was on the types of derivatives, such as futures, forwards,
options and swaps. The method of analysis and comparison,
highlighted the specific characteristics of each type of in-
strument, enabling management of different types of risks.
This review also identified the key issues and challenges
associated with the use of financial instruments, as well as
how these instruments can contribute to risk mitigation.

The next step was to quantitatively analyse market data
to identify global trends in the use of derivatives. Using data
from the Statista platform (Largest derivatives exchanges
worldwide..., 2024), the Group analysed statistics on the
world’s largest derivatives exchanges by number of trading
contracts in the period from 2020 to 2023. The method of
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quantitative analysis made it possible to identify the peculi-
arities of derivatives trading at the global level and compare
this data with the situation in the Ukrainian market. The
analysis also considered the impact of new technologies,
such as fintech and blockchain, on the functioning of the
derivatives market. This step determined how digital in-
novations are changing trading and risk management pro-
cesses, which was made possible by applying induction to
generalise the impact of technology.

A separate stage of the study was devoted to the analy-
sis of Ukrainian exchange (2008), First Stock Trade System
(PFTS) (2024) and the Perspectiva Stock Exchange. The
comparative analysis method was used to collect and eval-
uate data on the volume of trading in financial instruments
on these exchanges, taken from the National Securities and
Stock Market Commission (Analytical data on..., 2024),
for the period from 2019 to 2023. The information obtained
revealed trends in the development of the derivatives mar-
ket in Ukraine, as well as the impact of internal and ex-
ternal economic factors on trading volumes. The market’s
reaction to political instability and macroeconomic chang-
es was also investigated, using a generalisation method to
identify key patterns.

The final stage was the creation of a model for the
effective use of derivatives for risk management. For this
purpose, analysis and modelling methods were used to
structure the process of selecting derivatives depending on
the specifics of the company’s risks. In particular, the model
included the stages of selecting the type of derivative, as-
sessing the capabilities of specific exchanges for concluding
transactions and developing risk management strategies.
The main goal of this model is to optimise risk manage-
ment processes for more efficient use of financial instru-
ments, which was made possible by combining quantitative
and qualitative approaches.

Results

Financial derivatives are an integral part of modern finan-
cial markets and are substantial in managing risk and pro-
viding stability for market participants. They are contracts
that are based on the price or value of another asset, called
an underlying asset. This can be stocks, currencies, bonds,
indices, commodities or other financial instruments. Thus,
derivatives allow investors and companies to hedge against
unpredictable changes in the markets, while providing op-
portunities for speculation and risk diversification. One of
the key concepts related to financial derivatives is hedg-
ing. This process involves the use of derivatives to protect
against losses due to changes in the value of the underlying
assets. Another important function of derivatives is spec-
ulation, where investors buy or sell derivatives in the hope
that the value of the underlying asset will change to make a
profit. The third function, arbitrage, is to profit from differ-
ences in the prices of identical or related assets in different
markets without risk (Carbonneau & Godin, 2021).
Financial derivatives are classified according to various
criteria. First, there are several main types of derivatives
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depending on their structure and underlying assets. The
most common of these are futures, forwards, options and
swaps. Futures are standardised contracts to buy or sell an
asset in the future at a predetermined price. Futures are
widely used to hedge risks in commodity markets, such
as oil, gold, and grain, and financial instruments, such as
foreign exchange rates or interest rates (Sosoo et al., 2021).
Forwards are contracts to buy or sell an asset at a predeter-
mined price in the future, but unlike futures, forwards are
not standardised and are usually concluded between two
parties on the over-the-counter market. They provide more
flexibility but carry higher risks due to the lack of regula-
tion and standardisation (Balakrishnan, 2020). Options are
financial contracts that give the right, but not the obliga-
tion, to buy or sell an asset at a fixed price in the future. Op-
tions are divided into call options (the right to buy) and put
options (the right to sell). This is one of the most flexible
instruments, as investors can exercise the right only if it is
profitable, which allows for more efficient risk management
(Schwarcz, 2020). Swaps are contracts under which two
parties agree to exchange cash flows or liabilities. The most
common are interest rate swaps, where companies or finan-
cial institutions exchange fixed and floating interest rates to
reduce the risks associated with rate fluctuations. Another
common type is currency swaps, which allow market par-
ticipants to reduce currency risks (Yu et al., 2022).

In addition to the main types, financial derivatives can
also be classified according to their market environment.
Exchange-traded derivatives are traded on regulated ex-
changes, which provides a high level of transparency and
security for participants. They are standardised in terms of
contract size, terms and conditions, and maturity. Over-
the-counter (OTC) derivatives are less regulated and have
greater flexibility as contract terms can be tailored to the
needs of the parties, but they carry greater credit risk as the
participants are responsible for fulfilling their obligations
to each other. Given the wide range of instruments and op-
portunities, financial derivatives play an important role in
risk management in modern markets. They not only help to
reduce the impact of negative market changes but also open
new opportunities for investors and companies in the con-
text of hedging, speculation and arbitrage. However, their
complexity, as well as the possible risks associated with their
misuse, require a high level of financial literacy and regu-
latory control. The evolution of financial derivatives was
driven by the need to adapt to constantly changing mar-
ket conditions, especially in times of instability. Since their
inception, derivatives developed from simple commodity
futures transactions to complex financial instruments used
to manage a wide range of risks. In times of crisis and high
volatility, derivatives have become particularly important
as they have become important instruments to protect
against unpredictable market fluctuations and losses. Their
evolution has always been influenced by market conditions,
technological progress and regulatory changes.

The formal development of derivatives markets began
in the 19" century when standardised futures contracts
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for agricultural commodities appeared on the Chicago
and London stock exchanges. These early derivatives were
simple in nature and were used primarily to hedge risks in
commodity markets. Over time, financial markets became
increasingly complex, leading to the need to create new
types of derivatives to manage risks in a more volatile en-
vironment. In the mid-twentieth century, financial futures
and options, on indices and currencies, began to develop
rapidly, reflecting the growing globalisation and integra-
tion of global financial markets. In the 1970s, when global
markets began to move to floating exchange rates after the
collapse of the Bretton Woods system, currency derivatives
gained particular importance (Pauletto, 2012). Their emer-
gence protected companies and investors from currency
fluctuations that became a regular feature of global markets.

The financial crisis of 2008 marked a turning point in
the history of derivatives (Babayev & Sabzaliyev, 2024).
Until then, derivatives had been actively used not only for
hedging but also for speculative purposes, leading to a sig-
nificant increase in their volumes on the market. One of the
factors that led to the crisis was the excessive use of complex
derivatives, such as credit default swaps (CDS) and securi-
tised assets, which were poorly understood by many market
participants. After the crisis, derivatives became associated
with increased risks, which triggered a wave of regulatory
changes. Authorities in many countries introduced stricter
requirements for transparency, settlement and risk man-
agement in the derivatives market (Bryan & Rafferty, 2014).
In response to these developments, significant changes in
the structure and use of derivatives have occurred since
the 2008 financial crisis. Regulators introduced new re-
quirements for centralised clearing and reporting of OTC
derivatives, which reduced risks to financial systems and
increased market transparency. This improved market risk
assessment and determination of the value of derivatives,
reducing the likelihood of a recurrence of systemic crises.

However, the evolution of derivatives did not stop. The
derivatives markets have been actively influenced by the lat-
est technologies, such as fintech and blockchain. The intro-
duction of digital platforms for derivatives trading, as well as
the development of algorithmic trading, have changed the
speed and accessibility of derivatives transactions (Make-
don et al., 2022). Today, blockchain technologies and smart
contracts are opening new opportunities for the develop-
ment of derivatives markets, offering greater automation
and security, which is especially important in the context
of growing market volatility. Table 1 shows the world’s larg-
est derivatives exchanges by number of trading contracts.

The National Stock Exchange of India (NSE) showed
the largest increase, indicating the rapid growth of the
Indian derivatives market, which can be explained by the
growing demand for financial instruments in the rapidly
developing country. The B3 exchange (Brazil) also showed
stable trading volumes. This indicates a certain stabilisa-
tion of the market after significant growth. CME Group,
one of the world’s largest exchanges, showed moderate but
steady growth. This confirms its role as a key player in the
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global derivatives market. Other exchanges, such as the
Bombay Stock Exchange, showed significant growth, in-
dicating that the Indian stock market is picking up. The
CBOE Holding exchange has also shown steady growth,
reflecting the high demand for risk-hedging instruments.
Among the Chinese exchanges, the Zhengzhou Commod-
ity Exchange has shown a noticeable increase in the num-
ber of contracts. This may indicate increased activity in

commodity derivatives. The Nasdaq, Intercontinental Ex-
change, Dalian Commodity Exchange, Shanghai Futures
Exchange and Korea Exchange have shown stable results
over the past four years, with only minor fluctuations.
Eurex and Miami International Holdings showed modest
growth or a slight decline in trading volumes, which may
reflect lower demand for derivatives in these regions or
market consolidation.

Table 1. Largest derivatives exchanges in the world in 2020-2023 by number of trading contracts, million

2020 2021 2022 2023

National Stock Exchange of India 8850 17255 38114 84807
B3 6343 8756 8314 8315

CME Group 4821 4943 5846 6099

Bombay Stock Exchange 848 1435 1417 5827
CBOE Holding 2614 3096 3476 3708
Zhengzhou Commodity Exchange 1702 2582 2398 3533
Nasdaq 2661 3293 3148 3204
Intercontinental Exchange 2789 3318 3435 2910
Dalian Commodity Exchange 2207 2364 2275 2508
Borsa Istanbul 1517 2018 2727 2086
Shanghai Futures Exchange 2129 2446 1843 2061
Korean stock exchange 2185 2282 2058 2038
Eurex 1861 1703 1956 1915

Miami International Holdings 827 1338 1299 1587

Source: compiled by the authors based on Largest derivatives exchanges worldwide from 2020 to September 2024, by

number of contracts traded (2024)

Financial technology has made derivative transactions
more accessible and faster. Fintech companies offer plat-
forms for electronic trading in derivatives, automate con-
tract execution processes and reduce costs associated with
intermediaries. These technologies help to optimise deriva-
tives operations, which is especially important for real-time
risk hedging (Alsahlawi, 2021). One example of how fintech
is being used is through automated trading platforms such
as Tradeweb or MarketAxess. They allow market partici-
pants to execute derivatives transactions on electronic plat-
forms, which significantly reduces transaction times and
makes the market more liquid. Before the introduction of
such platforms, participants had to rely on manual trading
or complex transactions through brokers, which was slow-
er and more expensive. Automation also reduces the risk of
errors that can occur during the execution of transactions.
Fintech helps to solve the problem of the complexity of set-
tling derivative contracts. Previously, this process was very
labour-intensive and risky due to numerous transactions
and intermediaries. The introduction of clearing platforms
that use automated data processing systems helps speed up
settlements and reduce credit risks. LCH Clearnet platform
for derivatives is a notable example of how automation
reduces complexity and improves settlement efficiency.

Blockchain is opening new horizons for financial mar-
kets, especially in the derivatives sector (Spytska, 2023).
This technology creates decentralised, tamper-proof ledg-
ers that can significantly improve transparency and reduce
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fraud risks. Derivatives that are recorded on the blockchain
become fully traceable as all transactions are recorded in a
distributed database. This allows both market participants
and regulators to track who concluded a transaction, when
and under what conditions (Zhang et al., 2020). One ex-
ample of the use of blockchain for derivatives is the Axo-
ni platform, which works on projects in the field of credit
derivatives. By using blockchain, Axoni enables automatic
contract execution through smart contracts and improves
tracking of ownership and settlement. Smart contracts al-
low derivatives to be automatically executed when certain
conditions are met, eliminating the need for intermediaries
and reducing the risk of default. It also reduces the time to
execute transactions, increasing the speed and reliability of
operations. Another significant contribution of blockchain
to the derivatives industry is the reduction of transaction
costs. OTC derivatives are typically complex and require a
significant amount of paperwork and manual coordination
between the parties. Blockchain automates this process,
reducing the amount of administrative work and ensuring
that all contract pages are synchronised in real-time.
Despite the significant advantages of fintech and block-
chain, their implementation is also accompanied by chal-
lenges. One of the main challenges is the scalability of the
technologies, especially blockchain. Traditional exchanges
and platforms can process millions of transactions per day,
while blockchains face limitations in terms of transaction
processing speed. While technologies such as Ethereum
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2.0 are attempting to address this problem by updating
the consensus mechanism, the issue of scalability remains
open (Mosteanu & Faccia, 2020). Another challenge is the
regulatory uncertainty surrounding blockchain derivatives.
While technology creates opportunities to increase trans-
parency and reduce risk, regulators are still trying to find
the right balance between protecting market participants
and supporting innovation. This is particularly important
for OTC derivatives, where transactions are often complex
and unpredictable. In practice, however, the introduction
of these technologies is already yielding significant results.
For example, ISDA’s Common Domain Model (CDM) plat-
form, which uses blockchain to standardise and automate
derivatives contracts, has enabled banks to significantly
reduce the time and cost of processing complex financial
transactions. Market participants can see a reduction in er-
rors and faster settlement through the integration of smart
contracts and distributed ledger technology.

Financial derivatives are playing an increasingly im-
portant role in risk management in the Ukrainian mar-
ket, where economic and political instability often affects
businesses and financial institutions. In the face of constant
fluctuations in the hryvnia exchange rate, changes in en-
ergy prices, and other macroeconomic factors, derivatives
are becoming a tool that allows companies and investors to
protect themselves from market risks (Kyfyak et al., 2024).
However, the use of these instruments in Ukraine is still
at a developing stage, with many challenges and prospects
related to the regulatory framework, limited market knowl-
edge and product availability.

The derivatives market in Ukraine has not yet reached
the level of development seen in Western countries. The
main issue is the limited awareness of the instruments and
their use among many market participants. Many compa-
nies and investors do not yet have sufficient experience to
use derivatives effectively (Shuplat et al., 2022). This results
in insufficient demand for such products. It is also worth
noting that Ukraine’s regulatory framework, while con-
stantly improving, does not yet fully meet the needs of the
derivatives market. The absence of a clear and transparent
infrastructure for derivatives trading and clearing may
cause problems with market confidence, especially among
foreign investors. Although the National Securities and
Stock Market Commission (NSSMC) is working to create
an effective regulatory platform for derivatives, this process
will take time and require significant investment.

The derivatives market in Ukraine, although recently
introduced, has significant potential for development. The

main exchanges involved in derivatives trading in Ukraine
include the Ukrainian Exchange (UX), PFTS and Pers-
pektyva Stock Exchange. The Ukrainian Exchange (UX),
founded in 2008, is one of the key trading platforms on the
Ukrainian stock market. It has quickly gained a reputation
as an innovative and modern exchange, thanks to the in-
troduction of an electronic trading system and the devel-
opment of the derivatives market. The futures and options
contracts offered on the exchange are the main instruments
for managing financial risks, including currency, interest
rate and commodity risks. The Ukrainian Exchange plays
an important role in the formation and development of the
derivatives market in Ukraine. One of the main advantages
of UX is its high liquidity, which makes it attractive to both
domestic and international investors. The exchange oper-
ates on a central counterparty (CCP) technology, which
increases the reliability and security of derivatives trading.

PFTS is one of the oldest stock exchanges in Ukraine,
founded in 1996. The exchange was initially a key player
in the equity market but later expanded its capabilities to
include derivatives in the list of financial instruments. The
PFTS is known for its many years of experience and reliabil-
ity, making it an important element of the country’s finan-
cial infrastructure. Although the PFTS has experienced pe-
riods of reduced activity, the exchange continues to develop
instruments for risk hedging and portfolio investment. The
PFTS offers traders and investors access to futures con-
tracts on currencies, indices and bonds, which allows them
to effectively manage market risks. The exchange maintains
high standards of reporting and transparency, which fos-
ters trust among market participants.

Perspektyva Stock Exchange is one of the leading de-
rivatives trading platforms in Ukraine. It has been actively
developing since its foundation and is focused on innova-
tive technologies and international standards in the field
of financial instruments trading. The exchange pays par-
ticular attention to investors interested in hedging finan-
cial risks through futures and options contracts on com-
modities, shares and other assets. “Perspektya” provides a
wide range of products for risk management, especially in
times of volatile financial markets. Its trading platforms
are user-friendly and highly automated, making the trad-
ing process fast and efficient. The exchange also actively
supports market transparency by cooperating with gov-
ernment regulators to improve the legal environment and
develop the Ukrainian derivatives market. Table 2 shows
the volume of financial instruments traded on organised
capital market operators.

Table 2. The trading volume of financial instruments on organised capital market operators in 2019-2023, UAH billion

2019 2020 2021 2022 2023

PFTS 114.8 131.5 221.5 84 274.7
Perspektyva 186.4 201.5 2171 61.2 147
Ukrainian Exchange 3.8 2.4 13.3 15.4 14.8

Total 305 334.4 452 160.6 436.4

Source: compiled by the authors based on Analytical data on stock market development (2024)
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Trading volumes on exchanges underline the impor-
tant role of financial instruments, including derivatives,
in managing risk in volatile environments. The marked
decline in trading volume in 2022 across all exchanges
reflects the significant challenges faced by market partici-
pants due to the war. However, the growth in 2023 shows
that financial market participants are adapting and trying
to find tools to minimise risks. Derivatives, as hedging in-
struments, could become an important part of this strategy,
allowing businesses and investors to reduce market uncer-
tainty in the face of sharp fluctuations.

Effective risk management with the help of financial
derivatives is extremely important for Ukrainian compa-
nies, especially in the context of instability caused by both
internal and external factors. A model for the effective
use of financial derivatives for risk management was de-
veloped, which consists of several steps. The first step is to
identify the main risks that may affect the financial stability
of the enterprise. These risks include currency risk associ-
ated with fluctuations in exchange rates, price risk arising
from changes in global commodity prices, and interest rate
risk arising from changes in market interest rates. The next
step is to choose the best financial instruments to hedge
the risks. For example, for currency risk, it is advisable to
use futures and forward currency contracts. To hedge price
risk, an effective solution is to enter futures contracts. To
manage interest rate risk, it is useful to enter interest rate
swaps. Here, it is essential to determine the choice of the
exchange on which the transactions will be concluded. For
example, a company can choose one of the major exchang-
es, depending on the specifics of its needs.

The model also provides for the development of a
hedging strategy that integrates the selected financial in-
struments into the company’s overall financial policy. This
strategy includes regular monitoring of market conditions,
exchange rates, agricultural commodity prices and interest
rates. It is also necessary to use combinations of derivatives
to cover different risks simultaneously, ensuring reliable
protection of assets. Assessing the effectiveness of deriv-
atives is another important step. To do this, financial re-
sources saved can be analysed by comparing potential losses
without hedging with actual losses after entering contracts.
The volatility of the financial indicators of the company and
their stability in the face of market fluctuations should also
be assessed. The model should be flexible and include mech-
anisms for adjusting the strategy based on changes in mar-
ket conditions. If new risks emerge or market conditions
change, the company can adapt its strategy by changing the
choice of financial instruments or the amount of hedging.
The example of one of the leading agricultural companies
in Ukraine, Kernel (2023), which exports agricultural
products, provides a detailed look at the model of using
derivatives to hedge currency, price and interest rate risks.

First, the company faces currency risks, as most of its
export contracts are in foreign currencies, and business
expenses are incurred in hryvnia (Zelisko et al., 2024).
In times of war, when the hryvnia exchange rate against
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foreign currencies can fluctuate sharply due to econom-
ic instability, this risk is particularly acute. For instance,
it Kernel plans to enter a USD 50 million export contract
with payment due in six months, the company may suf-
fer significant losses due to a devaluation of the hryvnia
or, conversely, its unexpected appreciation. To hedge such
risks, it is advisable to use currency futures contracts. If the
exchange rate is UAH/USD 42 at the time of the contract
conclusion, Kernel can fix this rate through futures agree-
ments. This helps to avoid unfavourable changes in the ex-
change rate and stabilise the company’s revenue planning.
If in 6 months the hryvnia/dollar exchange rate changes to
UAH/USD 45, the company will lose on the contract price
but will compensate for it by gaining on the futures con-
tract. If, on the contrary, the exchange rate drops to UAH/
USD 35, the additional market gains will be balanced by
losses on derivative transactions, allowing the company to
maintain its projected level of income.

Price risk associated with changes in global agricul-
tural commodity prices is another significant challenge for
Kernel. Global prices for commodities such as sunflow-
er oil and grain can fluctuate significantly depending on
supply, demand and geopolitical factors (Manachynska et
al., 2024). In the event of a price decline, the company may
suffer significant financial losses, which is why hedging
with agricultural futures contracts is an optimal solution.
For instance, if the price of sunflower oil is USD 900 per
tonne at the time of contracting, the company can enter fu-
tures contracts to sell the future harvest at this price. If the
world price falls to USD 800 per tonne in a few months,
the company will retain its benefit through futures, which
helps to avoid losses and stabilise its financial results. On
the other hand, if the price rises to USD 950 per tonne, the
company may lose potential profits from the price increase,
but it receives predictable and stable income using deriva-
tives. Such a strategy is extremely important in the face of
unpredictable changes in global markets, which is further
exacerbated by the military action in Ukraine, which affects
international supply chains and demand.

Another important factor is interest rate risk, which
arises from changes in the cost of credit. Companies like
Kernel often take out loans to finance their operations, and
if the interest rate on these loans changes, it can have a sig-
nificant impact on the company’s financial performance.
For instance, if the company has floating-rate loans and
interest rates in the market start to rise, this could lead to
higher debt service costs. To avoid this risk, the company
can enter interest rate swaps that allow it to fix interest rates
at a certain level. For instance, Kernel can fix the interest
rate on its loans at 5%, even if the market rate rises to 7%.
This will help the company avoid an increase in its financial
burden due to the rising cost of borrowed funds.

The effectiveness of derivatives in managing risk can
be assessed using quantitative measures. For example, the
cost of hedging can be compared to the actual losses that
the company avoided by using futures, options or swaps.
In the case of currency risk hedging, for example, it is
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possible to calculate how much exchange rate changes could
have affected the company’s profitability without the use of
derivatives and how much resources were saved due to the
contracts. It is also essential to assess the extent to which
the use of derivatives reduces the volatility of the compa-
ny’s financial performance and stabilises its profitability in
difficult periods. Assessment of the profitability of deriva-
tives helps to determine whether the costs of their use are
justified and whether they lead to cost savings compared
to potential losses. Thus, the developed model shows that
companies that use derivatives to hedge currency, price and
interest rate risks can significantly reduce the negative im-
pact of market fluctuations, especially in times of crisis or
war. The example of Kernel shows how a well-chosen strat-
egy of using futures, options and swaps allows the compa-
ny to remain competitive and protected from unpredict-
able changes in the market. This is an important step for
business stability in the face of an unstable financial envi-
ronment and global market challenges faced by Ukrainian
companies due to the war and economic turmoil.

Discussion

The results of the study demonstrate the importance of fi-
nancial derivatives as instruments for risk management in
times of economic instability in the example of the Ukrain-
ian market. They emphasise that understanding the types
of derivatives and their functions is critical for the effec-
tive use of these instruments. The classification of deriv-
atives into futures, forwards, options, and swaps can be
used to highlight the specifics of their use depending on
market needs and individual company strategies. S.M. Bar-
tram (2019) investigated the impact of derivatives on the
stability of financial markets. The author found that the
use of derivatives helps to reduce market volatility, as they
allow participants to hedge risks. C. Gonzalez Pedraz &
A.V. Rixtel (2021), in turn, emphasise the importance of
regulating and standardising derivatives to increase their
efficiency. This correlates with the results of the current
study, which also emphasises the importance of the regu-
latory environment for the development of the derivatives
market. However, the authors put more emphasis on mar-
ket stability, while the current study focuses on the specific
risks faced by companies.

It is particularly important to analyse the differ-
ence between exchange-traded and OTC derivatives. Ex-
change-traded derivatives, which are highly standardised
and regulated, provide greater security for market partici-
pants (Nogoibaeva et al., 2024). At the same time, OTC de-
rivatives offer more flexibility, although they are associated
with increased risks due to the lack of centralised control.
This feature may be important for Ukrainian companies
seeking to adapt to rapidly changing market conditions.
D.H. Vo et al. (2020) determined that derivatives are an
effective tool for risk management in high inflationary en-
vironments. They conducted an analysis that showed that
companies using financial derivatives were able to better
adapt to inflationary challenges. This is consistent with the
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results of the current study, however, the author focused
more on inflationary risks, while the current study looks at
currency and interest rate risks.

The growing importance of derivatives in times of eco-
nomic instability is particularly evident in the context of the
war in Ukraine (Semenenko et al., 2024). The uncertainty
of the exchange rate and fluctuations in interest rates high-
light the need for hedging, which can be implemented us-
ing currency forwards and interest rate swaps. This creates
new opportunities for Ukrainian companies to mitigate the
risks associated with foreign economic activity. N.M. Leo-
ne et al. (2019) highlighted the use of derivatives in times
of political instability. They noted that companies in under-
developed and unstable countries are still not sufficiently
aware of the use of derivatives to hedge political risks. This
correlates with the findings of the current study, which also
notes that many companies have limited experience in us-
ing these instruments. However, the author focuses more
on political risks, while the current study also considers
other types of risks, such as currency and interest rates.

G.M. Caporale et al. (2021) addressed the behaviour of
investors in the derivatives market during economic insta-
bility. They conducted a comparative analysis of the use of
derivatives in different regions of the world and concluded
that investors tend to adopt different strategies during crisis
periods. Compared to the current findings, the author not
only examines specific instruments (futures, forwards, op-
tions, swaps) but also pays considerable attention to global
trends and regional specifics, particularly in the context of
the crisis.

The study also indicated that technological advanc-
es, such as the introduction of financial technology and
blockchain, can significantly improve the efficiency of the
derivatives market. Electronic platforms for trading deriv-
atives can reduce the costs and time involved in executing
trades, which can be critical in situations where the speed
of response to changing market conditions is crucial. How-
ever, along with these advantages, new challenges arise
related to the complexity of regulating new technologies.
C. Chen (2020) studied the role of financial technology in
the development of the derivatives market. The author noted
that automation of trading and contract execution process-
es significantly increases market efficiency, reducing costs
and time. E. Avgouleas & A. Kiayias (2019) also focused
on the introduction of innovative technologies such as
blockchain. The authors emphasised that blockchain-based
smart contracts can provide security and transparency in
the derivatives market by automatically fulfilling contract
terms without intermediaries. This is consistent with cur-
rent findings that also highlight the impact of fintech and
blockchain on the availability and speed of derivatives
transactions. However, the authors focused on the technical
aspects and automation capabilities, while the current study
focuses more on the regulatory and educational aspects.

G. Abuselidze (2021) addressed the specifics of the
use of financial derivatives in the agricultural sector, where
many export-oriented companies face currency risks due to
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exchange rate fluctuations. The author conducted an anal-
ysis that demonstrated that agricultural companies actively
use currency forwards as a tool to protect their revenues
from adverse changes in the exchange rate. N.V. Trusova et
al. (2020), in turn, emphasised that companies, thanks to
forwards, can fix the selling price of their products at the
stage of concluding a contract, which allows them to avoid
financial losses in the event of a sharp drop in the currency
exchange rate. This is consistent with the current findings,
however, the authors emphasised that agricultural compa-
nies receive real benefits from the use of forwards, which
have helped them to increase their financial stability. At
the same time, the current study only focused on general
awareness of financial instruments.

Financial literacy among Ukrainian companies re-
mains a significant barrier to the effective use of deriva-
tives. Despite growing awareness of hedging opportunities,
many companies still have limited experience with finan-
cial instruments. This suggests the need for further training
and awareness-raising among market participants. The reg-
ulatory framework in Ukraine also needs to be improved to
facilitate the development of the derivatives market. While
there are efforts by government authorities to create a more
transparent and efficient infrastructure, this requires time
and resources. Initiatives to attract foreign investors are
also important, as they can provide additional capital and
expertise to develop the market.

M.A. Al Janabi (2022) addressed the impact of regula-
tory changes following the 2008 financial crisis on the finan-
cial derivatives market, highlighting that the new require-
ments increased market transparency but created barriers
for small and medium-sized enterprises. The study noted
a decline in transaction volumes among small players, re-
flecting their inability to adapt to the new regulations. In
contrast to the current study, the author emphasises struc-
tural changes and their implications for the availability of
derivatives. The results of the author and the current study
demonstrate the need for effective use of derivatives and
attention to structural barriers that impede market access.

Opverall, the findings of the study highlight that finan-
cial derivatives can be an important tool for risk manage-
ment in Ukraine, but their effectiveness depends heavily
on market awareness, technological support and the ap-
propriate regulatory environment. In the face of ongoing
economic challenges, such as the war, companies should
actively use these instruments to ensure their financial sta-
bility. The authors’ results also highlight the importance of
financial derivatives in various aspects of risk management,
and many of these findings overlap with the current study.
The derivatives market is multifaceted and requires a com-
prehensive approach to analysing and using these instru-
ments for risk management.

Conclusions

This study provides a detailed analysis of financial deriva-
tives, their typology, evolution and role in modern markets.
One of the key aspects of the study was the classification of
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derivatives by structure and underlying assets, which can
be used to identify the main instruments: futures, forwards,
options and swaps. Futures are recognised as standardised
contracts that are widely used to hedge risks in commodi-
ty and financial markets. Forwards, in contrast to futures,
provide greater flexibility, but due to the lack of standards,
they carry higher risks. Options, which give the right but
not the obligation to buy or sell assets, have proved to be
the most flexible instrument for effective risk management.
Swaps, in turn, help to reduce risks associated with interest
rates and currency fluctuations by exchanging cash flows
between the parties.

The evolution of derivatives has been influenced by
market conditions, technological developments and regu-
latory changes. In particular, the importance of derivatives
grew during the financial crises, as they developed into an
effective hedge against market volatility. The development
of derivatives markets was particularly important after the
2008 financial crisis, which led to increased regulation and
the introduction of new requirements for transparency,
clearing and risk management. The volume of derivatives
trading on global exchanges increased between 2020 and
2023. The analysis noted that the latest technologies, in-
cluding financial technology and blockchain, have a signif-
icant impact on the development of the derivatives market.
Thanks to fintech, derivatives transactions have become
more accessible and faster, while the use of blockchain in-
creases the transparency and security of transactions. Auto-
mation of trading processes and the introduction of smart
contracts reduce the costs and risks associated with contract
execution. However, the study also highlighted that tech-
nological advances have their challenges, particularly in the
areas of regulation and scalability of blockchain solutions.

In the context of the Ukrainian derivatives market, the
study noted that their importance is growing due to con-
stant economic fluctuations, currency risks and inflation,
which is especially relevant in times of war. Ukrainian com-
panies are increasingly using currency forwards and other
derivatives to hedge their risks, but the country’s deriva-
tives market is still underdeveloped due to low financial lit-
eracy and a limited regulatory framework. Kernel’s model
of effective use of financial derivatives for risk management
demonstrates how an agricultural company can use futures
and options to hedge grain price risks. The use of these in-
struments allows Kernel to lock in prices for future sales,
reducing the impact of unpredictable market fluctuations
on revenue. By properly managing derivatives, the compa-
ny can ensure the stability of its financial results and reduce
the risks associated with fluctuations in commodity prices.

The limitations of the study are related to the lack of
data on the specifics of the use of financial derivatives in
Ukraine and the limited level of their implementation com-
pared to developed countries. Further research could fo-
cus on analysing the impact of new technologies, such as
blockchain, on the development of the derivatives market
in Ukraine and exploring opportunities to improve finan-
cial literacy among market participants.
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AHoTauifa. [laHe [OCTif)KeHHS HallpaBjieHe Ha aHajli3 MOXJIMBOCTEN Ta e(l)eKTMBHOCTi 3aCTOCYBaHHA (biHaHCOBMX
IDepUBATMBIB AK IHCTPYMEHTIB A XeIPKyBaHHA Ta MiHiMisanii pusukiB Ha ¢iHaHcoBuX puHKaX. MeTomosorisa
HDOCTiIPKeHHA BKIIIoYaaa Kiaacudikanilo (iHaHCOBUX [epMBaTUBIB 3a pisHMMM KpUTepiAMH, 30KpeMa 3a iXHBOIO
CTPYKTypoIo Ta 0a30BMMMU aKTMBaMU. Bu3HayeHO OCHOBHI TuIM HepuBaTMBiB: ¢’lodepcu, (GopBapay, ONLIOHU Ta
CBOIY, IIJO BUKOPMCTOBYIOTHCS IJLA Xe)KYBaHH: PU3UKIB Ha PUHKaX TOBapiB i GpiHaHCOBMX iHCTpyMeHTiB. PesynbraTn
TOCTIIKeHHA CBif4aTh Ipo Te, M0 PiHAHCOBI lepMBaTUBY 3alIMAIOTh BaXXJIMBY POJIb y 3HVDKEHH] BIUIMBY HeraTUBHUX
3MiH Ha PUHKY, BiIKpMBaIO4/ HOBI MOXX/IMBOCTI [/ iHBECTOPIB Ta KOMIIAHill Y KOHTEKCTI XeJPKyBaHHS, CIIEKY/IALIN
i apbiTpaxy. BusnauyeHo, mo eBomonia ¢(piHAHCOBUX [epUBAaTUBIB 3HAYHOI Miporw Oyra 3yMoBIeHa HeoOXigHicTIO
ajjanTanil 1o MOCTIHO 3MiHIOBaHMX YMOB PUHKY, 0COONMNMBO IIiJ 4ac Kpu3 i mepionis BomaTuabHOCTI. Po6oTa Takox
ToCTimKye BIUIVB (iHaHCOBMUX TexHosoriit (fintech) i 670K4elH-TeXHONOrII Ha PUHOK AepUBATUBIB, MiTKpPeCTIO0YN
Ba)K/IMBICTh aBTOMAaTH3allil Ta MMiBUIIEHHA IPO30pOCTi yrof. BigsHaueHo, 110 OCTaHHIMM pOKaMy PUHOK JiepMBaTHBiB
3a3HaB 3HAYHUX 3MiH 4Yepes3 BIPOBA/PKEHHs HOBMX TE€XHOJIOIiM, AKi IMOMIIIINWINA JOCTYIHICTh Ta IBUAKICTh TOPTIBJIi.
OxpeMy yBary npuaiIeHO aHali3y yKpalHCbKOTO PMHKY JepMBaTUBIB, e eKOHOMiYHa Ta MOJITMYHA HecTabiIbHICTDb
CTBOPIOE OTPeby B e(eKTMBHOMY YIpaBIiHHI pusukamu. OKpeMIM e1eMeHTOM JJOCIiKeHH Oyia po3pobka Moperni
e(eKTUBHOrO BUKOPUCTaHHA (PiHAHCOBUX [lepUBAaTUBIB [y ynpapiaiHHA pusukamm Ha npuxaapi Kernel. Mopgenn
BKJIIOYAJIa €TaIll OLIHKM PU3MKIB, BMOOPY BifmoBinHMX (iHAHCOBMX IHCTPYMEHTIB, a TAKOX 3/i/ICHEHHS MOHITOPUHIY
Ta KOPUTYBaHHA CTpareriii. BUCHOBKM HOCTiIKeHHA MiIKPeCIIIo0TD, 10 PUHOK IepUBaTUBIB B YKpaiHi 1ie nepebyBae
Ha eTali pO3BUTKY, IO IIOB’A3aHO 3 0OMEeXXEHUM PO3yMiHHAM IIUX iIHCTPYMEHTIB cepef] yYaCHUKIB PUHKY
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Central Asian pension systems...

fund contributions, demographic trends, and the structure of pension models — pay-as-you-go, funded, or hybrid. The
results of the study showed significant differences between the pension systems of Central Asian countries. Kazakhstan
had introduced a funded pension system, but was facing problems due to low investment returns and public distrust.
Uzbekistan, despite efforts to integrate migrant workers into the pension system, still struggles with insufficient
contributions from the informal sector. Turkmenistan maintains a public pension system, but a lack of transparency limits
the ability to assess its long-term viability. Kyrgyzstan has introduced a hybrid pension system, but labour migration and
the informal economy undermine its effectiveness. Tajikistan continues to rely on the traditional pay-as-you-go model, but
economic instability and migration pose serious financial challenges. Thus, pension systems in Central Asia share common
challenges, especially in managing labour migration and covering informal workers. Ongoing reforms are needed to
improve financial management, diversify investments, and expand coverage to ensure the sustainability of pension funds

Keywords: demographic challenges; retirement benefits; social security; financial sustainability; welfare state

Introduction

Pension systems play a crucial role in providing financial se-
curity for the elderly after retirement. In Central Asia, these
systems have a long history but have faced challenges dur-
ing the post-Soviet transition. A detailed analysis of pension
reforms, demographic shifts, population aging, and finan-
cial sustainability is needed to ensure effective pension pay-
ments. Comparing the systems in Kazakhstan, Uzbekistan,
Turkmenistan, Kyrgyzstan, and Tajikistan will help identify
successes, risks, and strategies for improving social security.

The financial sustainability of Central Asian pension
systems faces challenges from economic inequality, limited
state budgets, and an aging population. Unequal economic
development and resource constraints threaten the effi-
ciency of these systems. Reforms and new funding sourc-
es are crucial for long-term sustainability, especially amid
global economic changes (Cheberyako & Skulish, 2022).
Research on the effectiveness of current strategies, risks,
and achievements is vital for academics and policymakers,
as pension systems directly affect the quality of life for mil-
lions in the region.

Uzbekistan’s pension system faces challenges, including
agrowing number of retirees and low contributions fromless
than half of the workforce. U.U. Berdiyeva (2022) explored
international reforms and suggested involving migrants and
informal workers to enhance sustainability. However, more
research is needed on ensuring pension fund viability and
encouraging long-term participation in social insurance.

Asian pension systems struggle with poor coverage
and inadequate benefits due to aging populations and re-
duced family support. D. Park & G.B. Estrada (2022) noted
that only the Philippines provided sufficient pension in-
come, while most countries offered benefits that fell short
of a decent living standard. Research gaps include expand-
ing coverage for unorganized sector workers and ensuring
the financial sustainability of these systems.

Kazakhstan’s pension system, modelled on the So-
viet system, faces significant financial challenges due to
the economic downturn and difficulties in paying retirees
(Khamzin et al., 2015). Asian Development Bank (2023)
highlighted key issues, such as the need to build public trust,
improve fund management, and strengthen capital mar-
kets. Gaps for further investigation include mechanisms

Scientific Bulletin of Mukachevo State University. Series "Economics”, 11(4)

to ensure minimum pensions and address income redistri-
bution for social justice.

Demographic shifts, such as an aging population and
low coverage, have undermined the financial sustainability
of Central Asian pension systems. The financial instability
of the Kyrgyz Republic’s pension system is driven by high
labour migration, low pension contributions, and an ag-
ing population. D.S. Zholboldueva et al. (2024) found that
while the funded pension system has reduced the deficit,
issues with covering the unorganized sector and labour mi-
grants persist. Key gaps include exploring strategies to at-
tract migrants and ensuring the system’s financial stability.

Low pension payments and economic instability
brought on by inflation and labour migration are ma-
jor problems for the aged population in Central Asia.
K. Makhanov (2024) highlighted that the region’s pension-
er provision was negatively impacted by reliance on remit-
tances. The effectiveness of government initiatives to ex-
pand social benefits is still quite low. Not enough research
has been done on the problems of long-term care for the
elderly in light of the drop in remittances.

Asia’s pension systems face challenges, particularly low
coverage and inadequate benefits, as highlighted by R. Cho-
mik et al. (2024), especially in countries with high informal
work. They emphasize that low voluntary contributions and
informality pose major obstacles. Research gapsincludeinef-
fective strategies for raising benefitlevels amid demographic
changes and integrating informal workers into the system.

The authors identify key challenges in the Kyrgyz Re-
public’s pension system, such as labour migration and low
pensioner incomes due to insufficient coverage of unorgan-
ized sector workers. Work by House of Commons Foreign
Affairs Committee (2024) highlights the system’s financial
instability caused by inadequate migrant contributions and
low pension payments. The primary gap is the need to cre-
ate strategies for attracting migrants to the pension system
and strengthening the legal framework for recognizing
their contributions.

The purpose of the study was to identify effective
mechanisms for improving the pension systems of Central
Asian countries to ensure their financial stability and so-
cial protection of the elderly. To achieve this goal, it was
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necessary to solve the following tasks: first, to analyse exist-
ing pension models in Central Asian countries and identify
their strengths and weaknesses; second, to study the impact
of labour migration on the stability of pension systems and
develop recommendations for increasing the coverage of
informal sector workers.

Materials and Methods

This study analysed in depth the pension systems of five
Central Asian countries — Kazakhstan, Uzbekistan, Turk-
menistan, Kyrgyzstan and Tajikistan. Covering the period
2019-2023 years, the study provided an up-to-date and de-
tailed comparison of the pension systems of these coun-
tries, with the aim of identifying both good practices and
areas for improvement. The analysis took into account the
different socio-economic conditions of each country, de-
mographic challenges and peculiarities of employee partic-
ipation in pension systems, which provided a holistic view
of the state of pension systems in Central Asia.

Data for the analysis was meticulously gathered from
official government reports, publications by international
organizations, and statistics from national agencies across
each country. Key sources included detailed, insightful
reports from the World Bank (2019) and the Asian De-
velopment Bank (2023). This collected data encompassed
the structural elements of each pension system, levels of
employee contributions, demographic patterns, and key
economic indicators, including pension fund performance
metrics and trends.

The study used the following main methods of scientific
knowledge: analysis and synthesis, which allowed to break
down the structure of pension systems into their compo-
nents and further generalise the data obtained to identify
common trends and differences; induction and deduction,
which were used to formulate general conclusions based on
specific data, as well as to logically justify recommendations
for improving pension systems; comparative method, which
allowed to identify common and distinctive features of the
pension systems of the five countries, and assess the effec-
tiveness of reforms in different socio-economic conditions.

In addition, the descriptive method was used to sys-
tematise the characteristics of each pension system, includ-
ing demographic trends, the level of employee participation
in pension systems and economic indicators; the synthesis
method helped to develop recommendations for further
reforms aimed at improving the financial sustainability of
pension funds and expanding the coverage of the popula-
tion with pension benefits.

A significant focus was placed on assessing the impact
of labour migration on pension systems. For each country,
data regarding migration rates and the level of migrant par-
ticipation in pension systems were analysed. This allowed
the study to evaluate how migration influences the financial
sustainability of pension funds and to assess the effective-
ness of policies designed to integrate migrants into social
protection frameworks. The research findings were pre-
sented through tables and graphs, providing a clear visual
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comparison of reform outcomes, the scope of pension cover-
age, and each system’s financial resilience. This visualization
aidedinidentifyingthemosteffectivestrategiesandhighlight-
ing areas for further development in pension management.

Results

Although the Central Asian nations of Kazakhstan, Uzbek-
istan, Turkmenistan, Kyrgyzstan, and Tajikistan inherited
Soviet-style pension systems, each of them started enacting
its own pension reforms in the post-Soviet era to adjust to
the changing circumstances. Although the region’s pension
systems are still developing, they all deal with the same is-
sues, including shifting demographics, minimal employee
engagement in the unorganized sector,and alack of funding.

After 1998, Kazakhstans pay-as-you-go pension sys-
tem was replaced by a funded pension scheme. Employee
contributions to pension funds, which are meant to pay
benefits upon retirement, are the primary focus. Despite its
goal of lessening the strain on the state budget, this sys-
tem has several problems, such as the public’s mistrust of
pension funds as a result of corruption and subpar invest-
ment results. Furthermore, a sizable section of the working
population migrates overseas or works in the unorganized
sector, thus the system does not include everyone.

A financed pension system has also been established in
Uzbekistan, although there are many obstacles in the way
of its complete implementation. Since a sizable section of
the populace is employed in the unorganized sector, it is
challenging to integrate these individuals into the pension
system. This results in a lack of contributions and a restrict-
ed capacity to offer a respectable standard of pensions to
the whole population. Furthermore, the system is experi-
encing financial sustainability problems that raise doubts
about its long-term efficacy as a result of demographic
shifts and economic challenges.

Since Turkmenistan is still a relatively remote nation,
it is challenging to obtain reliable data on the success of
pension reforms, even with the implementation of financed
pillars in the system. Although the state budget still has a
significant influence on pension payouts, the lack of trans-
parency makes it challenging to evaluate how well the sys-
tem can support pensioners’ standard of life. Official statis-
tics, however, show a steady level of payments, even if the
real situation might be very different.

Kyrgyzstan has decided to use a hybrid pension scheme
that incorporates funded and pay-as-you-go components.
Through private pension funds, this strategy enables the
government to lessen the strain on the state budget to some
extent. However, itignores the fundamental issue oflow pen-
sion fund contributions brought on by increasing migration
and poor participation from workers in the unorganized
sector. The high degree of shadow economy in Kyrgyzstan's
pension system also severely restricts the country’s ability
to pay retirees steady pension payouts (World Bank, 2019).

In contrast to its neighbours, Tajikistan still uses the
traditional pay-as-you-go pension system, in which cur-
rent contributions from working people are used to fund
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pension payouts. However, because of the nation’s econom-
ic instability, this model - which worked successfully under
the Soviet era — is currently having serious financial chal-
lenges. This system is susceptible to shifts in the economy
because of low earnings, a high number of labour migrants,
and insufficient pension fund resources. Because of this,
the majority of Tajik retirees receive extremely meagre pen-
sions that fall short of meeting their basic needs.

Financial instability brought on by demographic and
economic shifts, low trust in pension funds, and inade-
quate coverage of workers — particularly in the informal
sector — are issues that all Central Asian nations face. This is

compelling governments to find new ways to guarantee
pension systems’ financial viability and enhance post-re-
tirement living standards. To better understand the main
achievements and challenges of the pension systems of
Central Asian countries, it is worth comparing their models
and the results of the reforms implemented. Each country
has taken different approaches to addressing the challenges
faced by their pension systems, depending on demograph-
ic, economic, and social factors. Table 1 presents a compar-
ative analysis of the pension systems of Kazakhstan, Uzbek-
istan, Turkmenistan, Kyrgyzstan, and Tajikistan, including
major achievements and key challenges.

Table 1. Comparative table of pension systems in Central Asia

Country

Pension system type

Main achievement

Main challenge

Kazakhstan Accumulation

Individualized pension payments,
reduced budget load

Lack of trust in pension funds, limited
informal sector coverage

Uzbekistan Accumulation

Stabilization efforts, partial coverage of
informal sector

Low contributions from informal sector,
limited financial resources

State-backed stability with elements of

Turkmenistan Mixed . Lack of transparency, economic isolation
accumulation
. Balanced burden between state and High migration, low contributions from
Kyrgyzstan Mixed : .
private funds informal sector
Tajikistan Distribution Stable payouts based on current Economic instability, low pension

contributions

payouts

Source: developed by the authors based on World Bank (2019; 2020) and the Asian Development Bank (2023)

The overall analysis shows that each of the Central
Asian countries has made unique progress in reforming
their pension systems. However, common challenges in-
clude the lack of coverage of informal sector workers, prob-
lems with trust in pension funds, and economic instabil-
ity. Further reforms and improvements to pension fund
management systems in each country are needed to ensure
long-term financial stability and social protection.

One important aspect influencing the stability of Cen-
tral Asian pension systems is labour migration. The ma-
jority of economically active people in the majority of the
region’s countries work overseas, which has a big impact
on pension fund contributions and the systems’ overall
financial soundness. Even though Kazakhstan is the most
economically developed nation in the region, migration
has an impact on the pension system because some of the
population migrates abroad for work, which lowers pen-
sion fund contributions. However, because of the country’s
stable economy and thriving domestic sector, this impact is
less severe than in other nations.

Since a sizable portion of the economically active pop-
ulation in Uzbekistan works abroad, migration has a great-
er effect on the pension system there. This results in fewer
contributions to the pension fund and a major financial
shortfall. Labour migration has less of an effect on Turk-
menistans pension system because of the nation’s relative
isolation, while the government works to keep the system
stable with local funding. One of the biggest problems
facing Kyrgyzstan's pension system is migration, since a
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sizable portion of the country’s economically active pop-
ulation works abroad, which results in a sizable deficit in
pension fund contributions.

The majority of migrants do not make contributions
to pension systems in their home countries, the migra-
tion of labour abroad causes a significant shortfall of fi-
nancial resources in the pension system in Tajikistan, just
as it does in Kyrgyzstan. Migration reduces pension fund
contributions, which threatens the financial stability of all
Central Asian nations. Kyrgyzstan and Tajikistan are par-
ticularly affected, as a sizable section of their populations
work abroad and do not make contributions to national
pension systems, endangering the ability to provide ade-
quate pensions in the future and necessitating the creation
of new mechanisms by governments to include migrant
workers in pension programs.

Pension reforms are significantly impacted by migra-
tion, particularly in nations with high labour migration
rates, such those in Central Asia (Alishli et al., 2024). Since
a significant portion of the economically active population
works outside and does not participate to the national pen-
sion system, one of the primary effects of migration is a de-
cline in the number of pension fund contributions. This re-
sults in a deficit in pension funds and makes it challenging
to pay pensioners, necessitating adjustments to the pension
system’s financial model. Furthermore, because migrants
do not make contributions, the burden is placed on those
who stay in the nation, resulting in an unequal distribu-
tion of the economic burden. Another significant factor is
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changes in the demographic composition, as young peo-
ple’s movement lowers the number of persons in working
age and raises the number of retirees. The pension system
is under more strain as a result, and changes are needed to
discover new financing sources.

Since it is hard to foresee how many migrants will re-
turn home and whether they will make contributions to the
pension system, migration further complicates long-term
planning for pension reforms. This necessitates adapt-
ability in reforms and the pursuit of novel ways to involve
migrants in national pension schemes. Remittances from
overseas can support pensioners and their families to some
extent, but they are not a sustainable source of funding for
the pension system. The necessity of reaching internation-
al agreements that would let migrants to make contribu-
tions to their home country’s pension system while they
are overseas is another crucial element (Gazilas, 2024). In
nations with significant migratory populations, this could
contribute to the financial stability of pension funds. Given
the demographic and economic difficulties brought on by
labour outflows, labour migration is a significant element
that necessitates those nations, particularly those in Cen-
tral Asia, revaluate their approaches to pension reforms.

In nations with significant labour migration rates, as
those in Central Asia, donations from migrants are crucial
to the establishment of pension systems. However, the ma-
jority of the time, foreign workers do not make contribu-
tions to their home nations” national pension plans. This is
because many nations lack the systems necessary to include
these workers into domestic pension plans. The financial
stability of pension funds is weakened as a result of the
large revenue losses.

The social insurance system, which is the primary
source of pension money, is not used by migrants because
the majority of them labour outside of the official national
economy. Because fewer active employees are contributing
to the system on a regular basis, this condition results in
shortfalls in pension funds. This is particularly true in na-
tions like Kyrgyzstan and Tajikistan where a sizable portion
of the populace migrates in search of employment.

Due to their failure to make payments, migrants are
also at a disadvantage when it comes time for them to retire
because they have not accrued pensionable service in their
home countries. In order to engage migrants in national
pension systems, governments must create new policies
and mechanisms. For example, they may establish oppor-
tunities for voluntary contributions or reach international
agreements that permit migrants to make contributions to
the system in their home country while working overseas.

So, migrant contributions have a lot of potential to sus-
tain pension funds, but national pension systems face seri-
ous financial difficulties if they stop coming. To ensure the
financial sustainability of pension funds, countries need
to integrate migrant workers into the social insurance and
pension contribution system, which will help strengthen
the financial base of the systems and ensure adequate pen-
sion benefits in the future.
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As the biggest economy in Central Asia, Kazakhstan
has implemented major pension changes to strengthen
the system’s financial stability and adjust it to the current
economic climate. The implementation of a funded pen-
sion system in the early 2000s was one of the crucial phas-
es. Employees are required to make individual payments
to private pension funds under this scheme. The reform’s
primary objectives were to guarantee reliable pension pay-
ment financing and lessen the pension system’s reliance on
the state budget (Schift et al., 2001).

Official data indicates that the funded system’s imple-
mentation has greatly improved pension funds” accounta-
bility and transparency. The expansion of pension assets is
facilitated by their investments in different economic are-
as. Nevertheless, there have been several obstacles to this
reformy’s efficacy. The public’s lack of trust in private pen-
sion funds as a result of corruption and poor investment
efficiency was one of the issues. As a result, several people
preferred unofficial savings to pension fund contributions.

However, by enacting new laws meant to increase over-
sight of pension fund operations, the Kazakh government
has attempted to increase the effectiveness of the financed
system. There are now additional criteria for investment
transparency and asset management. Although the number
of contributions to the funds is still less than anticipated,
this did help to some degree to rebuild public confidence.

The goal of Uzbekistan has been to gradually modern-
ize its pension system. The shift to a financed system with
social insurance components was the primary change car-
ried out by the government in the early 2000s. The goal of
this concept was to balance the public and private financing
of pensions by combining the ideas of a pay-as-you-go sys-
tem with personal savings (World Bank, 2020).

The progressive expansion of social security for the
populace, especially for public sector workers, was one of
the reform’s primary accomplishments. The government
established more incentives for workers in the unorganized
sector to contribute to the system, and pension payments
were stabilized. The capacity of the pension system is con-
strained by the fact that a sizable section of the population
of Uzbekistan still works in the unorganized sector.

However, the financed system has come under fire for
providing pension funds with little investment options.
Pension assets are primarily invested in domestic govern-
ment bonds due to the lack of developed financial markets
in the nation, which restricts their returns. Expanding
investment opportunities overseas is one way the govern-
ment is attempting to solve this issue, but complete inte-
gration into international financial markets will take time.

Reforms to the pension system have been more con-
servative in Turkmenistan. The underlying paradigm has
remained pay-as-you-go, with pensions paid by current
contributions from working persons, even if the govern-
ment has adopted some aspects of a funded system. Be-
cause Turkmenistan has a robust state economy and no
access to international markets, the government still has
authority over the pension system.
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This model’s effectiveness is in the government’s abil-
ity to maintain a steady level of pension payments for the
populace in spite of changes in the economy. The issue is
that it is challenging to evaluate the system’s actual effec-
tiveness due to the opaqueness of pension fund financing.
Public trust in the system is weakened by the absence of
information on the income and investments made by pen-
sion funds.

Furthermore, the development of financial markets and
investment options that could raise the return on pension
assets are constrained by the nation’s economic isolation.
Reforms in this sector must be implemented in order to in-
crease the system’s efficiency, but the nation is not in a rush
to alter the current model because of the political climate.

In an effort to increase the system’s financial sustaina-
bility, Kyrgyzstan, one of the regions poorest nations, has
enacted a number of pension reforms. The primary action
was the switch to a mixed pension scheme, which incorpo-
rates aspects of funded and pay-as-you-go plans. By using
this strategy, the government has been able to draw in pri-
vate pension funds to finance pensions while also lessening
the strain on the public budget (Organisation for Economic
Co-operation and Development, 2015).

The changes have encountered difficulties in spite of
certain achievements. One of the biggest threats to the pen-
sion system’s financial stability is the high rate of worker
migration. Contributions to pension funds are restricted
since a sizable portion of the working-age population is
employed abroad. Furthermore, a sizable portion of the
economy is still unorganized, which lowers employee in-
volvement in the pension system. As a result, the Kyrgyz
government has implemented several policies to promote
pension fund payments, such as tax breaks for business
owners and unorganized sector employees. The country’s
economic situation prevents the pension system from fully

covering the population, therefore the effectiveness of these
measures is still restricted.

The conventional pay-as-you-go pension system,
which is funded by current contributions from working
residents, has been maintained in Tajikistan. The primary
goals of the reforms were to raise the population’s degree of
social protection and enhance the way pension payments
were administered. Although the government has taken
steps to improve pension fund management, the primary
issue is still a lack of adequate funding. Tajikistan’s pension
system is significantly impacted by labour migration as
well. The majority of people in their working years are em-
ployed overseas and do not make contributions to national
pension schemes. As a result, there are insufficient funds
available to pay pensions. By developing pensioner support
programs and luring in foreign aid, the Tajik government is
attempting to address this issue.

Due to a weak economic foundation and high labour
mobility, Tajikistan’s pension system reforms have not been
very successful despite these attempts. The government
must to be searching for fresh approaches to funding the
pension system, such as potential.

Pension reforms in Central Asian countries have be-
come an important step towards ensuring social protection
in the face of economic and demographic instability. Faced
with a number of challenges, such as an aging population,
high labour migration, and dependence on the informal
sector, governments in these countries have implemented
various reform models aimed at strengthening their pen-
sion systems. Each country has taken its own approach to
modernizing the pension system, which is reflected in the
outcomes of the reforms and their impact on the sustaina-
bility of benefits. Table 2 compares the main reforms, their
positive and negative aspects, and their impact on the sus-
tainability of pension benefits in Central Asia.

Table 2. Comparing the outcomes of reforms and their effects on Central Asia’s pension benefit sustainability

Key reform

Positive impact

Negative impact Overall pension stability

Introduction of funded

Increased transparency,

Distrust in pension funds, Relative stability, pension

Kazakhstan system investment opportunities low fund profitability growth
Funded system with . . High informal economy, Partial stability,
. o Improved social protection AT
Uzbekistan social insurance level limited investment dependence on state
elements opportunities budget
. State distribution Stability of payments Lack of transparency, Stability, lack of data on
Turkmenistan S
system through state support limited investments long-term prospects

Mixed system (funded

Reduced budget pressure,

High labour migration, Instability due to low

Kyrgyzstan + distribution) involvement of private informal sector contrlbujclons, reliance on
funds private funds
. Administrative reforms, Lack of financial .
L Preservation of . Low stability, dependence
Tajikistan support for the pension resources, labour

distribution system fund

. . on external factors
migration

Source: developed by the authors developed by the authors based on World Bank (2019; 2020) and the Asian Development

Bank (2023)

Although Kazakhstan has implemented a funded sys-
tem, it has faced a number of challenges related to the effec-
tive management of pension funds and low levels of public
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trust. However, analysing 2019-2023 years, it is worth not-
ing that the state has gradually begun to use pension assets
more actively to support strategic sectors of the economy,
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such as energy and transportation. This helped to strength-
en national reserves and ensure economic growth during
the COVID-19 pandemic. Although this has increased
risks, as investments in public projects reduce the level of
asset diversification, the effectiveness of such decisions can
only be assessed in the long run. Reforms have also con-
tributed to the introduction of new digital mechanisms that
allow citizens to track their pension assets online, which
has increased transparency.

Uzbekistan has begun to expand international in-
vestment opportunities to improve the returns of pension
funds. New arrangements with foreign investors and the
implementation of a number of financial sector reforms
have enabled the government to gradually increase the
amount of foreign investment invested in pension assets.
These steps are important for the long-term sustainability
of the pension system. In addition, Uzbekistan has begun
to enter into bilateral agreements with other countries to
ensure that migrant workers are eligible for pensions even
when they work abroad. This process is aimed at reducing
losses to the pension system due to labour migration, as
many workers do not contribute to national pension funds
while working abroad.

Because of the state’s strong economic impact, pension
payments in Turkmenistan remain stable. Turkmenistan is
not in a rush to change its pension system, nevertheless, in
contrast to its neighbours. It’s crucial to remember that Turk-
menistan’s state control over energy exports enables it to gen-
erate steady income for the national budget, which in turn
enables it to fund pensions. At the same time, the pension
system has few prospects for growth and long-term stability
because of the opaqueness of pension fund financing and the
nation’s economic isolation. There are very few reforms in-
tended to improve the efficiency of pension asset investments.

Stabilizing the pension system has proven to be ex-
tremely difficult for Kyrgyzstan. Because of the high rate
of informal work, a sizable portion of the population is
still not covered by social insurance, even after the imple-
mentation of a hybrid pension system. Additionally, labour
migration is one of the main issues. By developing digital
platforms that enable migrant workers to make pension
payments from overseas, the government has been imple-
menting new initiatives in recent years to draw migrants to
the pension system. Since many migrants lack steady jobs
and are unable to contribute on a regular basis, these pro-
grams’ efficacy is still low.

Tajikistan’s national pension system is vulnerable since
it still depends on remittances from labour migrants. Al-
though the government has made a number of reforms in
recent years to enhance the management of the pension
system, a significant obstacle still exists in the shape of an
unreliable source of money. In order to guarantee payments
to the national pension system, the administration is also
thinking about negotiating bilateral agreements with the
nations where Tajiks emigrate. However, this problem is
challenging to address because a sizable portion of the pop-
ulace lacks access to the formal employment sector.
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Therefore, depending on the degree of economic de-
velopment, access to global financial markets, and the ef-
ficiency of local institutions, the outcomes of pension re-
forms in Central Asian nations exhibit notable variations.
Although Kazakhstan has stabilized its pension system the
most through a funded approach, issues with investment
performance and credibility still exist. The sustainability of
their pension systems is impacted by fundamental prob-
lems that other nations, like as Kyrgyzstan and Uzbekistan,
are still facing. Both Tajikistan and Turkmenistan continue
to use conventional methods for paying pension payments,
but they both struggle with a lack of transparency and few
long-term investment options.

Discussion

Comparing the results of this study with A. Tolym-
bek (2022), both agree that Kazakhstan’s funded pension
system faces serious challenges, including low returns on
assets and the impact of inflation on real benefits. Both
studies highlight that the system does not generate enough
revenue to sustain adequate future pensions. Issues with
pension asset investment and weak regulation are also
noted as key concerns. Author suggested additional in-
come sources through private investments and group pro-
grammes, aligning with this study’s emphasis on diversi-
tying pension sources. Differences arose in the solutions:
A. Tolymbek (2022) proposed using Canada’s three-pil-
lar pension model, while this study focused more on the
unique challenges in Central Asia, like migration and in-
formal employment, which limited the adoption of such
models. Both studies stress the need for stronger regulation
and increasing trust in pension funds, though this analysis
is more region-specific, while A. TolymbeK’s offers broader,
international approaches.

A. Bekbossinova et al. (2023) analysed the impact of
economic, social, and investment factors on retirement
savings in Kazakhstan, emphasizing, like this study, the im-
portance of contributions as key to pension savings. Both
studies highlight those contributions significantly impact
asset accumulation, and both recognize inflation’s negative
effect on real pension benefits, reducing purchasing power.
However, the focus differs: A. Bekbossinova et al. (2023)
study paid more attention to social factors, like average
wages and the number of pension participants, which
drove asset growth. In contrast, this study focused more on
demographic issues like labour migration, which affected
contributions. The scientists also considered investment
income less important, while this study gave more weight
to investment efficiency and financial stability. While both
studies agreed on the importance of contributions and in-
flation, A. Bekbossinova et al. (2023) study leaned toward
social aspects, whereas this study emphasised economic
factors, investment risks, and demographic challenges.

In the study by G.A. Junusbekova & M.D. Zhaumito-
va (2020), it was analysed the efliciency of Kazakhstan’s pen-
sion system with a focus on the impact of macroeconomic
factors on its functioning. As in this study, the authors em-
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phasized the importance of balancing the pay-as-you-go
and funded components of the pension system. They not-
ed that the efficiency of the system was achieved through a
combination of state, pay-as-you-go, and funded elements,
which was consistent with the findings of this study on the
importance of a multi-pillar approach to pension provi-
sion. At the same time, their study paid special attention
to the impact of the labour market on the pension system,
which was not the main focus of this analysis. In addition,
they emphasized specific performance indicators such as
replacement rates and growth rates of real and nominal
pensions, while this study focused more on socioeconom-
ic factors, including inflation and demographic changes.
However, both studies agreed that a funded system was
key to reducing the burden on the state budget in the
context of an aging population. The differences were that
the G.A. Junusbekova & M.D. Zhaumitova (2020) study
focused more on the technical aspects of pension asset
management and forecasting system performance based
on market indicators, while the present study focused on
migration and social inequality.

E. Palmer (2007) analysed Kazakhstans pension re-
form, in particular its transition to a funded system, which
had been introduced in 1998. He drew attention to the
problems of the old pay-as-you-go system, where pensions
were calculated on the basis of salary and length of service,
and noted that this system became financially unstable after
the collapse of the Union of Soviet Socialist Republics. His
research showed that the pension reform was intended to
reduce pressure on the state budget and encourage citizens
to save. The study confirmed that the reform of Kazakh-
stan’s pension system had a positive impact on the stability
of the system, particularly through the introduction of the
funded pillar. However, like findings by E. Palmer (2007),
this analysis also emphasized that insufficient coverage of
the informally employed and low pension contributions
remained a serious problem. The differences were that The
differences were that study by Palmer (2007) focused more
on the macroeconomic impact of the reform and structural
changes in the financial system, while this analysis focused
more on social aspects, such as the impact on social protec-
tion and the welfare of pensioners.

S. Mirzoev (2022) analysed Tajikistan’s pension system,
particularly the financial difficulties due to insufficient con-
tributions and high levels of informal employment. As in
the present study, S. Mirzoev (2022) emphasized the need
to expand the coverage of the social security system and
make changes to improve its financial sustainability. The
studies agreed on the problems of low pension contribu-
tions and insufficient coverage of informal workers. How-
ever, S. Mirzoev (2022) focused more on macroeconomic
aspects, such as public expenditure management, while this
analysis focused on the impact of demographic change and
migration. The differences were that S. Mirzoev (2022) pro-
posed structural reforms to improve fiscal management,
while this analysis focused more on attracting additional
sources of financing, such as migrant contributions.
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D.S. Zholboldueva et al. (2024) analysed the pension
system of Kyrgyzstan, in particular the impact of labour
migration on its financial stability. Their findings, similar
to those of this study, emphasise that high levels of mi-
gration lead to insufficient contributions to the pension
fund, which weakens the system. The main difference was
that D.S. Zholboldueva et al. (2024) analysed in detail the
three-pillar pension system and funded elements, while the
present study focused on social aspects and coverage of in-
formal workers.

The World Bank (2014) analysis of the Kyrgyz pension
system highlights several key points that align and contrast
with the findings in this study. Both reports identify finan-
cial instability within the pension system due to low contri-
butions and high dependency rates, emphasizing that the
current pay-as-you-go system cannot be sustained without
reform. The World Bank document stresses the rapid aging
of the population and the shrinking base of contributors,
which leads to an increasing burden on the pension fund,
a trend that matches the conclusions of this research. In
terms of differences, the World Bank focuses more on fiscal
sustainability and suggests reforms such as indexing contri-
butions to wage growth and raising the retirement age. In
contrast, this analysis places greater emphasis on the social
aspects of pension reform, particularly the need for better
coverage of informal sector workers and labour migrants.
While both analyses agree on the necessity of reform, the
World Bank places more weight on macroeconomic policy
adjustments, while this study highlights the importance of
social protections and inclusivity in pension reforms.

U.U. Achilov (2023) analysed the pension system of
Uzbekistan, proposing a three-pillar model with state, man-
datory funded, and private contributions. As in the present
study, he emphasized the importance of balancing these
approaches for financial stability and the problem of un-
der-contribution due to the high share of informal employ-
ment. The main difference was that U.U. Achilov (2023)
focused more on the implementation of the three-pillar
system, while this study focused on the impact of migration
on the sustainability of the pension fund.

S. Salimov (2018) analysed the development of Uzbek-
istan’s pension system through the prism of the experience
of the European Union. He emphasized the importance of
reforming Uzbekistan’s pension system, particularly by in-
troducing additional savings and insurance mechanisms to
help ensure the financial stability of the system. Comparing
the findings of this study with those of the present study,
there were some similarities. Both studies recognized the
importance of reforming the pension system, especially in
the context of increasing life expectancy and demographic
challenges. In addition, both the present study and the pa-
per by S. Salimov (2018) emphasized the need to increase
the coverage of the pension system, especially for informal
workers. However, there were some differences. S. Sal-
imov (2018) focused more on borrowing from the expe-
rience of European countries and introducing funded ele-
ments, while this study placed more emphasis on internal
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demographic and social aspects, such as the impact of la-
bour migration on the sustainability of pension funds.

Z.Beknazarov & D. Rustamov (2021) analysed pension
systems with a focus on a multi-pillar model that combines
pay-as-you-go and funded elements. This coincided with
the findings of this study, which also emphasized the need
for a balance between different approaches for financial
sustainability. Both studies recognized the importance of
reforms to accommodate the rising retirement age and the
need to cover the informal sector. The differences lay in the
fact that Z. Beknazarov & D. Rustamov (2021) focused more
on international comparisons, while this study focused
on specific regional challenges, such as labour migration.

G.A. Junusbekova & M.D. Zhaumitova (2020) analysed
Kazakhstan’s pension system, emphasising the importance
of balancing funded and pay-as-you-go elements for sus-
tainability, which was consistent with the findings of this
study. Both studies recognised the demographic challeng-
es and the need for reforms to improve pension financing
and coverage of the informal sector. The differences lay in
the fact that G.A. Junusbekova & M.D. Zhaumitova (2020)
focused more on macroeconomic analysis and modelling,
while this study focused on the impact of migration and the
social aspects of reforms.

The study by G.G. Urinboev (2023) and the current re-
search have some similarities and differences. Both empha-
size the need for pension system reform in Uzbekistan and
focus on demographic challenges such as population aging.
Both analyses highlight the issue of insufficient contribu-
tions and weak regulation, which undermine the financial
stability of the system. However, G.G. Urinboev (2023)
placed more emphasis on technical aspects, such as the au-
tomation of payments, while the current study focuses more
on labour migration and its impact on the pension system.

The study by S.A. Shermukhamedova (2023) and the
current research share some common points, both empha-
sizing the need for pension system improvements in Uz-
bekistan and highlighting financial challenges due to an
aging population. S.A. Shermukhamedova (2023) focused
more on the rise in pension recipients and the financial
management of the Pension Fund, particularly regarding
income sources and insurance premium policies. In con-
trast, the current research emphasizes labour migration
and informal employment’s impact on pension contribu-
tions, which S.A. Shermukhamedova (2023) discusses less.
Both agree on the need for financial reforms but differ in
their proposed solutions, with the current study focusing
more on investment diversification.

The comparison between Central Asia’s pension systems
and Sweden’s, as outlined by the European Union, shows
significant differences (Government of Sweden, 2020).
Central Asia faces challenges like low coverage, insufficient
contributions, and financial instability, particularly among
informal workers. In contrast, Sweden has a well-estab-
lished system with universal coverage and sustainable fund-
ing, with mechanisms like income indexation to protect
against inflation (Gutium et al., 2023). Labour migration
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weakens pension systems in Central Asia, whereas Sweden
manages migration without financial strain. Sweden’s ad-
aptable pension model ensures long-term stability, while
Central Asia is still working on reforms to address struc-
tural issues like informal employment and funding gaps.

The Federal Ministry of Labour and Social Affairs of
Germany (2023) emphasizes long-term sustainability and
demographic challenges in Germanys pension system,
highlighting the need for balanced financing and reforms
such as raising the retirement age. This aligns with the data,
as both recognize the need for reforms to ensure stability
and address aging populations. The key difference is that
Germany’s system focuses on a well-established three-pil-
lar approach (statutory, occupational, and private), while
the Central Asian systems focus more on incorporating in-
formal sector workers and addressing financial instability.
Germany’s pension reforms are more advanced, while Cen-
tral Asia is still expanding coverage.

The Ministry of Economy and Finance of France (2023)
report on France’s pension system highlights the impor-
tance of reforms, sustainability, and addressing demo-
graphic challenges, much like the findings in this research.
Both emphasize the need for raising the retirement age,
enhancing fund management, and ensuring sufficient con-
tributions to maintain financial stability, especially in the
context of an aging population. However, the differences lie
in the complexity and focus of the issues. The French sys-
tem is more advanced, focusing on supplementary pension
schemes and robust fiscal management (Ketners, 2024). In
contrast, this research on Central Asia deals with more fun-
damental challenges such as the inclusion of informal work-
ers, the impact of labour migration on pension contribu-
tions, and the broader financial instability of pension funds,
which are still in the process of development and reform.

J. Stachura’s analysis of Poland’s pension system fo-
cuses on sustainability amid demographic challenges like
aging populations and declining birth rates (Ministry of
Finance of Poland, 2023). Both her report and this research
emphasize the importance of reforms to maintain financial
stability and address dependency ratios. The main differ-
ence lies in focus: J. Stachura discusses Poland’s mature sys-
tem, addressing issues like retirement age and contributory
periods, while this research highlights the earlier stages of
reform in Central Asia, particularly challenges like labour
migration, the informal sector, and economic instability.

The comparison of pension systems in Central Asia
and Denmark reveals significant differences and some sim-
ilarities. Both regions recognize the need for effective pen-
sion frameworks to ensure financial security for aging pop-
ulations. Denmark’s system, as outlined by the European
Union, features a multi-pillar approach, including univer-
sal state pensions and mandatory occupational plans, en-
suring adequate support for retirees (Ministry of Finance of
Denmark, 2023). In contrast, Central Asian countries rely
on pay-as-you-go systems, resulting in lower benefits that
often fail to meet basic needs. Denmark employs effective
investment strategies that enhance pension growth, while
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Central Asia struggles with low returns and insufficient
regulations, threatening the stability of their pension sys-
tems. Additionally, Denmark effectively manages its aging
population, while Central Asia faces challenges from both
aging and high labour migration, reducing pension contri-
butions. In summary, Denmark’s comprehensive and ad-
aptable pension system leads to better financial outcomes
for retirees, whereas Central Asia’s reliance on pay-as-you-
go models highlights the urgent need for reforms. Learn-
ing from Denmark’s approach, particularly in diversifying
pension sources and enhancing regulations, is essential for
strengthening Central Asian pension systems.

Comparing the pension systems of Central Asia and
Switzerland highlights key similarities and differences.
Both regions face challenges from aging populations, with
Switzerland’s over-65 demographic projected to reach
41.2% by 2030, similar to trends in Central Asia. Both rec-
ognize the need for reform to address fiscal pressures relat-
ed to these demographics. Switzerland’s implementation of
a 13" pension month, as noted by Fitch Ratings, exempli-
fies proactive reform, while Central Asian countries aim to
enhance pension coverage and contributions from infor-
mal workers. However, Switzerland’s multi-pillar pension
system is backed by a strong economy and low debt levels,
whereas Central Asia relies on state-funded models with
low contributions. Fitch Ratings indicates that Switzer-
land’s pension reform will not affect its creditworthiness,
while Central Asian countries face financial instability and
vulnerability to pension spending changes (Switzerland’s
pension increases..., 2024). According to Fitch Ratings,
Switzerland’s reform was enacted through a popular initia-
tive, reflecting public engagement, while Central Asian re-
forms often lack this participation. Ultimately, while both
regions share the need for pension reforms, Switzerland’s
established system stands in stark contrast to the urgent
needs of Central Asia’s pension systems.

In comparing the results of this study with others,
there are notable similarities and differences across var-
ious analyses of pension systems. Common themes in-
clude the challenges of low returns, inflation, and the im-
portance of pension contributions in maintaining system
stability. Several studies emphasize the need for reforms,
such as raising the retirement age, improving fund man-
agement, and balancing funded and pay-as-you-go com-
ponents to ensure sustainability. Key differences arise in
the approaches to solving these issues. While some anal-
yses focus on adopting multi-pillar pension systems and
borrowing from international models, this study empha-
sizes the specific challenges faced by Central Asia, such
as labour migration, informal employment, and broader
economic instability. These factors significantly affect
pension contributions and system sustainability in the re-
gion. Additionally, while more advanced pension systems,
such as those in Europe, prioritize fiscal management and
supplementary schemes, Central Asian countries are still
grappling with fundamental reforms to expand coverage
and stabilize pension funds.
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Conclusions

Important successes and difficulties are shown by the study
of Central Asian pension systems. Financial sustainability
is nevertheless threatened by enduring problems like inade-
quate pension payments, substantial labour migration, and
widespread informal employment, notwithstanding meas-
ures that have been put in place to address demographic and
economic changes. Although Kazakhstan has made signif-
icant strides toward creating a funded pension system, in-
effective investment management has kept public trust low.
This study and others emphasize how crucial it is to diversify
pension funds and enhance governance in order to ensure
sustainability. Although there is promise in Kazakhstan’s
use of pension assets for economic development, these in-
vestments need to be carefully watched to minimize risks.

Similar issues with limited informal worker contri-
butions exist in Uzbekistan, although attempts to engage
migrant workers through international agreements have
showed potential. This strategy might lessen the financial
gaps brought on by labour migration. The absence of in-
vestment opportunities and transparency in Turkmeni-
stan’s state-run pension system raises questions about its
long-term viability. Informal employment and labour mi-
gration are problems for Kyrgyzstan’s hybrid system, and
digital attempts to integrate migrants into the system have
not been very successful. Due to its weak economic foun-
dation and reliance on remittances, Tajikistan’s pay-as-you-
go system is extremely unstable and urgently needs to be
reformed in order to stabilize its pension fund.

Opverall, the study concludes that the pension systems
in Central Asia have similar difficulties, especially when
it comes to obtaining adequate contributions and dealing
with migration. The stability of the pension system depends
on ongoing reforms in fund administration, investment di-
versification, and the inclusion of informal workers.

This study has a number of shortcomings, chief among
them being the dependability and accessibility of the data,
especially from opaque nations like Turkmenistan. It has
been challenging to thoroughly evaluate the effects of pen-
sion reforms and conduct a thorough comparison of sys-
tems throughout Central Asia due to a lack of trustworthy
data. Furthermore, some of the tendencies found in this
study may change over time due to the dynamic nature of the
demographic and economic factors affecting pension sys-
tems; however, this was outside the purview of this analysis.

Future studies should focus on enhancing data col-
lection techniques to guarantee more precise evaluations
and comparisons throughout Central Asia. Additionally,
it’s critical to investigate how international collaboration
might improve pension system stability, especially in rela-
tion to labour migration. Additionally, there are chances to
boost financial management throughout the region, boost
participation, and enhance transparency through the use
of digital technology in pension administration. Pension
systems in Central Asia must change in tandem with the
region’s economies in order to adequately protect the elder-
ly while maintaining their financial viability.
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AHoTauisi. MeTol0 LIbOTo JOCIipKeH A OyB aHaIi3 MeHCiTHMX cucTeM Kpail LleHTpanbHOI A3il i oLiHKY e(eKTUBHOCTI
IeHCITHUX peOpM Ta BM3HAYEHHA KII0YOBMX BUK/IMKIB, III0 BIUIMBAIOTh HA IXHIO (iHAHCOBY CTilKicThb. JJocmimpkenHs
30CepepKyBaJIoch Ha BIUIMBI TPypoBoi Mirpauii, HedopManbHOI 3aifHATOCTI Ta meMorpadidHux 3MiH Ha IeHCiVHI
CHUCTeMM IIMX KpaiH. Byno mpoBefeHo MOPiBHANIBHMIL aHaTi3 [ OLIiHKYM IEHCITHMX CUCTEM Ha OCHOBI TaKMX K/IIOUOBMX
IIOKA3HUKIB, IK BHECKU JI0 TIEHCIiTHOro (GOHNY, AeMorpadivyHi TeHIeHLIil Ta CTPYKTypa IeHCITHUX MOfieTIell — COMiapHoi,
HaKONNMYyBa/JbHOI 4M 3MillaHol. Pe3ynbTatm [OCHiIPKEHHA CBifYMIM IPO 3HAYHi BifMIHHOCTI MiDX TNEHCITHMMM
cucremamy Kpain IlenTpanpHoi Asii. KasaxcTan 3anpoBajuB HaKONMYYBa/IbHY MEHCIHY CUCTEMY, ajle CTUKAEThCA 3
mpo6reMaMit 4epe3 HU3bKy NpUOYTKOBICTb iHBeCTMIIiN Ta HeOBipy HaceleHHA. Y30eKICTaH, He3BaXKalo4ul Ha 3yCUIUIA
3 iHTerpanuii TPyJOBMX MIrpaHTIB y IIEHCIIHY CHCTeMYy, Bce e 60peTbes 3 HeOCTaTHIMU BHECKaMM 3 He(OPMaTbHOTO
cexropy. TypkmeHicTan 36epirae fep>kaBHY IEHCIVIHY cUCTeMYy, ajlle 6paK IIPO30pOCTi 0OMeXye MOXIUBICTb OLIHUTU
il JTOBrOCTPOKOBY >KMUTTE3NATHICTh. Kupruscran sanpoBajuB 3MilllaHy TEHCIiIHY CUCTeMy, ajie TPy/ioBa Mirpanisa Ta
HepopMa/ibHa €KOHOMiKa MHifipyMBalOTh i edeKTMBHICTb. TaJPKMKUCTAH IIPONOBXKYE IOKIANATHCA Ha TpafuLiiiHy
COJIifapHy MOJie/Ib, a/le eKOHOMiYHa HecTabi/IbHICTD i Mirpanis cTBOPIOIOTH cepito3Hi ¢piHaHCOBI TpobnemMy. TakyM 4MHOM,
neHciitHi cucremu B LlenTpanbHiit Asii MalOTb CHiNbHI Ipo6neMy, 0cOONMMBO B YIpaB/IiHHI TPYJOBOIO Mirpalji€io Ta
OXOIUIeHHI He()OpMa/IbHUX NIpalliBHUKIB. [/ 3a0e3nedeHH CTilIKoCTi HeHciltHNX poHAIB HeoOXinHi nocTiiHi pedpopmu,
CIIpsIMOBaHi Ha IOJINIIeHH: (GiHAHCOBOrO yIpaBIiHHA, [uBepcudiKallilo iHBeCcTUil i po3MMpeHHs OXOIUIeHHA
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Silagadze et al.

Abstract. The study aimed to address the impact of global economic changes on national economic strategies and to
address the peculiarities of adapting countries’ economic policies to the new conditions. The study analysed modern
approaches to adapting economic policy in the context of globalisation, digitalisation and environmental challenges. The
strategic directions of economic policy addressed integration into global economic processes, digital transformation,
sustainable development, economic diversification and social orientation were assessed. The first aspect was global
integration, which involved opening markets, developing international cooperation and actively participating in global
production chains. The second important area was adaptation to digital changes, which included the introduction of
the latest technologies, such as artificial intelligence, blockchain, and big data analytics. In addition, the importance of
sustainable development as a basis for ensuring environmental safety and economic growth was emphasised. Analysis of
the experience of the United States, the EU and post-Soviet countries determined that economic policy should prioritise
innovation, energy efficiency and digital transformation. The US is characterised by support for innovative start-ups, the
development of digital technologies and energy transformation through programmes. The EU is actively investing in
renewable energy and digital transformation, implementing green economy strategies. Post-Soviet countries, including
Ukraine, Georgia and Moldova, face challenges related to reforms, limited resources and integration into the EU. However,
these countries are already making progress in energy transformation, digital development and regional cooperation. To
ensure sustainable economic development, countries must flexibly adapt their policies to global challenges, intensify

digital transformation and energy transformation, and invest in innovation and regional cooperation

Keywords: energy security; digitalisation; environmental issues; COVID-19; market regulation

Introduction

The research relevance is determined by the need for a
deeper understanding of economic policy in the context of
global economic instability. Events such as the COVID-19
pandemic, the war in Ukraine, the energy crisis, and the re-
distribution of spheres of influence in the global market have
exposed the vulnerability of traditional approaches to eco-
nomic governance. At the same time, interregional coopera-
tionand the introduction of innovative solutions to overcome
common challenges are becoming increasingly important.

In the context of globalisation, digitalisation and es-
calating geopolitical challenges, the economic policies of
many countries are undergoing significant transformations.
The United States, the EU and the post-Soviet states, with
different levels of economic development, historical back-
grounds and political interests, face similar challenges in
formulating and implementing their economic strategies.
These challengesinclude adapting to new economic realities,
including global supply chains, the growing role of technol-
ogy, energy crises, climate change and geopolitical threats.

The challenge of adapting economic policy is deter-
mined by the need to find a balance between national in-
terests and to integrate into global economic processes. For
the United States, the key task is to maintain its position on
the world stage through innovation, technological devel-
opment and countering economic threats from other pow-
erful players such as China (Reznikova et al., 2022). The
EU, in turn, may focus on ensuring energy security, climate
change resilience, and the development of a green economy.
Post-Soviet countries may face the challenges of structural
reforms, dependence on commodity-based economies, and
the need to integrate into global markets.

The theoretical foundations of this topic are based on
the concepts of economic development, globalisation and
regional economic integration. The models of economic ad-
aptation of the US, EU and post-Soviet countries identified
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both general trends and specific differences due to historical,
political and economic contexts. These approaches are neces-
sary for developing recommendations to improve the effec-
tiveness of national economic strategies in a changing world.

In analysing adaptation strategies in the global econ-
omy, researchers analysed various aspects of this issue in
detail. A. Agrawal et al. (2019) examined the impact of
technological innovations on US economic policy, empha-
sising that the integration of artificial intelligence and au-
tomation has increased productivity, but at the same time
exacerbated employment issues. Similar conclusions were
drawn by I. Ulnicane et al. (2021) regarding the need for
government regulation in the field of new technologies to
avoid social inequality. M.D. Pérez et al. (2019) empha-
sised the importance of energy security as a key aspect
of the EU’s economic strategy. The authors noted that in-
vestments in renewable energy allowed the EU to reduce
dependence on energy imports, but new challenges relat-
ed to financing and technological barriers were emerging.
This approach to energy transformation was supported
by P.M. Falcone (2020), who emphasised the role of green
finance in creating a sustainable economy. In the context
of post-Soviet countries, N. Robinson (2019) studied the
consequences of raw material dependence on economic
policy, showing that an excessive focus on natural resource
exports led to limited economic growth. At the same time,
the author proposed to focus on economic diversification
as a strategic goal. O. Gurshev (2023) complemented this
topic by analysing the role of foreign investment in the
modernisation of the economies of post-Soviet countries,
pointing to the need to create a favourable investment cli-
mate. T. Notteboom et al. (2021) compared the adaptation
mechanisms of the US and the EU, concluding that the in-
tegration of innovative technologies in the US is faster due
to less bureaucracy. At the same time, the EU, according to
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the authors, demonstrates a more systematic approach to
social protection in the face of change. Similar aspects were
discussed by S. Wolff & S. Ladi (2020), who focused on dit-
ferent approaches to climate policy, noting that the EU’s
long-term orientation could serve as an example for other
regions. An in-depth analysis of global changes was also of-
fered by J. Janczak (2019). The study highlighted the role of
interregional cooperation in overcoming economic crises,
noting the positive results of the US-EU partnership in the
field of innovation. C. Morrison & U. Rossi (2022) studied
the consequences of geopolitical conflicts on the economic
policy of post-Soviet countries, emphasising their need to
reduce dependence on monopolistic external partners.

In general, these works lay the groundwork for the
study, demonstrating the diversity of approaches to adapt-
ing economic policy in the face of global challenges and
allowing their integration into comparative analysis. How-
ever, there is a lack of a comprehensive analysis of the trans-
formation of economic models in post-Soviet countries in
the context of digitalisation, which is a key factor in the
modern global economy (Zubiashvili et al., 2023). In addi-
tion, the comparison of the effectiveness of the US and EU
integration efforts in the field of sustainable development
and environmental policy is not fully disclosed, which
could provide valuable experience for other regions.

The study aimed to provide a comprehensive compar-
ative analysis of the economic policies of the USA, the EU
and post-Soviet countries, in the context of their adaptation
to the challenges of globalisation, digitalisation and envi-
ronmental change, to identify potential areas for improving
strategies in each region. The objectives of the study were to
analyse key trends in the economic policies of the US, EU
and post-Soviet countries in the context of global economic
changes; to assess the effectiveness of each region’s adapta-
tion mechanisms, covering specific challenges; to identify
common and distinctive elements in the economic strate-
gies of the regions and to formulate recommendations for
their improvement.

Materials and Methods

The study of economic policy adaptation to global chal-
lenges uses a comprehensive approach that includes an
analysis of theoretical concepts, a comparison of the expe-
riences of different countries, and the use of quantitative
and qualitative methods for assessing economic processes.
In particular, integration into global economic processes,
digital transformation, environmental challenges, as well as
economic policy adaptation in the US, the EU (Germany,
France, the UK, Italy, Switzerland) and post-Soviet coun-
tries such as Georgia, Ukraine, Azerbaijan, Moldova and
Armenia were highlighted.

The main material for the study was statistical data and
reports from international organisations such as the World
Intellectual Property Organisation (2024) and the Inter-
national Renewable Energy Agency (2024). To analyse the
state of digitalisation, innovation and sustainable develop-
ment, the Global Innovation Index for 2024 was used to
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compare the level of development of innovative technolo-
gies among countries around the world. This was used to
assess the place of different countries, including post-Soviet
ones, in the global context of technological development
and economic adaptation.

For a deeper analysis of digital transformations in the
economy, information on investments in new technologies,
the development of start-ups, e-commerce and infrastruc-
ture in the US, EU and post-Soviet countries was also used
(United Nations Conference on Trade and Development,
2024). The study of digital transformation was based on a
comparison of the policies of the United States and the EU,
which have a high level of development in the field of inno-
vation, with the post-Soviet countries, where these process-
es are still in their early stages.

To analyse the environmental aspects of the study, data
on investments in renewable energy sources and meas-
ures to reduce greenhouse gas emissions were used. In
particular, the European Green Deal (2019) programmes
and US energy transformation policies, such as the Infla-
tion Reduction Act (2022) and renewable energy initiatives
in individual states, such as Texas and California (CPUC
expands existing..., 2024), were analysed. The US study
considered the CHIPS and Science Act (2022), the Pay-
check Protection Programme (2021) and the Infrastructure
Investment and Jobs Act (2021). Within the EU, REPow-
erEU (2022), Horizon Europe, NextGenerationEU, Carbon
Border Adjustment Mechanism (2024) and Digital Servic-
es Act (2024) were considered. Particular attention is paid
to comparing approaches to energy transformation in the
post-Soviet countries, in Ukraine, Azerbaijan and Moldo-
va, to identify possible ways to optimise their economic
policies concerning environmental challenges.

The research methodology included a comparative
analysis of the above-mentioned strategies, policies and
regulations of different countries, including the US, EU and
post-Soviet countries, as well as an assessment of the effec-
tiveness of economic reforms. For this purpose, both qual-
itative methods, such as analysis of the above-mentioned
acts and economic development strategies, and quantita-
tive methods, including statistics and indices reflecting the
level of innovation, digital transformation and environ-
mental transformation, were used. These methods were
used to assess the effectiveness of various economic policy
adaptation strategies and identify key factors that influence
the success of adaptation to global challenges.

Results

Theoretical foundations of economic policy adaptation

Economic policy adaptation is an important component
in the context of global change, and studying this process
determines how countries and regions respond to the chal-
lenges of the modern economy. Due to the acceleration of
globalisation, digitalisation and market transformation,
conceptual approaches to economic policy adaptation are
changing, reflecting new economic realities and the need
for prompt response. Identification of these approaches can
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be used to formulate strategies that not only solve current
problems but also contribute to sustainable development in
the long run (Abbass et al., 2022). First, the adaptation of
economic policy is often viewed in the context of a global
integration strategy. In this context, countries, regardless
of their level of development, are forced to integrate into
international economic processes in the face of global chal-
lenges such as climate change, technological revolutions,
and changes in the international trade system. The strategy
of global integration involves opening markets, develop-
ing international cooperation, and actively participating in
global supply chains (Van Tran et al., 2019). For instance,
in the United States and the EU, integration into the global
economy has become the basis for innovation, competitive-
ness and technology development.

The second conceptual approach is to adapt economic
policy to digital change. In the context of digital transforma-
tion, countries must ensure rapid adaptation to new tech-
nologies, such as artificial intelligence, big data, blockchain,
and other innovations. This approach involves not only the
introduction of the latest technologies into production
processes but also the transition to a knowledge- and inno-
vation-based economy (Radaelli, 2023). The United States
has become a leader in implementing this strategy, where
support for start-ups, investments in science and technol-
ogy, and the creation of a favourable climate for innovative
businesses have become the main priorities of economic
policy. The concept of sustainable development, which is
also a crucial component of economic policy adaptation, is
of relevance. It envisages an economic transformation that
focuses on the balance between economic growth, social
justice and environmental sustainability. This concept is
important in the context of climate change and the need
to reduce the environmental impact of economic activity
(Mensah, 2019). In the EU, the Green Deal concept has
become the main development strategy aimed at reducing
greenhouse gas emissions, switching to renewable energy
sources and supporting sustainable economic growth.

In addition, an important conceptual approach is the
strategy of economic diversification. It is especially relevant
for countries with a high dependence on a single sector
of the economy, such as raw materials. For the post-So-
viet countries, including Georgia, Armenia, Azerbaijan,
Ukraine and Moldova, diversification is critical to ensur-
ing stable development in the face of the global economic
crisis. The introduction of structural reforms, stimulation
of small and medium-sized businesses (SMEs), and devel-
opment of high-tech sectors are all part of this approach.
Equally important is the conceptual approach based on so-
cially oriented policy. It aims to ensure social justice and
equal opportunities for all citizens, by supporting the un-
employed, developing education, healthcare and improving
living conditions. In the context of economic turbulence,
this approach becomes the basis for minimising social risks
and ensuring stability within the country.

One of the latest approaches is the strategy of sustain-
able economic integration at the regional level. Countries
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at the crossroads of global economic processes, such as
post-Soviet states, should actively explore opportunities
for regional cooperation. Such initiatives may include the
creation of new trade agreements, economic zones or joint
infrastructure projects. This not only ensures economic de-
velopment in the short term but also strengthens positions
in global markets (D’amato & Korhonen, 2021). Thus, eco-
nomic policy adaptation is a complex, multifaceted process
that requires a comprehensive approach and consideration
of numerous factors, such as global challenges, digital trans-
formation, environmental change, and social justice. The
choice of strategy depends on specific conditions, but each
country should be ready for flexible adaptation and be able
to respond to the challenges of the modern global economy.

Impact of major trends on the global economy

The modern global economy is influenced by three key
trends: globalisation, digitalisation and environmental
challenges. Each of them creates new realities, forcing
states to rethink their economic strategies, adapt govern-
ance mechanisms and find a balance between local needs
and global trends.

Globalisation has increased the interdependence of
the economies of the world, facilitated access to interna-
tional markets and created new opportunities for trade, in-
vestment and innovation. At the same time, it has exposed
weaknesses, including dependence on global supply chains.
Events such as the COVID-19 pandemic and geopolitical
conflicts have shown that disruption of these chains can
have a devastating impact on national economies (Silaga-
dze, 2022). For the United States, globalisation has been
an incentive to strengthen its technological leadership and
promote its interests through institutions such as the World
Trade Organisation. However, it has also raised questions
about maintaining competitiveness in the face of the grow-
ing role of China and other rapidly developing markets.
In response, the US has opted for a policy of restructuring
production and supporting the domestic market through
initiatives such as reshoring. In the EU, globalisation has
stimulated integration processes that have created a sin-
gle market and increased economic resilience. However,
uneven economic development among EU member states
remains a challenge, especially in the face of competition
with global players. For the post-Soviet countries, globali-
sation has provided access to new markets and technolo-
gies but has also increased their dependence on imports
and exports of raw materials. For instance, Azerbaijan is
dependent on oil revenues, making its economy vulnera-
ble to global price fluctuations. Georgia and Moldova, by
contrast, are trying to integrate into the European market,
although they face difficulties in modernising their econo-
mies and managing their resources.

Digitalisation has become one of the key factors shap-
ing modern economic policy. It creates opportunities for
innovation, business efficiency, and new jobs. At the same
time, digitalisation requires governments to invest heavi-
ly in digital infrastructure, education, and cybersecurity
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(Yuan et al., 2021). The United States is a leader in the im-
plementation of digital technologies. The policy of sup-
porting start-ups, and significant investments in research
and development of technology parks contributed to the
creation of such giants as Apple, Google and Microsoft.
This has provided a significant competitive advantage in
the global market but has also brought new challenges,
such as monopoly regulation and personal data protection.
In the EU, digitalisation has become part of the strategic
course to build a digital single market. European countries
are actively investing in the development of digital skills,
business modernisation and technological independence
(Sanchez-Montanes et al., 2023). At the same time, the
regulation of digital platforms, such as the General Data

Protection Regulation, is an example of the desire to pro-
tect the rights of citizens and create a fair environment for
business. For post-Soviet countries, digitalisation is both a
challenge and an opportunity. Ukraine, for example, is ac-
tively developing its IT sector, turning it into one of its key
export sectors. However, in countries such as Armenia and
Moldova, digitalisation is hampered by insufficient fund-
ing and low levels of digital literacy. To measure digitali-
sation, the Global Innovation Index is widely used, which
reflects the degree of innovation, including digitalisation,
infrastructure, institutional support, and the business en-
vironment. Table 1 shows the Global Innovation Index re-
sults for 2024 for key players in the global economy and
post-Soviet countries.

Table 1. Global Innovation Index for 2024

Country/Region Index Position in the ranking

Key components of digitalisation

Digital technologies in business, internet coverage, development

USA 62.4 3 of the IT sector, access to digital services
Switzerland 67.5 1
Great Britain 61
Germany 58.1 9 Single digital market, |nvestmer!t in IT infrastructure, start-up
development, and digital governance
France 55.7 12
Italy 45.3 26
Georgia 304 57 Modernising public services, increasing access to the Internet,
and developing the digital economy
Ukraine 295 60 IT sector development, transfgrmatlon of public services,
poor coverage in rural areas
Armenia 29 63 Development of the .IT sector, avallaplllty of digital technologies,
poor internet access in rural areas
Moldova 287 68 Infrastructure upgrades, access to digital services, limited
development of technology start-ups
Azerbaijan 213 95 Development of digital payment systems, internet access,

governments support start-ups and digital innovation

Source: compiled by the authors based on World Intellectual Property Organisation (2024)

Countries that hold leading positions, such as the
United States and the EU members, are actively invest-
ing in the development of innovation infrastructure and
digitalisation. They developed a start-up support system,
high availability of digital services, and a substantial IT
sector (Bauer & Pandya, 2024). In contrast, post-Soviet
countries such as Georgia, Ukraine, Armenia, and Azer-
baijan show lower scores, due to problems such as weak
infrastructure, limited access to the Internet, and insufhi-
cient investment support. However, the gradual progress
in the modernisation of public services and attempts to
diversify the economy through digitalisation is positive
(Nosova et al., 2020).

Environmental issues, such as climate change, pollu-
tion and depletion of natural resources, significantly affect
economic policymaking. Countries are forced to introduce
green technologies, optimise energy consumption and de-
velop strategies for the transition to a carbon-neutral econ-
omy (Murphy & Gouldson, 2020). In the EU, environmental
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challenges have become the basis for the implementation of
the Green Deal, a large-scale strategy aimed at transitioning
to sustainable economic development. This policy includes
the development of renewable energy sources, stimulating
innovation in environmental technologies, and combating
climate change. The United States, although lagging the EU
in terms of systematic environmental policy, also focuses on
reducing emissions and developing clean energy. Financing
programmes for green technologies and support for private
initiatives contribute to job creation and economic growth,
although political polarisation in the country often makes
it difficult to implement these measures. For post-Soviet
countries, environmental policy is less of a priority due to
economic and social challenges. Azerbaijan, for example,
is heavily dependent on fossil fuels, which makes it diffi-
cult to transition to sustainable energy. In contrast, Georgia
and Moldova are gradually developing renewable energy,
although they face financing constraints. Figure 1 shows
investments in renewable energy.
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Figure 1. Investments in renewable energy as a % of total energy consumption, 2023
Source: compiled by the authors based on International Renewable Energy Agency (2024)

The Figure 1 shows a significant difference in ap-
proaches to energy transformation. The US and the EU al-
locate a much higher share of investments to renewable en-
ergy sources, which correlates with the ambitions to reduce
CO, emissions and transition to green technologies. In
post-Soviet countries such as Azerbaijan and Moldova, in-
vestments are much lower but still indicate a move towards
energy diversification. Ukraine and Georgia have a signif-
icant share respectively, reflecting their gradual transition
to green energy amid the need to reduce dependence on
external energy sources and adapt to European standards.

Economic policies of the US, EU
and post-Soviet countries
US economic policy demonstrates the ability to adapt ef-
fectively to global and domestic challenges. Flexible re-
sponses to changes in technology, energy and international
trade ensure that the US remains one of the world’s most
powerful economies, applying innovative approaches to
overcome current challenges. One of the main challenges
for the United States is the growing international compe-
tition, especially from China, which is actively investing
in innovation and infrastructure. For instance, China has
become a leading semiconductor producer, which led the
US to develop and pass the CHIPS and Science Act (2022).
This law provides USD 52 billion for the development of
microchip production domestically to reduce dependence
on Asian suppliers and strengthen national security. An-
other challenge is the fight against climate change. The US
signing of the Inflation Reduction Act (2022) in 2022 was
an important step in this direction. The law provides for in-
vestments of USD 369 billion to support renewable energy,
electric vehicles and green energy innovations. This docu-
ment aims to achieve carbon neutrality in the US by 2050.
Socioeconomic inequality remains a significant problem.
The US government has taken steps to address it by adopt-
ing economic assistance packages in the context of the
COVID-19 pandemic, including the Paycheck Protection
Programme (2021), which has provided support to more
than 5 million small businesses. The priorities of the US
economic policy are to invest in innovation, support do-
mestic production, stimulate infrastructure development,
and reduce dependence on imports in strategic sectors.
The United States remains a leader in the develop-
ment of innovative technologies, thanks to significant in-
vestments in areas such as artificial intelligence, quantum
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computing and biotechnology. For instance, Tesla, a pi-
oneer in the production of electric vehicles, has received
significant support through government subsidies and tax
breaks for the development of green energy. Energy trans-
formation is also a major direction. For instance, Texas,
one of the largest oil producers, has been actively imple-
menting renewable energy. As of 2023, Texas is the leader
in wind energy production, providing more than 20% of
the state’s energy. The United States also actively cooper-
ates with partners in the energy sector. During the energy
crisis in Europe caused by the Russian invasion of Ukraine,
the United States became the main supplier of liquefied
natural gas to the EU, reducing Europe’s dependence on
Russian energy resources. In the energy sector, one of the
biggest achievements was the launch of a solar energy de-
velopment programme in California. Thanks to the sup-
port of government grants and tax incentives, California
has become a leader in the implementation of solar power
plants. By 2023, more than 40% of the state’s energy con-
sumption will be provided by renewable sources (CPUC
expands existing..., 2024). Another successful example is
investment in infrastructure. The transport system mod-
ernisation programme approved through the Infrastruc-
ture Investment and Jobs Act (2021) provides USD 1.2 tril-
lion to improve roads, bridges, public transport and water
supply. This will not only help create millions of jobs but
also ensure long-term economic sustainability.

The EU is facing unprecedented challenges that re-
quire rapid adaptation of economic policy. Climate change,
the energy crisis, global competition and digital transfor-
mation have become key areas shaping EU development
strategies (Ciula et al., 2024). Through a combination of
innovations, legislative reforms and partnerships between
member states, the EU aims to achieve sustainable eco-
nomic growth and social equality. One of the main chal-
lenges for the EU is to fight climate change and achieve
carbon neutrality by 2050. The European Commission has
developed the European Green Deal (2019) strategy, which
aims to reduce greenhouse gas emissions by 55% by 2030
compared to 1990 levels. To achieve this goal, large-scale
investments in energy transformation, transport and in-
dustry are envisaged. The energy crisis caused by the reduc-
tion of energy supplies from Russia due to its aggression
against Ukraine has become a serious challenge. To reduce
its dependence on Russian gas, the EU has developed the
REPowerEU (2022) plan, which envisages increasing the
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supply of liquefied natural gas from the US and other coun-
tries, as well as developing renewable energy.

The development of innovative technologies is fun-
damental to the EU’s competitiveness. Through the Ho-
rizon Europe programme, 95.5 billion EUR was allocated
for research and innovation for the period 2021-2027. For
instance, a significant portion of the funds is allocated to
research in the field of green energy, including the develop-
ment of hydrogen technologies. Energy transformation is
a key area of economic policy. Germany, France and Spain
are actively developing wind and solar energy. Regional co-
operation remains an important tool for EU development.
As part of the NextGenerationEU pandemic recovery plan,
member states received 750 billion EUR to modernise their
economies and infrastructure. For instance, Italy received
191.5 EUR billion to develop renewable energy, digitalisa-
tion, and increase economic productivity.

In the energy sector, a successful example is the devel-
opment of a system of joint gas purchases. In 2023, the EU
launched a platform for coordinating energy purchases,
which allowed member states to avoid excessive compe-
tition with each other and reduce prices. Another impor-
tant achievement is the introduction of the Carbon Border
Adjustment Mechanism (2024), which came into effect
in 2023. This mechanism eliminates carbon emissions by
imposing additional fees on imports from countries with
low environmental standards, encouraging domestic pro-
ducers to comply with environmental standards. In the
area of digitalisation, the introduction of a single market
for digital services, which strengthens the regulation of
Internet companies and provides a safer environment for
consumers and businesses, has been a success (Digital Ser-
vices Act, 2024). Also worth noting is the example of Lith-
uania, which, thanks to investments in renewable energy,
achieved full energy independence from Russia in 2023.
This experience has become a model for other member
states seeking to achieve energy security.

The post-Soviet countries of Georgia, Armenia, Azer-
baijan, Ukraine and Moldova face challenges in the con-
text of global change. Their economic policies are shaped
by the legacy of planned economies, geopolitical instability,
limited resources and integration processes with the EU.
Their success in adapting depends on their ability to im-
plement reforms, attract investment and modernise their
economies. For the post-Soviet countries, the key challenge
remains the need to reform their economies to strengthen
their resilience to external shocks. For instance, in Georgia
and Moldova, dependence on the agricultural sector and
foreign trade with Russia creates vulnerability to geopolit-
ical and economic crises. In Ukraine, the main challenge
is the war with Russia, which has affected all aspects of
the economy, including the destruction of infrastructure,
reduced industrial capacity, and increased dependence on
international financial assistance (Kim et al., 2025). The pri-
orities are to rebuild the destroyed facilities, ensure energy
sustainability and integrate with the EU. As a major energy
exporter, Azerbaijan faces the challenge of diversifying its
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economy to reduce its dependence on oil and gas (Musaye-
va et al., 2024). Energy transformation and attracting in-
vestment in non-resource sectors are strategic priorities for
the country. Located in a region of high geopolitical tension,
Armenia needs to develop its economy sustainably through
investments in technology, tourism and manufacturing.

The introduction of innovative technologies is an
important area for post-Soviet countries. For instance,
Ukraine has become known for the development of its
IT sector: in 2022, exports of IT services brought in more
than USD 7 billion. This indicates a significant potential
for digitalisation of the economy even in times of war (Ka-
zanci & Arslan, 2024). Energy transformation is gaining
momentum. Azerbaijan is actively developing its renewa-
ble energy sector, including wind and solar power projects,
to increase the share of green energy. Moldova, which was
dependent on Russian gas, launched joint energy projects
with Romania in 2023, reducing energy dependence and
increasing energy security. Regional cooperation plays an
important role. For example, Georgia, Ukraine, and Mol-
dova signed an agreement to create an “Associated Trio”
that promotes joint promotion of European integration
aspirations. Armenia, meanwhile, is seeking a balance be-
tween cooperation with the EU and participation in the
Eurasian Economic Union.

Ukraine has demonstrated successful adaptation in
creating alternative energy routes. For instance, after the
loss of some traditional energy sources, new power lines
were built between Ukraine and EU countries, allowing the
power system to be integrated into the European ENTSO-E
network in 2022. Azerbaijan has successfully implemented
the Southern Gas Corridor project, which has allowed it
to supply gas to Europe, reducing the EU’s dependence on
Russian energy resources. This project also strengthened
Azerbaijan’s strategic role in the global energy market.
Georgia has become a prime example of successful eco-
nomic liberalisation following reforms. One of the main
strategies was a radical reduction of bureaucratic barriers,
which included simplifying administrative procedures and
reducing the number of permits and licences required to
do business. In addition, taxes were reduced, which stim-
ulated entrepreneurship and attracted foreign investment
(Kharaishvili & Atanelishvili, 2022). In 2023, Georgia en-
tered the top ten countries in the Ease of Doing Business
ranking (World Bank, 2024). Moldova, thanks to coopera-
tion with the EU, has gained access to funding to restore its
agricultural sector. Investments in agricultural modernisa-
tion have boosted productivity and increased exports to the
EU. Armenia has succeeded in developing tourism.

Comparative analysis of economic strategies

of countries and improvement of economic policy
Adaptation of economic policy to modern challenges is es-
sential to ensure sustainable development in the context of
globalisation, digitalisation and environmental change. Ta-
ble 2 shows the main challenges and priorities of economic
policy in the US, EU and post-Soviet countries.
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Table 2. Main challenges and priorities of economic policy of the USA, EU and post-Soviet countries

Key challenges

Economic policy priorities

Climate change,

Achievement of zero carbon emissions by 2050, development of green energy,

USA digitalisation, economic reduction of CO, emissions. Transition to renewable energy sources, reducing
inequality dependence on fossil fuels
Transition to sustainable development, development of policies to reduce
. emissions and develop renewable energy. Creation of a single digital market,
Climate change, energy : .
EU A support for start-ups, development of blockchain technologies and the Internet
crisis, digitalisation . ; . )
of Things. Reduction of dependence on Russian energy resources, developing
alternative energy sources and interconnectors with other countries
Geopolitical risks, energy . Simplifying the busmess climate, fighting corruption, and suppgrtlng foreign
. ; investment. Construction of new transport and energy networks, improvement of
Georgia dependence, economic . . P . .
Lo energy efficiency. Active participation in initiatives with the EU, and expansion of
modernisation g . 8 A .
economic ties with Turkey and other neighbouring countries
Geopolitical conflicts, Reducing dependence on Russia and developing other sectors of the economy,
. economic dependence such as tourism, IT and manufacturing. Increase tourist flows through cultural
Armenia . . - . .
on imports, low level of potential and improved infrastructure. Investments in technology, start-ups and the
infrastructure development creation of digital platforms
Dependence on oil and Development of agriculture, tourism, IT and innovative technologies. Development
Azerbaijan gas, energy transformation, of solar energy, investments in green projects and energy-saving technologies.
preserving political stability Developing the Southern Gas Corridor and increasing gas supplies to Europe
War, destruction of Post-war reconstruction, restructuring of enterprises, and restoration of
Ukraine infrastructure, economic  infrastructure. Development of renewable energy sources, and integration of energy
depression, foreign systems with the EU. Development of the IT sector, attracting investment in start-
economic dependence ups and innovative technologies
Foreign economic Introducing new technologies, increasing export potential to the EU. Improving
Moldova dependence, low level of transport and energy networks, particularly in rural areas. Increasing economic

development

integration with the EU, attracting investment in important sectors of the economy

Source: compiled by the authors

Considering the experience of the United States, the
EU, and post-Soviet countries, it is possible to identify key
areas for improving economic policy that will be relevant
for countries with different levels of economic develop-
ment. Deepening the digitalisation of the economy is one
of the main prerequisites for competitiveness. Countries
should actively invest in building digital infrastructure,
access to high-speed internet, and automation of govern-
ment and business processes. For instance, the US experi-
ence shows that digital platforms in public administration
significantly increase the efficiency of service delivery to
citizens. For post-Soviet countries such as Ukraine and
Georgia, the introduction of digital solutions in the public
sector (e.g., e-government) will help reduce bureaucracy
and increase transparency.

Innovative support for SMEs is critical for sustaina-
ble economic development. Governments should create
start-up funding programmes, reduce the tax burden on
innovative companies and stimulate research and develop-
ment. The EU has demonstrated successful experience in
creating ecosystems for start-ups through Horizon Europe
programmes that support innovation in green energy and
digital technologies. In the context of climate change, gov-
ernments should create incentives for the development of
renewable energy sources, reduction of CO, emissions, and
implementation of energy-efficient technologies. Countries
such as Switzerland are already using tax mechanisms to
support environmental initiatives (Hintermann & Zark-
ovic, 2020). Post-Soviet countries can adopt these ap-
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proaches by implementing energy efficiency programmes
that will reduce dependence on energy imports.
Governments should strive to create fair tax systems
that minimise the gap between rich and poor and intro-
duce social programmes for the most vulnerable. An im-
portant example is the Scandinavian countries, which have
succeeded in this by redistributing income through the tax
system. Regional cooperation is an important element of
economic policy adaptation. For post-Soviet countries such
as Ukraine, Georgia and Moldova, integration into Europe-
an markets through deeper trade ties and cooperation in
energy and innovation will attract foreign investment and
improve the quality of economic governance. Improving
economic policy requires a systemic approach, where digi-
talisation, greening, support for innovation, social equality
and regional integration are mutually reinforcing. Only a
harmonious combination of these elements can ensure sta-
ble and sustainable development in today’s environment.

Discussion

The results of the study confirm that the economic policies
of different countries vary significantly depending on their
level of development, strategic priorities and geopolitical
context. The analysis shows that globalisation has become
a driving force for economic development but has also cre-
ated new vulnerabilities. For instance, the US emphasis on
protecting the national economy by localising the produc-
tion of technologies such as semiconductors demonstrates
a shift from the idea of global integration to the priority
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of strategic autonomy. This contrasts with the European
approach to regional integration and confirms the trends
identified in previous studies. However, these differences
also highlight the complexity of post-Soviet countries: they
are forced to manoeuvre between globalisation and region-
al integration processes, while also facing internal econom-
ic instability. For instance, the results show that Ukraine
and Georgia are seeking EU integration but face economic
structural problems. H. Zameer et al. (2020) studied the
impact of globalisation on innovation development in dif-
ferent countries. The authors concluded that in post-Soviet
countries, innovation development is hampered by the low
level of integration into international value chains, while in
the EU, globalisation stimulates innovation through tech-
nology transfer and joint ventures. In the current study,
integration into the global economy is also recognised as
important, but the emphasis is more on domestic reforms.
One of the key points of the study is to emphasise how
digitalisation has become a determining factor in the com-
petitiveness of countries. The data confirms that the US is
leading the way in technological development, while the
EU is demonstrating a more balanced approach between
innovation and regulatory policy. Post-Soviet countries
such as Ukraine are showing significant progress in the
development of the IT industry, but other countries in the
region (e.g., Armenia or Moldova) remain less competitive
due to a lack of resources and institutional support (Lesh-
chenko, 2023). This shows that digital transformation cre-
ates both opportunities and new gaps between countries.
M. Matthess & S. Kunkel (2020) focused on the impact
of digitalisation on economic productivity in developing
countries. The findings demonstrate that investments in
digital infrastructure provide a short-term boost to pro-
ductivity. However, the long-term sustainability of this
impact depends on the level of digital literacy of the pop-
ulation and the development of educational programmes
in the field of technology. A.A. Oloyede et al. (2023), in
turn, argued that in countries with low levels of education
or digital literacy, the potential for digitalisation remains
limited, despite significant financial injections into techno-
logical infrastructure. The findings of the current study also
emphasise the importance of digital technologies, but the
authors” approach emphasises the need for accompanying
measures, such as human capital development. The current
study is more optimistic about digitalisation as an engine of
growth, while the authors emphasise structural challenges.
Environmental policy is another key area that con-
firms the differences between the economies. The results
show that the EU is a leader in this area with a clear strat-
egy for the European Green Deal, while the US adopted a
flexible approach through programmes to stimulate invest-
ment in renewable energy. Post-Soviet countries, despite
their potential for green energy development, are mostly
focused on short-term economic goals. The results con-
firm the difficulty of integrating environmental aspects
into the policies of countries at different stages of devel-
opment. For instance, in the case of Ukraine, it is a matter
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of gradual introduction of environmental standards as
part of adaptation to European legislation (Parkhomets et
al., 2023). M.A. Camilleri (2020) analysed environmental
policy in the EU countries. The author noted that in the
EU, environmental transformation is a priority, supported
by significant funding and political will, while in post-So-
viet countries, environmental initiatives are often ignored
due to socio-economic crises. R.A. Huber et al. (2020) ar-
gued that investments in environmental transformation are
considered risky due to low levels of trust in government
structures and weak political will. International grants or
funding are needed to ensure environmental modernisa-
tion, which would reduce the burden on state budgets. The
current study sees environmental transformation as an op-
portunity to attract investment, but the authors” findings
highlight the difficulties of implementing such changes in
resource-limited countries.

M.A. Nasir et al. (2019) analysed the impact of climate
change and environmental reforms on economic devel-
opment. The authors noted that environmental initiatives
are being actively integrated into economic policy through
innovative technologies and green energy, which ensures
long-term economic growth. At the same time, S. Kunkel
& M. Matthess (2020) argued that environmental transfor-
mations are often perceived as secondary, which hinders
the development of economies, especially in remote and
underdeveloped regions. The results of the current study
coincide with the conclusions of the authors regarding
the importance of environmental transformations, but the
authors focused more on the availability of financing for
states with limited resources, while the authors emphasised
technological and political aspects.

Research confirms the need to diversify the economies
of post-Soviet countries, which is a key step to reducing
their dependence on a limited number of sectors, includ-
ing oil and gas. This dependence exposes economies to ex-
ternal shocks, including fluctuations in commodity prices.
Implementing policies that promote the development of
sustainable industries, such as the IT sector, green energy,
or high-tech manufacturing, will ensure more balanced and
sustainable development. A.A. Lashitew et al. (2021) also
addressed the diversification of countries’ economies. The
authors argued that the main obstacle to diversification is
the over-reliance on exports of raw materials, especially oil,
gas and metals. Lack of access to international markets and
a shortage of financial resources make it difficult to invest
in innovative or sustainable industries. The current study
also acknowledges the importance of diversification but fo-
cuses more on domestic reforms, investment in technology,
and sustainable sectors. In contrast, the authors emphasise
external factors, such as access to international markets,
which are considered indirectly in the current analysis.

M. Lenzen et al. (2020) studied the socio-economic as-
pects of the resilience of economies. The authors pointed
out that in developed countries, social stability and a high
level of government regulation allow for effective adap-
tation to economic shocks, making these countries more
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resilient to global crises. In contrast, some countries may
face problems in social protection, which reduces their re-
silience in times of crisis. The current study also highlights
the importance of economic resilience but places more em-
phasis on the importance of investing in resilient industries.

The analysis confirms that countries that effective-
ly develop digital ecosystems and ensure their support at
the international level achieve faster economic growth and
strengthen their role in the global economy. The example of
the United States demonstrates how investments in knowl-
edge-intensive industries, support for start-ups, and a fa-
vourable regulatory environment contribute to leadership
in digital transformation. The EU, in turn, offers a model
of a balanced approach, combining innovation with high
standards of privacy and digital ethics. L. Lam et al. (2021)
studied the relationship between the level of education and
the introduction of innovations. The authors concluded
that in the United States, innovation development is sup-
ported by highly specialised educational programmes in
technology and entrepreneurship, while in less developed
countries, even a high level of basic education does not
guarantee an innovative breakthrough due to a lack of spe-
cialised programmes. The current study also recognises the
importance of human capital development, but the authors’
results add an emphasis on specialisation.

S.C. Gherghina et al. (2020) studied the role of SMEs
in the US, EU and post-Soviet countries. The authors de-
termined that in the US and the EU, SMEs are the engine
of innovation and economic development due to support
through affordable credit and a favourable regulatory en-
vironment. In post-Soviet countries, SME development is
hampered by excessive regulation and high cost of credit.
The current study did not focus on SMEs, but the recom-
mendations for a stable institutional environment echo the
authors’ findings.

In general, it is possible to state that regardless of the
specific approaches of different countries, innovation, sus-
tainability and the ability to adapt to a rapidly changing
global environment remain the key factors of economic
success. These three aspects are fundamental to ensuring
economic growth, improving the welfare of the population
and achieving global competitiveness.

Conclusions

This study examined the key conceptual approaches to
adapting economic policies to current global challenges,
such as globalisation, digitalisation and environmental
change. The study analysed how countries, regardless of their
level of development, respond to these challenges and iden-
tified strategies that ensure effective adaptation of the econ-
omy to the changing conditions of the global environment.

Adapting economic policy through a global integra-
tion strategy is a key aspect for countries seeking to ensure
development through participation in international eco-
nomic processes. For countries such as the US and the EU,
integration into the global economy has become the basis
for developing innovation, increasing competitiveness and
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technological progress. At the same time, for post-Soviet
countries such as Ukraine, Georgia and Moldova, globali-
sation has opened new opportunities for access to interna-
tional markets but also increased dependence on raw mate-
rial exports and limited technological capabilities.

Digital change is an important aspect of competitive-
ness. The US has become a leader in implementing this
strategy, actively supporting start-ups and investments in
science and technology. In the EU, the Horizon Europe
programme has allocated EUR 95.5 billion for research and
innovation. For post-Soviet countries, digitalisation is both
a challenge and an opportunity. In Ukraine, for example,
the IT sector is successfully developing (in 2022, exports
of IT services brought in more than USD 7 billion), which
is an important area for economic diversification, while in
countries such as Armenia and Moldova, insufficient fund-
ing and low levels of digital literacy are holding back the
development of this area.

Environmental changes are also an important factor
in adapting economic policies, as countries are forced to
reduce the environmental impact of economic activity.
The US Inflation Reduction Act provided for investments
of USD 369 billion to support renewable energy, electric
vehicles and green energy innovations. The EU is actively
implementing the Green Deal strategy, which envisages a
transition to sustainable development, by reducing green-
house gas emissions and developing renewable energy
sources. At the same time, for post-Soviet countries such as
Azerbaijan and Moldova, environmental transformation is
difficult due to their dependence on fossil fuels and limited
financial resources.

The Transportation System Modernisation Programme
approved through the Infrastructure Act, provided USD 1.2
trillion to improve roads, bridges, public transport and wa-
ter supply in the US. The NextGenerationEU programme
provided EUR 750 billion to modernise the economy and
infrastructure of EU member states.

Another important aspect is the strategy of economic
diversification. This is especially relevant for countries that
are heavily dependent on one sector of the economy, such
as the raw materials sector. At the same time, a socially ori-
ented policy strategy becomes the basis for reducing social
risks in times of economic crises, through support for the
unemployed, education and healthcare. In general, adapting
economic policies to global changes is a multifaceted and
complex process that requires a comprehensive approach,
to addressing global challenges and national peculiarities.

Further research could conduct a more detailed analy-
sis of the impact of specific technologies on economic poli-
cy adaptation and the study of regional economic strategies
in a changing global environment.
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AHoTauif. MeTo10 OOCTiI>KeHHS 6yB pOSITIAN BIIUBY m100a/bHMX €KOHOMIYHMX 3MiH Ha HalliOHa/IbHI €KOHOMi4Hi
cTpareril Ta 0co6/MMBOCTEN afjanTalil eKOHOMIYHOI IIOJITUKM KpalH JO HOBUX YMOB. Y HOCTI[PKeHHI IIpoaHaIi30BaHO
CydacHi miaxopy Jo afjanranii ekoHOMI4HOI IOMITUKY B yMoBax Itobatisanii, fifpkuranisanii Ta €K0IOriYHNX BUK/IMKIB.
OniHeHO cTpaTeriyHi HaIPAMMU €KOHOMIYHOI IOMITUKY, IO CTOCYIOThCA iHTerpauii y cBiTOBi €KOHOMIiYHI IponecH,
udposoi TpaHchopMallii, CTaIOro po3BUTKY, AuBepcudikaii ekoHOMikM Ta collianbHoi opienTanil. Ilepmum acriekToM
Oyrarno6anbHa iHTerpalif, Aka nepefdadana BiTKpUTTA PUHKIB, PO3BUTOK MDXXHAPOJHOTO CIIiBPOOITHUIITBA Ta aKTUBHY
y4acTh y II00Q/IbHUX BUPOOHMYNMX JIaHIIorax. JlpyruM BaXkKIMBUM HAaIIPAMKOM OyJla ajjaltanisa 1o nudpoBux 3MiH, o
BKJIIOYa/Ia BIIPOBAPKEeHHA HOBITHIX TeXHOJIOTIl, TaKUX AK IITYYHMII IHTEIeKT, OJIOKYelH Ta aHaJIITUKA BeIMKUX JaHUX.
Kpim Toro, 6y/10 HarojnomeHo Ha BayXIMBOCTI CTAJIOT0 PO3BUTKY fAK OCHOBM I 3a0e3Ie4eHHs eKOJIOTiYHOl Oe3Iekn
Ta eKOHOMIYHOro 3pocTaHHA. AHami3 pocsigy CIIA, €spomneiicbkoro Coro3y Ta MOCTPAAAHCHKUX KpaiH BU3HAYMB,
IO IpiopuTeTaM) eKOHOMIYHOI IOITUKM MaloTh OyTH iHHOBaIl, eHeproedeKTUBHICTb Ta UydpoBa TpaHcHopMallis.
Ina CHIA xapakTepHa MiATpMMKa iHHOBALiHMX CTapTalliB, PO3BUTOK IUQPPOBUX TEXHONOIiNl Ta eHepreTU4HOI
TpaHcopMalil yepes nmporpamu. €ppornelicbkuil Co03 aKTUBHO iHBECTY€ y BITHOBJIIOBAaHY €HEPreTUKY Ta LU(PPOBY
TpaHcpopMalilo, BIPOBAIKYI0uy cTpaTerii 3eieHol ekoHoMiku. ITocTpafaHchKi kpainy, BKIoyawdn Ykpainy, Ipysito
Ta MO/IIOBY, CTUKAIOTbCA 3 BUK/IMKAMI, IIOB S3aHMMMU 3 pedopMaMy, OOMEXEHMMI pecypcaMy Ta iHTerpalji€en 1o
€spomnericbkoro Cowo3sy. OpHak Iji KpalHM BXKe JOCATAIOTh IIPOTpecy B eHepreTHyHi TpaHcopmanii, nudpposomy
PO3BUTKY Ta perioHa/JbHOMY CIiBpOOIiTHUITBI. ]I 3a0e3leyeHHA CTaJIoro €KOHOMIYHOTO PO3BUTKY KpaiHU MOBUHHI
THYYKO afjallTyBaTy CBOK HOJNITUKY JO IIOOQJbHUX BUKIUKIB, iHTeHcupikyBatu umdpoBy TpaHcdopmanio Ta
eHepreTNYHy TpaHCOpMallilo, a TAKOXK IHBeCTyBaTu B iHHOBallii Ta perioHanbHe CiBpO6GITHUIITBO
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Abstract. The purpose of this study was to develop an optimised strategy for state support of small and medium-sized
enterprises at the regional level of Ukraine through the implementation of innovation and investment measures aimed
at increasing their competitiveness and sustainability in the face of current economic challenges. The study was based
on the analysis of key challenges faced by small and medium-sized enterprises, such as limited access to financial
resources, low level of innovation, difficulties in integrating into international markets, and insufficient cooperation with
research institutions and government agencies. The analysis covered three regions of Ukraine: Kyiv, Lviv, and Dnipro
regions. The key findings of this study included the development of recommendations to improve the effectiveness of
state support for small and medium-sized enterprises, which should account for regional characteristics and needs. It
was proposed to introduce innovation clusters to strengthen cooperation between businesses, research institutions,
and government agencies to create innovative products and services. The study also emphasised the significance of
business digitalisation, which would increase the efficiency of small and medium-sized enterprises, reduce costs,
and facilitate access to new markets. Particular attention was paid to the need to attract private investment through
public-private partnership mechanisms to finance innovative projects, which would help modernise enterprises and
increase their competitiveness both nationally and internationally. Specifically, the introduction of innovation clusters
will not only stimulate the development of advanced technologies but will also facilitate the exchange of knowledge
between enterprises and research institutions, which will increase the overall level of innovation in the regions. For
this, it is necessary to create a favourable environment for the development of such clusters, including financial support,
tax incentives, and training programmes for entrepreneurs. Another significant aspect is the development of digital
technologies that can transform business processes in small and medium-sized enterprises

Keywords: economic modernisation; entrepreneurship; financial instruments; competitive advantages; investment

Received: 27.08.2024, Revised: 22.11.2024, Accepted: 27.12.2024

Suggested Citation: Ustymenko, M. (2024). Optimisation of the strategy of state support for small and medium-sized
enterprises at the regional level through investment and innovation measures. Scientific Bulletin of Mukachevo State
University. Series “Economics”, 11(4), 120-132. doi: 10.52566/msu-econ4.2024.120.

@ Copyright © The Author(s). This is an open access article distributed under the terms of the
Creative Commons Attribution License 4.0 (https://creativecommons.org/licenses/by/4.0/)

*Corresponding author


https://orcid.org/0009-0008-9589-2713
https://economics-msu.com.ua/en

Ustymenko

Introduction

In the face of current challenges, such as military opera-
tions, small and medium-sized enterprises (SMEs) play an
indispensable role in maintaining the economy and social
stability. They drive innovation and create new opportu-
nities for growth. SMEs provide employment for the local
population, which helps to maintain social equilibrium in
turbulent times. However, the war has severely limited their
access to necessary resources, including finance, technology,
and markets, complicating their operations. Government
support becomes critical, and one of the key instruments of
this support is tax incentives, grant programmes, and other
forms of public funding that help businesses recover. In-
novation and investment measures help not only to restore
businesses but also to adapt them to new market conditions,
which is particularly significant in the post-war period.

Cooperation between the government, business, and
academic institutions can create more opportunities for
SME development through the introduction of innovative
solutions and investments in key sectors. These invest-
ments can help modernise production, automate processes,
and improve business efficiency overall. The involvement
of scientific institutions is also important for creating in-
novative technologies and solutions that will allow SMEs to
stay competitive in the global market (Lutska et al., 2022).
Furthermore, it is necessary to implement long-term strat-
egies that will ensure the sustainability of enterprises and
their adaptation to new reality, ensuring economic recov-
ery and growth. This approach will not only support small
and medium-sized businesses during the crisis, but also
ensure their development in the post-war period. Pub-
lic investment, along with the involvement of the private
sector, can substantially enhance the country’s innovation
potential and facilitate its integration into the global econo-
my. Furthermore, it is essential to adapt SMEs to new mar-
ket conditions and create mechanisms for rapid response
to crises. The war and its aftermath create new challenges
for businesses that require flexible risk management and
planning strategies (Potryvaieva et al., 2024). One of the
key aspects is the development of digital technologies and
the introduction of innovations that will enable businesses
to increase their competitiveness. Amidst limited access to
conventional markets, SMEs can develop e-commerce and
seek new opportunities to export their goods and services.
N. Smentyna (2012) studied SME support at the level of
territorial communities during martial law. The research-
er emphasised the significance of local self-government
in economic recovery, specifically on the example of the
Pokrovsk territorial community. However, the study point-
ed to problems with orders, tax revenues, and the lack of
long-term support mechanisms after the war.

M.M. Berdar & R.A. Yaremko-Hladun (2024) investi-
gated the innovation and investment model for the devel-
opment of small and medium-sized enterprises in Ukraine,
focusing on innovative methods and economic modern-
isation. The researchers emphasised the significance of
digitalisation and automation of business processes, as

Scientific Bulletin of Mukachevo State University. Series "Economics”, 11(4)

well as government support and financing instruments.
L.V. Lukashova (2019) explored the innovative approaches
to small business development in Ukraine and legislative
conflicts that prevented SMEs from receiving support. The
researcher compared support programmes in Ukraine and
abroad, focusing on the innovative potential of agriculture.
The need to improve the legislative framework and intro-
duce innovative methods was emphasised, although no
concrete recommendations for improving the legislation
were given. L. Karpenko et al. (2023) studied the instru-
ments of state support for small and medium-sized busi-
nesses in Ukraine during martial law. The researchers noted
the role of state regulation and support, particularly during
the hostilities, when many businesses stopped working or
relocated. The key measures included lower lending rates,
rent compensation, and tax changes. Some government
grants and relocation programmes have been allocated, but
there is a lack of a long-term strategy to restore and support
small businesses in remote regions. V.O. Butkova (2023) in-
vestigated the development of small business in Ukraine,
focusing on its flexibility and adaptation to market changes.
The researcher noted the lack of state support, financial in-
stability, and lack of personnel, suggesting simplification of
tax conditions and advisory support.

T.Y. Melnyk (2022) explored the state support for busi-
ness during martial law. The key measures included tax
privileges, a simplified taxation system, reorganisation of
enterprises, and the Affordable Loans 5-7-9% programme.
The researcher noted that the state has taken crucial steps
to support business but lacks a long-term strategy for eco-
nomic recovery after the war. TM. Lozynska & V.V. Sli-
chenko (2022) investigated the state aid to small businesses
during martial law. The researchers noted that the princi-
pal measures were tax burden reduction, financial support,
relocation of enterprises, and grant programmes such as
E-Robota. However, the researchers stressed the lack of
long-term plans for small business recovery after the war.
T. Matsuzaki et al. (2020) studied the support for small
businesses through tax changes and financial programmes.
The researchers emphasised the flexibility of enterprises
and the significance of grants and consultations but noted
that current strategies do not consider innovative and long-
term programmes after the war.

The purpose of this study was to optimise the mecha-
nisms of state support for small and medium-sized enter-
prises with a focus on long-term innovative strategies and
financial instruments that will contribute to sustainable
economic development at the regional level in the face of
constant challenges. The objectives of this study were to
analyse the existing model of state support for small and
medium-sized enterprises and their effectiveness, consid-
ering current challenges. In addition, the study aimed to
develop innovation and investment strategies to support
SME:s at the regional level, focused on long-term develop-
ment, business stability, and adaptation to changing eco-
nomic conditions.




Optimisation of the strategy of state support...

Materials and Methods

To fulfil the purpose of the study, a comprehensive meth-
odology was employed, which included several stages
to achieve the objectives. The study was conducted over
two years, from 2022 to 2024, at SMEs located in vari-
ous regions of Ukraine. The key regions for collecting
empirical data included Kyiv, Lviv, and Dnipro regions.
These regions were chosen due to their different levels of
entrepreneurship development, the availability of state
and international support programmes, and the specifics
of regional economic conditions, which enabled a more
representative set of findings.

Three enterprises were selected for the study: Inno-
vative Technologies LLC (Kyiv region), EcoAgro PE (Lviv
region), and DniproMet LLC (Dnipro region), each rep-
resenting diverse industries and regional specifics. The
purpose of the analysis was to identify the strengths and
weaknesses of these enterprises, as well as the oppor-
tunities and threats that affect their development. This
approach offered a deeper understanding of the factors
contributing to success and the factors hindering devel-
opment and helped to formulate recommendations for
improving their operations and competitiveness. The
first stage of the study involved the method of regulato-
ry analysis, which involved reviewing such documents as
the Law of Ukraine No. 4618-VI “On the Development
and State Support of Small and Medium-Sized Enter-
prises in Ukraine” (2012). This method enabled a de-
tailed investigation of government initiatives, including
the State business support programme Affordable Loans
5-7-9% (2024) and E-Robota (2024), which provide fa-
vourable conditions for obtaining financing for business
development, as well as grant programmes for the reloca-
tion of businesses affected by the hostilities. This analysis
showed that such initiatives substantially facilitate SMEs’
access to the necessary resources, helping them avoid
bankruptcy in times of crisis.

At the next stage of the study, the method of econom-
ic analysis was used to investigate the key indicators of
the development of small and medium-sized enterprises
in these regions. The indicators to be analysed includ-
ed the volume of investment in enterprise development,
the number of jobs created, the overall employment rate,
the income of enterprises before and after participation
in government support programmes, the level of use of
innovative technologies to improve production efficiency,
and the level of government support received by enter-
prises at different stages of their operations. The data was
collected using statistical analysis, specifically, the materi-
als by Ukrstat (2022), which helped to assess the effective-
ness of state and international support programmes for
small and medium-sized enterprises in different regions.
This method helped to compare findings across regions
and identify key challenges faced by entrepreneurs.

A vital element of the methodology was the use of a
Strengths, Weaknesses, Opportunities, Threats (SWOT)
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analysis, which helped to identify the strengths of en-
terprises, such as flexibility and the ability to quickly
adapt to changes in market conditions, and weaknesses,
such as limited resources for innovation. The analysis
also helped to identify opportunities for development,
such as attracting new investments and developing in-
ternational cooperation, as well as threats to their de-
velopment in the crisis, such as increased competition,
political instability, and limited access to financial re-
sources, which can complicate project implementation.
In addition, other external factors, such as changes in
legislation, technological innovations, and social chang-
es, which may also affect the development of enterprises
in the long term, were considered.

Results

In the context of the current development of Ukraine’s
economy, a key task is to ensure sustainable development
(SMEs), especially at the regional level. SMEs play a key
role in ensuring economic stability, creating new jobs, and
implementing innovative solutions. However, their devel-
opment is accompanied by a series of challenges, such as
limited access to financial resources, low adoption of in-
novative technologies, and difficulties in integrating into
international markets.

That is why special attention should be paid to the
development of state support mechanisms for SMEs that
would facilitate their sustainable development through
innovation and investment measures (Law of Ukraine
No. 4618-VI, 2012). Effective models of state support
should be tailored to regional specificities and provide ac-
cess to finance, human capital development, support for
innovation, and ease of doing business. Both government
programmes, such as the programme Affordable Loans
5-7-9% (2024), and international institutions that provide
financial aid for the development of enterprises in crisis
conditions, play a significant role in this process.

The need to optimise support mechanisms is con-
firmed by numerous studies and regulatory documents,
such as A “Small Business Act” for European SMEs (2016),
which emphasises the significance of access to innovation
and finance for SMEs. Another significant document
is “Businesses, experts, donors, and regions will be in-
volved in the development of the SME recovery strate-
gy until 20277, which emphasises the role of innovation
and international cooperation (Ministry of Economy of
Ukraine, 2024). These documents emphasise the need to
adapt government strategies to changing market condi-
tions and the significance of creating a favourable busi-
ness environment for enterprise development. To analyse
the development of small and medium-sized enterprises
in different regions of Ukraine, the study examined the
key indicators such as investment volumes, number of
jobs created, employment, revenues, introduction of in-
novative technologies, and participation in government
programmes, as presented in Table 1.
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Table 1. SME development indicators in Kyiv, Lviv, and Dnipro regions (2022-2023)

Indicator Kyiv region Lviv region Dnipro region
Investment volumes (UAH min) 150 120 80
Jobs created 3,500 2,700 1,800
Employment level (%) 65 58 50
Implementation of innovative technologies (%) 70 60 45

Source: created by the author based on Ukrstat (2022) and M. Sudakov & L. Lisogor (2023)

The Table 1 demonstrates that Kyiv region scores
higher on all parameters, which may be associated with
a more developed economic infrastructure, concentration
of large enterprises, and access to national and interna-
tional investment resources. This can also be explained by
the region’s well-developed banking system, a wide range
of financial institutions and government agencies, which
provide entrepreneurs with better opportunities to raise
funds. Additionally, the capital region has greater access
to human resources, innovation centres and technology
clusters, which facilitates the faster adoption of the latest
technologies in business.

The Lviv region’s performance also shows steady
growth, driven by the positive dynamics of agricultural and
manufacturing enterprises, export expansion and a gradual
increase in innovation activity. The geographical location
of Lviv region close to the EU border provides the region
with additional competitive advantages, as businesses are
actively integrating into international supply chains. This
allows businesses in the region to attract investment and
expand export opportunities, which positively impacts em-
ployment and economic growth.

The Dnipro region, which has been severely affected
by the hostilities, performs worse in terms of investment
and employment. This is a result of damage to infrastruc-
ture, the relocation of businesses, and a temporary decline
in economic activity. Limited access to financial resources
due to the unstable situation also hinders business develop-
ment in the region. Despite these challenges, Dnipro region

has considerable potential for recovery and growth due to
its industrial capacity and strategic significance for the na-
tional economy.

The state business support programme Affordable
Loans 5-7-9% (2024) is a crucial state support tool that
provides businesses with access to finance on favourable
terms. However, its implementation has substantial region-
al differences. Kyiv region has the highest level of participa-
tion in the programme. This is explained by a greater level
of economic activity and a growing number of enterprises
willing to invest in expanding their capacities. Further-
more, entrepreneurs in this region have greater access to
information about the programme, which contributes to a
more active use of concessional lending opportunities.

Lviv region also demonstrates strong engagement of
enterprises in the programme, which is explained by the
active development of small businesses in the region and
favourable conditions for the development of export-ori-
ented industries. A key factor is the support of state and
regional initiatives aimed at modernising production pro-
cesses and introducing innovations. In contrast, Dnipro re-
gion demonstrates considerably lower performance. This is
caused not only by the economic instability of the region,
but also by the limited opportunities to attract enterprises
to take part in the programme. Entrepreneurs face diffi-
culties in submitting documents and ensuring compliance
with the programme’s conditions amid the complex eco-
nomic circumstances. The involvement of the three regions
in the programme is presented in Table 2.

Table 2. Participation of SMEs in the Affordable Loans 5-7-9% programme by region (2022-2023)

Number of enterprises that received loans

Total amount of loans issued (UAH min)

Kyiv region 450 320
Lviv region 320 240
Dnipro region 180 110

Source: created by the author based on Ukrstat (2022) and the state business support program Affordable Loans 5-7-9%

(2024)

The Table 2 shows that Kyiv and Lviv regions have sub-
stantial advantages in the participation of enterprises in
the programme, which indicates higher business activity
and more effective implementation of state support. The
E-Robota (2024) programme is no less important than the
previous one and provides grants to support entrepreneurs,
especially those who create new jobs. In 2022, over UAH
5 billion was allocated under this programme, which helped
support more than 10,000 SMEs. These funds were used to

Scientific Bulletin of Mukachevo State University. Series "Economics”, 11(4)

modernise production, purchase the latest equipment, and
implement innovative solutions. The programme has be-
come a valuable tool for stimulating the development of en-
trepreneurship in various sectors of the economy. During
the first year of the programme, companies that received
grants created around 25,000 new jobs. This positively in-
fluenced the employment, especially in the regions that suf-
fered the most from the economic consequences of the war.
The regional distribution of grants shows that Kyiv, Lviv,
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and Odesa regions are the leaders in terms of the number of
grants issued. More than 3,000 companies were supported
in Kyiv region, about 2,000 in Lviv region, and over 1,500
in Odesa region. This demonstrates the active economic
activity in these regions and the strong level of entrepre-
neurial initiative. The programme has positively affected
the entrepreneurship in multiple sectors of the economy,
including agriculture, manufacturing, and services. Specifi-
cally, the agricultural sector has received around 40% of the
total allocated funds, which is vital for ensuring the coun-
try’s food security and stimulating the economy in a crisis.

An analysis of the state support suggests that the E-Ro-
bota programme is proving to be effective, with a consid-
erable increase in the number of new jobs and support
for entrepreneurship in key sectors of the economy. The
allocation of grants in various sectors helps to support
economic diversification, particularly through the mod-
ernisation of the agricultural sector and support for tech-
nology start-ups. However, the programme needs to be
further expanded, especially in the regions that have suf-
fered the greatest losses due to the hostilities. The regional
imbalance in the number of grants awarded points to the
need for better communication between the state and en-
trepreneurs in less active regions to ensure that businesses
are supported evenly across the country. The government’s
E-Robota programme is an effective tool for developing
entrepreneurship and creating new jobs, but it needs addi-
tional mechanisms to attract more entrepreneurs from the
affected regions. Expanding the programme and adapting
it to regional needs would help to ensure a more sustainable
€conomic recovery.

One of the most effective methods of SME devel-
opment is clustering, especially in sectors that can bring
together businesses with common interests (Trusova et
al., 2020). According to international practices, clusters fa-
cilitate close cooperation between companies, research in-
stitutions, and government agencies, which increases pro-
ductivity and competitiveness. For instance, clustering has
contributed to the development of tourism and production
chains in Kyrgyzstan. This method has allowed attracting
new investments and creating supporting infrastructure,
such as logistics chains and training centres. This has made
businesses more efficient and more resilient to market
changes (Hasanova, 2019). In Ukraine, clustering could be
applied in the agricultural sector, the technology industry,
and regional manufacturing, contributing to increased in-
novation and better coordination between businesses.

Technology incubators, especially innovation enter-
prises, are another major tool for promoting SME devel-
opment. Technology incubators and accelerators, such as
iDEA, provide entrepreneurs in many African countries,
such as Nigeria and Kenya, with a variety of support, in-
cluding mentoring, market access, training, and financial
support. This enables young companies to grow quickly
and adapt to the modern market (AU Strategy for SME/I
Development..., 2019). In Ukraine, the creation of such in-
novation hubs could greatly contribute to the development
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of a start-up culture, support technological initiatives, and
provide small businesses with the opportunity to innovate.
This is crucial for regions that have suffered economic im-
pact from the war, where incubators could help restore eco-
nomic activity by stimulating innovative ideas and entre-
preneurial initiatives.

The modern development of small and medium-sized
enterprises depends on digital transformation. Digital
innovation hubs in the Czech Republic help companies
implement the latest technologies, enabling them to in-
crease productivity and compete on international markets.
Companies gain access to modern technologies through
programmes aimed at digitalising production processes,
which help them develop their IT capacities and integrate
the latest developments into their business model (Strategy
to Support SMEs in..., 2021). For Ukraine, digital trans-
formation is critical, as a strong digital infrastructure will
help businesses adapt to changing market conditions more
quickly. The introduction of digital solutions can help
businesses optimise internal processes, improve commu-
nication with customers, and enter new markets. Access
to finance is one of the key aspects of SME development.
The Czech Republic’s experience suggests that the active
engagement of private capital in the form of venture capital
funds and business angel networks can substantially accel-
erate the growth of start-ups and innovative companies. Es-
tablishing public-private partnerships for SME financing in
Ukraine could provide entrepreneurs with better access to
long-term loans, reducing risks for investors. Furthermore,
venture capital funds could focus on supporting start-
ups in the IT, agribusiness, and renewable energy sectors,
which have robust growth potential.

The use of such financial instruments would allow
Ukrainian SMEs to improve their innovation activity sig-
nificantly and bring new products and services to the
market that would meet international standards. Thus,
the implementation of these international practices in
Ukraine could dramatically improve the effectiveness of
state support for SMEs, stimulate innovation and contrib-
ute to economic recovery in the face of the challenges of
war and crisis. To develop innovative and investment strat-
egies for SME support at the regional level that focus on
long-term development, entrepreneurial sustainability, and
adaptation to changing economic conditions, several inter-
related strategic areas should be implemented. These strat-
egies should combine support for innovation, investment
promotion, development of digital technologies, business
efficiency, and export potential. The strategies should be
integrated at the regional level, considering their specific
needs and capabilities. One of the key strategies to support
SMEs is the creation of regional innovation clusters that
ensure interaction between enterprises, research institu-
tions, incubators, accelerators, and local authorities. Such
clusters will facilitate innovation, infrastructure sharing,
and knowledge exchange. Within the framework of this
strategy, the government should provide financial support
for the development of innovation clusters, including the
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creation of technology parks, innovation hubs, and incuba-
tion centres in the regions.

The purpose of this strategy is to create conditions for
sharing infrastructure, promoting innovation, and attract-
ing investors to support innovative start-ups and SMEs.
The clusters will be able to help boost research and devel-
opment, create new products and services, and increase
the commercialisation of innovations. Providing access to
modern technologies and infrastructure for research and

development (R&D) is a crucial element. The development
indicators presented in Table 3 demonstrate key aspects of
the effectiveness of regional innovation clusters, which are
one of the strategic areas of SME support. These indicators
were selected because they best illustrate the impact of in-
novation clusters on SME development in the regions. Clus-
ters promote cooperation between companies, research in-
stitutions, and government agencies, which stimulates the
development of innovative products and technologies.

Table 3. Key indicators of innovation development through regional clusters

Indicator Expected outcome

Innovation clusters created

10-15in the first 5 years

New innovative products

Increase by 25% annually

Investment in technology incubators

UAH 200 million per year

Source: created by the author based on S. Hasanova (2019)

The data in Table 3 demonstrate that the introduction
of innovation clusters at the regional level can consider-
ably increase the competitiveness of SMEs. It is expected
that by creating an innovative infrastructure and stimulat-
ing scientific research, the number of innovative products
will increase by 25% annually, enabling enterprises to in-
troduce the latest technologies and improve their perfor-
mance more actively. This approach will also help to attract
investment in innovative technologies and stimulate the
development of incubation programmes. Attracting invest-
ment is a key aspect of the SME support strategy at the re-
gional level. The investment strategy envisages the creation
of public-private partnerships that will provide access to
finance for SMEs through regional investment funds and
venture capital funds. The government should encourage
investors through tax incentives and guarantees, enabling
private investors to cooperate with government agencies to

finance innovative projects in the areas of manufacturing,
technology, and agribusiness.

The strategy also envisages the development of re-
gional investment platforms where businesses can present
their projects and receive funding through public-private
agreements. This will help increase the number of success-
fully funded start-ups and stimulate the development of
innovative sectors of the economy. The key performance
indicators for this strategy, presented in Table 4, include
the number of private investors attracted, the number of
new investment deals, and the total amount of investment.
These indicators were chosen as an example to illustrate
the potential outcomes of implementing the investment
strategy through public-private partnerships. They demon-
strate the potential for attracting significant investment to
the regions and stimulating innovative SME development
through new financial mechanisms.

Table 4. Key indicators of the investment strategy through public-private partnerships

Indicator Expected outcome

Private investors involved in SMEs

300-500 per year

New investment deals

50 new deals annually

Total investment volume

UAH 1 billion annually through partnerships

Source: created by the author based on Strategy to Support SMEs in the Czech Republic 2021-2027 (2021)

The data in Table 4 suggest that attracting private
investment through public-private partnerships can sub-
stantially improve SMEs’ access to finance. It is estimat-
ed that over 50 new investment agreements will be con-
cluded each year, which will increase investment flows
to UAH 1 billion per year. Such a strategy will stimulate
innovation and the expansion of SMEs’ production ca-
pacities, increasing their financial resilience and ability to
adapt to changing market conditions. Digitalisation is an
essential factor for improving the efficiency of SMEs and
adapting to the current economic environment. The dig-
ital transformation strategy includes the introduction of
innovative technologies, automation of business processes,
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and the development of digital marketing tools, which en-
ables businesses to enter new markets and reduce costs.
Regional digitalisation programmes should provide SMEs
with access to training, advice, and technical support to
implement digital solutions such as CRM systems, cloud
services, and artificial intelligence.

The purpose of this strategy is to ensure that businesses
are digitally integrated into global supply chains, increase
their efficiency, and reduce production costs. Furthermore,
digital transformation will enable businesses to better in-
teract with customers through online platforms, which will
contribute to their growth. The indicators of the digital
business transformation strategy are highlighted in Table 5.
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Table 5. Key indicators of a digital business transformation strategy

Indicator Expected outcome

Share of enterprises that have implemented digital solutions

60% of SMEs by 2025

Reducing operating costs for SMEs

15-20% due to digitalisation

Increased profitability

Increase by 10-15% annually

Source: created by the author based on Strategy to Support SMEs in the Czech Republic 2021-2027 (2021)

These indicators were chosen to reflect the key out-
comes of implementing a digital transformation strategy
for SMEs. The share of enterprises that have implemented
digital solutions is a significant indicator, as digitalisation
plays a key role in increasing the competitiveness of en-
terprises, automating processes, and improving manage-
ment. Table 5 suggests that business digitalisation is an
indispensable tool for increasing the efficiency and com-
petitiveness of SMEs. It is expected that by 2025, around
60% of businesses will have implemented digital solu-
tions, which will reduce their operating costs by 15-20%
and increase their profitability by 10-15% annually. This
underscores the role of digital transformation as a factor
in helping businesses adapt to modern market require-
ments. The SME export development strategy involves

facilitating access to international markets through prod-
uct certification, access to export credits, and risk insur-
ance. Ukrainian SMEs should have access to international
certification and export support programmes to enable
them to expand their business abroad. The state should
create export hubs that will provide companies with con-
sulting support, assistance in preparing documents, and
participation in international exhibitions and fairs. This
strategy will help companies develop new markets, inte-
grate into global supply chains, and increase their com-
petitiveness. Another essential element of the strategy is
the creation of financing mechanisms for export-oriented
SMEs, including state support through export credits. The
indicators of the strategy to support exports and interna-
tional integration are presented in Table 6.

Table 6. Key indicators of the export support and international integration strategy

Indicator

SMEs entering international markets

Expected outcome
1,000 SMEs by 2025

SME exports

Increase by 25% annually

International contracts

200 new contracts annually

Source: created by the author based on N. Masson (2024)

The indicators in Table 6 reflect the key outcomes of
the implementation of the SME export and international
integration support strategy. They have been selected to
demonstrate how strategic support can help SMEs enter
new international markets, increase export volumes, and
secure new international contracts. The last but not least
element of the strategy is to stimulate innovation through
the development of research and development activities
and support for innovative technologies. The government
should encourage businesses to innovate through grant

programmes, joint laboratories, and incubators where
SME:s can test new products and technologies. A significant
area is the development of cooperation between universi-
ties and enterprises to create novel solutions in the areas of
agribusiness, ecology, IT, and engineering.

The strategy is aimed at increasing the innovation ac-
tivity of enterprises, which will enable them to implement
the latest solutions and stay competitive in international
markets. The indicators of the strategy to improve innova-
tion and competitiveness are presented in Table 7.

Table 7. Key indicators of the strategy to improve innovation and competitiveness

Indicator Expected outcome

Enterprises that have implemented innovations

500 SMEs annually

New developments and patents

100 new patents annually

Investment in research and development activities

UAH 300 million per year

Source: created by the author based on B.G. Agazu & C.A. Kero (2024)

The indicators presented in Table 7 reflect the key out-
comes of the strategy to improve innovation and compet-
itiveness for SMEs. They were chosen to demonstrate how
active innovation and investment in R&D can contribute to
the sustainable development of enterprises. The outcomes
presented in Table 7 suggest that stimulating SME innova-
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tion by supporting R&D and the introduction of the latest
technologies will considerably increase the number of new
developments and patents. It is expected that about 100 new
patents will be registered annually, which will increase the
competitiveness of enterprises both nationally and inter-
nationally. This strategy will help businesses grow through
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innovation and maintain sustainable development. These
five strategies will provide comprehensive support to small
and medium-sized enterprises, encouraging them to de-
velop innovatively, attract investment, digitalise, and enter
international markets. Furthermore, each enterprise has its
unique characteristics and challenges that require detailed

analysis. The SWOT analysis helped to identify strengths
and weaknesses, as well as opportunities and threats for
businesses in concrete conditions. This will help to identify
priorities for further development and implementation of
necessary changes. The SWOT analysis for each enterprise
is presented in Tables 8-10.

Table 8. SWOT analysis for Innovative Technologies LLC (Kyiv region)

Strengths

- Located in the capital, which provides access to developed
infrastructure and financial resources.

- Strong level of implementation of innovative technologies in
production processes.

- Flexibility and ability to quickly adapt to changes in market
conditions.

- Great level of staff qualification.

Weaknesses

- Limited financial resources for further digitalisation and

modernisation of production facilities.

- Excessive costs of innovative technologies, which limits the

speed of business expansion.

- Dependence on large customers, which creates risks in case

of loss of key clients.

Opportunities

- Attraction of additional investment through participation in
government support programmes, such as the Affordable
Loans 5-7-9% programme.

- Expansion into international markets through the
introduction of the latest technologies and innovations.

- Increased efficiency through participation in public-private
partnerships and obtaining preferential financing.

Threats

- Fierce competition from other technology companies in the

capital market.

- Rising energy and material costs, which may reduce

profitability.

- Volatility in the financial sector, which may limit access to

credit resources.

Source: created by the author based on Innovative Technologies LLC (2013)

Innovative Technologies LLC has substantial advan-
tages due to its location in the capital and the strong level
of implementation of innovative technologies. However,
limited financial resources and high competition in the
capital market are the major challenges for the company.
At the same time, attracting further investments and enter-
ing international markets may become key opportunities
for the company’s further development. The company has

considerable potential for expansion, but it needs to over-
come financing and modernisation constraints.

EcoAgro PE specialises in agriculture, where ecological
production plays a key role. The SWOT analysis helped to as-
sesshow the company’sinternal strengths, such as favourable
natural conditions and industry expertise, can be leveraged
to maximise growth, and identified weaknesses and external
threats that affect business stability, as presented in Table 9.

Table 9. SWOT analysis for EcoAgro PE (Lviv region)

Strengths

- Favourable natural conditions for the agricultural sector in
Lviv region.

- Extensive experience in agricultural production and
proprietary infrastructure for product processing.

Weaknesses

- Insufficient access to modern technologies and digital

solutions to optimise processes.

- Limited access to investment resources for equipment

modernisation and innovation.

- Commitment to the principles of ecological production in line - Dependence on seasonality of production and the impact of

with current trends.

weather conditions on yields.

Opportunities

- Attraction of investments to introduce modern agricultural
technologies that will increase production efficiency.

- Expansion of export opportunities through participation in
international certification and export support programmes.

- Development of niche markets for organic products that
provide higher margins.

Threats

- Competition from large agricultural enterprises.
- Risks associated with fluctuations in prices for agricultural

products on world markets.

- Limited access to financial resources due to economic

instability in the country.

Source: created by the author based on PE “ECOAGRO PRO” (2024)

EcoAgro PE has a strong position in the agricultural
sector due to its favourable natural conditions and focus on
ecological production. The key challenges for the company
are limited access to modern technologies and investment
resources, which hinders its development. However, the
possibility of expanding exports of organic products and
attracting investment to introduce the latest technologies
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opens great prospects. The company can grow if it can lev-
erage these opportunities, particularly through government
support programmes and participation in international
markets. DniproMet LLC operates in the metallurgical
sector, which is highly competitive and faces considerable
challenges due to economic instability in the region. The
SWOT analysis of this company helped to assess the inter-
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nal factors that support its competitiveness, such as its pro-
prietary industrial base, and to identify weaknesses, such
as insufficient automation, as presented in Table 10. This

analysis considered the opportunities for innovation and
fundraising, as well as threats related to economic condi-
tions and changes in the steel market.

Table 10. SWOT analysis for DniproMet LLC (Dnipro region)

Strengths Weaknesses

- Proprietary industrial base and production facilities.

- Extensive experience in the steel sector and well-established

supply chains.
- Strong position in the internal market due to long-term
contracts with major customers.

- Insufficient automation and low adoption of modern
technologies.

- Excessive costs of modernising production processes due to
economic instability.

- Vulnerability to changes in regional infrastructure due to
military operations.

Opportunities Threats

- Participation in government support programmes, including
soft loans for equipment upgrades.

- Implementation of digital technologies to optimise
production processes and reduce costs.

- Expanding into foreign markets for steel products through
integration into international supply chains.

- Economic instability in the region and the threat of
production interruptions due to military operations.

- Increased costs of raw materials and energy, which may
reduce profitability.

- Increased competition from international steel producers.

Source: created by the author based on DNEPROMET LLC (2004)

DniproMet LLC has a strong position in the internal
market due to its industrial base and experience in the
metallurgical sector. However, the company faces major
challenges due to limited access to innovative solutions and
risks associated with economic and political instability in
the region. The key opportunities for further development
include the modernisation of production facilities and the
introduction of digital solutions to optimise processes. De-
spite the threats posed by the hostilities and economic dif-
ficulties, the company can grow through participation in
government support programmes and export activities.

Sustainable development of enterprises in the current
environment requires comprehensive state support aimed at
overcoming a series of economic challenges. To successfully
support SMEs, it is vital to consider the innovative potential
of each region, as well as the opportunities for clustering, in-
vestment, and digital transformation. The analysis revealed
that each enterprise has its specific strengths and weakness-
es that can be optimised through government programmes
and international practices, which will ensure the sustaina-
ble development of Ukraine’s economy at the regional level.

Discussion

The study found that SMEs play a crucial role in the devel-
opment of Ukraine’s economy and job creation. The major
challenges faced by SMEs include limited access to finance,
low levels of innovation, and obstacles to integration into
international markets. In this context, it becomes critical to
implement innovation and investment strategies that can
increase the sustainability and competitiveness of SMEs
in internal and international markets. The key findings of
the present study suggest that such strategies form an in-
tegral part of the successful development of enterprises in
Ukraine, especially in the context of an unstable economy
and external challenges.

S. Hasanova (2019) also emphasised the significance
of innovation for SME development, which confirms the
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findings of the present study on the critical role of inno-
vation and investment strategies. However, compared to
the situation in Kyrgyzstan, where SME innovation is ham-
pered by limited access to long-term financing, Ukraine
can develop innovation through existing government pro-
grammes. Still, as the findings of the present study suggest,
even with such programmes in place, access to finance is
still limited, especially for SMEs in less developed regions.
The analysis found that one of the most effective methods
of supporting SMEs is clustering. The study showed that
enterprises taking part in cluster associations have better
access to finance and resources for innovation. The cluster
approach promotes cooperation between enterprises and
research institutions, which stimulates the development
of innovative technologies and products. This conclusion
is also confirmed by the findings of S. Hasanova (2019),
who noted that in Kyrgyzstan, the cluster approach has also
shown its effectiveness in improving cooperation between
enterprises. However, in Ukraine, cluster initiatives have
prospects only in certain regions, such as Kyiv and Lviv re-
gions, where infrastructure and support are sufficiently de-
veloped. Overall, both studies confirmed the value of SMEs
to the economy and outlined comparable challenges, but
the extent to which they were overcome differed between
Ukraine and Kyrgyzstan.

The data also revealed the value of supporting dig-
ital technologies for SME development. Digitalisation
of business processes helps businesses reduce operating
costs, increase efficiency, and expand their markets (Kry-
lovskyi, 2024). These changes are particularly relevant
in the context of the post-war economic recovery when
businesses need quick and effective solutions to adapt to
changing conditions. The data are consistent with the find-
ings of E. Sirtori et al. (2024), who emphasised that inno-
vation, specifically digitalisation, is a key factor in increas-
ing the competitiveness of SMEs in international markets.
Investment and innovation strategies are essential for the
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long-term sustainability of SMEs. The study revealed that
enterprises that actively attract investment in the develop-
ment of innovative solutions show more stable growth rates
than those that rely on conventional methods of financing.
Attracting international investors and partners becomes es-
pecially important in the context of limited access to domes-
tic financial resources. However, the study also showed that
in Ukraine, innovative enterprises often face difficulties in
attracting external investment due to the instability of the
economy and the lack of adequate support from the state.
This once again highlights the need to improve government
support programmes aimed at attracting foreign investors.

Cooperation with international organisations and
funds also plays a significant role in the development of
SMEs in Ukraine (Sejdiu et al., 2024). Data revealed that
enterprises that actively cooperate with international part-
ners have better growth and development indicators. This
is explained by the fact that such enterprises have access
to additional resources, technologies, and markets. For in-
stance, projects supported by international organisations
have helped businesses in Lviv region to introduce the latest
technologies and expand their operations in international
markets. These findings are in line with a study by the Afri-
can Union (AU Strategy for SME/I Development..., 2019),
which also highlighted the role of international coopera-
tion in supporting SME development. The study paid con-
siderable attention to the role of state support in SME de-
velopment. The data suggest that government programmes
aimed at supporting innovation and the introduction of
the latest technologies have considerable potential for en-
terprise development. However, despite their effectiveness
in some regions, such as Kyiv region, they often do not ac-
count for the specific needs of enterprises in less developed
regions. For example, in the war-affected Dnipro region, ex-
isting programmes cannot meet all the needs of enterprises,
which limits their development and the ability to innovate.

In this context, it is crucial to develop novel support
mechanisms that are tailored to regional needs and the
specifics of each region. For instance, support for business-
es in war-affected regions should include special tools to
rebuild infrastructure and attract investment to develop
local businesses. This could be achieved through coopera-
tion with international organisations and investors, which
would enable businesses in these regions to access the nec-
essary resources. In this study, the development of SMEs at
the regional level was measured by key indicators such as
investment, employment, and the adoption of innovative
technologies. At the same time, the analysis based on the
study by $.C. Gherghina et al. (2022) revealed several im-
portant common and distinctive aspects. There was a con-
vergence of studies in terms of the role of SMEs as a driver
of economic growth and their significance for regional de-
velopment. Both studies emphasised the role of investment
in innovative technologies and their positive effects on en-
terprise productivity. The present study focused more on
concrete indicators of regional development, such as the
number of jobs created and participation in government
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programmes, while S.C. Gherghina et al. (2022) focused
on the overall impact of innovative investments on the
total turnover of enterprises. Furthermore, these findings
revealed a strong regional imbalance in SME development
caused by distinct conditions of access to finance and in-
novative technologies, while the Romanian study focused
more on the impact of general macroeconomic factors.

M. Grotz et al. (2019) analysed economic resilience
and the role of SMEs, with several aspects of this study
coinciding with the findings of the present study. These
researchers emphasised the role of state support for the
sustainable development of enterprises. This was in line
with the findings of the present study, where the analysis
revealed that regional programmes played a key role in pro-
viding SMEs with financial support opportunities. Both the
present study and the analysis by M. Grotz et al. (2019) em-
phasised the need to tailor support to regional needs, which
helped to increase employment and the innovation poten-
tial of businesses. Furthermore, the researchers investigat-
ed the issue of innovation activity and its impact on SME
development. They also pointed out that innovative devel-
opment was the basis for increasing the competitiveness of
enterprises. These findings confirmed these claims, as the
introduction of innovative technologies, especially in Kyiv
and Lviv regions, was a crucial factor in development. This
indicated that innovation is a key area for strengthening the
position of enterprises in both internal and international
markets. The researchers emphasised the significance of
attracting external investment for SME development. The
present study placed the emphasis on internal support
mechanisms, such as government programmes, grants, and
soft loans. This was conditioned by the distinct econom-
ic realities and conditions for SMEs in different countries.
Opverall, as in the present study, the researchers emphasised
the need for infrastructure development to support innova-
tion, although the approach differed.

Thus, the comparison of various studies on SME devel-
opment demonstrated both shared features and substantial
differences related to economic conditions and the level of
infrastructure development in different countries. Despite
the differences in emphasis, all studies stressed the role of
government support, innovation, and access to finance in
ensuring the sustainability of SMEs. The successful imple-
mentation of these strategies depended on the concrete
business environment and level of economic development,
which required a flexible approach to support and adap-
tation of national and regional SME support programmes.

Conclusions

The study confirmed the crucial role of SMEs as the pri-
mary driver of economic development and employment
at the regional level. However, enterprises in this seg-
ment face numerous challenges, such as limited access to
financial resources, low levels of innovation activity, and
barriers to integration into international markets. In such
circumstances, government support is critical to ensure
the sustainability and growth of enterprises. State support
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programmes such as Affordable Loans 5-7-9% and E-Ro-
bota have already demonstrated their effectiveness, but fur-
ther development requires improving their implementation
mechanisms and increasing their coverage. It is essential to
expand these programmes to sectors that are currently not
covered by them and to increase the flexibility of participa-
tion conditions for entrepreneurs.

Innovative SME development strategies should focus
on the introduction of modern technologies and the dig-
italisation of business processes. Digital transformation
will improve the efficiency of enterprises, reduce operating
costs, and facilitate entry into new markets. The introduc-
tion of digital tools, such as production process automa-
tion, e-commerce, and cloud technologies, will help SMEs
become more competitive. In this context, the role of gov-
ernment initiatives aimed at supporting innovation and the
introduction of the latest technologies is crucial. Further-
more, it is vital to ensure that entrepreneurs have access to
training programmes that will help raise awareness of the
possibilities of using modern digital tools for business de-
velopment. Attracting investment to modernise production
and increase the competitiveness of SMEs is a critical fac-
tor in sustainable development. Investment and innovation
measures should stimulate the attraction of private capital
through public-private partnerships, which will facilitate
the development of new projects. The development of in-
novation clusters and technology parks will bring together

The analysis of regional SME support programmes in
Kyiv, Lviv, and Dnipro regions revealed that each region has
its specific features that require an individual approach to
the implementation of support mechanisms. Kyiv region
showed the best results due to its developed infrastructure
and better access to investment. Dnipro region, affected
by the hostilities, needs more support to restore econom-
ic activity and attract resources for infrastructure recon-
struction. To improve the effectiveness of government
support for small and medium-sized businesses, existing
mechanisms of interaction between government agencies
and businesses should be improved. Financial support pro-
grammes should not only provide immediate solutions to
urgent problems, but also contribute to the long-term de-
velopment of enterprises, particularly through investments
in innovation and start-ups. It is also key to raise awareness
among entrepreneurs of the available state and internation-
al support opportunities, especially through the creation of
digital platforms for learning and interaction with partners.
The present study was limited to analysing three regions of
Ukraine, and therefore future research should cover a wid-
er range of regions and sectors. In addition, further analysis
of the effects of international investment and digitalisation
on SME development in different sectors of the economy is
a promising area.
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onTumisauifa cTpaTeril Aep)XaBHOI NiATPUMKU ManuX Ta cepeaHix nignpuemMcTs
Ha perioHasIbHOMY piBHi 3a ONOMOIO0 iHBECTULLINHO-IHHOBaLIMHUX 3axXoAiB

Mapisa YeTumeHko

AcnipaHT
JIbBiBCbKWUI HaliOHaIbHWUIA yHIBEpCUTET iMeHi IBaHa ®paHka
79000, Byn. YHiBepcuteTcbka, 1, JIbBiB, YkpaiHa
https://orcid.org/0009-0008-9589-2713

AHoTauis. MeToro 1bOro AocimimkeHHA Oyla po3pobKa ONTMMAanbHOI cTparerii jep>kaBHOI HiATPUMKM MaaMX Ta
cepefHiX MiJIPUEMCTB Ha PerioHaIbHOMY PiBHI YKpaiHM Yepes BIpOBaJ>)KeHH:A iHHOBALifIHO-IHBECTUIIIIHUX 3aXOfliB,
CIPAMOBAHMX Ha MiIBUILEHHS IX KOHKYPEHTOCIIPOMOXXHOCTI Ta CTiMIKOCTi B yMOBAaX CYYaCHMX €KOHOMIYHUX BUKJ/IMKIB.
JocrmimpkeHHA IPYHTYBa/IOC Ha aHa/Ii3i KIII0OYOBUX IIpo06/IeM, 3 AKVMMY CTUKAINCA MaJll Ta CepelHi MiIpUeEMCTBA, TaKNX
AK 0OMeXXeHMII JOCTYI 10 GpiHAHCOBUX peCypciB, HUSbKUII piBeHb BIIPOBaKeHH IHHOBAIliil, TPYAHOILI 3 iHTerpali€ero Ha
Mi>KHapOJIHi PMHKMY, a TAKOXK HEJJOCTaTHili piBeHb CIIiBITpalli 3 HAYKOBMMI YCTaHOBaMM Ta Jilep>KaBHMMM OpraHamMy. AHami3
OXOI/TIoBaB Tpy perioHnm Ykpainm: Kuicobky, JIbBiBcbKy Ta [IHimpomeTpoBcbKy o6macti. OCHOBHUMM pe3ymbTaTaMu
TDOCTI/KEHHST CTamu po3pobKa peKOMeHfallill sl MifBuieHHs edeKTUBHOCTI [ep>KaBHOI MiATPUMKM Manux Ta
cepefHiX MiAIpUeEMCTB, AKa Majla BpaXOBYBaTH perioHaIbHi 0cobmmBocTi Ta noTpedu. IIpononyBanocsa BIpoBaIKeHHA
IHHOBALIIHMX K/IaCTEPiB /1A OCUIEHHA CIIBIIpaLi MK 6i3HeCcOM, HayKOBJMMI YCTaHOBaMI Ta [ep>KaBHUMI OpTaHaMu
3 METOIO CTBOPEHH: IHHOBAII/fHUX IIPOAYKTIB Ta MOCIYT. JOC/IiKeHHA TaKOX MifKpec/InIo BaXK/IuBicTh undposisanii
6i3Hecy, 110 JO3BONMWIO O MigBUIINTY ePEeKTUBHICTD AiANBHOCTI Ma/IUX Ta CepefHIX MiIIPMEMCTB, 3HU3UTY BUTPATU Ta
IIOJIETIINTY JOCTYII 10 HOBUX PMHKIB. OKpeMy yBary 0y/0 IpujiieHo HeoOXiTHOCTI 3aTy4yeHH IPUBATHNX {HBeCTUILIiN
yepe3 MeXaHi3MU JIep>KaBHO-IIPMBATHOTO IIapTHepCTBa Iy (piHAHCYBaHHA IHHOBAILHUX IIPOEKTIB, IO CHpUATO 6
MoyiepHi3anii mifIpueMcTB i 301/IbIIeHHI0 X KOHKYPEeHTOCIIPOMOXKHOCTI K Ha Hal[iOHaJIbHOMY, TaK i Ha MDKHapOJHOMY
piBHAX. 30KpeMma, BIIPOBA/PKEHHS iHHOBALIITHMX K/IacTepiB He /MIle CTYMY/TIOBAaTVMMe PO3BUTOK HOBMX TEXHOJOTIl,
aze Ji copuATMMe OOMiHY SHaHHAMM MDK IIIPMEMCTBAMM Ta HayKOBUMM YCTaHOBaMM, IO IiIBMUINUTH 3ara/JbHMiL
piBeHb iIHHOBALITHOCTI B perioHax. /Iy 11bOro HeOOXITHO CTBOPUTY CIPUATINBE CepefoBulle i GOPMYBaHHA TaKNX
KJIacTepiB, BK/II0Ya0uy (piHaHCOBY HiATPUMKY, IIOJATKOBI III/IBIY Ta IpOrpaMy HaBYaHHA JUIA HiANpueMiB. Baxomsum
aCIIEKTOM € TaKOXX PO3BUTOK LM(POBUX TeXHOJIOTIN, AKi 37aTHI TpaHCPOpMyBaTH Oi3Hec-IIpolLecy B MaJliX Ta CepefHix
MiJIPUEMCTBAX

KniouyoBi cnoBa: exoHOMiYHa MOJepHi3allis; IiANpMEMHMIbKA Ais/IbHICTD; (iHAHCOBI IHCTPYMEHTM; KOHKYpPEHTHi
IepeBary; KaliTaJloBK/IaJeHHA
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Development of public regulatory strategies...

Abstract. The study aimed to identify the main problems and challenges in the process of development of strategies of
state regulation to stimulate investment in human capital. A systematic methodology of analysis, including a comparative
analysis of international experience and national approaches to state support and regulation of investment in human
capital, was applied in the study. The three key areas were emphasised: educational, medical and migration programmes.
The analysis was based on official statistical data of the Republic of Uzbekistan for 2019-2023, including indicators of
life expectancy, education level, investment in health care and vocational training. The comparative assessment of data
and practices was used to identify the strengths and weaknesses of Uzbekistan’s state policy in the field of investment in
human capital and formulate recommendations to improve its effectiveness. The results of the study demonstrate that
the overall level of economic sustainability of the country depends significantly on the chosen strategy of state support
for investment in human capital. The studied practice of state regulation of investment in human capital on the example
of the Republic of Uzbekistan revealed that the successful development of such strategies depends on a comprehensive
approach, which includes financing, coordination of various sectors of the economy and ensuring transparency in the
implementation of programmes. The study results emphasised that a balanced combination of state regulation and private
initiatives was required to stimulate investment in human capital. The key factors are sustainable legislative regulation,
adaptation of modern management techniques and investment in long-term programmes aimed at developing the
knowledge, skills, health and capabilities of the population

Keywords: improvement of living standards; financing of the education system; social protection of the population; health

care and quality of life; migration policy; efficiency of budget expenditures

Introduction

Strategies for regulating investment in human capital from
the government’s perspective are a complex and multifac-
eted area of public policy that encompasses a wide range
of activities and initiatives aimed at supporting education,
health care, vocational training and other areas that can
improve the level of human resources development. Stimu-
lation of purposeful and continuous investment in improv-
ing the quality of the national human capital is one of the
effective ways to achieve sustainable economic growth and
increase the level of competitiveness in the global arena.
Modern global challenges, including pandemics, eco-
nomic crises, rapid technological advances, and demo-
graphic changes, require prompt and thoughtful strategies
from states to ensure long-term development, as policies to
promote investment in human capital affect not only the
level of economic stability but also social cohesion, growth
in the quality of life and professional training of the labour
force. For the state, investment in human capital is not
just an expense but is seen as a profitable investment that
can provide a return in the form of increased productivi-
ty, innovation and reduced social inequality (Novykova et
al., 2022). Thus, the need to develop effective strategies for
state regulation in this sector is relevant for any country.
Studies conducted by Z.M. Dai et al. (2021) demon-
strated that the use of advanced technologies for the eco-
nomic growth of the country from the position of invest-
ment-oriented environmental regulators is closely related
to the development of human capital. The authors empha-
sised that sustainable growth must address the thresholds
of human capital efficiency level in the face of a changing
external environment for sustainable growth to begin. A
significant contribution to the analysis of the relationship
that arises between such indicators as the quality of govern-
ment regulation and implemented investments in human
capital was made by S. Amoroso et al. (2024), who analysed
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the role of regulation and regional quality of governance
in the development of high-growth enterprises, identifying
in their study the need for a balance between the flexibility
of public policy and the level of control over compliance
with standards to stimulate the growth of productivity in-
dicators. K. Vithana et al. (2021) addressed human capital
in their article from the perspective of a strategic resource
that can be represented as both an expenditure item and an
investment asset. The provided results of their study show
that the approach of the state regarding the regulation of
investments in human resources from the position of con-
sidering it as a capital imposes its reflection on the develop-
ment of the national economy.

H. Wang et al. (2023) noted the significant impact of
governance features on the volume and efficiency of invest-
ment in all sectors, while the sustainability of governance,
transparency and openness of the system are determining
factors for attracting capital. C.C. Lee et al. (2022) ana-
lysed the impact of globalisation and government regu-
lation on country risk and investment and argued that in
the context of global change, the system of government
regulation should address both external risks and internal
mechanisms to stimulate investment in human capital. A
study by PE. Ofori et al. (2024) assessed the relationship
between human capital development and institutional en-
vironment quality with inclusive growth, highlighting the
importance of improving the skills of the labour force and
public policies to ensure sustainable growth in any econo-
my. P.E. Ofori et al. emphasised the importance of improv-
ing the quality of institutional conditions for the formation
of a stable investment environment, in particular, they
pointed out the need for an integrated approach, includ-
ing training and stimulating educational programmes, to
strengthen the position of human capital in the economy.
H. Wang et al. (2023) noted that the attraction of finance in
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public-private partnerships directly depends on the char-
acteristics of governance, transparency of procedures and
the ability of the state to build long-term strategies aimed
at improving the level of human capital.

In general, the sources reviewed form an idea of the
problems of developing state strategies aimed at stimulat-
ing investment in human capital and emphasise the impor-
tance of adapting existing regulatory measures to improve
the sustainability of the economy. The study aimed to iden-
tify specific problems and challenges arising in the process
of developing strategies of state regulation of stimulating
investment in human capital based on the experience of the
Republic of Uzbekistan. Objectives of the study were to:

1. Analyse how the policy chosen by the Government
of Uzbekistan affects the creation and development of hu-
man capital in the country.

2. Assess the effectiveness of existing state regulatory
instruments to stimulate investment in human capital.

3. Develop recommendations for optimising legisla-
tion and regulatory strategies, considering international
experience and the specifics of the Uzbek economy.

Materials and Methods

This study is an assessment of state regulation strategies
to stimulate investment in human capital in the Republic
of Uzbekistan. Special economic research methods were
applied, addressing a specific function in the process of
analysis: statistical method was used to process data on
life expectancy, level of education, public investments in
health care and education, coefficient method was used
to calculate the ratio of incomes of different population
groups and the share of social spending, trend method was
used to track changes in key indicators for the study peri-
od 2019-2023, comparative analysis was used to compare
the results of the Republic of Uzbekistan with indicators of
human capital development in other countries (Republic of
South Korea, the Republic of Uzbekistan, Japan, Finland),
the economic and legal method was used to study the reg-
ulatory framework, including laws and policies governing
the development of education and healthcare.

The study was based on the analysis of the legal and
regulatory framework of the Republic of Uzbekistan, in-
cluding key legislative acts, such as the Law of the Repub-
lic of Uzbekistan “On Education” (2020), which defines
the legal and organizational framework of the education
system, including the principles of financing education-
al programmes, mechanisms for their implementation, as
well as the rights and obligations of all participants in the
educational process, and its provisions serve as a basis for
assessing the effectiveness of government measures to de-
velop human capital. This law establishes the basic direc-
tions of state policy in the educational sphere and is a key
document in assessing the impact of regulatory measures
on the development of human capital. The study also an-
alysed the provisions of Decree No. DP-5590 of the Presi-
dent of the Republic of Uzbekistan “On Complex Measures
on the Radical Improvement of the Health-Care System of
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the Republic of Uzbekistan” (2018), which defines meas-
ures to improve the health infrastructure, improve the
qualifications of health workers and ensure accessibility of
medical services. The relevance of the assessment of this
document was determined by the health care system be-
ing an integral part of human capital and directly affecting
the level of public welfare and labour productivity. For a
broader understanding of the state regulation of this sector,
the decrees and resolutions signed by the President and the
Cabinet of Ministers of Uzbekistan were studied, including
Decree No. DP-5590, as well as the “Strategy of Uzbekistan
20307 (2022), which aims to support employment, profes-
sional training and retraining, and the development of the
social sphere. To identify the impact of legislative measures
on actual investment indicators, official statistical data pre-
sented on the statistics website of the researched country for
2019-2023 were used in the context of key indicators such
as life expectancy of the population, education level, invest-
ment in the health care system (Statistics Agency..., 2024).

In addition to national statistics, reports from the Min-
istry of Employment and Labour Relations and the Minis-
try of Economy and Finance were used, in particular, infor-
mation on the distribution of funds to support professional
educational programmes and the implementation of social
projects was examined. Statistical analyses were conducted
to identify changes in the volume of funding and their re-
lationship with indicators of the quality of human capital,
such as the level of educational attainment and the availa-
bility of medical services.

Results

One of the key challenges of globalisation for each country
is the creation of a new economy, which is based on the
knowledge and skills of the population, depending on the
availability and quality of educational and health servic-
es, achievements in science, technology and information,
i.e. the success of economic development depends directly
on the level of human capital development, because this
type of capital is an important factor in shaping the level of
competitiveness of the country, affecting the dynamics of
its economic performance (Chakrabarti et al., 2020). A re-
view of the history of the success of developed economies
demonstrates that the highest performance in terms of hu-
man capital development was achieved by those countries
where the government developed and implemented effec-
tive instruments of state regulation to attract investment
in human capital while establishing effective inter-agency
coordination. In the Republic of South Korea, the strategy
of rural modernisation through the Saemaul Undong pro-
gramme has significantly reduced poverty and raised edu-
cational standards in rural areas. The programme aimed to
improve the self-awareness and skills of the rural popula-
tion through investment in training and infrastructure, re-
sulting in accelerated urbanisation and economic growth
(Liao et al., 2024). Singapore has an innovative vocation-
al training model based on the SkillsFuture programme.
The initiative reaches out to all age groups by providing
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citizens with access to skills development courses and
retraining programmes to adapt to rapidly changing la-
bour market demands, and the success of the programme
has been exemplified by an increase in the proportion of
skilled workers and growth in the IT and engineering in-
dustries (Ni et al., 2023).

In Japan, the combination of educational reforms with
a national innovation strategy was a key element of public
policy, with technology adoption and university research
support fostering the creation of high-tech clusters such as
biotechnology and robotics, establishing the country as a
leader in science and innovation (Amoroso et al., 2024).
Finland, on the other hand, emphasises equal access to ed-
ucation from pre-school to university level. A free educa-
tion system and training programmes adapted to the needs
of the labour market provide the skills needed for high-
tech industries, making Finland one of the countries with
the highest levels of human capital in the world (Cheah
& Ho, 2019). These examples confirm that a systemic ap-
proach involving a combination of public investment, vo-
cational education and innovation plays a crucial role in
the successful development of human capital, and the expe-
rience of these countries can be adapted to the conditions
of the Republic of Uzbekistan to create similar programmes
that stimulate the growth of human capital.

The experience of developed countries that have been
studied on this issue emphasises that optimal transforma-
tion of the economic system is possible only when the main
focus is on reforming investments in human capital and
innovation, whereby the constituent elements of human
capital should be defined as health, knowledge, technolo-
gy and information systems that allow for higher levels of
productivity and efficiency at the corporate, national and
global levels. Personnel with a high level of qualification is
a strategic advantage and often allows them to achieve the
goals of an individual farm or society. The concept of “hu-
man capital” has such a name because it is created in the

process of purposeful investment in people, in their educa-
tion, qualification training, health, social and other needs
(Kalyuzhna et al., 2024).

Investments acquire special importance in modern
conditions as a key prerequisite for the existence, forma-
tion and evolution of human capital, as it is the person who
possesses such capital that acts both as an object and a sub-
ject, as well as the result of the invested impact. Investments
in human capital are usually defined as the expenditure
of money and other resources on education, upbringing,
health care, research and development, and culture, be-
cause all this is aimed at improving the productive abilities,
qualifications and intellectual potential of an individual,
and such investments are designed for long-term return,
which is manifested in the growth of income in future peri-
ods and a positive impact on the economic development of
the country (Ismayilov & Karimova, 2023).

Investment sources of human capital include individ-
ual families, enterprises, private and public foundations,
and international organisations. The selected course of de-
velopment of the Republic of Uzbekistan defines one of its
main directions as improving the quality of life of the pop-
ulation. Over the years of independence, positive changes
were noted in several demographic indicators, in particu-
lar, the mortality rate has decreased, and life expectancy
has increased, which emphasises the increasing prosperity
of the population. However, the Government is aware that
further development of human capital is needed, as there
are several unresolved social issues and the economy is fac-
ing difficulties and constraints due to the low quality of hu-
man capital, as its existing potential is not sufficient to meet
the needs of the population (Liao et al., 2024). One of the
indicators to assess the state of human capital is the income
ratio: the top 10% of the wealthiest and the bottom 10% of
citizens (Cao & Rees, 2020). In the country under consider-
ation, this indicator is 7%, which indicates the effectiveness
of government policy in the social sphere (Fig. 1).
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Figure 1. Income distribution ratio by 10 percentage groups of the population
of the Republic of Uzbekistan in 2019-2023
Source: compiled by the authors based on the Statistics Agency under the President of the Republic of Uzbekistan:

Demography (2024)

The instruments of state regulation of investment in
human capital in the Republic of Uzbekistan aim to in-
crease the level of qualification of the population and im-
prove the quality of life and competitiveness at the global
level. For this purpose, the country is actively developing
and implementing strategies that support the system of
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education, health care, employment, social protection,
and migration processes. The fundamental document in
this direction is the “Strategy of Uzbekistan 2030” (2022),
which views human capital as one of the key components
that make up sustainable socio-economic development
(Table 1).
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Table 1. Priority areas of the development strategy
of the Republic of Uzbekistan until 2030 oriented towards the development of human capital

Priority area Description

Improvement of the
quality of education

Improvement of the education system, expanding
access to quality educational resources, and
developing professional skills and competencies.

Expected results
Increase in the number of qualified personnel,
reduction of youth unemployment, and training of
specialists for high-tech industries.

A developed healthcare system, affordable and
high-quality medical services, and a focus on
preventive care and people’s health.

Improved healthcare

Increased life expectancy and quality of life,
increased labour productivity, and improved
demographic indicators.

Development of the
employment system

New jobs, the development of small and medium-
sized businesses, as well as training and
retraining will help to increase employment.

Reduction of unemployment, growth of economic
activity, and improvement of the material well-
being of citizens.

Social protection
and support of the
population

Expansion of the social protection system,
increasing support for vulnerable groups,
improving pensions and social assistance.

Increase in social stability, reduction of poverty,
improving the quality of life of citizens, and
strengthening social justice.

Creation of conditions for stimulating domestic
and foreign investment in human capital,
and modernisation of the economy through
partnerships with businesses.

Attraction of private
and foreign investment

Increase in the level and volume of investments
in healthcare and education, modernisation
of infrastructure, and increase in economic

productivity.

Digitalisation
and innovative
development

Implementation of digital technologies and
innovations in governance and economy,
improvement of digital literacy and use of IT in
education and healthcare.

Improvement of the efficiency of public
administration, access to new technologies,
and the development of digital infrastructure in
education and healthcare.

Source: compiled by the authors based on Decree No. DP-5590 (2018), Law of the Republic of Uzbekistan “On Education”

(2020) and “Strategy of Uzbekistan 2030” (2022)

Thus, investment in human capital development is es-
sential for the dynamics of Uzbekistan’s economic perfor-
mance, social stability and increasing national competitive-
ness, with the main areas of such investments being sectors
with a long-term effect on productivity growth, innovation
potential and sustainable development - health care, edu-
cation, employment, migration processes and social devel-
opment. The education sector is one of the priority areas
of investment in human capital, as education contributes
to the formation of knowledge and skills necessary for in-
novation and technological progress, while the higher the
level of education of citizens, the higher the level of their
readiness to work in high-tech and knowledge-intensive
industries, which also increases the potential for creating a
highly skilled labour force (Peng et al., 2020).

The Government of Uzbekistan is developing various
mechanisms and tools to promote educational reform
and modernisation, including revising existing curricu-
la, improving conditions for students, introducing more
modern learning technologies and tools, and upgrading

the qualifications of teaching staff. Reforms in Uzbeki-
stan’s education system aim to develop critical thinking,
creativity and practical skills among students, and an im-
portant role in this process is the renewal of vocational
education to enable the training of specialists capable of
meeting the requirements of the modern economy (De-
cree No. DP-5847, 2019).

To realise these objectives, the Government is actively
cooperating with international partners and engaging for-
eign experts to adapt best educational practices to the na-
tional specificities, and among the significant results of the
reforms is an increase in preschool enrolment: from 27.7%
in 2016 to 71.8% in 2022 and 74% in 2023. Similar chang-
es are observed in higher education: enrolment increased
from 9% in 2016 to 42% in 2023, and the number of schools
increased markedly over this period, from 9,719 to 10,750
and higher education institutions from 77 to 212, confirm-
ing the positive changes in Uzbekistan’s education system
(Lombardozzi, 2023). Figure 2 shows the average duration
of education in the Republic of Uzbekistan.
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Figure 2. Dynamics of the average duration of education
of the population over 25 years old in the Republic of Uzbekistan in 2019-2023
Source: compiled by the authors based on and Law of the Republic of Uzbekistan (2020) and the Statistics Agency under
the President of the Republic of Uzbekistan: Demography (2024)
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In 2023, the average duration of education in Uzbeki-
stan reached 14.6 years, with 14.4 years for males and 14.8
years for females, which is higher than in 2019, when this
criterion was 12.5 years, with males studying for an average
of 12.9 years and females for 12.5 years. These indicators
show that educational opportunities have increased signit-
icantly in recent years while contributing to the improve-
ment of skills and competitiveness of the population.

In Uzbekistan, the creation and development of new
higher education institutions and the establishment of
branches of international universities are emphasised,
helping to integrate the Uzbek educational system into
the global educational space. Many of the new higher ed-
ucation institutions are based on the principles of pub-
lic-private partnership, which attracts investment and
improves the quality of educational programmes. Educa-
tional reforms have restored part-time and evening forms
of education and increased admission quotas to higher

education institutions, making it possible to increase the
enrolment of school leavers in higher education from 9%
in 2016 to 37% in 2023 (Amoroso et al., 2024). To improve
the interrelation between the different levels of education
and training of specialists, the Ministry of National Ed-
ucation has integrated academic lyceums and technical
schools with higher education institutions and relevant
sectoral enterprises, as a result of which 65 academic ly-
ceums are now part of higher education institutions and
187 technical schools are affiliated with related higher ed-
ucation institutions and enterprises, which ensures closer
cooperation and integration of educational programmes.
The comprehensive approach taken aims to build a strong
system of vocational and higher education that can re-
spond effectively to the challenges of the modern econo-
my (Damasceno & Guedes, 2024). The number of higher
education institutions in the Republic of Uzbekistan is
presented in Figure 3.

250
200

mmmm number of institutions
of higher education

2019/2020 2020/2021 2021/2022

191 212
154
150 119 127
100 ‘
50
0

2022/2023

e (rowth rate, %

2023/2024

Figure 3. Dynamics of the number of higher education institutions in the Republic of Uzbekistan
Source: compiled by the authors based on SIAT: Number of emigrants (2024)

Thus, various areas of investment in the education sec-
tor are integral elements of investment in human capital
and require significant time and money expenditures. In
addition to education, an important area of investment in
human capital is the health care system, investments which
are defined as covering the costs of disease prevention,
medical care, and improvement of nutrition and living con-
ditions. Financing this sector contributes to the reduction
of morbidity and mortality rates, thus increasing the active
life span of citizens and improving the efficiency of human
capital throughout its life cycle (Vithana et al., 2021). Health
can be viewed as a special natural resource of a person, as
some of it is passed on genetically and others are formed
through personal efforts and support of society, while over
time human capital naturally wears out due to the ageing

of the body, but investments in health care help slow down
this process, which benefits both individuals and society.
The promotion of healthy lifestyles and access to quality
healthcare improves the physical and mental well-being of
the population, increasing performance and productivity
(Dankyi et al., 2022).

Maintenance of public health at an appropriate level is
one of the priorities of state policy of any developed econo-
my, as the future of the country directly depends on it. The
level of attention of the state to the health sector is primarily
reflected in the amount of budget expenditure on this sphere,
as financing of health care allows for the development of
infrastructure and provision of affordable medical services.
The main source of funding for the health care system of
the Republic of Uzbekistan is the country’s budget (Fig. 4).
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Figure 4. State budget expenditures on healthcare in the Republic of Uzbekistan in 2019-2023
Source: compiled by the authors based on the Statistics Agency under the President of the Republic of Uzbekistan:

Demography (2024)
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Based on the data presented, it is evident that health
expenditures in Uzbekistan have steadily increased over
the past five years, reaching 31,066.6 billion soums by
2023. Investments in preventive medicine and improved
access to health care have a direct impact on labour
productivity: healthy employees take fewer sick days

and work more efficiently, demonstrating that invest-
ments in disease prevention help reduce treatment costs
and contribute to increased life expectancy and im-
proved quality of life. A statistical criterion that affects
the period of labour activity of an individual is life ex-
pectancy (Fig. 5).
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Figure 5. Life expectancy of the population of Uzbekistan, years
Source: compiled by the authors based on SIAT: Number of emigrants (2024)

Health as a key aspect of life necessitates investment in
long-term improvement of its quality and duration. Up to
2020, life expectancy in the Republic of Uzbekistan showed
positive dynamics, but the COVID-19 pandemic led to an
increase in premature deaths, which caused a decline in
this criterion, nevertheless, starting in 2021, life expectan-
cy in the country began to increase again, reaching 74.7
years in 2023, which reflects the effectiveness of measures
aimed at the rehabilitation and development of the health
system. In comparison, developed countries such as Japan
and Switzerland have a life expectancy of more than 84
years, due to high investment in medicine, disease preven-
tion and the creation of conditions to maintain an active
and healthy lifestyle (Gao et al., 2024). The world’s leading
countries emphasise preventive medicine as it significantly
reduces treatment costs and maintains the quality of life of
the population at a high level. In countries with such health
indicators, the level of human capital is also significant-
ly higher, as people remain capable of labour and active
longer. Consequently, the state of health of citizens can be
not only a reflection of the level of social development of a
country but also a factor affecting its economic growth. The
health of the population is directly related to labour pro-
ductivity, as healthy people are less susceptible to disease
and can remain in the labour force longer (Ravshanov et
al., 2024). Therefore, investment in the health care system is
an important part of the economic strategy, as supporting
the health of the nation leads to the growth of the general
welfare and stability of the state.

Migration and job search investments are another area
of investment in human capital, as they increase the eco-
nomic potential of employees by increasing mobility and
the market value of their labour services, with the invest-
ment taking the form of the costs of moving and adjust-
ing to a new, higher productivity region where workers
can access better working conditions and higher wages
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(Ismayil-Zada, 2023). This type of investment is similar to
investment in education in that both involve time and fi-
nancial costs, the returns of which are realised over time.
The costs associated with both migration and job search
represent one of the least apparent forms of human capital
investment, as they ensure the future flow of labour servic-
es, increasing the economic value of the worker in the new
location (Damasceno & Guedes, 2024). In addition, migra-
tion enhances the mobility of the labour force, enabling a
quick response to changes in demand in high-performing
sectors where skilled labour is required, while as informa-
tion on job vacancies and wage levels, as well as on social
and economic conditions in other regions becomes more
readily available, such investments enable migrants to find
the most advantageous offers, thereby increasing their eco-
nomic returns (Nicolds-Salas & Lorente, 2024).

Labour migration has a significant impact on the labour
market of the Republic of Uzbekistan, as a significant part
of the labour force leaves the country in search of higher
wages and stable working conditions, which has a twofold
effect: on the one hand, the inflow of money from abroad
contributes to maintaining the income of migrants’ families
and the growth of the national economy as a whole, and on
the other hand, the departure of highly qualified specialists
creates a threat of loss of important human capital, which
negatively affects the opportunities for development within
the country. Figure 6 shows the dynamics of migration of
citizens from Uzbekistan by month from 2019 to 2023.

The number of people travelling abroad from Uzbeki-
stan has varied considerably from period to period, for in-
stance in 2019 and 2021 the number of migrants remained
relatively stable throughout the year with slight fluctua-
tions, but in 2022 and 2023 there was a marked increase
in the number of people leaving in summer and autumn,
with a sharp decline towards the end of the year, peaking
in August-September 2022 when the number of migrants
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reached a peak of almost 4,800, in 2023 there is also a sig-
nificant increase in summer, although the peak is lower
compared to 2022. Such seasonal dynamics are associated
with temporary labour migrations timed to coincide with
the agricultural or construction season when the demand

for labour abroad is higher; in addition, year-to-year differ-
ences in migration rates may be due to economic and po-
litical changes, as well as the effects of the pandemic, which
affected people’s mobility and employment opportunities
in other countries.
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Figure 6. Number of labour migrants from the Republic of Uzbekistan to other countries, people
Source: Statistics Agency under the President of the Republic of Uzbekistan: Demography (2024)

Strategic investments in human capital are essential
for national sustainable economic growth and competitive-
ness, which require time to implement but provide lasting
and meaningful economic benefits (Ponomarenko & Pys-
archuk, 2024). However, the nature and structure of invest-
ments depend on the national, cultural and historical char-
acteristics of the country. Investments in human capital,
such as educational programmes, health care and migra-
tion programmes, provide significant social, economic and
psychological benefits, despite the difficulty of quantifying
them, and the expected results of such investments include

an increase in the level of income of the population, growth
in labour productivity, increased competitiveness of the na-
tional economy and, as a result, an increase in gross domes-
tic product (Cotula, 2020). The dynamics of the aggregate
income of the population of the Republic of Uzbekistan are
presented in Table 2.

The information presented in the table demonstrates a
positive and stable growth in the aggregate income of the
population of the Republic of Uzbekistan in both nominal
and real terms. Changes in the national economic develop-
ment are reflected in the dynamics of GDP (Fig. 7).

Table 2. Dynamics of total household income in 2019-2023

Metric 2019 2020 2021 2022 2023

Total household income, billion UZS 365598.3  414968.7 519181.4 633567.4  728826.1

The volume of total income per capita, thsnd. UZS 10887.3 12122.2 14869.8 17772.8 20015.9

The volume of real aggregate income, billion UZS 319216.2 367456.6 468448.4 568527.8 662749.9

The volume of real aggregate income per capita, thsnd. UZS 9506 10734.3 13416.8 15948.3 18201.2
The growth rate of real income of the population, % 106.2 100.5 112.9 109.5 104.6

Source: compiled by the authors based on the Statistics Agency under the President of the Republic of Uzbekistan:

Demography (2024)
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Figure 7. GDP dynamics of the Republic of Uzbekistan during 2019-2023, %
Source: compiled by the authors based on SIAT: Number of emigrants (2024)
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The GDP of Uzbekistan was growing during this period,
peaking in 2021 and declining in 2020 due to the lockdown
caused by the coronavirus pandemic. Thus, investments
in human capital development became key for long-term
economic growth, benefiting both individuals and the
country. These include spending on health, education, em-
ployment support, social protection and other areas that
contribute to human capital development. To develop strat-
egies of state regulation aimed at stimulating investment
in human capital, the following measures are proposed:

1. Investments in priority educational programmes,
i.e. implementation of targeted government programmes
for training in key sectors such as information technolo-
gy, engineering, medicine, and biotechnology, require the
development of a grant programme for students in these
areas with a guarantee of employment, creation of a nation-
al network of vocational training centres, which will ensure
the training of qualified specialists, especially in in-demand
technical specialities, and increase adaptivity of workforce
to market demands.

2. The creation of a system of tax incentives for compa-
nies investing in human capital, for instance, tax deductions
of up to 20-30% of employee training costs can increase the
interest of employers in the long-term development of their
human resources.

3. The introduction of a state basic health insurance pro-
gramme will improve access to healthcare and reduce the fi-
nancial burden on households while funding for preventive
medicine and promoting healthy lifestyles will create con-
ditions for improving the health of the population, which
in turn will have a positive impact on overall productivity.

4. Creation of innovation and technology clusters such
as technological parks and innovation centres by provid-
ing tax incentives to companies involved in research and
development.

5. Introduction of a system for monitoring and eval-
uating the effectiveness of investments in human capital,
defining clear performance indicators, such as the employ-
ment rate of graduates, the share of qualified personnel in
strategic sectors and population health indicators, which
can enable analysis and adjustment of the effectiveness of
investments in human capital.

6. Support for internal labour mobility to ensure an
even distribution of skilled professionals across the coun-
try, requires an introduction of housing subsidies and spe-
cial loans for workers moving to regions with high labour
demand. Rotation programmes for workers in the pub-
lic sector would also help to spread experience and skills
across regions, which would help to reduce inequalities in
labour opportunities.

The proposed measures will stimulate investment in
the human capital of the Republic of Uzbekistan, create
the basis for sustainable economic growth in the country
and overcome existing challenges, including the shortage
of qualified personnel and labour outflow, which will pos-
itively impact the national competitiveness in the global
market.
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Discussion

The results of the study confirm that the development and
implementation of state regulation strategies to stimulate
investment in human capital has a positive impact on eco-
nomic growth and development of society. The application
of tax incentives and other financial incentives activate in-
vestment in education and health, which according to the
study by N.H. Nik Abdullah et al. (2022), contributes to
the strengthening of human capital as a strategic resource
that enhances the competitiveness of the country. The same
conclusions were reached by A.A. Al-Tit et al. (2022), who
emphasised the importance of developmental practices in
enhancing social and human capital and noted that govern-
ment support contributes to the growth of skills and social
and economic inclusion.

I. Alami & A.D. Dixon (2019) confirmed that state
regulation in the form of human capital development pro-
grammes can help reduce social inequality and improve
economic potential through support for education and
medicine, which is particularly relevant for the Republic of
Uzbekistan, where economic and social realities require an
adapted approach to modernizing the system of support for
education and health care, which is confirmed by the find-
ings on the positive impact of investment in human capital
on economic growth in developing countries. One of the
conclusions of the study states that to successfully stimulate
investment in human capital, government strategies should
incorporate the specifics of national and regional char-
acteristics, while the integration of the best international
practices adapted to Uzbek realities, as noted by S. Amoro-
so et al. (2024), can be used by government agencies to im-
plement effective reforms that contribute to human capital
growth and economic development.

The results of the study also show that stimulating
investment in human capital at the level of public policy
can not only increase the educational level of the popula-
tion but also contribute to social stability and sustainable
economic development, which was also noted by M. Fis-
cher-Daly (2019), who also specified that the lack of effec-
tive control over the observance of international labour
rights can hinder the attraction of investment, which is
especially relevant for countries in transition, such as the
Republic of Uzbekistan The author emphasised the im-
portance of clear state mechanisms that support the equi-
table distribution of resources and rights. In this context,
state regulation can strengthen national position at the in-
ternational level, which is consistent with the findings of
C.C. Lee et al. (2022) on strengthening the economic resil-
ience of countries in the context of globalisation.

The state support of human capital is also related to
increasing the availability and quality of educational pro-
grammes, which is confirmed by D. Gandara & A. Ruther-
ford (2020), who argue that university funding programmes
improve the accessibility of higher education, although oc-
casionally at the expense of other priorities, such as equal
access to education, which challenges the effectiveness of
such strategies. Similarly, J. Gao et al. (2024) highlighted
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the importance of training and human capital mobility to
improve competitiveness but noted that the difficulty of
transferring skills across sectors can make it difficult for
workers to move into more innovative occupations. These
tensions emphasise that investment in human capital re-
quires a balanced approach that considers the balance be-
tween market needs and the interests of individual workers.

At the same time, not all authors are unanimous in
assessing the positive impact of state intervention. For in-
stance, R. Klingler-Vidra & Y. Liu (2020) emphasise that an
over-reliance on inclusive innovation policies can cause a
concentration of resources in certain sectors, which, while
contributing to social capital, can reduce the effectiveness
of investments in other key areas. Such an issue is particu-
larly relevant for the Republic of Uzbekistan, where, as not-
ed by L. Lombardozzi (2023), the structure of state capi-
talism and historical factors can influence the allocation of
resources and slow down structural transformation.

The discussion of the research results in the context of
the impact of government regulation on stimulating invest-
ment in human capital reveals a range of both agreed and
contradictory views among researchers. L. Ni et al. (2023)
highlight the importance of regulation related to environ-
mental aspects and the development of green human capi-
tal, which they consider important for sustainable econom-
ic growth. The researchers stress that such an approach can
become a significant factor for industrial modernisation
and innovative development, especially in conditions of
active human capital growth, although the success of such
initiatives depends on the state’s ability to balance environ-
mental and economic priorities.

K.K. Nurasheva et al. (2024) addressed capital attrac-
tion and investment attractiveness in Central Asia and
emphasised that the regional appeal to investors often de-
pends on the level of human capital as well as the stability
and transparency of government policies. In contrast to
these findings, P.E. Ofori et al. (2024) demonstrated that
in African countries, the insufficient quality of the institu-
tional environment can weaken the positive effects of hu-
man capital investments. Thus, these findings highlight the
complex relationship between institutional quality and the
performance of human capital incentive policies. The re-
sults confirm the need to consider both the level of human
capital and the effectiveness of public institutions in attract-
ing investment and suggest that in Uzbekistan, the com-
bination of educational and social reforms and increased
transparency in public policy can ensure sustainable eco-
nomic growth (Mukhammedov & Murodov, 2021) while
minimising the risks associated with countries with less
developed institutional environments.

The findings also demonstrate the importance of a
balanced approach to human capital investment as, for in-
stance, H. Peng et al. (2020), highlighted the possible nega-
tive effect of financial constraints on long-term investment
in innovation, which is relevant for emerging economies
where limited resources force a prioritisation that often
creates contradictions in the implementation of long-term
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strategies. Thus, this study shows that while investment in
human capital is an important aspect of public policy, its
effectiveness depends on a variety of factors, including the
quality of the institutional environment and the balance of
government support.

Among other studies, there is also a discrepancy in the
effectiveness of government regulation to incentivise in-
vestment in human capital. T.H. Thien & N.X. Hung (2023)
emphasised the importance of strategic management prac-
tices to improve the performance of investment in intel-
lectual capital, which is one of the most important com-
ponents of human capital. They argued that the use of
strategic accounting can significantly improve the return
on investment, but this requires high-quality infrastruc-
ture and supportive conditions from the government. This
view correlates with the study by D.V. Tran et al. (2024),
which highlighted the importance of social capital and gov-
ernment support in enhancing the dynamic capabilities of
enterprises. According to the researchers, the combination
of open innovation and government support can enhance
competitiveness, especially in resource-constrained en-
vironments. The results obtained in the study confirmed
these conclusions, in particular, the analysis of the national
programmes of the Republic of Uzbekistan has demonstrat-
ed that the introduction of targeted educational initiatives
and the stimulation of investment in health care, backed
by state support, significantly increase key indicators of
human capital, for instance, the increase in enrolment in
higher education in recent years indicates the effectiveness
of programmes to modernise the education system. Fur-
thermore, increased public funding for health care has had
a positive impact on life expectancy, which reached 74.7
years by 2023.

Conversely, T.P. Schultz (2010) expressed scepticism
regarding the universality of such measures and argues that
investments in human capital should be consistent with the
realities of the economy, and excessive regulation, which
limits market flexibility, can hinder innovation and reduce
the overall effect of investment in the long term. The author
argues that health and education are key human capital fac-
tors that require long-term investment, but their return on
investment often depends on less regulation and an open
economic climate that allows innovation to develop free-
ly. Thus, the research discussed here shows disagreement
between approaches to regulating and incentivising invest-
ment in human capital. While some scholars see strict gov-
ernment controls as a way to improve investment perfor-
mance, others emphasise the importance of flexibility and
adaptability of regulation to market conditions.

Conclusions

The results of the study confirm that the strategy of state
regulation aimed at stimulating investment in human capi-
tal is a key factor in ensuring sustainable economic growth
and improving social welfare. The analysis of modern
approaches to state regulation has shown that the use of
various instruments, such as tax incentives, subsidies for
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educational and medical institutions, and support for vo-
cational training and educational programmes, contributes
to the active attraction of investment in human capital de-
velopment. The study determined that these measures not
only contribute to the growth of the qualification level of
the labour force, but also motivate the population to partic-
ipate in educational processes and master new professional
competencies, for instance, the higher education enrolment
rate in the Republic of Uzbekistan increased from 9% in
2016 to 42% in 2023, and the number of higher education
institutions increased from 77 to 212 during this period.

A key aspect of stimulating investment is support for
government programmes in health care and disease pre-
vention, which contributes to improving the health of the
population and reducing future healthcare costs, in the Re-
public of Uzbekistan budget expenditures on health care
have increased almost 3.5 times over the past five years,
reaching 31,066.6 billion UZS in 2023. Investments in the
health of citizens, in turn, directly correlate with the pro-
ductivity of the labour force and the national investment
capacity, which contributes to the strengthening of human
capital as the most important resource of the modern econ-
omy, life expectancy in the Republic of Uzbekistan, despite
a temporary decline in 2020 due to the pandemic, has in-
creased to 74.7 years in 2023, indicating the recovery and
development of the health care system.

Additionally, the study determined that a compre-
hensive approach combining financial and educational
support measures prevents the brain drain and increases
the internal mobility of labour resources. Such measures

of vocational education in the regions, support of state re-
training programmes and provision of targeted grants for
students ready to work in strategically important industries
strengthen the national human resource base. In addition,
such initiatives stimulate the development of innovative
sectors of the economy and create opportunities for long-
term sustainable growth, for instance, preschool enrolment
increased from 27.7% in 2016 to 74% in 2023, highlight-
ing the positive changes in the training of skilled person-
nel from the earliest stage of development. It is also worth
noting that continuous monitoring and flexibility in im-
plementation are required to improve the effectiveness of
these strategies. The adaptation of international regulatory
experience to the specificities of the national economy will
enhance the sustainability of ongoing reforms and improve
their impact. The main recommendation is that the state
should thoroughly research and adopt the best internation-
al practices in this area, applying them to the economic and
social realities of the Republic of Uzbekistan.

Prospects for further research include a more in-depth
analysis of investment efficiency, based on sectoral, re-
gional and age characteristics, as well as a detailed study
of the interaction of human capital with digitalisation and
innovation. Of particular interest is the study of the mech-
anisms of adaptation of educational and social systems to
changes in global labour markets, which will broaden the
understanding of the role of human capital as a driver of
sustainable economic growth.
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AHoTauisi. MeTa IIpOBeJIeHOr0 JOCIiKeHHA NO/IATala y BUABIEHHI OCHOBHMX IIPo0/IeM i BUK/IMKIB, IO BUHUKAIOTD Y
nponeci po3poOJIeHHA CTpaTeriil lep>XKaBHOTO PEryT0BaHHA I CTYMY/IIOBAaHHA iHBeCTULI y MIOACbKMIT KamiTan. Y
TOCIIPKEHHI 3aCTOCOBAHO CUCTEMHY METO/IO/IOIII0 aHaIi3Y, [0 BK/IK0YA€ IIOPIBHAIbHNI aHa/Ii3 MXKHAPOJHOIO TOCBify
Ta HalliOHAJIbHUX HifIXO/iB 10 Jep>KaBHOI MiTPYMKI Ta PEryII0BaHH:A iHBeCTIIIIN Y T0AChbKNI KaniTan. OCHOBHY yBary
MpUZiNeHO TPhOM K/II0YOBMM HaIlpsIMaM: OCBiTHIM, MEIVYHMM i MirpaniiiHuM nporpamam. [I14 aHanisy BUKOPUCTaHO
O(I)iuiﬁmi CTATUCTUYHI JaHi Pecny6ni1<1/1 Vs6exucran 3a 2019-2023 POKI, BK/IIOYHO 3 IIOKa3HMKaMJ TPUBAIOCTI )XUTTH,
piBHA ocBiTM, 00cAriB iHBecTHLiI B OXOpOHY 37OpOB'A Ta IpodeciiiHy migrorosky. ITopiBHANPHA OLiHKA JaHUX
i mpaxkTUK Jana 3MOTy BUABUTH CVWJIbHI Ta c/1abKi CTOpPOHM Jiep>KaBHOI IOMITUKY Y30eKUCTaHy B rajqysi iHBeCTMIIii
y JIOACBKUII KamiTan i copMyIoBaT peKoMeHpAaLil i migBuiieHH ii epekTuBHOCTI. PesynbTaTy IpoBefeHoro
TDOCTi/PKeHHA NeMOHCTPYIOTb, IO Bif 06paHoi cTparerii Aep>kaBHOI MiATPMMKM BK/IaJeHb Y JIOACHKUII KamiTa
iCTOTHO 3a/Ie)XUTD 3arajJIbHNUI PiBeHb €KOHOMIUHOI CTiIKOCTi KpaiHy. BuB4YeHa NMpaKTHKa [Iep>KaBHOTO perynoBaHHA
inBecTHLil y MogchbKMii KamiTan Ha Ipukitani Pecriy6riku Ys6exncrany fana sMOry BUABUTH, 1[0 YCIINTHNIT pO3BUTOK
MOJIOHMX CTpaTeTill 3a/IeXXUTh Bifi KOMIUIEKCHOTO IIiIXOAY, 110 MicTUTD (piHAHCYBaHHA, KOOPHAUHALIIO Pi3HUX ranysen
eKOHOMIKU Ta 3abe3IedeHH IPO30POCTi B peaizalii mporpaM. 3po6ieHi B ZOC/iKeHH]I BUCHOBKY IiIKPeCIIIN, IO
IJIA CTMMY/TIOBAHHSA iHBeCTUI Y MIOAChKMIL KalliTal HeoOXigHe 30a/1aHCOBaHe IOE€NHAHHA IePXKaBHOTO PeTy/II0OBaHHA
Ta IpMBaTHYX iHinjaTus. KimoyoBumu ¢akropamiu € cTajne 3aKOHOfaByYe peryToBaHH, afjallTallid Cy4aCHUX METOMVUK
yIpaBIiHHA Ta iHBeCTyBaHH:A B JOBTOCTPOKOBI IIporpamu, CIpsAMOBaHi Ha PO3BUTOK 3HaHb, HABUYOK, 3[JOPOB'A Ta
MOXX/IMBOCTEN HACeIeHH s

Kntoyvosi cnoBa: mnosiniieHHsA piBHA KUTTs Hace/IeHHS; ¢iHaHCYBaHHH CUCTEMU OCBiTU; COLia/IbHUM 3aXUCT HaceleHHsI;
OXOpOHa 3[I0POB'A Ta AKICTb XKNUTTS; MirpaniiiHa NOMiTNKa; epeKTUBHICTD OIOfKEeTHNX BUIATKIB
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Development of monitoring and evaluation mechanisms...

Abstract. The study aimed to establish a system for monitoring and evaluating the recovery of territorial communities
in Ukraine affected by armed conflict. Key areas of monitoring - economic, social, environmental, and governance
- were identified. Economic indicators, such as investment and job creation, were established as metrics of stability,
while social indicators, including employment and access to services, proved critical for quality of life. Environmental
indicators emphasized reducing emissions, improving energy efficiency, and using renewable energy. Governance
indicators underscored the need for coordination, participation, and resource transparency. The central achievement was
the development of a digital platform capable of real-time data collection and analysis, automating data integration from
diverse sources for visualized operational analysis. The platform was accompanied by a roadmap outlining key stages, from
planning and integration to testing and full implementation, ensuring its effective deployment across communities. This
systematic approach was proved to significantly contribute to sustainable development by promoting efficient resource
use, environmental responsibility, and improved governance. The findings highlighted that a comprehensive monitoring
system supports recovery processes by enabling timely adjustments and ensuring transparency. These mechanisms were
established as essential for achieving long-term stability and resilience in conflict-affected regions. The study’s outcomes
emphasize the critical role of integrated platforms and structured approaches in enhancing the effectiveness of recovery
efforts while fostering trust and collaboration among stakeholders

Keywords: control tools; performance analysis; administration; local associations; territorial communities; management

system

Introduction

One of the most relevant tasks for Ukraine in the current
difficulties is the restoration of territorial communities
affected by the armed conflict. The rehabilitation of the
affected regions requires a comprehensive approach that
includes not only the restoration of the destroyed infra-
structure but also the implementation of sustainable prac-
tices that can guarantee sustainability and development in
the long term. In this context, it is important to develop
effective methods for monitoring and evaluating the effec-
tiveness of recovery management. The relevance of the top-
ic lies in the fact that the recovery of communities after the
conflict is critical to restoring social and economic stability
in Ukraine. Territorial communities are the basis for re-
gional development, and the recovery of the entire country
depends on their effective functioning. There is an urgent
need for effective monitoring tools to assess progress in re-
building infrastructure, the economy and social conditions,
ensuring transparency and accountability.

The problematic aspect of the topic is the lack of clear
and universal mechanisms for assessing the effectiveness of
recovery measures. Currently, many regions of Ukraine are
at different stages of recovery, which makes it difficult to as-
sess their progress uniformly (Ismayilzada et al., 2024). In
addition, there is a need to implement sustainable practices
thataccount for environmental, social and economic aspects
of development. Particular attention should be paid to the
resilience of infrastructure, the adaptation of local enter-
prises to new conditions, and access to finance for small and
medium-sized businesses. These aspects are critical to the
economic stability of communities. Coordination between
central and local authorities, international partners, and
civil society organisations is also an important challenge to
ensure that recovery strategies are implemented in a coordi-
nated manner (Hysi et al., 2024). Lack of coordination can
lead to duplication of efforts or waste of resources, which
will negatively affect the effectiveness of recovery processes.
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The development of monitoring and evaluation mech-
anisms will not only allow for the effective management of
recovery processes but also for the timely identification of
problems and shortcomings in strategies. This will make it
possible to adjust approaches and ensure the sustainability
of results, contributing to the long-term stability and de-
velopment of conflict-affected regions. Currently, this topic
is not widespread in scientific works, as the development
of mechanisms is quite difficult in a time of war due to
the constantly changing situation in Ukraine and partner
countries, which support creating tools for monitoring and
evaluating the effectiveness of the management system for
the integrated recovery of territorial communities.

The role of integrated territorial plans in ensuring re-
silience to external challenges in Chinese cities was consid-
ered by Y. Shao et al. (2023). The authors emphasised the
need to implement performance measurement systems for
community recovery but did not sufficiently address less
developed communities, which is a gap. The urban devel-
opment of Santiago was considered with an emphasis on
the importance of strategic planning. C. Boano & E Verga-
ra-Perucich (2017) found that the integration of social and
economic components contributes to more effective recov-
ery, but the authors did not consider the technical aspects of
creating monitoring tools. The authors analysed the plan-
ning reform in Irish cities with a focus on citizen engage-
ment in the monitoring process. W.M. Brady (2016) con-
cluded that effective monitoring mechanisms can increase
trust in government, but did not focus on modern digital
monitoring tools. A study of cross-sectoral partnerships in
Poland emphasised the importance of social responsibili-
ty during recovery. M. Furmankiewicz et al. (2016) drew
attention to the insufficient coverage of environmental as-
pects of monitoring in their study.

The importance of territorial approaches to recovery
was analysed, emphasising the need for public involvement.
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TANGO - Territorial Approaches for New Govern-
ance (2013), emphasised the participation of local commu-
nities, but the environmental component remained insuf-
ficiently explored. Strategic recovery planning emphasised
the importance of introducing digital tools to monitor pro-
gress. A. Asadzadeh et al. (2023) investigated how effective
urban governance and planning systems can strengthen the
resilience of urban areas to various challenges. They con-
cluded that the integration of innovative approaches and
active community engagement are key elements to achiev-
ing transformational resilience in the urban environment.
J. Katona-Kovacs et al. (2011) emphasised that economic
indicators, such as the level of attracted investment and job
creation, should be an integral part of this process. Innova-
tive monitoring methods help to evaluate the effectiveness
of the restoration of territories. R. Boschma (2008) empha-
sised the importance of innovation but did not sufficiently
explore the social aspects of monitoring. The author also
addressed the need to integrate modern digital technol-
ogies, such as big data analysis, to improve the quality of
monitoring.

The study aimed to identify effective tools for moni-
toring the processes of recovery of territorial communities
and to introduce methods for objective assessment of the
results of management measures aimed at the sustainable
development of the affected regions. The objective of this
study is to analyse and evaluate existing approaches to the
recovery of territorial communities, which will identify
the most effective practices and gaps that require further
research. The second task is to develop recommendations
for the implementation of effective mechanisms for mon-
itoring and evaluating the effectiveness of recovery man-
agement, which will ensure sustainable development and
long-term resilience of the affected regions.

Materials and Methods

This study used a comprehensive approach that included
several stages of analysis and the use of various method-
ological tools to develop mechanisms for monitoring and
evaluating the effectiveness of management of the process
of restoring territorial communities in Ukraine. The study
was conducted in 2023-2024.

The first stage of the study was to analyse the legal
framework governing the restoration of territorial com-
munities, in particular, Law of Ukraine No. 13 “On the
Principles of State Regional Policy” (2015) and Regional
development strategy: New challenges, plans and digi-
tal technologies (2023). A detailed study of international
agreements and documents (European Green Deal, 2023)
that provide for the implementation of sustainable practic-
es in community recovery processes was conducted. This
allowed for the formation of a theoretical basis for further
research and ensured the consistency of approaches with
international standards.

The second stage involved collecting and analysing so-
cio-economic data on the affected communities. Statistical
materials were used for this purpose (Ukraine common
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country analysis, 2021). Key indicators of community de-
velopment were analysed, including employment rates, in-
comes, investment volumes, environmental conditions and
infrastructure. This data became the basis for the develop-
ment of monitoring mechanisms.

The third stage of the study included the development
of monitoring mechanisms based on a roadmap. This
tool defined the stages of implementation of monitoring
processes, as well as to establish the sequence of actions,
responsible persons and deadlines. The roadmap includ-
ed the following key steps: identification of indicators for
monitoring, development of data collection tools, analy-
sis of the results and evaluation of the effectiveness of the
implemented measures. The method also ensured that the
monitoring mechanisms could be adapted to the differ-
ent conditions and needs of each territorial community.
One of the most important tools at this stage was a risk
analysis, which helped to identify potential threats to the
recovery process. Political, economic, social and environ-
mental risks that could affect the success of the projects
were assessed. This helped to develop strategies to reduce
risks and increase the resilience of communities to threats
(Dorosh, 2023).

At the final stage of the study, a comparative analysis
of the results of the roadmap implementation in different
communities was carried out to identify the most effective
approaches. Performance was assessed using Key Perfor-
mance Indicators (KPIs) (2024), which included the level
of infrastructure restoration, economic growth, social sta-
bility, and implementation of environmental standards.
Thus, the use of the roadmap as the main monitoring tool
allowed for a systematic approach to managing the recov-
ery of territorial communities, as well as the development
of tools to assess the effectiveness of these processes at all
stages of implementation.

Results

Comprehensive strategies for restoring war-affected ter-
ritorial communities in Ukraine

Given the current challenges caused by the armed conflict,
a key task for Ukraine is to ensure the restoration of terri-
torial communities affected by the war. The process should
include not only the restoration of destroyed infrastructure
but also the creation of socio-economic stability and the
implementation of environmentally friendly solutions. Ter-
ritorial communities that have suffered significant losses
require careful coordination of efforts at all levels - from
local authorities to international partners - to ensure long-
term development. Improvement of the recovery process
requires a systematic approach that includes the assessment
of socioeconomic indicators, the use of modern surveil-
lance methods and the monitoring of results at each stage.
In this context, the development and implementation of
monitoring mechanisms that will allow timely assess-
ment of the effectiveness of recovery measures, respond to
changes and adjust strategies in response to new challenges
is of particular importance.
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Law of Ukraine No. 13 (2015) provides the main prin-
ciples of regional development that are critical for the re-
covery of communities from disaster. In the context of this
study, this law defines key tasks, including stimulating eco-
nomic development and ensuring coordination between
state authorities and communities. One of the important
aspects that needs to be monitored is the implementation
of a sustainable development strategy, which involves in-
creasing economic activity by attracting investment and
creating new jobs. In the context of community recovery,
it is also necessary to ensure environmental sustainability,
which is an integral part of the process. European Green
Deal (2023), focusing on the principles of sustainable
development, defines the introduction of energy-sav-
ing technologies and environmentally friendly solutions
in the reconstruction of infrastructure (Krawczynska et
al., 2024). In this study, this document is considered as
a strategic direction for integrating environmental stand-
ards into the process of restoring territorial communities.
Emphasis is placed on the modernisation of infrastruc-
ture using renewable energy sources and environmentally
friendly materials. In addition to national and interna-
tional documents, it is necessary to address specific plans,

such as Planning the Development of Territorial Commu-
nities: Training Manual for Local Government Officials
(Vasylchenko et al., 2015). The restoration of the affect-
ed regions is required, and the author of this document
identifies specific steps to support economic development
through the introduction of innovative technologies, job
creation and improvement of social infrastructure. Mon-
itoring the implementation of this plan is important for
assessing the effectiveness of recovery management. An-
other important document is Green Reconstruction of
Ukraine: Position of Civil Society (2022), which focuses
on the introduction of energy-saving technologies in the
recovery process. This programme is key to integrating
environmental standards into the reconstruction of the
infrastructure of affected communities. Its implementa-
tion will help to achieve high environmental standards in
the framework of recovery efforts. Aspects of community
recovery are presented in Table 1.

The main areas to be monitored are economic growth,
social stability and environmental sustainability. Each of
these areas has its unique indicators that can be used to
track progress in a timely manner and make the necessary
management decisions to adjust the strategy (Table 2).

Table 1. Key aspects of the restoration of territorial communities

Document

Law of Ukraine No. 13 “On the Principles of
State Regional Policy” (2015)

Main focus

Metrics to monitor

Economic development of regions,
coordination between state and local
authorities

Investment attraction, number of new jobs

European Green Deal (2023)

Implementation of environmental
technologies in infrastructure rehabilitation

Reducing emissions, using renewable
energy sources

Planning the Development of Territorial
Communities: Training Manual for Local
Government Officials (2015)

Supporting socio-economic development
and innovation

Creating jobs, improving social
infrastructure

Green Reconstruction of Ukraine: Position
of Civil Society (2022)

Restoring critical infrastructure with a focus
on the environment

Implementation of energy-saving
technologies

Source: compiled by the authors

Table 2. Key metrics to monitor

Area Value Measurement unit
Attracting investment Million UAH
Economic growth Number of new jobs Amount
Gross regional product (GRP) growth %
Employment level %
Social stability Share of the population with access to basic social services %

Number of people receiving social services

Number of people

Reducing greenhouse gas emissions
Share of renewable energy sources usage %
Energy efficiency of buildings

Environmental sustainability

tco,

kW-hour/m? per year

Source: compiled by the authors based on K. Smits et al. (2019), Economic Activity Indicators (2022), J. Gyiimah et
al. (2023) and Regional development strategy: New challenges, plans and digital technologies (2023)

The table shows the key indicators that allow for assess-
ing the effectiveness of community recovery in three main
areas: economic growth, social stability and environmental
sustainability. Within the framework of economic growth,
investment attraction and the number of new jobs are crit-
ical in determining the economic development of a com-
munity. These indicators can be used to assess the extent
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to which the community is successfully integrating into the
recovery process and the extent to which the resources at-
tracted contribute to its economic revival.

Social stability is equally relevant, as employment rates
and access to social services indicate the level of integration
of residents into the restored communities (Ponomaren-
ko & Pysarchuk, 2024). The provision of employment and
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services, such as healthcare and education, are critical to
overcoming the social problems caused by the conflict. En-
vironmental sustainability, including greenhouse gas emis-
sion reductions and the use of renewable energy sources,
emphasises the importance of environmental aspects in
the recovery process (Brovina & Sallaku, 2024). These in-
dicators not only reduce the negative impact on the en-
vironment but also increase the level of environmental
responsibility of communities, ensuring their long-term
sustainability. Thus, the combination of economic, social
and environmental indicators in the monitoring system
creates a comprehensive picture of the state of community
recovery and allows for effective management decisions for
further development.

Benchmarking and monitoring governance effectiveness
in post-conflict community recovery

In the process of restoring territorial communities in
Ukraine, a range of methods are used to assess the effective-
ness of governance, particularly in the economic, social and
environmental areas. A comprehensive monitoring system
based on quantitative and qualitative indicators allows for
the assessment of progress in community recovery. This
system is based on the analysis of national and internation-
al documents. In this context, the benchmarking method
is important because it offers a comparative analysis of the
effectiveness of community management.

The benchmarking methodology can be used to com-
pare the management results of different communities
based on specific indicators, such as employment, per capita
income, investment attractiveness and efficiency of local re-
source use. For this topic, this approach is particularly valu-
able as it not only assesses the current state of communities
butalso tracks the dynamics of changes through comparison
with other communities. Important indicators for assess-
ing the economic and social efficiency of management are:

1. The number of employed people in the restored
communities indicates economic growth and successful
job creation.

2. Per capita income, which reflects the economic con-
dition of the community and the level of well-being of its
residents.

3. The volume of investments in infrastructure and so-
cial projects demonstrates the attractiveness of communi-
ties to investors.

4. The efficiency of the use of local taxes indicates the finan-
cial stability of the community and the rational use of resources.

As they show the economic stability and progress of
communities after conflict, these indicators can serve as
the basis for a monitoring system. Benchmarking tools not
only assess how well governance is working but also iden-
tify areas where additional investment and attention are
needed. The main indicators are shown in Table 3.

Table 3. Key indicators for monitoring using the benchmarking methodology

Value Measurement unit Values to monitor
Number of employed people amount Evaluating the success of job creation
Income per capita UAH Level of economic well-being
Investment volume million UAH Investment attractiveness of the region

Effective use of taxes

Financial sustainability

Source: compiled by the authors based on L. Courtney (2023)

The use of these indicators in the monitoring process
provides a comprehensive assessment of the state of com-
munity recovery and allows tracking progress in key de-
velopment areas such as employment, economic well-be-
ing and financial sustainability. The monitoring system is

based on clearly defined KPIs that are used for an objective
assessment of progress in areas such as governance, eco-
nomic, social and environmental. These indicators will be
monitored regularly and the data analysed to help manag-
ers make better decisions (Table 4).

Table 4. Economic indicators for monitoring

Value Description

Gross domestic product (GDP)

The total market value of all goods and services produced in the country.

Inflation level

A measure of the growth of prices for goods and services over time.

Unemployment rate

The share of the population that is actively looking for work but cannot find it.

Consumer confidence index

Reflects consumer optimism about the economy and their willingness to spend money.

Currency exchange rate

The value of the national currency against foreign currencies.

Source: compiled by the authors based on G. Verstraete (2023)

This Table 4 shows the main economic indicators that
are key to monitoring and forecasting the economic situa-
tion. Indicators such as GDP, inflation, unemployment, con-
sumer confidence and exchange rates provide a snapshot
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of the overall health of the economy, labour market stability
and consumer sentiment. They play an important role in
the development of economic strategies and decisions on
investment and economic development (Table 5).
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Table 5. Social indicators of monitoring

Value Description
Employment

Access to healthcare services

Access to educational services

Level of Social Security

Percentage of the working population compared to the working-age population of the community
Number of healthcare facilities per 1000 inhabitants, accessibility of services for the population
Number of educational institutions per 1000 inhabitants, level of provision of educational services
Number of people receiving social benefits as a percentage of the total population

Source: compiled by the authors based on Resolution No. 449 “On Approval of the Procedure for Monitoring the Provision

and Evaluation of the Quality of Social Services” (2020)

Employment rates, access to healthcare and education
services, and social protection are reflected in social indica-
tors. This can be used to observe the quality of life of people

in the communities that have been restored. Effective mon-
itoring of these indicators will help improve social stability
and prevent social crises (Table 6).

Table 6. Environmental monitoring indicators

Value

Reducing greenhouse gas emissions

Description

The amount of CO, emissions reduced in tonnes per year compared to pre-war levels.

Share of renewable energy sources usage

Percentage of total energy capacity generated from renewable sources

Energy efficiency of buildings

Number of modernised buildings with improved energy efficiency, number of buildings

meeting new standards

Source: compiled by the authors based on Environment and climate change Canada (2024)

Environmental indicators, such as greenhouse gas
emission reductions, the use of renewable energy sources
and energy efficiency of buildings, are key to assessing the
sustainable development of communities. These indicators
can be used to assess the environmental impact of restora-
tion processes and their compliance with modern environ-
mental standards (Table 7).

Governance indicators can be used to assess the ef-
fectiveness of different levels of government, community

participation in decision-making, transparency of financial
management, and responsiveness to new challenges. Mon-
itoring of these parameters will ensure accountability and
transparency in the use of resources, as well as increase the
effectiveness of recovery management. Thus, all the indica-
tors presented in the tables are important components of
the monitoring system. This can be used to quickly assess
the effectiveness of treatment and take the necessary cor-
rective actions.

Table 7. Management monitoring indicators

Value

Level of achievement of goals

Description

Degree of achievement of the organisation’s strategic
goals and plans

Measurement unit

%

Efficiency of management decisions

Effectiveness of management decisions in response to
challenges and problems

Number of solutions

Degree of community involvement

Share of the population involved in decision-making and
management processes

%

Transparency of the management process Open access to information on decision-making processes Number of published reports

Timeliness of management decision-
making

Time required to make and implement decisions in crises

Days

Level of coordination between
management levels

Cooperation and coordination between different levels of
government in the decision-making process

%

Degree of compliance with regulatory
requirements

Percentage of decisions that comply with applicable laws
and regulations

%

Source: compiled by the authors based on R. Mosse & L.E. Sontheimer (1996)

Digital platform development for monitoring

and evaluating community recovery process
Participation in the creation of a digital platform for data
collection and analysis is an important part of the process of
monitoring and evaluating the effectiveness of the process
of restoring territorial communities in Ukraine. The plat-
form will be able to collect, store and analyse important in-
dicators from economic, social, environmental and govern-
ance perspectives. The following examples will demonstrate
how this platform can improve monitoring and evaluation.
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The platform will provide automated data collection
from a variety of sources, including private and public
organisations, city administrations and non-government
organisations. For instance, economic indicators, such as
investment attraction and job creation, will be continuous-
ly reviewed based on data from local administrations and
business registers. The integration of real-time data will
allow for a more accurate assessment of the state of recov-
ery and avoid delays in decision-making. This will allow
the government to respond quickly to changes, such as job
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losses or investments. This platform is designed to analyse
data using analytical tools and algorithms that will help
identify correlations between different indicators, predict
future trends and assess the impact of various factors on
the recovery process. For example, data from the environ-
mental monitoring system can be used to analyse envi-
ronmental indicators such as greenhouse gas emissions
or the energy efficiency of buildings. This can be used to
quickly identify communities where additional measures
need to be introduced to reduce the negative impact on
the environment.

The analytical tools on the platform can also be used to
conduct comparative analysis using benchmarking meth-
ods. This assesses the effectiveness of the recovery of indi-
vidual communities based on comparisons with other com-
munities. For example, a community that shows less growth
in attracting investment will be able to study the strategies
of more successful communities and adjust its approach-
es. A geographic information system (GIS) is an important
component of monitoring. Demonstration of data on a
map is particularly relevant for infrastructure and environ-
mental monitoring. GIS can track the energy efficiency of
buildings in different regions and identify the best locations
for retrofitting or introducing renewable energy sources.
In addition, GIS can indicate locations with high emis-
sions, allowing the government to take immediate action
to reduce harmful environmental impacts (Jonker, 2023).

Another important function of the platform will be to
monitor social indicators, such as employment and access
to social services. Through automated data collection, the
platform will be able to show changes in these indicators at
different stages of recovery. For instance, if the employment
rate in a particular community is not growing as planned,
the system will identify which sectors need additional sup-
port or investment. Governance indicators, such as coordi-
nation between different levels of government and the level
of community participation in decision-making, are also an
important element of monitoring (Téllez et al., 2022). The
platform will ensure the transparency of these processes by
publishing data on project implementation, the number of
public consultations, and the speed of response to new chal-
lenges. This will not only assess the effectiveness of govern-
ance but also involve the public in monitoring processes,
increasing the level of trust in local and state authorities.

The system will also include a KPI system. The imple-
mentation of KPIs is one of the critical aspects of the mon-
itoring system for the recovery of territorial communities.
These indicators allow tracking the success and progress of
recovery activities in all 4 areas. The main advantage of im-
plementing KPIs is that the data obtained through the au-
tomated platform can be updated in real-time. This allows
authorities to quickly and objectively assess the current sit-
uation in each community. For example, if the investment
attraction indicators in a particular region do not meet
the expected results, managers can immediately revise the
strategy and take additional measures to attract investors.
Similarly, the system can quickly take action to address
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problems if there is a decline in employment or deteriora-
tion in access to healthcare services.

Quarterly and annual reports based on key indicators
will allow for the timely recording of recovery progress.
Such reports will promote transparency and help commu-
nities and government authorities allocate resources more
effectively. Quarterly reporting can be used to quickly iden-
tify short-term problems and shortcomings in the imple-
mentation of recovery measures. For example, KPIs can
identify factors that delay project implementation, such as
insufficient funding or poor coordination between differ-
ent levels of government. This allows corrective measures
to be taken quickly. Annual reports will be more detailed
and will help to assess the overall progress and long-term
results of restoration projects.

The automated platform allows for the integration of
KPIs into one system, providing real-time transparency
and analytics (Abril-Jiménez et al., 2024). This increases the
efficiency and trust of the population in the recovery pro-
cess. For example, communities can see the concrete results
of local authorities’ work when they have access to informa-
tion on employment rates and the status of environmental
projects in their area. Moreover, the availability of real-time
data allows for flexible decision-making. If one community
performs well on certain indicators, their experience can be
applied to other regions (Trusova et al., 2020).

Once the KPIs for monitoring community recovery
have been identified, it is necessary to develop a clear action
plan for implementing this system. The roadmap defines
the sequence of steps that will allow for the effective imple-
mentation of the monitoring system and ensure its success-
ful functioning at all stages of community recovery. Each
stage of implementation has its tasks and deadlines. From
defining KPIs to the full implementation of the platform,
the roadmap helps to coordinate the efforts of all stake-
holders and ensure transparency and control at each stage.

The first stage is the planning stage, which takes 1-2
months. At this stage, clear objectives and goals of the
monitoring system are developed. This includes analysing
the needs of each community, identifying key indicators for
monitoring (economic, social, environmental and govern-
ance), and forming a team of developers and responsible
persons. The planning process involves collecting and as-
sessing the resources needed for implementation and es-
tablishing communication between all stakeholders.

The second stage is data integration, which takes 3-5
months. This step involves automated data collection from
various sources, such as state registers, local administra-
tions, non-government organisations and the private sec-
tor. This stage involves integrating the platform with exist-
ing databases and creating a common database for storing
and processing information.

The third stage is the development of the platform for
6-8 months. The development of the technical infrastruc-
ture and creation of software for data collection, process-
ing and visualisation. At this stage, analytical tools are de-
veloped to enable real-time analysis. Particular attention
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should be paid to data security and flexibility of the plat-
form for its further development.

The fourth stage is pilot testing 9-10 months. At this
stage, the system is launched in several pilot communities
to test its performance. Testing will help identify possible
technical issues and improve the system’s functionality. An
important aspect is to receive feedback from users for fur-
ther improvement.

The fifth stage is a full-scale implementation in 11-12
months. After successful testing, the system will be imple-
mented in all communities. At this stage, local government

employees are trained on how to use the platform, and all re-
gions are connected to the system. Users should be support-
ed, and any technical issues should be resolved promptly.

The final stage is continuous monitoring and optimisa-
tion, with no end in sight. This stage involves constant data
updates and analysis of the system’s performance. Prompt
adjustments to the recovery process will allow strategies to
be adapted depending on the results of monitoring. The
platform will also allow for analysis and reporting to the
public on the progress of recovery. The roadmap is present-
ed in Figure 1.

’ Planning ‘

\_‘ Data integration ‘

\_‘ Platform development ‘

|

Pilot testing ‘

Implementation ‘

.

Monitoring

Figure 1. Roadmap for the creation of a monitoring system

Source: compiled by the authors

Effective data integration and the development of a
digital platform create the basis for convenient and accu-
rate monitoring of the state of infrastructure, economic
performance and social stability of communities. Thanks to
these tools, managers can respond quickly to changes, and
communities gain transparency and control over the re-
covery process. Continuous monitoring and optimisation
will help make the system flexible and able to adapt to new
challenges, ensuring long-term stability and development.

The comprehensive recovery of conflict-affected com-
munities requires a holistic approach and the integration
of economic, social, environmental and governance indi-
cators. KPIs are used to monitor and evaluate performance
and allow for real-time tracking of progress. The develop-
ment of a roadmap or itinerary, as well as the use of a digital
platform for data collection and analysis, ensures consist-
ency of actions and management at each stage of recovery.
This allows for sustainable community development and
rapid response to problems.

Discussion

In this study, mechanisms for monitoring and evaluating
the effectiveness of the integrated community recovery
management system were developed. These include the cre-
ation of a digital platform and a roadmap to facilitate mon-
itoring. In the context of Law of Ukraine No. 13 (2015),
the research findings confirm the importance of this docu-
ment for the recovery of communities, especially through
its emphasis on regional economic development and in-
vestment attraction. The research findings are in line with
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the approach outlined in the document, which identifies
the importance of coordination between different levels of
government for the effective management of recovery pro-
cesses. This analysis confirms that the economic activity of
communities after recovery is significantly increasing due
to the implementation of measures envisaged in the law.

The study also confirmed the importance of intro-
ducing innovative technologies to ensure the sustainable
development of communities, which correlates with the
Planning the Development of Territorial Communities
strategy: Training Manual for Local Government Officials
(Vasylchenko, 2015). This study pays special attention to
the creation of new jobs and the development of social in-
frastructure, which is also reflected in the document.

Y. Shao et al. (2023) investigated the role of compre-
hensive territorial plans in Chinese cities, with a particular
focus on resilience to external challenges such as natural
disasters and social change. In common with this study is
the focus on economic indicators such as investment at-
traction and job creation. Both studies recognise that mon-
itoring the economic aspects of recovery is important to
ensure the long-term resilience of communities. However,
Y. Shao et al. emphasised the regional aspects of planning,
while this study focuses on local communities and their
ability to adapt quickly. An important distinguishing point
is also the attention to environmental aspects in this study,
which was not considered in such detail in their approach.

C. Boano & F. Vergara-Perucich (2017) highlighted the
integration of social and economic components in the ur-
ban regeneration of Santiago. As in the present study, the
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importance of an integrated approach that combines sev-
eral indicators to ensure community resilience was empha-
sised. However, their work does not pay enough attention
to the technical aspects of monitoring and the implemen-
tation of digital tools to assess the effectiveness of manage-
ment processes, which is one of the key components of this
study. Additionally, social indicators such as access to so-
cial services and employment rates are important in both
works, but this study pays more attention to environmental
aspects such as reducing greenhouse gas emissions and us-
ing renewable energy sources.

J. Katona-Kovacs et al. (2011) emphasised the impor-
tance of economic indicators for monitoring, such as invest-
ment and job creation, which is in line with the approach
of this study. However, in contrast to this study, their study
devotes less emphasis to environmental indicators, which
are an integral part of a holistic approach to recovery. In
addition, their study does not sufficiently cover the use of
digital tools for monitoring, which is considered an impor-
tant element in this context. R. Boschma (2008) empha-
sised the importance of innovation for effective monitoring
of recovery processes, which is in line with the approach of
this study. However, in contrast to the approach proposed
in this study, author did not address sufficiently the social
aspects of monitoring, in particular, social stability and ac-
cess to services. The aforementioned study focuses more on
economic and innovation indicators, but less on environ-
mental sustainability and the impact of recovery on social
change, which are important components of this study.

The U.S. Department of Commerce (2023) identifies
commonalities with the theme of community recovery, in-
cluding the importance of monitoring, data management,
and transparency. Both themes emphasise the importance
of data collection and analysis for management deci-
sion-making. The differences lie in the fact that the report
focuses on the technical aspects of information manage-
ment, while the research on community recovery pays more
attention to the physical and social aspects of recovery, in-
cluding economic and social resilience. The National Intel-
ligence Strategy (2023) shows similarities in the approach
to monitoring and performance evaluation. Both strategies
emphasise the importance of continuous monitoring to
achieve goals and coordination between different levels of
government. However, the differences lie in the fact that the
intelligence strategy focuses on national security and data
collection, while the community recovery strategy empha-
sises socio-economic aspects such as attracting investment,
creating jobs and environmental sustainability.

Research on spatial planning in China focuses on the
creation of a system for overseeing and implementing spa-
tial planning from a sustainability perspective. Studies con-
ducted by S. Chen et al. (2023) emphasise the importance
of building a supervisory system that considers economic
and environmental factors that contribute to the sustain-
ability of space. This coincides with the approach taken
by Ukrainian scholars, especially in this study, which also
focuses on environmental sustainability and the use of
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renewable energy sources in the process of community re-
covery. However, the Chinese research focuses on develop-
ing a management strategy at a much broader regional level
than in the case of Ukrainian communities, which focuses
on local aspects of territorial recovery.

The International Centre for the Study of the Pres-
ervation and Restoration of Cultural Property (IC-
CROM) (2023) emphasises the importance of community
participation in restoration processes. In particular, the
study emphasises the need for transparent monitoring and
the involvement of residents in the decision-making pro-
cess. This approach correlates well with Ukrainian recovery
strategies, which also emphasise community participation
in the management of recovery projects and monitoring of
social stability indicators. Thus, it can be noted that inter-
national research and Ukrainian experience in community
recovery have common features in terms of environmental
sustainability, community participation, and the need for
transparent and effective monitoring. At the same time, in-
ternational practices show opportunities for expanding the
Ukrainian monitoring system to the level of broader terri-
torial planning, which could be useful in the future.

H.J. Shatz et al. (2022) based a study of previous re-
construction efforts, such as plans for post-World War II
Europe, South Sudan and Afghanistan. The focus is on the
need for security, transparent funding and clear monitoring
at every stage of reconstruction. This overlaps with Ukrain-
ian studies, which also emphasise transparency and securi-
ty. However, in the case of Ukraine, the emphasis is on the
integration of environmental aspects and a sustainable de-
velopment strategy, which was not so evident in the foreign
examples mentioned above. The RAND organisation em-
phasises the importance of international cooperation for
long-term security and economic recovery, as well as the use
of private capital and international donors. Another study
presented by the Brookings Institution (Wessel & Asdouri-
an, 2022) also considers the reconstruction of countries such
as Afghanistan and South Sudan. It emphasises the impor-
tance of making less ambitious promises and focusing on
practical measures to avoid disappointment. This follows
Ukrainian approaches to attracting investment and trans-
parently monitoring governance performance, but Brook-
ings adds the importance of political stability as a key factor
in successful recovery, which is also relevant for Ukraine.

In summary, research shows that the recovery of ter-
ritorial communities after war requires a comprehensive
approach that considers economic, social, environmen-
tal and institutional factors. The introduction of modern
digital platforms to monitor and evaluate the effectiveness
of recovery management is an important component of
effective recovery, as it allows for the timely identification
of problems and adjustments to plans. Thus, transparency,
efficiency, and attracting international investment are im-
portant factors for long-term economic development.

The results of the study confirm that sustainable de-
velopment and the introduction of environmental innova-
tions, especially renewable energy sources, are vital, which
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is consistent with the methods presented in Ukrainian and
international studies. Community involvement in the re-
covery process is important as it promotes social stability
and increases trust in management decisions. International
research suggests broader regional strategies that could be
used in the future in Ukraine, although Ukrainian methods
focus on local aspects of restoration and monitoring. To
achieve resilience and community development, coopera-
tion between central and local authorities, as well as inter-
national partners, must continue.

Conclusions

The recovery of communities affected by armed conflict
requires the implementation of a comprehensive multi-lev-
el performance monitoring and evaluation system. This
process covers governance, economic, social and environ-
mental indicators that are vital to achieving sustainable de-
velopment. Attracting investment, creating new jobs and
businesses, and increasing the productivity of enterprises
are factors that determine economic performance, which
is relevant for community recovery. As a result, it helps to
strengthen the economic base of communities and restore
their economic potential.

In addition, social indicators are very important as they
show thelevel of social stability and well-being. Maintaining
social balance and preventing social crises depends on re-
storing employment, access to health and education servic-
es, and the provision of social guarantees. Monitoring these
elements facilitates the integration of residents into the re-
stored communities and helps to solve problems quickly.
Environmental indicators are also critical in the recovery
process, as ensuring environmental sustainability is a key
task for preserving natural resources and ensuring environ-
mental safety. Reducing greenhouse gas emissions, increas-
ing the energy efficiency of buildings, and using renewa-
ble energy sources contribute to achieving environmental
standards and ensuring the sustainable development of lo-
cal communities. These metrics are important not only for
improving the environmental situation but also for improv-
ing the quality of life of residents, as environmental safety
is an integral part of the overall well-being of communities.

Governance indicators help to assess the effectiveness
of government at different levels, coordination between

community recovery. Citizen participation in deci-
sion-making processes is an important aspect, as it increas-
es the level of trust in the authorities and promotes social
cohesion. The implementation of key performance indica-
tors is the basis for monitoring and evaluating the results
of recovery measures. Importantly, the KPI system can
monitor progress in real-time, which enables timely deci-
sion-making and adjustments to strategies depending on
changes in the situation. Regular reporting on KPIs allows
not only to identification of problematic aspects but also
to assessment of successes at different stages of recovery,
which increases transparency and accountability of the au-
thorities to the community.

Creating a roadmap for the implementation of the
monitoring system is a key element to ensure consistent
and effective implementation of tasks at each stage of com-
munity recovery. This map contains specific steps with clear
tasks and deadlines, which helps coordinate the efforts of
all stakeholders and ensures control at all levels. From the
planning stage to the full implementation of the system, the
roadmap helps to structure the recovery process and ensure
that the goals are achieved. The successful implementation
of the monitoring system will help create conditions for the
sustainable development of territorial communities and in-
crease their resilience to external challenges.

One of the main limitations of this study is the depend-
ence on the availability of high-quality and up-to-date data
to assess the effectiveness of the community recovery man-
agement system. Incomplete or untimely data can negative-
ly affect the accuracy of monitoring and the correctness of
decisions. In addition, the study does not address possible
challenges related to external economic and political factors
that may significantly affect the recovery process. Promis-
ing areas for further research include the development of a
monitoring system that accounts for the impact of external
risks, such as economic instability or changes in the legal
framework. It is also important to explore the possibilities
of integrating the latest technologies, such as Big Data, to
improve the process of data collection and analysis. This
will improve the effectiveness of recovery management and
make it more adaptive to rapidly changing conditions.
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AHoTauifa. MeTo IOCTiIKeHHs 6yn0 CTBOPEHHSA CUCTEMM MOHITOPMHIY Ta OLIHKM BiflHOBJIEHHA TE€PUTOPia/IbHUX
rpomaj B YkpaiHi, 0 HOCTpakgany Bifi 30poiiHOro KoHQIIKTY. by/no BM3HaueHO KIIOYOBi chepu MOHITOPUHIY —
€KOHOMIiYHY, COljia/lIbHy, €KOJOTi4YHy Ta YHIpaBlTiHCbKy. EKOHOMiuHi NMOKa3sHMKM, Taki AK iHBeCTHIii Ta CTBOPEHHA
pobourx micnp, OynIu BU3HAa4eHi AK METPUKMU CTabiLIbHOCTI, TOAI AK coljja/ibHi IOKa3HMKM, BKIIOYAIOUY 3aTHATICTD
Ta JOCTYI 10 TIOC/IYT, BUABUINCA KPUTUYHO BOK/IMBMMM JINIA AKOCTi XUTTA. EKONOTiuHI iHAMKAaTOpY HATOIOUIyBaIn
Ha CKOPOYeHHI BMKWJIB, HifBMIIEeHHI eHeproedeKTVBHOCTI Ta BUKOPUCTAHHI BiTHOBIIOBAHUX JDKepelT eHepril.
InpuKaTopy BpARYBaHHA IigKpecawIy HeoOXifHiCTh KOOpAMHALIi, y4acTi Ta IPO30POCTI BUKOPUCTAHHA pecypciB.
[07I0BHMM [OCATHEHHAM CTajla po3pobka udpoBoi mwraThopmu, 3gaTHOI 30MpaTy Ta aHaIi3yBaTV JaHi B pexuMi
peanbHOro 4acy, aBTOMATU3YIO4YM IHTErpalilo JaHUX 3 PiSHUX [pKepes I Bi3yaji30BaHOIO OIEPATMBHOTO aHaJIi3y.
[Tnardopma cynmpoBOmKyBaIacs JOPOXXHBOIO KapTolo, AKa OKpeCIoBaia K/II0Y0Bi eTamny, BiJi INIaHyBaHHA Ta iHTerpanii
IO TeCTyBaHH:A Ta IIOBHOTO BIIPOBADKEHH, 0 3abe3meunso ii eekTuBHe posropTaHH:A B rpoMajax. byno noseneHo,
[0 TAKMIl CUCTeMHMII IifIXifi pOOUTD 3HAUHUIT BHECOK Y CTA/INII PO3BUTOK, CIPUAIYM e(eKTVBHOMY BUKOPUCTAHHIO
pecypciB, eKOIOTivHil BiIMOBiAaTbHOCTI Ta MOKPALleHHIO BpAAyBaHHA. PesynbraTu JOCTi>KeHHA MiTKPECIUIN, 110
KOMIIJIEKCHA CUCTEMAa MOHITOPMHIY IiATPUMYE MPOLECH BiJHOBJIEHHS, NO3BOIAIYM BYACHO BHOCUTYU KOPEKTUBU Ta
3abesneuyoun npo3opictb. 1]i MexaHi3mMu Oy BU3HaHI HeOOXiHMMM [ JOCATHEHHA IOBIOCTPOKOBOI CTabiIbHOCTI
Ta CTIMIKOCTI B perioHax, 0 MOCTpaXk/jaau Bif KOHGIIIKTY. PesynbraTy [OCIiKeHHA MiIKPeC/TIoI0Th BUPIIaIbHY POJIb
inTerpoBaHMX IIATGOPM i CTPYKTYypOBaHUX IiAXOAiB Y MigBUIIeHH] e()eKTUBHOCTI 3yCUIb 3 BilHOBJIEHHS, a TAKOX Y
3MIIIHEHH] JOBipM Ta CHiBIIpali MiXK 3aljiKaBJIEeHMMJ CTOPOHAMU

KntoyoBi cnoea: iHCTpyMeHTV KOHTpOJIIO; aHa/Ii3 eeKTMBHOCTI; agMiHicTpyBaHH:; MicueBi acomianii; TepuropianbHi
IrpoOMajy; CUCTEMA YIIPAB/IiHH
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