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The impact of entrepreneurship dimensions
on solving unemployment problems
among Soran University Graduate Students from 2010 to 2023

Abstract. Entrepreneurship is a potent force in addressing unemployment and fostering economic growth. However, there
remains a research gap in understanding the specific impact of entrepreneurship on unemployment among Soran University
Graduate Students within 2010-2023. Hence, the study aims to provide information to address policies and interventions
aimed at promoting entrepreneurship and mitigating unemployment challenges among Graduate Students in the specified
period. During the research, a descriptive-analytical approach and a quantitative method with 134 participants. As such,
the study established a noteworthy and positive correlation between entrepreneurship and the reduction of unemployment.
The analysis reveals key insights into the pivotal role of entrepreneurship education, access to funding, and resource
facilitation in effectively addressing unemployment challenges among Soran University Graduate Students. The results
highlight the significance of empowering graduates to shape their success, contributing not only to personal growth but also
to regional economic development. Such findings of the study also emphasize implementing proactive strategies to promote
entrepreneurship. All mentioned is supported by a qualitative literature review of previous publications. As a practical value,
the study suggests that by fostering an entrepreneurial mindset and providing necessary support, institutions can play a
pivotal role in mitigating unemployment and offering a solution to persistent issues

Keywords: entrepreneurship impact; unemployment alleviation; economic development; opportunity recognition; risk
taking; resource leveraging

INTRODUCTION

Economists assert that entrepreneurs, along with creativ-
ity and resourcefulness, can convert environmental risks
into opportunities, particularly in extreme situations, such

as hyperinflation. In the dynamic landscape, where unem-
ployment persists as a formidable challenge, entrepreneur-
ship emerges as a compelling force for economic growth
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and job creation. The ramifications of unemployment
extend beyond mere economic concerns, encompassing
social crimes and impeding overall economic expansion,
as highlighted by G.G. Rotimi et al. (2021). S. Chaura-
sia (2023) related entrepreneurship to innovation. The
research relevance of this socio-economic issue is deter-
mined by the experiences of Soran University Graduate
Students from 2010 to 2023, who faced increased unem-
ployment rates, prompting many to seek opportunities
abroad. Despite the global recognition of entrepreneurship
as a potential solution, a substantial proportion of Soran
University graduates encounter challenges in establish-
ing personal businesses. Unemployment is defined as the
state where a person actively seeking employment remains
jobless despite possessing the necessary qualifications,
thus presenting a complex challenge. This phenomenon
extends to individuals who, despite being physically and
cognitively capable, choose not to engage in employment
(Gajraj & Saxena, 2019).

R. Kapur (2022) notes that unemployment in develop-
ing countries is influenced by several key factors. The lack of
competencies and abilities presents a significant challenge,
necessitating individuals to prepare thoroughly for diverse
job opportunities. Concurrently, the absence of essential
skills becomes a central barrier, complicating individuals’
navigation of employment contexts. Fostering economic
growth is crucial for generating employment opportunities.
Initiatives targeting skill development, economic planning,
and increased investments play a pivotal role in creating
a conducive environment for diverse employment pros-
pects. The increase in population intensifies challenges in
securing employment, with a growing population height-
ening job competition. Poor quality education compounds
unemployment issues, limiting graduates’ capacity to cre-
ate their employment opportunities. Low rates of savings
and investments further contribute to the unemployment
quandary, affecting various sectors and compelling indi-
viduals, irrespective of their backgrounds, to prioritize the
search for employment opportunities.

Unemployment in the Kurdistan region yields social,
political, and economic consequences. Socially, it induces
discomfort, anxiety, and societal effects such as increased
crime rates and altered marriage dynamics. Politically, it
can cause instability and security issues, as evidenced by
such examples as the Arab Spring. Economically, the lack
of an active workforce diminishes production, disrupts
demand-supply balances, and increases the unemploy-
ment rate (Mahmood, 2022). B. Kareem (2018) advocates
for the integration of entrepreneurial skills into educa-
tion to empower graduates to become entrepreneurs and
address the challenge of underemployment. N. Apergis &
J.E. Payne (2016) underline the consistent correlation be-
tween entrepreneurship growth and job creation, empha-
sizing the need for proactive measures to enhance indi-
vidual lives and national prosperity. In the context of the
Kurdistan region, the works of local scholars provide val-
uable insights.

The study aimed to contribute to the existing body of
knowledgeby providinga comprehensiveanalysis of therela-
tionship between entrepreneurship dimensions and unem-
ploymentissues among Soran University Graduate Students
from 2010 to 2023. The synthesis of current literature reveals
a growing awareness of the potential of entrepreneurship in
addressing unemployment, yet the specific challenges faced
by Soran University graduates remain underexplored.

LITERATURE REVIEW
].B. Say (1836) was the first who define the term “entrepre-
neurship”. C. Adam & S. Dercon (2009) contributed by de-
noting entrepreneurship as a dynamic force that mobilizes
resources to address market gaps, emphasizing its proactive
role. M.O. Agwu & G.R. Luke (2014) elaborate on entrepre-
neurship as a complex process involving the identification
of opportunities, strategic resource allocation, and the cre-
ation of substantial value. M.A. Adawo & J.A. Atan (2013)
add depth to the understanding, portraying entrepreneur-
ship as a strategic pursuit involving the identification of
market opportunities and the effective mobilization of re-
sources for sustainable gains. Y. Lowrey (2003) described
economic system perspectives, characterizing entrepre-
neurship as a complex interplay of economic goals pursued
by entrepreneurs, with significant support from social in-
stitutions and government. S. Maina (2013) captures the
essence of entrepreneurship as the willingness to seek in-
vestment opportunities and successfully launch a business.

O.M. Hassan (2013) defined an entrepreneur as some-
one leveraging land, labour, and capital to create and sell
a product. PD. Reynolds (2005) defines entrepreneurship
as the identification of opportunities and the generation
of new economic activity, often manifested through the
creation of new organizations. F.C. Okeke & E.C. Edik-
pa (2014) addressed the risk element, defining an entrepre-
neur as one willing to take financial risks in initiating and
managing a business, particularly those involving novel
concepts or methods. H.O. Bula (2012) emphasised mul-
tiple dimensions enriching the study of entrepreneurship,
while P.F. Drucker (1993) perceived it as endowing existing
resources with new wealth-producing capacities. H. Fred-
erick et al. (2007) defined entrepreneurship as a dynamic
process of vision, change, and creation, encompassing any
endeavour to initiate a new enterprise or firm.

Numerous studies addressed entrepreneurial aspects of
university graduate unemployment, with each emphasizing
dimensions crucial to entrepreneurial success. R. Makgo-
sa & H. Ongori (2012), S. Kalyoncuoglu et al. (2017) and
A. Padi & A. Musah (2022) provided diverse perspectives
on entrepreneurial success in solving unemployment. In
the Education Dimension, the relationship between un-
employment and education is scrutinized, emphasizing the
necessity to align educational programs with market de-
mands for enhanced employability, a concept supported by
P. Restrepo (2015). Transitioning to the Market Dimension,
the impact of supply and demand dynamics on unemploy-
ment becomes apparent, particularly when an oversupply
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of university graduates surpasses available positions, con-
tributing to escalating unemployment rates, as observed by
M. Hedayat et al. (2013). Within the Economic Dimension,
inadequate economic growth emerges as a contributor to
unemployment, with a robust correlation established be-
tween Gross Domestic Product (GDP) and unemployment
rates, a perspective articulated by J. Amani (2017). Chal-
lenges are further compounded by such issues, as ineffi-
cient career guidance and counselling services. Turning
to the Individual Dimension, factors such as age, gender,
marital status, and discrimination are recognized as con-
tributors to individual-level unemployment, noting a neg-
ative correlation between age and unemployment, with
young individuals facing higher rates. This comprehensive
analysis of diverse perspectives lays the foundation for un-
derstanding the multifaceted nature of entrepreneurship,
setting the stage for a nuanced exploration of its impact on
unemployment among Soran University Graduate Students
from 2010 to 2023.

MATERIALS AND METHODS

The study employed a comprehensive research method-
ology to investigate the impact of entrepreneurship on
addressing unemployment issues among graduates from
Soran University. Following the guidance of J.M. Saun-
ders (2022), a survey method was adopted for data col-
lection. Informed consent was obtained from all survey
participants, ensuring their anonymity and explaining the
purpose of the survey, the use of their data, and the po-
tential risks involved. The survey was conducted following
ethical standards for working with people, and ethical ap-
proval was obtained from the relevant ethics committee.

The structured questionnaire, developed for precision,
served as a key tool in gathering quantitative data. To main-
tain ethical standards, confidentiality of participant re-
sponses was ensured. The acquired data was analysed using
spreadsheet software and statistical analysis, as suggested by
N. Gavrilutd et al. (2022). Soran University, selected for its
strategic managerial and geographical significance, was pri-
oritised. Situated in Soran city across three provinces, espe-
cially Erbil, the political capital, the university’s prominence
as of 2024 aligns with the study’s focus on entrepreneurship.

The study addressed all graduates of Soran University
from 2010 to 2023. The sample, collected using snowball
sampling, consisted of 134 participants for the year 2023.
Face validity was ensured by presenting the questionnaire
to experienced teachers in the business and accounting
management department, and content tests were adminis-
tered to Soran University Students for question clarity. Due
to time constraints and a lack of comprehensive data on the
entire graduate population, systematic random sampling
was not employed.

To gauge variables, a questionnaire survey compris-
ing three parts was utilized. Part one captured respondent
profiles and their faculties, while parts two and three ad-
dressed independent and dependent variables, respectively.
A Likert-scale of 1 - strongly disagree to 5 — strongly agree

measured the extent of agreement or disagreement, adopt-
ing the works of N. Meyer (2014), K. Chienwattanasook &
K. Jermsittiparsert (2019) and U.C. Okolie et al. (2021).

The collected data were analysed using the Social Sci-
ence Statistical Package (SPSS V25), employing four key
data analysis techniques. Firstly, Descriptive Data Analysis
was employed to summarize respondent profiles and fac-
ulties. This initial step provided an overview of the study
participants. Secondly, Regression Analysis was used to an-
alyse the impact between variables, elucidating the nature
of their relationship.

In investigating the impact of entrepreneurship and
unemployment, various dimensions of entrepreneurship
play significant roles. Innovation, encompassing novel
products, processes, or ways of thinking, holds a dual role
in unemployment dynamics. Therefore, based on this, the
current study among Soran University Graduate Students
from 2010 to 2023, proposes the following hypothesizes:

e HI. Innovation has a statistically significant impact
on solving unemployment problems;

e H2. Risk-taking has a statistically significant impact
on solving unemployment problems;

e H3. Proactiveness has a statistically significant im-
pact on solving unemployment problems;

e H4. Opportunity recognition has a statistically signif-
icant impact on solving unemployment problems;

e H5. Resource leveraging has a statistically significant
impact on solving unemployment problems.

RESULTS AND DISCUSSION
In the context of Innovation, entrepreneurs actively pursue
novel ideas, taking risks to ensure the success of business,
thereby contributing to addressing market demands and
fostering organizational growth. This emphasis on Innova-
tion is a primary aspect of entrepreneurial success. Moving
to risk-taking, an inherent trait in entrepreneurship, en-
trepreneurs willingly embrace significant risks to explore
the business potential and foster innovation, underscoring
the entrepreneurial ability to navigate uncertainty and un-
known consequences (Yamada, 2004). Proactiveness, as
another critical dimension, characterizes entrepreneurs
who take initiative, stay ahead of the competition, and act
proactively to understand market prospects, showcasing
the importance of perceiving market demands and seiz-
ing opportunities before others (Kirzner, 2015). Entrepre-
neurial Opportunity Recognition, a dimension described
by LM. Manev et al. (2005), emphasizes an individual’s
capacity to identify and capitalize on potential business
opportunities, reflecting a strategic approach to finding
resources for innovative outputs. Lastly, Resource Lever-
aging, as outlined by M.H. Morris et al. (2002), highlights
the entrepreneurial skill of utilizing resources effectively
by identifying unseen resources, leveraging the resources
of others, complementing resources, and extending them
beyond conventional limits. These dimensions collectively
form a comprehensive framework guiding effective entre-
preneurial strategies to address unemployment challenges.

Economics, Entrepreneurship, Management, Vol. 11, No. 1



E.S. Salih et al.

The demographic composition among Soran Uni-
versity Graduate Students from 2010 to 2023 indicated a
significant gender imbalance, with 67.2% of respondents
identifying as male and 32.8% as female. In terms of age
distribution, the majority falls within the 26-30 years
bracket (45.5%), closely followed by those aged 22-25
years (42.5%). Respondents above 30 years constituted
a smaller percentage at 11.9%. Family status among the
participants reveals that 50.7% are married, while 49.3%
identify as single. Moreover, the Soran University Gradu-
ate Students from 2010 to 2023 exhibited diverse profiles
across faculties, graduation years, and entrepreneurial
status. In terms of faculties, most respondents graduated
from the Art faculty (36.6%), followed by Law, Political
Science, and Management (20.9%), Science (29.1%), Ed-
ucation (10.4%), and Engineering (3.0%). This showcas-
es the varied academic backgrounds within the surveyed

group. Addressing graduation years, 25.4% graduated
between 2013 and 2016, 47.0% between 2017 and 2020,
and 27.6% after 2020, offering insights into the university
Graduate Students of their academic experiences. In terms
of employment, a substantial 75.4% identify as employed,
while 24.6% are unemployed, providing a nuanced per-
spective on the entrepreneurial landscape among Soran
University Graduate Students from 2010 to 2023. Simple
linear regression has been used to accept or reject hypoth-
eses (H1 to H5).

Table 1 shows the regression coeflicients for the mod-
el examining the impact of innovation on unemployment
are presented. The resulting coefficients provide insights
into the strength and direction of the relationship between
innovation and unemployment, highlighting the signifi-
cance of innovation in influencing unemployment dynam-
ics. As a result, the first hypotheses were accepted (H1).

Table 1. The impact of innovation on unemployment

Unstandardized coefficients Standar'dlzed
coeflicients
Std. error
1 (Constant) 2.890 0.324 8.908 0.000
Innovation 0.195 0.080 0.249 2.442 0.016

Source: compiled by the authors

Table 2 illustrates the impact of risk-taking on unem-
ployment, the coefficient for this dimension is 0.242. This
implies that for every one-unit increase in risk-taking, the
dependent variable is expected to increase by 0.242 units,
holding other variables constant. The t-value of 3.012
indicates that this coefficient is statistically significant,
and the p-value (0.003) is less than 0.05, confirming the

significance. The standardized coefficient (Beta) of 0.256
indicates the strength and direction of the relationship be-
tween risk-taking and the dependent variable in standard
deviation units. Therefore, risk-taking has a statistically
significant impact on solving unemployment problems
among Soran University graduates from 2010 to 2023,
which supports the second hypothesis (H2).

Table 2. The impact of risk-taking on unemployment

Unstandardized coefficients Standar.dlzed
coeflicients
Std. error
1 (Constant) 2.288 0.422 10.421 0.000
Risk-takjng 0.242 0.080 0.256 3.012 0.003

Source: compiled by the authors

Table 3 demonstrates a statistically significant and pos-
itive impact of proactiveness on solving unemployment
problems among Soran University graduates from 2010 to
2023. The coefficient of 0.226 suggests that for each unit
increase in proactiveness, there is a corresponding positive
impact of 0.226 on the resolution of unemployment issues.
With a t-value of 2.119 and a p-value of 0.036, the impact of

proactiveness is deemed statistically significant at the 0.05
level. The standardized coefficient (Beta) of 0.190 reinforc-
es this positive impact. Consequently, the results support
the third hypothesis (H3), indicating a statistically signifi-
cant and positive impact of proactiveness on resolving un-
employment problems among Soran University graduates
from 2010 to 2023.

Table 3. The impact of proactive on unemployment

Unstandardized coefficients Standar.dlzed
coeflicients
Std. error
1 (Constant) 2.016 0.522 7.837 0.000
Proactive 0.226 0.107 0.190 2.119 0.036

Source: compiled by the authors
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Table 4 shows a statistically significant and positive
impact of opportunity recognition on solving unemploy-
ment problems among Soran University graduates from
2010 to 2023. The coefficient for “Opportunity recognition”
is 0.320, indicating that for each unit increase in recogniz-
ing opportunities, there is a corresponding positive impact
of 0.320 on resolving unemployment. This relationship is
underscored by a t-value of 3.021 and a p-value of 0.003,

demonstrating statistical significance at the 0.05 level. The
standardized coeflicient (Beta) of 0.287 further emphasiz-
es the meaningful positive impact of opportunity recogni-
tion. In summary, the findings affirm the fourth hypothesis
(H4), suggesting that higher levels of opportunity recog-
nition significantly contribute to the effective resolution of
unemployment issues among Soran University graduates
from 2010 to 2023.

Table 4. The impact of opportunity recognition on unemployment

Unstandardized coefficients Standar'dlzed
coefficients
Std. error
(Constant) 1.998 0.461 8.329 0.000
1 ;
Opportunity 0.320 0.106 0.287 3.021 0.003
recognition

Source: compiled by the authors

Table 5 demonstrates a statistically significant im-
pact of resource leveraging on solving unemployment
problems among Soran University graduates from 2010
to 2023. The p-value of 0.030 is less than 0.05, leading
to the rejection of the null hypothesis and acceptance of
the alternative hypothesis that the regression coefficient
is not equal to zero. This implies that resource leverag-
ing has a meaningful effect on unemployment problem

resolution (a<0.05). The coefficient for “Resource lever-
aging” is 0.242, suggesting that a one-unit increase in re-
source leveraging results in a positive impact of 0.242 on
solving unemployment problems. As a result, the find-
ings affirm the fifth hypothesis (H5), indicating that re-
source leveraging significantly contributes to addressing
unemployment issues among Soran University graduates
from 2010 to 2023.

Table 5. The impact of resource leveraging on unemployment

Unstandardized coefficients Standar.dlzed
coeflicients
Std. error
(Constant) 1.639 0.538 5.046 0.000
1
Resource 0.242 0.110 0.215 2.196 0.030
leveraging

Source: compiled by the authors

The analysis of entrepreneurship dimensions in ad-
dressing unemployment issues among Soran University
graduates from 2010 to 2023 demonstrates the complex in-
terplay between entrepreneurial activities and unemploy-
ment dynamics. In this discussion, the results will be com-
pared with those of other authors, drawing on the literature
review section to provide a comprehensive analysis.

Beginning with the impact of innovation (H1), the
findings align with the perspectives of J. Schumpeter &
U. Backhaus (2003). These scholars have emphasized the
positive relationship between innovation and job creation.
The study further supports this assertion, highlighting in-
novation as a significant factor in addressing unemploy-
ment problems among recent graduates. However, it is es-
sential to note that technological advancements, a subset
of innovation, pose challenges by contributing to increased
unemployment due to dynamic shifts in the workforce. This
nuanced perspective contrasts with some prior studies that
may primarily focus on the positive aspects of innovation.

Moving on to the role of risk-taking (H2), the results
resonate with discussions by J.O. Ajamobe (2021) and

S. Sugandha & N. Singh (2022). Responsible risk-taking
in entrepreneurship is a critical factor in creating job op-
portunities for recent graduates. This aligns with broader
discussions on the importance of mitigating risks while
fostering an entrepreneurial mindset. However, it is worth
noting that different authors may emphasize distinct as-
pects of risk-taking, such as financial risk or market risk,
providing diverse insights into its impact on unemploy-
ment dynamics.

Considering the significance of proactiveness (H3),
the findings align with existing literature, including
works by S.T. Certo et al. (2009) and M. Hosseini & E. Es-
kandari (2014). A proactive approach is highlighted as a
significant aspect for recent graduates in navigating the job
market. This consensus underlines the positive relationship
between proactiveness and employment outcomes. Howev-
er, variations in the emphasis on specific aspects of proac-
tiveness, such as market-oriented proactiveness or strategic
proactiveness, may differentiate the findings across studies.

Turning to the impact of opportunity recogni-
tion (H4), the study aligns with foundational principles
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discussed by B. Oghojafor et al. (2009). Recognizing and
utilising opportunities are identified as crucial drivers of
job creation for recent graduates. This consensus reinforces
the enduring significance of opportunity recognition as a
key factor in employment outcomes. However, differenc-
es in the conceptualization of opportunity recognition and
the specific contexts studied may lead to nuanced differ-
ences in the findings.

Lastly, the results regarding resource leveraging (H5)
align with perspectives from M.H. Morris et al. (2002) and
D. Politis et al. (2011). Efficient resource utilization is em-
phasized for job creation and business growth. This insight
underscores the importance of resource leveraging in ef-
fectively addressing unemployment challenges. However,
differences in the definition and measurement of resource
leveraging across studies may contribute to variations in
the reported findings.

In summary, this discussion has systematically com-
pared the study’s results with insights from existing litera-
ture, highlighting both commonalities and differences. This
comparative analysis provides a nuanced understanding
of entrepreneurship dimensions in addressing unemploy-
ment issues among Soran University graduates from 2010
to 2023. The varied perspectives from different authors
contribute to a comprehensive view of the topic, inviting
further discussion and exploration.

CONCLUSIONS

The findings of this study shed light on the pivotal role of
entrepreneurship dimensions in addressing unemploy-
ment challenges among Soran University Graduate Stu-
dents from 2010 to 2023. Each dimension (Innovation,
risk-taking, Proactiveness, Opportunity Recognition, and
Resource Leveraging) reveals a unique contribution to the
complex interplay between entrepreneurial activities and
unemployment dynamics. The positive and statistically
significant impacts underscore the potential of fostering
an entrepreneurial mindset to empower graduates and al-
leviate unemployment issues. As the study validates the hy-
potheses, it confirms that embracing entrepreneurship can
be a transformative force in the lives of Soran University
Graduate Students from 2010 to 2023, not only fostering
individual growth but also contributing to regional eco-
nomic development.

The implications of this research extend beyond ac-
ademic discourse to practical considerations for various

and implement policies that support and incentivize en-
trepreneurship. This includes providing funding opportu-
nities, and mentorship programs, and creating a regula-
tory environment that fosters entrepreneurial initiatives.
Employers should recognize and value proactive traits in
employees. Creating a work culture that encourages initia-
tive, innovation, and risk-taking can lead to increased job
creation and economic growth. Institutions and support
organizations can provide resources and guidance on effi-
cient resource leveraging. This can empower entrepreneurs
to maximize the impact of available resources, contributing
to sustainable business growth and job creation. Continued
research in the field of entrepreneurship and unemploy-
ment is essential. Collaboration between academia, gov-
ernment bodies, and industry stakeholders can lead to the
development of comprehensive strategies that address the
evolving challenges in the job market.

In conclusion, the recommendations outlined above
aim to create a holistic approach towards addressing un-
employment issues among Soran University Graduate Stu-
dents from 2010 to 2023. By fostering entrepreneurship
education, implementing supportive policies, and encour-
aging a proactive and resourceful workforce, stakeholders
can collectively contribute to mitigating unemployment
challenges and fostering economic development. The
study lays the foundation for understanding the intricate
relationship between entrepreneurship and unemploy-
ment among Soran University graduates from 2010 to
2023. Exploring the long-term impact of entrepreneurship
education programs on graduates’ entrepreneurial endeav-
ours and employment outcomes could provide valuable
insights. Additionally, investigating the role of government
policies and support mechanisms in promoting entrepre-
neurship and reducing unemployment remains a crucial
area for further exploration. A comparative analysis of en-
trepreneurship initiatives across different academic disci-
plines and their varying impacts on employment prospects
could contribute to a more nuanced understanding. Lastly,
delving into the influence of socio-cultural factors on the
entrepreneurial aspirations and outcomes of Soran Uni-
versity graduates could offer a comprehensive perspective.
By addressing these areas, future research can contribute
to the development of effective strategies and policies for
fostering entrepreneurship and mitigating unemployment
challenges in the specified context.

stakeholders. Educational institutions should consider in- ACKNOWLEDGEMENTS
tegrating entrepreneurship education into their programs. ~ None.
This will equip Students with the skills and mindset needed
for entrepreneurial success, contributing to their employ- CONFLICT OF INTEREST
ability and job creation. Policymakers should formulate  None.
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BnnvB BUMIpiB NiaANpPUEMHULTBA Ha BUPiLLEeHHSA Npo6neM 6e3pobitTa
cepep acnipaHTiB YHiBepcuTteTy CopaH 3 2010 no 2023 poku

AHoTauiq. [lignpreMHNIITBO € IOTY>KHOIO CWIOKI0 Y BUpillleHH] npo6nemy 6e3po6iTTs Ta CHpUAHHI eKOHOMIYHOMY
3pocTtanHI0. OHAK 3a/IMIIAETLCA IPOra/IMHa B PO3YMiHHI KOHKPETHOTO BIUIMBY Ii/IIIPMEMHIIITBA Ha piBeHb 0e3pobiTTs
ceper acipanTiB yHiBepcureTy Copan B 2010-2023 pokax. TakyM 4MHOM, JOCIIPKeHHA Ma€ Ha MeTi HafaTu indopMaliio
IJIsT po3pOOKM TMOMITMKM Ta 3aXO[iB, CIPSIMOBAaHMX Ha 3a0XOYEHHs MiIPMEMHUIITBA Ta IOM sKIIEHHs Ipo6IeM
6e3pobiTTsa cepen acmipaHTiB y 3a3HadeHuii nepion. Ilif yac mocmimxeHHA 6y10 BUKOPUCTaHO OMVCOBO-aHAIITUYHUI
IifIXifl Ta KinbKiCHUIT MeTOH, B AKOMY B3N YIacThb 134 yyacHMKM. TakuM 4MHOM, ZOCTi/KeHHA BCTAHOBIIO IIOMITHY
HO3UTYBHY KOPeIALi0 MDK IIANPMEMHNIITBOM Ta SHIDKEHHAM piBHA 6e3p006iTTA. AHa/Ii3 pO3KpMUBa€ KJII0YOBI MOMEHTH
IIOZO KJII0YOBOI poJIi HABYaHHA MiAIIPUEMHULTBY, JOCTYILY KO (piHAHCYBaHHA Ta CIPUAHHA B OTPUMaHHI pecypciB i
eeKTUBHOrO BuUpillleHHA IpobneM 0e3pobiTTa cepen acmipaHTiB yHiBepcutery CopaHa. PesymbpraTu mocmipkeHHA
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3pOCTaHHIO, ajle JI PerioHaTbHOMY €KOHOMIYHOMY pPO3BMTKY. Taki BMCHOBKM [OCIHKEHHA TaKOX IiIKPeCTIOTD
BOX/MBICTh BIPOBA/PKEHHA NMPOAKTUBHUX CTPATETiNl CIPUAHHA HiIPMEMHMITBY. Bce Iie MigTBepKy€eThbCA AKICHUM
NiTepaTypHUM OIJIALIOM IoIepefHix my6mikanin. [IpakTuyna NiHHICTD JOCTIIPKEHHA IOJIATAa€ B TOMY, 11O, CIPUAIOYN
PO3BUTKY HiAIIPUEMHMIIBKOIO MUC/TIEHHA Ta HaJjal0uy HeOOXifHY MiATPUMKY, IHCTUTYLI MOXXYTb BifjirpaBaTil K/IIOYOBY
POJIb y 3HVDKEHH] piBHA 6e3po0iTTA Ta BUpillleHH] HaraJIbHNUX NPo6IeM

KnioyoBi cnoBa: BIUIMB NifIpMEMHMILTBA; 3MEHIIEHHS 0e3poOiTTS; €KOHOMIYHUII PO3BUTOK; pO3Ii3HaBaHHA
MOXXIMBOCTEN; IPUITHATTA PU3MKIB; 3a/Ty4eHHS PeCypcCiB

Economics, Entrepreneurship, Management, Vol. 11, No. 1


https://orcid.org/0009-0006-9812-0407
https://orcid.org/0009-0003-1905-7111
https://orcid.org/0009-0000-5783-387X

Economics, Entrepreneurship, Management

Vol. 11, No. 1. 2024

UDC 338.3
DOI: 10.56318/eem2024.01.017

Shahin Sadikhov'

Leading Researcher

Institute of Economics of Ministry of Science and Education of the Republic of Azerbaijan
AZ1143, 115 H. Javid Str., Baku, Azerbaijan

https://orcid.org/0000-0002-5119-3995

Possibilities of creating clusters
in the weaving industry of the Republic of Azerbaijan

Abstract. The formation of industrial clusters is a form of a systematic approach to the development of industry and
related fields and is of high relevance as one of the directions of economic development at the current stage. The study
aims to determine the possibilities of creating clusters in the weaving industry of Azerbaijan and to present proposals
for their realization. To achieve the goal, methods of comparative and statistical analysis, competitive rhombus and
logical conclusion were used. The article emphasizes the need to establish cooperation with foreign companies to form
and develop clusters, notes the prevention of illegal interference in business activities and addresses the importance of
integrating the weaving industry and clothing production. To form clusters, it is proposed to create a more favourable
business environment in specific territories and provide favourable conditions for doing business, create clusters to
produce profitable imported products, and further increase the preferential opportunities provided to cluster products
in government procurement. The importance of establishing business connections between cluster participants and
government authorities, forming on a reasonable basis the state’s attitude towards business and the role of its guardian
is emphasized. The practical value of the study lies in the recommendations provided to protect the domestic market
from imported products and to strengthen customs control over the importation of imported products, as well as to
stimulate the export of finished products

Keywords: clustering process; clustering potential; actual consumption; import dependence level

INTRODUCTION

The main task of the Azerbaijan government on the eco-
nomic development is to become independent from oil
revenues through the development of the non-oil industry
sector. Regional and sectoral clusters as one of the direc-
tions of development are prioritised. In this regard, the for-
mation of clusters in the weaving industry plays an impor-
tant role in ensuring the of development non-oil sectors of
the industry of Azerbaijan. The research relevance is deter-
mined by the presence of clusters in the real economy and
their importance in future economic development.
According to T. Aliyev (2019), a cluster is a concentra-
tion of small, medium, and large business entities, scien-
tific and educational organizations, financial institutions,

standardization bodies, logistics systems and other related
associations in one territory. These organizations have suit-
able geographical and field characteristics and close cor-
porate relations, stimulate innovative development, aim to
produce competitive products, and have modern commu-
nication and innovation infrastructure. It is worth noting
that both theoretical and practical issues related to indus-
trial clusters were addressed, and the proposals are not sci-
entifically substantiated due to their empirical nature.

T. Huseynov (2019) defines industrial clusters as a
group of enterprises located in the same area that are tech-
nologically connected and contribute to the creation of
a value chain. He analysed clusters as a set of enterprises
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involved in the technological process from raw materials
to finished products. In both approaches, he addressed the
characteristics of forming a value chain and being a union of
technologically connected enterprises. I. Aliyev et al. (2019)
considered the cluster as an economic process based on the
criteria of high competitiveness and economic efficiency.
Thus, they equated clusters with the process of clustering.
It is worth noting that the cluster is not a process, but the
result of the process, but clustering is a process. In the clus-
tering process, one can be formed not one, several clusters.

T. Aliyeva (2021) noted that the role of oil clusters in
economic development is in the efficiency of the oil refin-
ing and petrochemical technology chains. According to her
study, clusters become competitive in three ways: enhance-
ment of the productivity of cluster companies, introduction
of innovation to the sector, and promises of new business
in the industry. Processes formation of the technological
chain in oil refining were addressed. She analysed oil clus-
ters in a narrow context. E. Ahmadov et al. (2021) analysed
the competitiveness of Azerbaijan’s tourism sector and re-
vealed existing problems in the clustering process. They
noted the importance of applying the cluster approach for
the development of the tourism sector in Azerbaijan. Ac-
cording to them, the application of the cluster approach
will remove dependence on oil revenues, and increase na-
tional income and overall prosperity.

A. Aliyeva (2020) noted that one of the essential meth-
odological issues is the role of government in the formation
of clusters. She noted that the growing influence of the state
on the clustering process can be attributed to factors like
market weakness, increase in the volume and value of gov-
ernment goods, the priority of public interest in the context
of globalization, and the need for protection of the inter-
nal market. E. Mamedova & A. Mirgeydarova (2023) noted
that the cluster strategy is one of the important aspects of
state policy in the field of increasing the competitiveness of
the national economy. According to the authors, the forma-
tion of clusters in developed countries is achieved through
the implementation of complex programs. They deter-
mined innovation clusters as effective in such industries as
the energy industry, mechanical engineering, textile, and
the field of nanotechnology. According to them, creating an
innovative environment will encourage innovation.

M. Korabaev (2022) highlighted clusters as a mecha-
nism covering all processes from the cultivation of agricul-
tural products to their processing. Noting the regular activ-
ity of the enterprises included in the clusters in the creation
of the value chain, he evaluated those enterprises as inde-
pendent economic subjects. Y. Sadikhov (2019) studied the
current state of Azerbaijan’s agricultural processing sector
and determined the importance of creating clusters in the
regions to ensure the future development of the sector. He
noted that the creation of clusters in regions will affect the
development of agriculture.

R. Aghayev (2022) studied the development prospects
of territorial clusters in Azerbaijan and highlighted the im-
portant role of regional demand in the formation of clusters.

He noted that providing a cheap labour force in the regions
of Azerbaijan, contrary to the city of Baku, creates great po-
tential for the development of labour-intensive clusters in
the regions. He added that despite the mention of clustering
in state documents as one of the mechanisms of economic
development, there is a great need for major studies to be
made for its success. Sh. Sadikhov (2021) noted that cluster
development is one of the means of economic development.
As such, industrial clusters are groups of enterprises that are
interconnected and complement each other in the process
of producing products or providing services. The concen-
tration of enterprises included in clusters in a single area
depends on the nature of the produced product and the pro-
vided service. A cluster may be formed on the production of
leather products, tea, ferrous and non-ferrous metals, furni-
ture, nuts, cigarettes, etc. in Azerbaijan. At the same time, he
investigated the competitive development potential of Azer-
baijan’s weaving and leather production areas and proposed
the application of the cluster approach in their complex
development. The creation of clusters provides a systematic
approach to economic development and a unified team ac-
tivity. The role of the state is to create favourable conditions
for the joint activity of the enterprises included in the clus-
ters, to help solve their problems (Sadikhov, 2022).

It is possible to conclude that none of the Azerbaija-
ni researchers have assessed sufficiently the clustering po-
tential regionally and sectoral based on statistical data. As
such, theoretical issues of clustering, clustering process and
clustering potential assessment were prioritised. Although
the clustering potential of Azerbaijan from a regional point
of view has been assessed at a superficial level, studies have
not been conducted from a field point of view, thus defin-
ing the study’s aim.

MATERIALS AND METHODS

The study dates from the end of 2022 to the beginning of
2023. Given that the final statistical data for 2023 can only
be obtained in October 2024, it was not possible to include
data for this period. For this reason, the study used only
statistical data for the period 2018-2022. In this research,
both theoretical and field data on cluster, clustering and
clustering potential assessment were studied. A compar-
ative and statistical analysis method was used during the
study of field data. The balance method was used to deter-
mine the indicators of local demand, actual consumption
and import dependence for weaving products.

In practice, the three-star and competitive rhombus
methods are used in the assessment of cluster potential
(European Commission, 2020). Each of these methods has
advantages and disadvantages. The use of the three-star
method is acceptable for countries that are industrially
developing and many business entities on their territory.
It is appropriate to use the competitive rhombus method
to assess the cluster potential of countries that are small in
territory, have few economic subjects, and are poorly devel-
oped in terms of industry. Thus, this method requires more
detailed analyses to assess cluster potential.
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Therefore, the competitive rhombus method was used
to assess the clustering potential of the weaving industry.
Using this method, the production factors of the field, the
demand potential of the republic, and import and export
data were studied. When analysing the “production fac-
tors” indicator, factors such as the availability of raw ma-
terials and qualified personnel for product (service) pro-
duction, the state of production and social infrastructure,
access to basic services, and the availability of investment
resources are studied and evaluated. The “Company strat-
egy and competitive environment” indicator includes the
assessment of all the potential of companies operating in
the field selected as a cluster target. During the assess-
ment of these indicators, the level of professionalism of
the enterprise management, the state of application of
special reporting standards, the tendency to apply innova-
tions, the possibilities of attracting investments, the level
of professionalism of the personnel, the desire to attract
investment, personnel training, the targeting of access to
foreign markets, preference for healthy competition and
competitive tactics are addressed. The “demand potential
of the region” indicator denotes the volume of demand for
the cluster products in the region. Thus, before being sold
abroad, the produced product is directed to the consump-
tion of the population and the business sector within the
region. The greater the volume of regional demand, the
higher the possibilities of clustering. Thus, regional de-
mand is the driving force of production. The “current state
of related and supporting sectors” indicator is also impor-
tant for the implementation of clustering potential in the
arbitrary region. In international practice, related sectors
are referred to as areas that include suppliers of raw materi-
als for product (service) production, and service (logistics,
communication, finance, consulting, etc.) subjects. Sup-
porting structures include state and local self-government
structures, civil societies, research institutes and universi-
ties that regulate and assist cluster development. During
the assessment, the physical presence of all these structures
within the region and the quality aspects of their activ-
ity should be addressed. The logical conclusion method
was used in the study to follow the sequence, to summa-
rize the conducted analyses and to reach the conclusion.

RESULTS
The experience of economic development of the countries
of the world proves that the competitiveness of the region

and production complexes can be ensured by the imple-
mentation of cluster-oriented regional policy (Aliyev, 2019;
Cherkashyna, 2022). Such a policy is implemented by the
government. So, if the business entity is a seed, the gov-
ernment, by implementing a favourable economic policy,
forms the fertile soil that ensures the germination, growth,
and further development of that seed. If a favourable eco-
nomic policy is not implemented, not only the develop-
ment of business entities but even their existence will not
be ensured. Opportunities may exist, but they won't be im-
plemented unless appropriate government intervention is
done. To form clusters, a cluster strategy is developed by
the government. All processes related to the creation of
clusters should be reflected in the cluster strategy prepared
by the government. Within the framework of the relevant
strategy, the competitiveness of specific products should be
analysed, and the clustering potential of the field and re-
gion should be determined based on this indicator.

The industry of the Azerbaijan Republic consists of sec-
tors of mining, processing, electricity, gas and steam produc-
tion, distribution and supply, water supply, waste treatment
and processing. In 2022, the value of the industrial product
of Azerbaijan was 50,813.76 million dollars in actual prices,
of which were shares of the mining industry - 74.95%, pro-
cessing industry — 20.97%, electricity, gas and steam pro-
duction, distribution, and supply - 3.49%, water supply and
waste treatment and processing area — 0.59%. The share of
the weaving industry in the total industry was 0.45%, which
was approximately the same in 2018. In 2022, the number
of enterprises operating in the weaving industry was 95,
of which 27 are medium and large enterprises (The State
Statistical Committee..., 2023a). Medium and large enter-
prises in the Republic of Azerbaijan mean business subjects
with more than 51 employees and an annual income of
more than 1,764.70 million dollars (Resolution of the Cab-
inet..., 2018) (1 USD =1.7 AZN local currency (currency
rate for 2018-2022)) (The Central Bank of Azerbaijan, n.d.).

The first indicator for evaluation of clustering poten-
tial according to the “Competitive Rhombus” method is
the “production factors” The production factors define the
availability of raw materials and capital for production, the
presence of qualified personnel, the state of infrastructure,
and the state of access to basic services. Raw materials for
the weaving industry are primarily cotton, wool, cocoon,
and synthetic fibre. Information on the availability of raw
materials for the weaving industry is shown in Table 1.

Table 1. Production of cotton, wool and cocoons in the Republic of Azerbaijan, tons

No. Indicators 2018 2019 2020 2021 2022
1 Cotton 233,592.00 295,279.00 336,792.00 287,041.00 322,471.00
2 Wool 15,849.00 16,095.00 16,128.00 16,138.00 15,767.00
3 Cocoons 513.9 643.7 446.6 497.4 341.4

Source: compiled by the author based on materials of The State Statistical Committee of the Republic of Azerbaijan (2023b)

Data in Table 1 demonstrates the presence of raw ma-
terials to produce weaving products in Azerbaijan, and the

production of cotton, which is the main raw material, is
increasing year by year. In 2018-2022, a slight decrease in
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wool and cocoon production was observed. Wool and co-
coon raw materials are used in domestic production, and
since their use remained stable during the period under
review, it did not stimulate the growth of raw material pro-
duction. The main reason for the increase in cotton pro-
duction is its partial processing and export in the form of
cotton fibre and yarn. Therefore, the main reason for the
increase in cotton production is not its use in local pro-
duction, but export. It is worth noting that cotton fibre
is exported to Turkey, Iran and Russia, and cotton yarn
is exported to Turkey, Russia, Ukraine, and Bangladesh
(The State Statistical Committee..., 2023c). Azerbaijan has
enough qualified personnel and investment opportunities
to create clusters in this field (Aliyeva, 2021). The produc-
tion infrastructure is satisfactory and is improving day by
day (Order of the President..., 2021). To implement pro-
jects in the non-industrial sector, the State Oil Fund of the
Republic of Azerbaijan (2023) allocated 52.94 million dol-
lars to the State Investment Company.

According to the “Competitive Rhombus” method,
the second indicator that determines the clustering poten-
tial is “Company strategy and competitive environment”

This indicator provides an assessment of the capabilities of
companies working in the field selected as a cluster target.
Regarding this indicator, in 2022, the number of medium
and large-sized business subjects operating in the relevant
field in Azerbaijan was 27 (The State Statistical Commit-
tee..., 2023a). Currently, leading enterprises such as Giltex
LLC, Mingachevir Tekstil LLC, Azerpambig ASK LLC, and
Azeripak LLC, which produce weaving products, operate
in Azerbaijan. As such, Azerbaijan has some leading en-
terprises in this field. These enterprises can be the core of
weaving clusters.

“The demand potential of the region” is one of the main
indicators that determine the clustering potential. Before
being exported, the produced products (services) are direct-
ed to the consumption of the business sector and population
within the regions of the republic. The greater the volume of
demand within the region or the republic, the higher the fa-
vourable opportunities for clustering in the region. Thus, re-
gional demand is the driving force of production. Since the
Republic of Azerbaijan is small in terms of territory, it can
be considered a region. The availability of regional demand
and other related information is demonstrated in Table 2.

Table 2. Actual consumption of weaving products and level of import dependence, million dollars

No. Indicators 2018 2019 2020 2021 2022
1 Stock of ﬁmshed. products in wz.irehouses of manufacturing 26.59 29,59 2018 26.88 20.29
enterprises (at the beginning of the year)
2 The volume of domestic production 146.00 179.00 141.71 217.35 228.59
3 Import volume 430.97 461.7 401.86 496.6 53291
4 Export volume 135.21 185.43 182.12 303.02 246.68
5 Stock of finished pr(.)ducts in warehouses of manufacturing 2959 2918 26.88 20.29 5176
enterprises (at the end of the year)
6 Actual consumption (11+21+31-41-51) 438.76 455.68 363.75 417.52 483.35
1 0,
7 Import dependence with %, 9756 10141 11118 12085 10351

(import x 100 / production + import — export)

Source: compiled by the author based on materials of The State Statistical Committee of the Republic of Azerbaijan

(2023a; 2023c¢)

Table 2 demonstrates that the amount of actual con-
sumption in 2018-2022 changed in the interval of 363.75-
483.35 million dollars. Therefore, there is demand within
the republic. If, in 2018, import dependence was 97.56%
and it increased by 5.95% in 2022 and reached 103.51%.
Thus, the dependence on imports is increasing year by
year. This is determined by local production not matching

the structure of domestic demand, the quality parameters
of local products are lower than imported goods, and the
price parameter is higher. Few nomenclatures of locally
produced products why don’t correspond to the structure
of domestic demand. The aforementioned statements can
be confirmed by referring to nomenclature and volume of
production, which is shown in Table 3.

Table 3. Production of basic weaving products, in kind
Name of indicators 2018 2019 2020 2021 2022

Cotton fibre (carded and combed), thousand tons 61.0 85.0 71.6 92.5 91.0
Cotton fabrics, thousand sq.m 19,314.40 21,098.00 29,965.50 33,918.90 22,531.50
Silk fabrics, thousand sq.m 40.7 103.2 - 69.8 181.80
Cotton bed sheets, thousand pieces 580.7 610.5 268.1 350.9 45.70
Carpets and carpet products, thousand sq.m 2.4 3.0 1.3 13.0 5.6

Source: compiled by the author based on materials of The State Statistical Committee of the Republic of Azerbaijan (2023a)
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As can be seen from Table 3, five main types of weav-
ing products are produced in Azerbaijan. Local demand
for weaving products cannot be limited to a product range.
Due to the few product ranges, imports are inevitable to
meet the domestic demand. It is worth noting that the ex-
port of weaving products from Azerbaijan is in the form
of cotton fibre and cotton thread, and its import is in the
form of finished products. Cotton exports amounted to
108.35 million dollars in 2018, and in 2022 this figure in-
creased by 105.41 million dollars or 97.29% and reached

2018
Name of product groups

sum Special weight

Table 4. Import of basic weaving products, million dollars

213.76 million dollars. The share of cotton in the total
export of weaving products was 80.1% in 2018, it has in-
creased by 6.55% and reached 86.65% in 2022 (The State
Statistical Committee..., 2023c). Table 4 demonstrates im-
port data, which can be used to determine the structure
of local demand. Thus, the import structure by product
groups provides more accurate information about do-
mestic demand’s structure and volume. The change in the
structure of domestic demand directly affects the change
in the structure of imports.

2022
Special weight

2019

Total weaving products’ import  430.96 100 461.70 401.82 496.60 532.91 100
as well as not all but a major group
of imported weaving products
Chemical yarns, flat and similar
1 . . . 45.10 10.47 45.56 33.28 42.98 46.70 8.78
yarns of chemical weaving materials
Cotton felt and non-woven materials;
2 special thread; ropes and cables 13.72 3.18 23.12 29.43 47.86 44.95 8.43
and products from them
3 Carpetsandother weaved floor ) | 421 1885 1527 2128 1892 355
coverings
4 Machine and hand-knitted fabrics ~ 13.80 3.21 20.55 20.74 32.61 36.75 6.90
5 Machineor hand-knitted clothing 5 o 55, 15334 11450 16446 16755 31.44
items and clothing accessories
Clothing and clothing items,
6 other than knitted or crocheted 118.5 27.51 123.36 91.82 97.44 123.1 23.10
by machine or by hand
7 Other finished weaving products; 5 | 8.37 3385 5736 4906  40.36 7.57

sets; used garments and textiles

Notes: for comparison purposes, special weight is taken for 2018 and 2022
Source: compiled by the author based on materials of The State Customs Committee (2023) and The State Statistical

Committee of the Republic of Azerbaijan (2023c)

Table 4 does not demonstrate all weaving products im-
ported, only products with a larger share in total. As can be
seen from the data, the main weaving products imported to
Azerbaijan belong to product groups of “machine or hand
knitted clothing items and clothing accessories’, “clothing
and clothing items, other than knitted or crocheted by ma-

» o«

chine or by hand”, “chemical yarns, flat and similar yarns
of chemical weaving materials”, “cotton, felt and non-wo-
ven materials, special thread, ropes, cables and products
from them” Although the share of these product groups
in imports has changed slightly in 2018-2022, they remain
the main import products. Therefore, the main domestic
demand is for these products. The table shows that the types
of locally produced products are few, and they differ from
the structure of imports. There is almost no domestic pro-
duction of imported weaving products. From this point of
view, when creating a cluster in the field of weaving product
production, the structure and volume of domestic demand
must be considered first.

In the domestic market, there are both locally pro-
duced and imported products for some types of products.
Local production of headwear, bedding, and cotton fabric

has competitive advantages in terms of quality parameters
compared to imported products. But for several product
types (carpets, floor covers, socks) in the domestic market,
local production loses to foreign products both in terms of
price and quality. Thus, the domestic market is loaded with
imported products of different price and quality parameters,
and as a result, it hinders the development of local produc-
tion. It is a reality that the products of the enterprises of the
weaving industry, which are in the stage of reorganization,
cannot compete with imported products. Nevertheless, in
terms of health and hygiene, local products are of higher
quality than imported. Thus, natural cotton, wool and co-
coon are used as raw materials in locally produced products.

In local production, raw materials with chemical con-
tent are used in small amounts. The use of natural raw mate-
rials in local production leads to high parameters of product
quality and price. If locally produced products are lagging
behind imported products in terms of design and techno-
logical processing, this problem can be solved step by step
by creating more favourable business conditions for local
production. The indicator “Current status of related and
supporting sectors” is one of the factors that determine the
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clustering potential of the region. The situation in this field
is satisfactory in Azerbaijan and there are enough business
structures. On the other hand, the development of the main
production area will also lead to the revitalization of related
and supporting sectors existing within the republic. It is pos-
sible to conclude from the above that there is a potential for
the creation of clusters in the weaving industry of Azerbaijan.

DISCUSSION

Clustering, being a method of approaching economic de-
velopment, has regional and sectoral characteristics. The
purpose of creating industrial clusters is to ensure the de-
velopment of the region, the field and the entire economy
by using regional resources. By organizing industrial parks
in the regions, the government creates a favourable busi-
ness environment in those areas and thus brings technolog-
ically related companies to one centre. Being a part of the
government’s industrial and regional policy, the formation
of industrial clusters in the regions ensures the systematic
development of the economy. Although there are differ-
ences of opinion among researchers in the approach to the
term cluster, there are several ideas that generalize them.
Thus, the cluster has a regional character and brings togeth-
er enterprises with sectoral characteristics that are techno-
logically related and located in the value chain. These fea-
tures are given in the definition of clusters by M. Porter,
and among other scientists, his definition has fully revealed
the nature of the cluster (Yevtushenko & Halimon, 2021;
Yevtushenko & Gudz, 2022).

T. Aliyev (2019) made additions to the definition of
clusters, such as stimulating innovation and aiming to pro-
duce competitive products (providing services). Innova-
tions develop faster in enterprises included in clusters, but
the production of competitive products is not a goal, it is a
compulsion. The competitive environment forces them to
produce a competitive product. However, taking competi-
tive product production as a target cannot be attributed to
the essence of clusters. The purpose of enterprises included
in clusters is to produce economically profitable products
that can be sold in both domestic and foreign markets.
The author explained the “Three Star” and “Competitive
Diamond” methods of assessing the competitiveness of
regional clusters and cluster potential but did not indi-
cate which of these methods is suitable for the Azerbai-
jani industry. Moreover, he considered only the theoret-
ical aspects of the assessment of the competitiveness of
regional clusters. The author put forward a joint decision
of the participants as an important condition for the cre-
ation of clusters. It is worth noting that clusters can be
formed even without such a decision. Thus, there cannot
be any official document that brings the clusters together
and concentrates them in a single centre. If this process
takes place, the principles of a free market economy will
be violated, as a result, the existence of private enterpris-
es will be questioned. It is technological relationships
and common interests that bring cluster participants to-
gether. In addition, clusters can include not only one, but

several parent companies, and a group of enterprises can
be formed around them. Thus, to take advantage of the
favourable conditions created in industrial parks, one or
several parent companies can come here, thereby increas-
ing the number of producers of the same product and, as a
result, a competitive environment is formed. Clusters are
not created but formed. Clustering is a process, and a clus-
ter is a result of this process. Economic and industrial pol-
icies implemented by the government shape the strengths
and weaknesses of clusters by influencing the clustering
process. This does not happen in a short period.

In defining clusters, T. Huseynov (2019) noted its fea-
tures of creating and completing the value chain as an ad-
vantage. The author also noted the importance of having a
single legal document that regulates the relations between
the enterprises within the cluster. Intra-cluster relations
should be regulated not by a single legal document, but
by contracts concluded between technologically related
companies. I. Aliyev et al. (2019) addressed the territorial
characteristics of clusters and defined them as a localized
group. Clusters have territorial characteristics; however,
sectoral enterprises are concentrated in the respective areas
as well. The existence of a raw material base, a favourable
environment and regional demand brings together field en-
terprises and concentrates them in a single area. Azerbaijan
is small in terms of territory. Existing weaving enterpris-
es can be taken as components of two industrial clusters.
Thus, the existing large weaving enterprises are owned by
two different owners. As a sales market can be taken local
market in the initial stage and then the South Caucasus and
other interesting areas. Market demand determines what to
produce, enterprises determine how to produce, and gov-
ernment determines where to produce.

I. Alibayli (2023) studied the benefits of clustering in
Azerbaijan and the economic problems it will create. He
noted the benefits of clusters, such as reducing interregion-
al economic inequality, attracting foreign investment to
Azerbaijan, increasing economic productivity, providing
access to innovations, reducing dependence on imports
by increasing production, and increasing the number of
national brands and export potential. As for the economic
problems that will arise, he mentioned the conditions for
the creation of cartels, higher than normal wage growth,
the increase in the price of goods and services, and the in-
crease in company costs. However the study was conducted
purely theoretically, and the results were not substantiat-
ed. Therefore, the results indicated by the author cannot be
considered realistic, as these economic problems have not
yet been confirmed in practice.

E. Ibishov et al. (2020) noted that clusters are the group
of interconnected enterprises in the region that serve to in-
crease the wealth of the population through the export of
goods and services. The geographical concentration of the
clusters described by the authors in areas with a high flow
of goods and services creates added value for the coun-
try’s economy. Although the researchers analysed the ex-
port importance of the clusters for Azerbaijan and noted
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the territorial concentration and specifics of value creation
as outstanding aspects, it is worth noting that their study
was conducted within a very narrow framework. In this
case, the theoretical proposals of R. Aghayev & A. Mehti-
yev (2021) can be accepted. They studied regional inequal-
ity in socio-economic development and proposed to intro-
duce a cluster approach and develop appropriate strategies
for regional economic development. The authors also noted
that the cluster potential of regions should be analysed us-
ing quantitative and qualitative methods, which will allow
us to assess the competitiveness of regions.

The above-mentioned researchers studied industrial
clusters from a theoretical point of view and paid special
attention to their importance at the macro level. This as-
pect unites the analysed works with the study conducted in
this paper, as the results also cannot be considered justified
from a practical point of view. Therefore, the conclusions
drawn without studying the problems of specific enterpris-
es that will participate in clustering cannot be considered
complete, but they provide a reliable and accessible start for
future research at the micro level.

CONCLUSIONS
From the conducted research, it is possible to conclude that
there is a potential for clustering in the weaving industry of
Azerbaijan. To create and develop clusters in the weaving
industry of Azerbaijan it would be reasonable to create a

of clusters is important to establish relations with foreign
companies and establish with them joint. It is appropriate
interference in their business should be stopped and given
priority to cluster products in public procurement. Protec-
tion of the local market on manufactured products should
be ensured, customs control should be strengthened, and
exports should be encouraged. To support the development
of clusters and help solve their problems is logical to cre-
ation a relationship between cluster participants and com-
petent government structures, and the attitude of the gov-
ernment toward business should be established on a sound
basis. To increase the sale of cluster products, quarterly sales
fairs should be organized at the expense of the government,
annual exhibitions should be held, and government support
should be provided for participation in international exhibi-
tions. To increase the sale of cluster products is appropriate
their purchase promoted at the republic level. Exemption of
some locally manufactured products from value-added tax
will lead to a decrease in their prices, and as a result, local
production will gain an advantage in the domestic market.
In the study, investigations were conducted at the field lev-
el, but due to the lack of enterprise data, investigations at
the micro level were not conducted. In the next study, the
investigation will be conducted in the direction of assess-
ing the production potential of Azerbaijan’s food industry.
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I[TpoBigHMIT HayKOBMII CIIiBPOOITHMK

IactuTyT exoHOMiKM MiHicTepcTBa Hayku i ocBitu Pecniy6mikm Asep6aiimxan
AZ1143, Byn. I. [IxaBiga, 115, M. baxy, Asep6aitmxan
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MOXXNMBOCTI CTBOPEHHS KJlacTepiB
Yy TKaubKii npomMucnoBocTi Pecny6niku Asep6angxaH

AHoTauif. PopMyBaHHs IPOMICIOBUX KIACTepiB € (POPMOI0 CUCTEMHOTO IfIXOAY 4O PO3BUTKY IIPOMUCIOBOCTI Ta
CYMDXKHUX Taly3ell i Ma€ BMCOKY aKTYa/lIbHICTb K OJJVH i3 HallpsAMiB PO3BUTKY €KOHOMIKM Ha Cy4acHOMY eTari. MeToro
TOCIIiPKEHHS € BM3HAYEHHS MOXX/IMBOCTEN CTBOPEHH K/IACTEPIB y TKALbKIll IPOMUCIOBOCTI A3epbaiipKaHy Ta HalaHHs
IpONO3NLiil IOA0 iX peasnizanil. [l DOCATHEHH:A IIOCTaBIEHOI METHU 6y710 BUKOPUCTAaHO METOAM IOPiBHAIBHOIO
Ta CTaTMCTMYHOTO AHAJIi3y, KOHKYPEHTHOro pomMba Ta JIOT{YHOrO BUCHOBKY. Y CTAarTi IMifKpecIeHO HeoOXifHICTDH
HAJIATO[PKEHHA CIIBIpali 3 iHO3eMHMMM KOMIIAHiAMM 1A (OpPMYBaHHA Ta PO3BUTKY KIACTepiB, HATONOLIEHO Ha
3am06iraHHi He3aKOHHOMY BTPYYaHHIO y MiAIPUEMHULIBKY AiSUIBHICTD Ta PO3I/IIHYTO BXXIUBICTD IHTETpalii TKAIbKOI
IPOMICIIOBOCTI Ta BUpOOHMITBA opAry. [l GopMyBaHHs KIacTepiB MPOIOHYETHCSI CTBOPUTHU OINBII CHPUATINBE
6i3Hec-cepefoBuIle Ha KOHKPETHMX TEPUTOPLAX Ta 3a0e3MMeUnTH CIPUATINBI YMOBU /I BeleHHs Oi3HeCy, CTBOPUTHU
KJIacTepu /sl BUPOOHMI[TBA BUTLHOI IMITOPTHOI IIPOAYKIIL, a TAKOX Hajasi 361/1bIryBary mpedepeHIiiiHi MOXX/IMBOCTI,
IO HAaJAlOThCA MPOAYKIHI K/IacTepiB y HepyKaBHUX 3aKymiBaAX. IlifKpecneHo BaXKIMBIiCTh HaarofPKe€HHA [i/TOBMX
3B’SI3KiB MDXK yYaCHUKAMI K/IACTEPiB Ta OpraHaMM Aep>KaBHOI Blajy, GOpMyBaHH: Ha OOIPYHTOBAHIN OCHOBI CTaB/IEHHS
Iep>kaBi 1o 6i3Hecy Ta pori itoro omikyHa. [IpakTudHa IiHHICTb ZOCIIPKEHHS TIOJIATA€ B HAJAHNX PEKOMEH/IAIIisAX I0f0
3aXJCTY BHYTPIIIHBOIO PUHKY BiJf iMIIOPTHOI NPOAYKIIii Ta IOCM/IEHHA MUTHOIO KOHTPOIO 32 BB€3€HHAM iMIIOPTHOI
IPOAYKIIi, a TAKOXX CTUMYIIOBAaHHA €KCIIOPTY FOTOBOI IIPOAYKIil

Knio4yoBi cnoBa: 1mpomec KiaacTepusallil; IOTeHLian KiacTepmsauii; (akTMYHe CIIOKMBAHHS; piBeHb
iMIIOpTO3a/IeKHOCTI
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Strategic forecasts for circular economy transition:
Evaluation of the role of technology in economic development

Abstract. The use of a circular economy, as opposed to linear production, allows for optimal waste utilization, reduces
the shortage of resources, reduces the negative impact on the environment, and achieves competitive advantages through
innovation. The driving force for this transition is a technological development that enables more efficient and rapid change.
The study aims to assess the impact of technology on the transition to a circular economy, which gaining prominence amid
challenges posed by population growth, climate change, and environmental degradation. A combination of quantitative and
systematic analysis methods was used in the study, namely exploring, categorizing, and analysing case studies, and industry
reports and conducting meta-analysis. The research identified key drivers for transitioning to a circular economy, including
awareness of resource depletion, environmental concerns, technological advancements, changing consumer values, and
government regulations. The study explored various circular economy definitions and categorized the development of its
principles into stages from 1966 to 2023. The exploration into the complex role of technology demonstrated its potential to
accelerate the adoption of circular economy principles globally. The research extended beyond conventional boundaries,
illustrating technology’s capacity to amplify the influence of sustainable practices. As industries balanced economic growth
with environmental responsibility, the study provided empirical evidence of technology’s efficacy in facilitating the transition
to circular economies. This study contributed valuable insights into the critical link between technological development
and the circular economy transition. Successful case studies and empirical assessments offered a pragmatic foundation
for policymaking, corporate strategies, and ongoing research. The study holds theoretical significance in advancing the
understanding of circular economy dynamics. At the same time, it practically informs policy formulation and corporate
strategies conducive to sustainable economic transformation

Keywords: sustainability; circularity; closed loop economy; regenerative economic system

INTRODUCTION
A primary issue of the modern world is the transition current trajectory of resource consumption under the pre-
from the economic model of consuming finite natural vailing linear economic model has a high risk of causing
resources. Substantial growth of the global population a disbalance, causing ecological and societal crises, as well
and annual expansion significantly increase the usage of  as endangering business sustainability. In pursuit of estab-
Earth’s resources, exceeding its regenerative limits. The lishing and maintaining equilibrium within the complex
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interplay of the planet’s systems, the transition towards a
circular economy becomes a promising model. Apart from
pressing environmental concerns, this shift is assumed
to be a major milestone for the progressive realization of
multiple United Nations Sustainable Development Goals
(United Nations, 2023). Scientific studies also mention val-
uable perspectives on the circular economy. These studies
echo the evolving narrative on circular economy practices,
sustainability goals, technological development, and their
integration into various sectors.

N. Trushkina (2021) conducted a comprehensive
review of the circular economy, covering its concep-
tual formation, evolutionary development, challenges,
and prospects. The study explores the challenges of its
implementation and provides insights into the unique
context of the Ukrainian economic landscape. D. Bayu-
ra (2021) emphasizes the circular economy as pivotal to
the future success of Ukraine, aligning with the broad-
er discussion on the transformative potential of circu-
lar practices. N. Horbal et al. (2021) addressed the in-
tegration of the circular economy in Ukraine based on
European experiences, adding a regional perspective to
the global discourse. A. Shvets (2022) positions the cir-
cular economy as a new model for Ukrainian econom-
ic development within the European Integration Pro-
cess, providing insights into the practical implications
of circular principles at the national level. L. Deineko et
al. (2019) explored the opportunities and barriers for
the Ukrainian industry’s transition to the circular econ-
omy. M. Dubel (2022) described a circular economy for
achieving sustainability goals amidst globalization and
digitalization, underscoring the importance of technol-
ogy research for circular economy adoption. V. Loiko et
al. (2021) addressed financial and credit activities in the
context of circular economy principles, highlighting the
intersection of economic practices with sustainability
goals. S. Lyholat & L. Semeniuk (2021) analysed circular
economy as a direction of industrial modernization and
emphasised the transformative potential of technology in
the implementation of circular practices.

The adoption of innovative technologies, ranging
from advanced materials and manufacturing techniques
to digital platforms enabling resource tracking and efhi-
cient supply chains ensures the transition towards circu-
larity. By describing ways in which technology intertwines
with circular economy strategies, humanity can transition
from limited linear, wasteful practices. Moreover, tech-
nological interventions not only optimize resource use
but also support novel business models that prioritize
longevity, reuse, and regeneration. The future of circular
technology lies in digital transformation, which not only
enhances transparency but also expedites the shift toward
a circular economy. Digitalization is progressively emerg-
ing as a predominant driver across industries. In align-
ment with the circular economy’s resource optimization
objectives, a notable relation between the two domains is
present. Contemporary digital technologies, such as the

Internet of Things (IoT), Big Data, artificial intelligence
(AI), 3D printing, and blockchain, are substantial in aug-
menting the circular economy (Tenyukh et al., 2022).

Therefore, the study aimed to evaluate the role of tech-
nological advancements in the development of economic
practices as well as the transition towards them based on
example cases. The research tasks involved exploring, cate-
gorizing, and analysing technological factors that influence
the circular economy transition, particularly emphasizing
successful cases.

MATERIALS AND METHODS
This study employs a methodological framework to formu-
late the theoretical, methodological, and practical methods
to evaluate the role of technology in the circular economy
transition. This framework is also used to address the stra-
tegic forecasts of such transition based on case studies. The
research methodology for this study is characterized by a
correlation of quantitative and systematic analysis, provid-
ing a comprehensive analysis of the intricate dynamics be-
tween technology adoption and circular economy strategies.

This study employs a multifaceted approach to meet
the aforementioned goals. The study employed a combina-
tion of quantitative analysis to determine relationships and
trends between technological advancements and circular
transition and case example investigation to analyse re-
al-world contexts to identify further trends. Furthermore,
the inclusion of comparative case studies was used to de-
scribe contextual factors shaping the correlation between
technology and circular economy practices. This approach
allows for a nuanced understanding, acknowledging that
the adoption of technology in circular transitions is not a
one-size-fits-all scenario.

The methodological framework also incorporates
systematic data analysis of industry reports to augment
insights into the role of the technology in the roadmap to
circularity. Industry reports serve as valuable sources of
information, providing a broader perspective on the mac-
ro-level trends and challenges associated with the integra-
tion of technology in circular economy transitions. Addi-
tionally, the application of a meta-analysis methodology
is chosen for its logical and abstract analysis facilitation.
The meta-analysis methodology enables a comprehensive
synthesis of existing research, unveiling broader patterns
and correlations that transcend individual cases of circular
economy transition.

In acknowledging the study’s inherent limitations, it is
worth noting that while quantitative analysis offers statisti-
cal robustness, it may not capture the entirety of contextual
nuances regarding circular economy transition, as it is a
novel practice that requires further research. Additionally,
case examples, despite their usefulness, were not employed
in this study. The employment of a meta-analysis method-
ology, while capable, relies on limited available literature
and might be constrained by data availability and quality.
These aspects were used in the interpretation of findings,
providing a holistic perspective on the study results.
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RESULTS AND DISCUSSION

Over the span of the 19" and 20" centuries, the Industrial
Revolution has been predominantly governed by a linear
production and consumption model. In this model, prod-
ucts are manufactured from raw materials, sold, utilized,
and subsequently discarded either through landfilling or
incineration. This evolutionary trajectory, enabled by tech-
nological development, substantially increased economic
productivity and ensured the prosperity of society.

In its pursuit of expansion, this economic structure
has incentivized heightened sales and the emulation of

economies of scale, thereby engendering a perpetual es-
calation in the consumption of commodities and services.
This economic model exhibits a distinctive “take, make,
waste” pattern. It is based on two foundational presump-
tions: the infinite availability of resources (both energy and
raw materials) and the inexhaustible regenerative capaci-ty
of the Earth (Wautelet, 2018). As the economy develops,
the demand for raw materials increases to meet increased
production requirements, consequently resulting in the
increased depletion of natural resources and generation of
waste. This is illustrated in Figure 1.

m Resourse demand

USA
Denmark
South Korea
Germany
UK

China

Brazil

Figure 1. Number of resources needed (in number of Earths) to satisfy 21*-century consumption levels by country

Source: adapted by the authors from A. Fleck (2023)

Estimates from the NGO (Non-governmental Organ-
ization) Global Footprint Network (2023) reveal that if the
entire global population adopted lifestyles akin to those of
the United States, the planetary resources would be deplet-
ed at a staggering rate, requiring 4.9 more Earths to meet
the demand within a year. The driving force behind this
advancement is primarily attributed to industrialized na-
tions, with countries like Qatar, Luxembourg, and Bahrain
demonstrating even higher resource consumption, equiva-
lent to 5.4 to 8.7 Earths if their lifestyles were universalized.
Despite their significant resource demands, their smaller
populations temper their global impact when compared to
larger nations like the United States.

Across Europe and Asia, major industrialized nations
reflect similar patterns, requiring 2.6 to 4.8 Earths to sus-
tain their consumption if universally applied. China’s living
standards necessitate the use of 2.4 Earths. In contrast, Indo-
nesia aligns closely with the allotted global resource capac-
ity, signifying its responsible consumption practices, while
India consumes only 0.7 Earths annually (Fleck, 2023).
Consequently, this trajectory will cause increased CO,
emissions and waste generation. The input from developed
nations currently exceeds that of developing countries by
over threefold (Hieminga, 2015). This leads to a significant
fear for the future of the coming generations if the world
does not change the current economic model.

The fusion of industrial and technological progress,
coupled with widespread global trade, caused significant
economic expansion, catalysing human well-being. None-
theless, the foundational principles of the linear model
are no longer applicable within the contemporary global

landscape. Several pivotal trends now imperil its sus-
tainability, thus precipitating demand for an alternative
economic paradigm (Wautelet, 2018). Since the 2010s,
scientists around the world addressed this problem by in-
vestigating a novel economic paradigm known as the “cir-
cular economy”. Advocates of this concept contend that
circular growth holds the potential to address the climate
crisis while expediting the emergence of an inclusive green
economy. Besides this, the emergence of the concept of a
circular economy was driven by several interrelated factors
that prompted humanity to reconsider traditional linear
economic models. These factors are presented in Figure 2.
Collectively, these factors necessitated the analysis and de-
velopment of the circular economy as a viable alternative
to traditional linear economic models. The circular econ-
omy’s potential to address environmental, economic, and
social challenges garnered attention from scientists, poli-
cymakers, and businesses alike, prompting the rethinking
of established economic paradigms. The essence of this
economic model was described in a 2019 study conduct-
ed by scholars from the University of Oxford (Haney et
al., 2019), describing interviews with participants of the
Platform for Accelerating the Circular Economy (PACE).
These experts concurred that the circular economy em-
bodies a regenerative design, striving to retain most re-
sources within products, their constituents, and materials.
Unlike growth models based on the utilization of finite
resources, the circular economy is not contingent upon
such resource consumption. It fundamentally emerges as a
progressive trajectory steering society toward sustainable
development (Trushkina, 2021).
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Resource Depletion

The realization that finite natural resources were being rapidly depleted due to linear consumption patterns spurred the
need for alternative economic models that could ensure sustainable resource use over the long term.

Environmental Concerns

to explore strategies that minimized environmental harm.

Escalating pollution, waste generation, and environmental degradation highlighted the detrimental impacts of the
linear “take-make-dispose” approach. As the negative consequences became more apparent, there was a growing impetus

Economic Pressure

transitioning to models that optimized resource use.

The inefficiencies inherent in the linear economy, characterized by the excessive use of resources and waste generation,
led to economic inefficiencies. Businesses recognized the potential for cost savings and enhanced profitability by

Innovative Technologies

Technological advancements offered new possibilities for resource-efficient production, recycling, and remanufacturing.
These innovations provided the tools necessary to reimagine economic systems and their reliance on virgin resources.

Shift in Consumer Values

these preferences.

Evolving consumer preferences towards sustainable and ethically produced products created a market demand for
environmentally responsible goods and services. Businesses started recognizing the competitive advantages of catering to

Policy and Regulation

Growing awareness of environmental issues prompted governments to introduce regulations aimed at curbing waste and
pollution. This regulatory environment nudges businesses to adopt more sustainable practices.

Global Collaborations

International initiatives and agreements, such as the United Nations Sustainable Development Goals (SDGs) (United
Nations, 2023), highlighted the urgency of transitioning to more sustainable economic models. This global momentum
encouraged research and discussions about circular economy principles.

Scarcity Concerns

The rising scarcity of certain raw materials and the potential for geopolitical conflicts over resource access underscored
the need for strategies that ensure resource security through recycling and reusing materials.

Figure 2. Factors driving reevaluation of traditional economic models
Source: adapted by the authors from S.A. Neves & A.C. Marques (2022)

The concept of the circular economy holds diverse
perspectives within the realm of scientific literature. Typ-
ically, scholars tend to link this concept to such terms, as

» « » «

“circular economy’, “cyclical economy’, “renewable econo-
my’, “closed-loop economy”, and “green economy’, among
others. Some researchers state that the circular economy
signifies a novel phase in the evolution of sustainable de-
velopment particularly the green economy (Murray et
al., 2015). The circular economy introduces a novel eco-
nomic paradigm rooted in cyclical business models. Rather
than adhering to the conventional pattern of resource ex-
traction, transformation into products, and eventual waste
generation, the circular economy emphasizes the extension
of product lifecycles and the reincorporation of raw mate-
rials, imbuing them with renewed utility.

However, a less frequent viewpoint regards it as an
autonomous trajectory within the economic theory of the
1970s. Notably, the circular economy is not an alternative
to the “green economy” but is an intrinsic element of it to

attain sustainable development (Trushkina, 2021). As for
a more modern view, in the context of the U.S. Save Our
Seas 2.0 Act of 2020, the circular economy is defined as a
model that employs a systemic approach. This approach
is based on renewable or regenerative industrial process-
es and economic activities. The core idea is to ensure that
resources employed in these processes and activities retain
their value for as long as possible, thus eliminating wastage
(Hope, 2022).

Despite some differences, the diverse schools of
thought share a common foundation: the current industrial
economic system is unsustainable, necessitating the re-es-
tablishment of a harmonious relationship with the envi-
ronment. Consequently, the ecosystem, encompassing the
economy and society, must be viewed as just one of many
ecosystems and an integral component of the environment
(namely, the biosphere). Faced with these challenges, these
schools of thought universally advocate for solutions draw-
ing inspiration from nature, aiming to optimize resource
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utilization while concurrently mitigating adverse environ-
mental repercussions (Wautelet, 2018).

The idea of the circular economy is to mitigate the life
cycle impact of materials, curbing the utilization of dele-
terious substances, and decreasing material consumption
necessity for economic expansion. Moreover, this approach
prioritises recycling, encompassing a broader spectrum
of strategies to ensure sustainable resource utilization and
waste minimization. Therefore, the following two defini-
tions are the most comprehensive and accurate: “The cir-
cular economy refers to an industrial economy that is re-
storative by intention; aims to rely on renewable energy;
minimizes, tracks, and eliminates the use of toxic chemicals;

and eradicates waste through careful design” (Ellen MacAr-
thur Foundation, 2015) and “Circular economy represents
a development strategy that entails economic growth with-
out increasing consumption of resources, deeply transform
production chains and consumption habits and redesign
industrial systems at the system level” (Document of the
European..., 2014). The array of defined concepts encom-
passes a broad spectrum of theoretical foundations from
which the circular economy concept draws its origins.
These ten concepts have all contributed essential building
blocks to the comprehension of the circular economy, and
they are arranged in Figure 3 according to their conceptual
scope (from broader to more specific).

Sustainable Development
This comprehensive concept seeks to harmonize and fuse the
three dimensions of development: economic, environmental,
and social. It intersects with the circular economy through
economic and environmental dimensions, as well as through
Corporate Social Responsibility, which serves as an entry
point for businesses into Sustainable Development.

>

Ecological Transition
This multifaceted concept encapsulates theory, discourse,
and implementation, primarily employed by the French
government to describe a multi-stakeholder process aimed
at guiding society toward economic development that aligns
with planetary limits.

T

Y

Green Economy
This concept offers economic solutions to predominantly
environmental challenges, conveyed through extensive,
multipartite policy proposals originating from the United
Nations and permeating national governments and NGOs.

>

Functional Economy
Also known as the Performance Economy, this concept, along
with Cradle-to-Cradle and Industrial Ecology, forms the core
strands of the Circular Economy. It advocates for new business
models based on selling performance or services rather than
goods, encouraging innovation and incentivizing closed-loop

production and consumption.
T

Y

Life Cycle Thinking (LCT)
Closely linked with Life Cycle Assessment (LCA) and Life
Cycle Management (LCM), LCT aims to reduce environmental

Cradle-to-Cradle Thinking
This concept, pioneered by Michael Braungart and William
McDonough, serves as a cornerstone of the Circular Economy.

addressing social needs through new products, redefined
value chains, and community development clusters.

impacts through an eco-efficiency-based methodology, > It champions eco-effectiveness by cycling technical

scrutinizing each stage of a product, process, or service's life and biological nutrients to achieve sustainable material
cycle to redesign with fewer embedded impacts. metabolisms.
T
¥
Shared Value Industrial Ecology

Developed by strategy experts Michael Porter and Mark Another pivotal aspect of the Circular Economy, Industrial
Kramer, this management approach seeks to align capitalism Ecology centres on creating and maintaining closed-loop
with societal needs. It calls for businesses to create value by > industrial ecosystems. It optimizes energy and materials,

reduces pollution and waste, and transforms industrial
by-products or waste into inputs to mimic natural ecosystems.

T

Y

Extended Producer Responsibility (EPR)
Aligned with the 'polluter pays' principle, EPR shifts
a product's environmental responsibility back to the producer
throughout its life cycle, promoting post-consumer
end-of-life management and the potential to drive change.

Ecodesign
This concept integrates environmental considerations into
product development, serving as a tool to implement Life
Cycle Assessment results or as a guideline, checklist, or
analytical tool supporting eco-efficiency-based product
development processes.

Figure 3. Underlying circular economy concepts

Source: adapted by the authors from Ciraig (2015)

Tracing the development of the circular economy is
crucial as it provides invaluable insights into the develop-
ment, adaptation, and impact of this transformative eco-
nomic model. The evolutionary progression of the circu-
lar economy can be traced through three principal stages
(Reike et al., 2018).

Stage 0 (1966) - Origin With Ecological Focus:

The trajectory from an industrial to a post-industrial
society during the 1960s, propelled by technological pro-
gress and innovative developmental models, laid the foun-
dation for the circular economy concept. Originating with
the ecological orientation, the concept transitioned to em-
brace economic dimensions (Boulding, 1966).
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Stage I (1970-1990) - Waste Management:

During this phase, European nations and the United
States enacted environmental legislation, spearheading the
concept of the “3R” (Trushkina, 2021). These principles,
such as reuse, remanufacture, and recycle, are considered
fundamental for circular economy concepts. Despite their
significance, the circular economy literature has not exten-
sively focused on providing definitions and a specific order
for these R-principles. This lack of consensus is evident in
the presence of various R frameworks and definitions, rang-

ing from 3Rs to 10Rs. For instance, the term 3R includes
the well-known “reduce, reuse, recycle” approach, which
is accepted by Chinese scholars. However, the 3R concept
can also encompass other triple combinations, such as “re-
use, remanufacture, recycle” and “reduce, recovery, reuse”
(Kirchherr et al., 2017). To clarify the definitions of R-prin-
ciples, Table 1 illustrates the classification of different Rs
based on various layers and objectives. Each R-principle is
illustrated within the context of a product system contain-
ing multiple components and recyclable materials.

Table 1. Classification of R-principles

Another function

Original function

Better original function

Raw materials Recycle Recycle Recover
Components Repair, Remanufacture, Reuse Remanufacture Repurpose
Repair, .
Product Resell, Refurbish, Repurpose,
Remanufacture Remanufacture

Reuse, Remanufacture

Source: adapted by the authors from J. Potting et al. (2017) and E. Ugar et al. (2020)

For instance, the implementation of remanufacture at
the product-system level can retain the original product
function, enhance this function, or even create an entirely
new function. This visualization helps clarify the relation-
ships and distinctions among the different R-principles in a
structured manner. In the same period, the “polluter pays”
principle was created, while waste management remained
central. However, the absence of robust environmental
consciousness led to a disposition where less affluent na-
tions became destinations for waste disposal and recycling.

Stage II (1990-2010) - Environmental Efficiency
Strategies:

This stage witnessed the influence of environmental
payments and pollution charges, which were used as a basis
for circular economy principles. Environmental concerns
were increasingly perceived as economic advancement
opportunities. While waste-free production strategies
emerged primarily in the industrial sector, global environ-
mental challenges gained prominence, culminating in the
recognition of global problems like ozone depletion and
global warming.

Stage III (approximately 2010-present) - Maximum
Conservation in the Era of Resource Depletion:

In this phase, the circular economy crystallized into its
definitive form, merging theoretical research concepts with
practical applications. The survival of humanity amidst

dwindling natural resources, escalating global populations,
and escalating waste generation became a priority. Busi-
nesses were encouraged to adopt three cardinal principles:
green innovations, alternative sourcing, and a transforma-
tion of the industrial paradigm. Presently, approximately
500 global companies have embraced the circular economy
strategy (Trushkina, 2021).

To assess the extent to which the concept of circularity
is integrated into the daily operations of corporations, an
analysis was conducted on the first 100 companies listed in
the Fortune Global 500. It is visually illustrated in Figure 4.
Among these corporations, a significant 89% have chosen
to either publish a sustainability report or an equivalent
Corporate Social Responsibility (CSR) report. Notably, the
content and scope of these reports exhibit a wide range of
variation in terms of their depth and length. Furthermore,
the study revealed that approximately 44% of these corpo-
rations had already implemented a circular economy con-
cept or strategy. In contrast to the diverse nature of the sus-
tainability reports, the landscape appears more consistent
when focusing on initiatives related to the circular econ-
omy. As such, the corporations consistently elaborated on
the application of circular economy tools, the advantages
derived from their utilization, and the alignment of these
tools within their overall business models (PriceWater-
houseCoopers, 2018).

m no sustainability report
CE concept is present

= CE concept is not there

Figure 4. Integration of circularity in top 100 companies from Fortune Global 500
Source: built by the authors based on PriceWaterhouseCoopers (2018)
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Upon closer examination of individual sectors, a het-
erogeneous pattern is notable. Among sectors displaying
advanced initiatives linked to the circular economy, the
fast-moving consumer goods (FMCG) manufacturers and
vehicle industry companies took the lead. Conversely, the
oil industry, financial services, and health sectors exhibited
a lower degree of circularity adoption. However, it is note-
worthy that even within these sectors, there exist exempla-
ry corporations that have successfully woven the principles
of the circular economy into their operational practices
(Rizos et al., 2020).

Expanding the analysis beyond the preliminary find-
ings, it is evident that the adoption of circular economy
strategies is an increasingly pertinent consideration for
corporations across diverse sectors. While the degree of
integration may vary, the presence of circular economy in-
itiatives highlights a growing recognition of the need for
sustainable and resource-efficient business practices. The
circular economy is developed using key factors such as re-
source scarcity, population growth, and shifts in consumer
behaviour. However, a vital prerequisite for its realization is
the advancement of technology and the latest technologi-
cal breakthroughs. The convergence of the physical, digital,
and natural realms is giving rise to a new interconnected
reality. The rapid expansion of technologies across these
domains is providing the remarkable potential to reima-
gine how products and services are provided, reshape their
supply ecosystems, and revolutionize how people monitor
waste and value creation.

The Interplay between the fourth industrial revolution
(Industry 4.0) and the development of the circular econo-
my is synergistic. Tools that facilitate the rise of Industry
4.0 can expedite and facilitate the transition toward circular

practices. Concurrently, these tools are subject to continu-
ous evolution, propelling the Fourth Industrial Revolution
to new heights by engendering solutions that effectively
curtail the wastage of valuable resources. These innovations
thereby pave the pathway toward a waste-free economy. As
the Circular Economy is inherently linked to the develop-
ment of new business models that focus on reducing re-
source consumption, implementing reuse or closed-loop
production, restoration, redesign, recycling, and secondary
processing to ensure a sustainable lifecycle, it is undivided-
ly dependent on technological advancements like big data,
cloud computing and Al (artificial intelligence) (PriceWa-
terhouseCoopers, 2018).

Data plays a pivotal role in the competitive advantage
offered by the circular economy. When combined with
other digital technologies like IoT sensors, data enables re-
al-time sensing of the surrounding environment, leading
to valuable insights. Understanding the location, source,
genuineness, state, and valuable materials contained with-
in material assets is facilitated by the flow of information
packets. This has far-reaching importance. Not only does
understanding the location and potential reuse of assets
provide multiple business benefits, but it also offers key
sustainability advantages. Data analytics, for instance, can
forecast the health of products and assets, minimize pro-
duction downtime, facilitate predictive maintenance, pro-
actively order spare parts, and optimize energy consump-
tion (Lawson, 2022). Data serves as the foundation for
measuring an organization’s sustainability level and pro-
gress towards transitioning to a circular economy, as well
as reporting on these efforts. Figure 5 shows a few examples
of how data and IoT technologies drive the circular econ-
omy forward.9

~

Cars <

Tools <

A4

One of the prominently recognized sharing-oriented platforms is notably car sharing, which has
witnessed numerous initiatives. These initiatives encompass the sharing of both conventional
automobiles and electric vehicles. The convenience of a smartphone application allows users to locate
available cars within their vicinity while also affording insights into their charging status and projected
range. Moreover, this application serves as a means to unlock and access vehicles. Naturally, such seamless
interactions are contingent upon a network of intelligent devices that are capable of intercommunication.

The majority of households harbour valuable technical equipment that owners frequently utilize only on
rare occasions (e.g., drills, chainsaws, etc.). Capitalizing on this realization, a multitude of companies have
sprung up, specializing in the rental of such tools — an avenue aligned with the principles of the circular
economy. In addition, certain facets of Industry 4.0, marked by technological advancements, can
further amplify the efficiency of these enterprises. For instance, the integration of sensors into these
tools can vastly streamline the management of the equipment pool for rental firms.

Figure 5. Data and IoT examples in the circular economy

Source: compiled by the authors based on J. Lawson (2022)

Utilizing IoT technology enables operational enhance-
ments and post-activity oversight, effectively reducing
waste stemming from maintenance oversights and quality
assurance gaps. Sensors enable targeted maintenance inter-
ventions based on real-time operational data, minimizing

scheduled maintenance inefficiencies. Furthermore, IoT
aids in detecting and addressing early-stage manufactur-
ing errors, mitigating downstream waste. In the “Product
as a Service” model, manufacturers retain ownership while
offering hassle-free functionality to consumers, achieved
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through continuous product monitoring. This concept
allows devices to self-report issues and suggest repairs or
replacements, when necessary, with end-of-life insights for
recyclingpossibilities. Smartwaste collection solutions, driv-
en by IoT and data analysis, address inefficiencies in urban
waste collection due to unpredictable consumer behaviour.

The transformative influence of Industry 4.0 on the
shift from a linear to a circular economic model is notably
manifested in the proliferation of automation, encompass-
ing machine learning and robotics, alongside intelligent
logistics driven by data analysis, the Internet of Things
(IoT), and sensor networks. These advancements offer the
potential to significantly curtail waste generation and facil-
itate the efficient reintegration of produced waste back into

the manufacturing cycle. The conventional boundaries of
robotics have been expanded, and a new paradigm is being
shaped by control systems rooted in artificial intelligence
and learning algorithms.

This dynamic landscape provides many novel opportu-
nities for developers and programmers to explore. This ele-
vated level of robotics progress empowers manufacturers to
apply mechanized operations across a broader spectrum of
activities, resulting in heightened output yields, waste reduc-
tion, and elongated product lifespans. Illustrative case studies
and instances that underscore the economic influence aris-
ing from the synergy between robotics, artificial intelligence,
and waste reduction and recycling are noteworthy. The
following Figure 6 depicts cases that illustrate these ideas.

ZenRobotics

Advanced technology transforms robots into waste management experts. Finnish
company ZenRobotics reimagined traditional sorting by incorporating sensors,
robot arms, and AI-powered software in their ZenRobotics Recycler. This system
identifies diverse materials, sorts them efficiently, and adapts to new waste types,

Apple

enhancing sorting line flexibility and effectiveness.

Swedish firm Refind focuses on electronic waste, exemplifying automated
decision-making complexity. Their selecting robot evaluates discarded electronic
devices, analysing components and determining optimal processing methods.
This factory handles 70% of UK battery sorting, encompassing built-in units.

Apple’s Liam robot specializes in electronic waste management, annually sorting
1.2 million phones. This robot identifies devices, extracts usable components,
and diminishes Apple’s resource demand.

Figure 6. Cases of synergy between robotics and waste reduction and/or recycling

Source: compiled by the authors based on J. Lawson (2022)

These robots demonstrate the symbiosis between tech-
nological innovation and waste management, revolutioniz-
ing industrial practices. Incorporating these technologies,
the circular economy gains momentum, demonstrating its
potential to minimize waste, enhance product design, and
create sustainable alternatives. In this, 3D printing is a cata-
lyst for the shift from linear to circular economy models. This
technology enables on-demand production of replacement
parts, enhancing device maintainability, product longevity,
and manufacturing efficiency. By adopting sustainable and
durable products, 3D printing aligns with circular econo-
my principles. Furthermore, it significantly curbs manu-
facturing time and costs for intricate, low-volume items.
Materials technology plays a vital role in waste reduction.
Designing materials for either biological or technical cy-
cles enhances circularity. Compostable materials align with
the biological cycle, while recyclable polymers and alloys
support the technical cycle. Additionally, material advance-
ments can lead to efficient use of resources, such as cre-
ating lighter products with reduced crude oil dependence.

Maximizing the operational efficiency of the technol-
ogy infrastructure is critical for achieving Net Zero and
circular economic goals. Transitioning to the cloud is a

significant step towards a more environmentally sustain-
able technological framework. Cloud computing helps
dematerialize value chains by optimizing the resource use
of individual servers. Nevertheless, informational centres
still have a significant environmental footprint. Google, for
instance, has implemented measures in its data centres to
combat this issue. They've utilized intelligent design and
machine learning to optimize energy usage, generating
substantial energy savings. The proprietary design of their
infrastructure has enabled the refurbishment of server
components to extend their lifespan. Google has also estab-
lished secondary markets for the resale of excess compo-
nents, creating additional revenue streams (Lawson, 2022).

Artificial intelligence (AI) contributes to designing
products for modularity and tracking trends in big data,
which is crucial for understanding material flows in a cir-
cular world. Integrating Al twin technologies, and big data
not only lessens design impact but also amplifies reusabil-
ity potential. Simply put, technology plays a pivotal role in
designing a sustainable future. Numerous companies are
actively experimenting with the integration of blockchain
technology to enhance the traceability of chemicals, par-
ticularly plastics, throughout their entire lifecycle. A col-
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laborative effort between Mitsui Chemicals and IBM Japan
aims to establish a resource circulation platform utilizing
blockchain technology, ensuring seamless traceability from
the initial raw materials, such as monomers and polymers,
to the various stages of manufacturing, sales, utilization,
and product recycling. Similarly, Porsche, Borealis, Domo
Chemicals, and Covestro have initiated a blockchain trace-
ability project. Furthermore, Solvay has commenced trials
of blockchain technology to effectively track its products
across the entire value chain in conjunction with Chem-
chain (Lawson, 2022).

Overall, from a conceptual standpoint, the transition
to a circular economy holds several potential advantages.
These are mitigation of environmental pressures and con-
sequences and cost savings related to materials, reduced
susceptibility to price fluctuations, and enhanced supply
security. Governments view the circular economy as an
appealing alternative to the conventional linear economic
model. This shift can uncouple economic growth from re-

source consumption, stimulating innovation and employ-
ment opportunities. For businesses, the transition offers
practical benefits, such as diminishing the risk of resource
shortages and creating new revenue streams, alongside
technological advantages facilitated by emerging technol-
ogies that facilitate circular principles (Wautelet, 2018).
From a social point of view, it means an increase in jobs
and stable income that can guarantee maintaining the nec-
essary level of life. Nevertheless, the circular economy is
not ideal has some threats and could be subjected to small-
scale failures due to being a new concept. For example,
many linear economy workplaces could be lost in transi-
tion. Regular people should keep an emergency fund to oft-
set these implications. Experts recommend having enough
money to cover up for at least 6 months (Morgan, 2023).
lustrated in Table 2, this context delineates the business
prospects emerging within a circular economy, the driving
trends that expedite its integration, and the challenges that
restrain its adoption.

Table 2. Opportunities and threats of circular economic transition

OPPORTUNITIES THREATS

o Easing supply risks for critical resources

o Amplifying government pressures and incentives
Enabling Trends:

e Urbanization

e Evolving consumer perspectives on value and materialism
e Emphasis on access over ownership and sharing economy
e Proliferation of transformational technologies

e Competitiveness of linear business models

e Competition from alternatives to scarce materials

e Higher initial investment costs and longer revenue generation
timelines for service models

o Constraints of Waste Transportation Regulations

o Insufficient awareness of the urgency to adopt sustainable
production and consumption patterns

Source: compiled by the authors based on PriceWaterhouseCoopers (2018)

However, it is worth noting that while digital technol-
ogy is promising for transitioning to a circular economy, it
is not a universal solution and is not without environmen-
tal consequences. The emergence of digital technologies
has contributed to resource depletion, with the material
footprint of digital equipment quadrupling between 1995
and 2015. Extracting raw materials, such as precious met-
als and rare-earth elements for this equipment caused sig-
nificant environmental damage, including land degrada-
tion, water scarcity, and loss of biodiversity. Additionally,
the production of digital equipment generates substantial
waste, with a 3 kg laptop being responsible for produc-
ing 1,200 kg of waste. The frequent replacement cycle of
such equipment exacerbates the waste issue. Furthermore,
estimates suggest that digital technologies contribute to
approximately 3.7% of global greenhouse gas emissions,
and projections for France indicate that these technologies
might account for 7% of total greenhouse gas emissions
by 2040. Remarkably, the proliferation of digital technol-
ogies has correlated with an uptick in CO, emissions over
the last half-century (Moigne, 2021). Consequently, the
notion that the environmental drawbacks associated with
digital technology can be balanced by the benefits they
offer remains unconfirmed. Industries considering invest-
ments in new digital technologies must rigorously assess
that any negative impacts throughout the lifecycle of these
technologies fade with the gains they bring.

The concept of the circular economy has undergone
a transformative evolution since 1980, gaining increased
attention in the 21 century in both academic and non-ac-
ademic literature. This surge in interest has primarily fo-
cused on macro and meso levels, delving into national and
European scales, identifying obstacles and catalysts for
circular economy adoption, constructing comprehensive
policy structures, analysing the finance sector’s role, and
understanding the ramifications of reverse loops on supply
chains. Many scholars have contributed to the understand-
ing of the circular economy’s implications for environ-
mental and economic systems. Critical examinations by
M. Geissdoerfer et al. (2017) and J. Korhonen et al. (2018)
addressed sustainability, diverse perspectives, advantag-
es, and potential limitations of circular approaches. These
findings resonate with the conducted research, which also
highlights the transformative potential of technology in-
tegration in fostering circular economy practices and pro-
moting economic development.

The research findings underscore a compelling positive
correlation between the integration of technology, circular
economy practices, and economic development. The same
opinion is shared by Y. Kalmykova et al. (2018). The study
also reveals that as businesses adopt advanced technolo-
gies to embrace circular economy principles, significant
improvements in various aspects are noted. These include
enhanced resource efficiency, reduced waste generation,
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increased recycling rates, and the creation of new revenue
streams through innovative business models. N.M.P. Bock-
en et al. (2016) and M. Lewandowski (2016) addressed
product design, business models, and practical imple-
mentation, showcasing the complex nature of the circular
economy concept. In line with these studies, the conducted
research also underscores the importance of a common un-
derstanding, collaborative efforts, and innovative strategies
for facilitating the transition to a circular economy.

On a micro level, scholars have concentrated on pre-
requisites for product design within a circular economy
context, outlining strategic approaches, establishing frame-
works for business models conducive to circular thinking,
and classifying circular business models (CBMs). Notably,
this aligns with findings in the current study, where explo-
ration into the multifaceted role of technology demonstrat-
ed its potential to accelerate the adoption of circular econo-
my principles across various sectors. However, the practical
limitations of achieving absolute circulatory perfection in
the circular economy concept are acknowledged. Challeng-
es include the difficulty of achieving zero loss of technical
material, zero material inputs, endless loops, and endless
energy for loops. These constraints highlight the complex
interplay of factors hindering the complete elimination of
waste. The study by D. Zhong et al. (2022) provides a spe-
cific example of the use of a business model following the
circular economy in China. Although the authors devoted
considerable attention to the prospects and recommenda-
tions for the development and favourable implementation
of the model mentioned in the study, they also point out
the unsatisfactory situation in the region, as well as market
pressure from the world’s leading countries.

Fundamentally, the investigation of the circular econ-
omy plays a pivotal role in formulating strategies and pol-
icies to mitigate environmental and economic challenges
while harmonizing with sustainability paradigms. The
study’s results have notable policy implications, suggesting
that governments can incentivize technology adoption,
and corporations can strategically integrate technology
into their operations to enhance resource efficiency and
competitiveness. Collaborative efforts between the public
and private sectors present an unparalleled opportunity
for harmonizing economic expansion, environmental cus-
todianship, and societal well-being within the global inter-
connected fabric.

CONCLUSIONS

The study findings demonstrate the transformative poten-

future. Through a systematic approach, the study defined
the prerequisites for the necessity of transitioning toward a
circular economy, such as awareness of resource depletion
and mounting environmental concerns stemming from the
traditional “take-make-dispose” model. Technological ad-
vancements also act as a pivotal driver, shifting economic
systems away from fossil resources.

The conducted study allowed to distinguish sever-
al separate stages of its development. Stage 0 was around
1966, and Stage 1 encompassed 2 decades: the 70s and
80s, Stage 2 was in place between 1990 and 2010, while
the present Stage 3 is still on. Several interconnected con-
cepts and frameworks have been determined to add to
the holistic vision of sustainable development within the
circular economy discourse, aligning economic, environ-
mental, and social dimensions. The ecological transition
guides economic development within planetary bound-
aries, while frameworks advocate innovative business
models and eco-efficient product cycles. Cradle-to-cradle
thinking supports sustainable material cycles, shared value
aligns capitalism with societal needs, and industrial ecolo-
gy emphasizes closed-loop systems.

The study findings extend beyond conventional
boundaries, illustrating how technology can amplify the
global influence of sustainable practices. As industries
grapple with the challenge of harmonizing economic
growth with environmental responsibility, this research
provides empirical evidence of technological efficacy in
facilitating the transition to circular economies. Given
the growing urgency to address environmental concerns,
this study contributes to the existing body of knowledge
by shedding light on the critical link between technologi-
cal development and circular economy transition. The in-
sights gleaned from successful case studies and empirical
assessments offer a pragmatic foundation for policymak-
ing, corporate strategies, and future research endeavours.
The research underscores the practical viability of transi-
tioning to circular economies by harnessing the power of
technology to achieve sustainable economic growth.

Future research directions should include the long-
term impacts of technology integration on circular econo-
my practices and economic outcomes. Sector-specific anal-
yses can provide deeper insights into the challenges and
opportunities unique to various industries. Additionally,
investigating the social and behavioural aspects of tech-
nology adoption and circular practices can provide a more
comprehensive understanding of the transition process.

tial of technology integration in fostering circular economy ACKNOWLEDGEMENTS
practices and promoting economic development. The in-  None.
sights gained provide valuable guidance for policymakers,
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CTpaTeriyHi NporHo3u nepexoay A0 LMPKYNAPHOi EKOHOMIKU:
ouiHKa poni TeXHONori B EKOHOMIYHOMY PO3BUTKY

AHoTauif. BukoprcTaHHA NVPKY/IAPHOI €KOHOMIKY, Ha BiIMiHY Bij JIiHITHOr0 BUPOOHUIITBA, JO3BOJLIE ONTUMAIBHO
yTUIi3yBaTy Bifxomy, aMeHINTH JedinuT pecypciB, 3HM3UTH HEraTMBHMII BIUIMB Ha HaBKOJIMIIHE CepefOBMINE Ta
TOCATTY KOHKYPEHTHMX IlepeBar 3a paxyHOK iHHOBalliil. PymifiHO0 c1Ioro IIbOTo Mepexofly € TEXHOMIOTIYHMIT PO3BUTOK,
SIKVI yMOXKIUBIIIOE O11b1I eheKTIBHI Ta IBUKI 3MiHM. MeTOI0 JOCIi/KeHH € OLliHKa BIUIMBY TeXHOJIOT1iI Ha Ilepexift 1o
LUPKY/IAPHOI eKOHOMIKY, sIKa HaOyBa€ Bce 61/IbIIOrO 3HaUYeHHA Ha T/Ii BUK/IVKIB, CIPMYMHEHNX 3POCTAaHHAM HaCe/IeHHS,
3MiHOI0 K/TiMaTy Ta IOTipIIEHHAM CTaHy JOBKi/IA. Y HOCTiIKeHHi 6yn0 BUKOPUCTAHO TO€JHAHHA KiIbKiCHUX Ta
CUCTEMHMX METOMIB aHa/li3y, a came: BUBYEHHsA, KaTerOpusallis Ta aHali3 TEMAaTUYHUX JOCHI/I)KE€Hb, Taly3€BUX 3BITiB
Ta IPOBeJleHHA MeTa-aHamisy. JlocmiikeHHsA BU3HAYMIIO K/TI0YOBi PYIIiNiHi CIM NTepeXofly 0 LUPKYIAPHOI €eKOHOMIKM,
30KpeMa YCBIIOM/IEHHsS BMYEpIAHHA pPecypciB, eKOJOriuHi mpo6ieMy, TeXHOJOTiYHMII IIPOrpec, 3MiHa CIOXXMBYMX
LIHHOCTEN Ta Jlep>KaBHE PETYMI0OBaHHA. Y MOCIiPKeHHI IpOaHali30BaHO PisHi BM3HaYeHHA LUPKYIAPHOI €KOHOMIKM
Ta KIacuQikoBaHO PO3BUTOK ii mMpMHIMIIB Ha etanmyu 3 1966 mo 2023 pik. BuB4YeHHs KOMIUIEKCHOI POJIi TEXHOJIOTIN
NIPOJIEMOHCTPYBAJIO iXHill IOTEHLia/ I/I IIPUCKOPEHHS BIPOBA/KEHH IPUHUUIIIB LVPKY/IAPHOI EKOHOMIKM B YCbOMY
cBiTi. Jlocmim>keHHsA BUITIIO 3a MEXi TPaJMI[iiHNX KOPHOHIB, IPOiMIOCTPYBABIIN 3[aTHICTh T€XHOMOTIN IOCUITIOBATU
BIUIMB CTaIUX NpakTK. OCKiIbKM ranysi 36ajaHCyBamy eKOHOMiYHe 3pOCTAaHHSA 3 eKOJIOIiYHOI0 BilIOBifja/IbHICTIO,
TOCTiKEHHS HafIa/Io eMIIipMYHi oKasy epeKTMBHOCTI TeXHOJIOIil Y CIPUAHHI IIepeXony KO LMPKY/LIPHOI eKOHOMIKIL.
Lle mocmimKeHH faIo LiHHe pO3YMiHHA KPUTUYHO BaXXK/IMBOTO 3B 3Ky MDK TeXHOJIOTIYHMM PO3BUTKOM i IIepeXofoM Ji0
LIVPKYAAPHOI €KOHOMIKM. YCITIlIHI TeMaTUYHi JOC/TiIPKeHHA Ta eMIIpMYHi OLiHKM 3alIpOIIOHYBA/IM TParMaTU4YHy OCHOBY
Wi GOpMyBaHHS IIOJITUKY, KOPIOPATMBHUX CTpaTerill Ta IIOTOYHMX NOCTiIXKeHb. [IOCTIIPKeHHA Mae TeopeTUdHe
3HAYeHHS I NOIIMONIeHHA PO3YMiHHA IMHAMIKM LMPKY/IAPHOI eKOHOMiku. BogHOYac BOHO IPaKTUYHO CIPUSE
(opMy/IIOBaHHIO IOMITUKM Ta KOPIOPATUBHUX CTPATeril, 10 CIPUAIOTD CTiliKiil eKOHOMIuHii TpaHcopManii
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Essence and modern trends
in the formation and management of international reserves

Abstract. World financial markets development indicates an increase in the role of intentional reserves for international
capital markets. The study aims to address, evaluate and analyse the international reserves, as well as their impact on the
national economy. During the research data of graphical and statistical analysis, as well as the selection of information for
analysis, generalization and methods of regulation of international reserves were used. The study analysed and systematised
the goals and objectives, principles, risks, structure, functions of international reserves, factors that affect the international
reserves, policy directions for the management of foreign exchange reserves, stages of the management process, as well
as factors that depend on the number of intentional reserves. The dynamics of changes in Ukraine’s intentional reserves;
dependence of the change in the level of the foreign exchange reserves of Ukraine on the change in inflation via the
analysis of macroeconomic data using the elasticity coefficient were analysed, and costs and sources of replenishment of
the intentional reserves were analysed to determine the optimal size of foreign exchange reserves for the period from 2010
to 2023. One of the criteria for the adequacy of the international reserves was systematized, namely the coverage of at
least three months of future imports of goods and services. The importance of the role of the international reserves in the
economy of Ukraine is substantiated. The study identified the most important problems, as well as methods and ways of more
effective management of intentional reserves are suggested. The practical value of the conducted research is that it allows
for an increase in the efficiency of the management of international reserves in the context of ensuring financial security

Keywords: foreign exchange reserves; National Bank of Ukraine; inflation; monetary policy; interest rate; economic
growth; national monetary unit

INTRODUCTION

A sufficient amount of international reserves is one of the
factors that ensures an appropriate level of financial and
currency security, contributes to the stable development of
the economy, as well as increases confidence in the national
monetary unit. Moreover, the management of foreign ex-
change reserves (hereinafter, FX reserves) takes a leading
place in the national economy, whereas the integration

of national economies is under the influence of external
factors. Besides, sufficient volumes of foreign exchange
reserves enable the monetary authorities to localize the
effect of any factors that cause imbalances in the financial
market through intervention measures, while international
reserves are one of the tools for balancing financial mar-
kets of the negative impact of external risks. Therefore, in
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conditions of financial instability, the regulation and ef-
fective management of international reserves is one of the
most relevant issues for ensuring financial and macroeco-
nomic stability. In addition, the optimal structure of FX re-
serves is a guarantee of international payments.

T. Derkach (2019a) notes that gold as part of FX re-
serves serves as a strategic financial asset. Therefore, to
ensure the economic stability of Ukraine’s economy, it is
necessary to develop a long-term policy based on state
control over gold mining and its circulation, as well as
increase the motivation of state structures in the accu-
mulation of gold reserves. The author concluded on the
geographical concentration of FX reserves, namely that
more than half of the total amount of worldwide reserves
consists of only six countries. N. Kuryacha & V. Mai-
er (2020) addressed the trends of currency regulation of
international reserves, their structure and dynamics, and
determined the influence of macroeconomic indicators
on the size of international reserves, as well as the change
of components in the structure of FX reserves depending
on the economic situation. Empirical analysis of several
indicators of FX reserves worldwide by V. Koziuk (2021)
showed intersystem demand for gold tied to the general
trend of increasing reserves, as well as demand for gold
determined by specific reasons.

N. Tataryn et al. (2020) determined that a high level of
uncertainty, significant dollarization, instability of the ex-
change rate and devaluation of the hryvnia, as well as a low
level of FX reserves, interfere with effective monetary regu-
lation. D. Diakovskyi (2020) analysed the essence of FX re-
serves and their purpose. The scientist determined that the
main purposes of FX reserves are to protect the national
currency system from speculative capital movements, and
global financial and currency crises; improve public debt
management; export promotion; inflow of direct foreign
investments and lending by international financial institu-
tions of production industries; innovative economic devel-
opment, slowing of inflation.

M. Korol et al. (2022) found that the correct formation
and effective use of FX reserves ensure the stable function-
ing of the financial system. The scientist indicated that one
of the main tasks of the National Bank of Ukraine is the
effective management of FX reserves to ensure the cover-
age of the balance of payments deficit and the influence
on the exchange rate through foreign exchange policy, as
well as the influence on the dynamics of the money supply
to achieve price stability as a strategic goal of monetary
regulation. A. Hrytsyshyn (2021) analysed the empirical
studies of the determinants of international reserves, the
criteria for the adequacy of reserve assets and their struc-
ture, as well as the activities of the central banks of the
European Union (hereinafter, EU) in the field of manage-
ment of international reserves following the norms of the
national legislation of each country. Yu. Harkusha (2023)
suggested optimizing the structure of international re-
serves by diversification and expansion of the list of re-
serve currencies; increasing the share of monetary gold as

a reliable asset; expanding the directions of international
reserves investment, considering the possibility of invest-
ing funds in securities of countries with sustainable eco-
nomic development.

The study aimed to research, assess and analysis of for-
eign exchange reserves, and their impact on the state of the
national economy, highlighting the main trends in the for-
mation and use of official reserves, as well as determining
the optimal level of FX reserves.

MATERIALS AND METHODS

The study was conducted on data of statistical and graph-
ical analysis. The methodology used for the research in-
cludes the selection of information for the generalization,
analysis and methods of state regulation of international
reserves. The main characteristics of international reserves
were analysed and systematized based on information data
from “Economic Truth” (n.d.) and Minfin (n.d.) portals, as
well as obtained from the official website of the NBU (Na-
tional Bank of Ukraine, 2024).

Since the risk of high rates of accumulation of FX re-
serves is an increase in inflationary pressure, the depend-
ence of the change in inflation on the change in the level of
the international reserves of Ukraine was considered, based
on the analysis of macroeconomic data for the period from
2010 to 2023, using the elasticity coefficient:

Exy = [42] = [2.2] (1)

dinx - dx y

where y - a change in amount of official international re-
serves; x — a change in inflation.

Since the formation of an optimal international reserve
structure is necessary for efficient management, an analysis
of costs and sources of replenishment of FX reserves cover-
ing the period 2010-2023 was carried out based on annual
time series data obtained from the official website of the
National Bank of Ukraine (2024) to determine the optimal
size of FX reserves. FX reserves are the dependent variable
in the study and indicate that the volume of internation-
al reserves decreased in the period 2010-2014 and steadily
increased in the period 2015-2023. Actions aimed at ob-
taining new scientific results of the study involved the use
of the indicators of the FX reserves in Ukraine, obtained
based on the annual reports of the NBU for the period from
2010 to 2023.

RESULTS

Since one of the three criteria for the adequacy of foreign
exchange reserves is the coverage of at least three months
of future imports of goods and services, the number of
months of future imports financed by the current volume
of FX reserves as of the 2010-2023 period was analysed.
The dependence of the change in inflation on the change in
the level of the FX reserves of Ukraine was addressed. Due
to the limitations of open data, economic aspects for the
period from 2011 to 2023 were analysed using the elasticity
coeficient formula (Fig. 1).
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Figure 1. The elasticity coeflicient of inflation and international reserves changes
Source: compiled by the authors based on National Bank of Ukraine (2024)

The results of the assessment of the influence of
the macroeconomic factor of inflation on the volume
of international reserves showed that the most signifi-
cant elasticity level was only in the period of economic

turbulence, as of 2014, as well as pre-crisis 2013 with
tewer fluctuations, while in other periods changes in in-
flation had a relatively small impact on the volume of FX
reserves (Table 1).

Table 1. Elasticity coefficient between changes in FX reserves and inflation

Change in FX reserves, (in %), y Change in inflation, (in %), x Elasticity coefficient

2010 30.45 9.1

2011 -8.04 4.6 0.39
2012 -22.8 0.2 -0.52
2013 -16.83 0.5 -5.73
2014 -63.1 24.9 17.75
2015 76.55 43.3 -0.33
2016 16.84 12.4 0.91
2017 21.04 13.7 0.42
2018 10.7 9.8 0.58
2019 21.53 4.1 -0.57
2020 15.14 5 -0.74
2021 6.21 10 -1.70
2022 -7.91 26.6 -0.73
2023 42.16 5.1 0.13

Source: compiled by the authors based on National Bank of Ukraine (2024)

Hence, since 2011, international reserves were allo-
cated in support of the exchange rate due to the growing
balance of payments deficit, as well as external debt repay-
ment, which increased during the 2008 global crisis. The
drop in the volume of FX reserves during the specified pe-
riod was caused by the strict monetary policy to support
the stability of the hryvnia, which was carried out in 2011-
2012; significant capital outflow in 2013-2014; repayment
of external debt obligations of Ukraine to foreign creditors,
in particular, to the International Monetary Fund (here-
inafter, IMF); as well as rapid devaluation of the hryvnia.

Nonetheless, after 2014-2015 FX reserves dropped
to a catastrophically low level when a huge amount of

foreign currency was withdrawn by non-residents, the
population and Ukrainian businesses, the further recov-
ery was facilitated by the financial assistance of interna-
tional institutions and the equalization of the balance of
payments due to the reduction of imports. An impor-
tant feature of this stage is the transition to a floating
exchange rate, inflation targeting, as well as to gradual
currency liberalization. The transition to a floating ex-
change rate allowed the NBU to spend less funds from
reserves on interventions to maintain the hryvnia ex-
change rate. Meanwhile, in 2017-2019, some economic
growth was achieved, which contributed to the increase
in reserves (Fig. 2).
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Figure 2. Foreign exchange reserves of Ukraine (2010-2022, million USD)
Source: compiled by the authors based on National Bank of Ukraine (2024)

In 2019, international reserves increased from USD
20.82 billion to USD 25.3 billion, i.e., by USD 4.48 billion.
However, during the last month of 2019, the NBU made
a record purchase of currency from the interbank mar-
ket, acquiring about USD 3 billion. Meanwhile, in 2022,
Ukraine received about USD 3.1 billion due to currency
government bonds. Furthermore, in June 2023, the inter-
national reserves of Ukraine increased by 4.5% to almost
USD 39 billion, which is the highest indicator in the entire
history of Ukraine’s restoration of independence. Moreo-

ver, in July 2023, Ukraine’s international reserves broke the
historical record, reaching USD 41.72 billion. Nevertheless,
as of October 1, 2023, the international reserves of Ukraine
amounted to USD 39.7 billion (Fig. 3), which is 1.7% less
compared to September 2023. The reason for the decrease
in reserves was debt payments in foreign currency and the
NBU’s intervention in the sale of foreign currency, which
were partially compensated by proceeds from DGLB; mac-
ro-financial assistance from the EU; grants from the USA
and the World Bank (National Bank of Ukraine, 2024).
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Figure 3. Foreign exchange reserves of Ukraine (2023, million USD)
Source: compiled by the authors based on National Bank of Ukraine (2024)

Subsequently, in 2023 the NBU predicted the volume of
foreign direct investment in the amount of USD 44.7 billion
in 2024 and USD 45 billion as of 2025. Due to international
aid, Ukraine can also finance a significant current account
deficit, as well as able to maintain a high level of interna-
tional reserves and balance the currency market (National
Bank of Ukraine, 2024). In addition, international reserves

must cover at least three months of future imports of goods
and services. Notwithstanding that war caused a drop in the
sufficiency of military supplies to the lowest level since the
early 1990s: 1.2 months of imports, however, the recupera-
tive growth of the volume of reserves against a drop in im-
ports led to the fact that in 2015, the FX reserves accounted
for 3.4 months of imports of goods and services (Fig. 4).
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Figure 4. The number of months of future imports financed by the current volume of FX reserves
Source: compiled by the authors based on National Bank of Ukraine (2024)

The second criterion for the adequacy of FX reserves
is the ratio of their value to the monetary aggregate M2.
Hence, in 2008, the state budget was not used to main-
tain the hryvnia exchange rate, therefore the national
currency devalued. Comparatively, in 2004-2007 and
2009-2011, reserves could ensure the maintenance of a
stable exchange rate of the hryvnia through currency
interventions. However, in 2012-2023, FX reserves were
rapidly spent to support the hryvnia exchange rate. Fi-
nally, the third criterion for the adequacy of reserves is

their volume concerning the sum of external state and
non-state debts. Subsequently, Ukraine’s external debt
is the main threat to its international reserves. Addi-
tionally, characteristics of international reserves, such
as principles, risks, functions of FX reserves, goals and
objectives, structure, stages of the management process
of FX reserves, as well as factors that influence the vol-
ume of international reserves, such as those on which
the volume of international reserves depend have been
systematized and analysed (Table 2).

Table 2. Characteristics of international reserves
____________________________________________________________________________________________________|
special drawing rights; reserve position in the IMF; monetary refined gold in bars (gold reserve);

The structure of FX reserves
of Ukraine

securities (except shares) paid in foreign currency; foreign currency in the form of banknotes
and coins (a basket of international reserve currencies consists of the US dollar, euro, British

pound and Japanese yen) or funds in accounts abroad.

currency policy implementation; maintaining economic stability; formation of a currency basket;
rational placement of assets abroad; diversification of currency reserves; fixing the ratio between
foreign currency and gold; financing the deficit of payment and trade balances; maintenance of
FX reserves in a highly liquid form; making a profit when conducting financial transactions;
selection of the ratio between components of the reserve; financing of the negative net of the
balance of current operations; guaranteeing the state solvency when making international
payments; determination of the optimal amount of international payment methods; participation
in capital formation and activities of international organizations; ensuring international trade-

Goals, functions, tasks
and directions of FX reserves
management policy

economic and credit-financial relations between states; partial holding abroad in non-resident
banks for possible use during currency crises; maintaining market participants’ confidence in
the state’s ability to fulfil its external obligations; control of state authorities that ensure currency
and monetary policy and conduct currency regulation; assistance to the government in meeting

its needs in foreign currency when fulfilling obligations under foreign debt; ensuring trust in the
national currency and the financial policy regarding the management of monetary aggregates
and the exchange rate; limiting the impact of negative external factors by keeping liquid funds in
foreign currency to neutralize shocks during crisis events; maintaining a reserve in case of force
majeure; implementation of foreign exchange interventions for the purchase and sale of foreign
currencies in exchange for the national currency to stabilize the national currency exchange rate,
form a reserve of liquidity and the ability to fulfil state external obligations, as well as expenses
from operations with monetary metals and other internationally recognized reserve assets.

inflation rates; export capacity; legislation, taxes; capital movement; investment climate;
exchange rate mode; amount of external debt; currency restrictions mode; scales of foreign

Factors affecting the amount
of FX reserves and factors that affect
the international reserves

economic activity; national currency exchange rate mode; dynamics of official currency reserves;
equilibrium of the balance of payments; currency interventions of the central bank; own mining
of precious metals, including gold; participation in international division of labour; reserve

position in the IMF, special drawing rights; the state of foreign trade (conjuncture in world
markets); currency and monetary policy (the currency restrictions mode, the nature of the policy
of interventions, the regime of exchange rates).

Principles of FX reserves

liquidity, reliability, and profitability.

Economics, Entrepreneurship, Management, Vol. 11, No. 1
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Table 2. Continued

external market risk (liquidity risk, credit risk, market risk, currency risk and interest rate risk);

Risks of FX reserves

operational risk (the risk of making a control system error, the risk of making a financial error,

the risk of submitting incorrect financial data and losing potential income).

Stages of the FX reserves
management process

planning; organization and implementation; efficiency analysis; accounting and control.

Source: compiled by the authors based on O. Yaremenko (2011), I. Karakulova (2011), T. Derkach (2019b)

The mode of formation and use of FX reserves is one
of the components of the national currency system and is
manifested in the preservation of the independence of the
central bank in national monetary policy conducting. Thus,
there are two main purposes of international reserves:
transactional (making international settlements, payments
for external obligations related to the import of goods and
services, servicing the external debt and capital) and in-
terventional (aimed at supporting the external and inter-
nal value of the national currency to regulate the exchange
rate of the national currency) (Bodrova, 2014). Similarly,
the formation and management of FX reserves is a compo-
nent of the currency policy of the National Bank. The cre-
ation of sufficient reserves, and therefore the provision of
the national bank with the appropriate tools and resources
for conducting an effective monetary and currency policy,
can contribute to sustainable economic development (Di-
akovskyi, 2020).

Initially, when forming the central banks were guided
by the principles of liquidity and reliability by placing the
FX reserves in highly liquid and low-risk financial instru-
ments (freely convertible currency, bonds of international
organizations, government bonds). However, over time,
Central Banks began to place international reserves in
more profitable assets (corporate bonds, shares, derivatives)
(Stetsenko & Bezvukh, 2017). In addition, the structure of
FX reserves depends on the level of economic develop-
ment, and the stability of the national currency (Bereslavs-
ka, 2014). Equally, the optimal size of the FX reserves is suf-
ficient to prevent significant devaluations and revaluations
of the national currency and to maintain the stability of the
national monetary unit; meanwhile, the limited size of the
international reserves is the amount that prevents default
on the state’s external obligations (the minimum amount
of reserves must not be less than the amount consisting of

the cost of covering imports and the amount of the cost
of payments from the external state debt); finally, critical
is the size of reserves, which are smaller than the value of
three-month imports (Karakulova, 2011).

Elsewhere, if the revenue from export operations is
exchanged for the national currency, it will be used for
domestic investment and will contribute to economic
growth. Moreover, the risk of high rates of accumulation
of FX reserves is an increase in inflationary pressure. The
costs of holding international reserves are especially high
for countries with high inflation and a fixed exchange rate.
The diversification of excess international reserves can
prevent macroeconomic imbalances and the possibility of
a financial crisis. Thus, if the central bank does not con-
duct currency intervention promptly, the national currency
may begin to fall, which will lead to inflation. The excessive
growth of reserves due to the constant overloading of ex-
ternal revenues over expenses contributes to the increase of
the money supply in circulation, which stimulates inflation
and leads to a significant outflow of funds from the sphere
of production to the monetary sphere (Bodrova, 2014).

A sufficient volume of international reserves is a sign
of effective economic growth and confidence in the nation-
al monetary unit. The formation and maintenance of an
optimal level of FX reserves is the key to effective mone-
tary policy and stable economic development (Yaremenko,
2011). Subsequently, the main task of the central bank in
the process of implementing currency policy is the effective
management of FX reserves (Kuryacha & Maier, 2020). Ef-
fective management of international reserves involves de-
termining the optimal amount of reserves and maintaining
them at the appropriate level to ensure financial security
(Karcheva & Syrytsia, 2015). To determine the optimal size
of FX reserves, expenses and sources of the reserve fund for
the period 2010-2023 were analysed (Table 3).

Table 3. Sources and expenses of FX reserves

Year Sources of FX reserves

Sale of currency to the population, non-residents and exporters;
demand for the main goods of Ukrainian export; inflow of foreign
funding; currency exchange of funds received from the IME.

2010

Expenses of FX reserves
Ensuring payments for external obligations and, in particular,
in the sphere of energy import (imported gas); support of
foreign exchange reserves of the NBU; replenishment of the
government’s treasury account to support the state budget.

2011 . . .
well as in deposits and current accounts of foreign banks.

Placement of Eurobonds in securities of foreign companies, as Maintenance of the exchange rate (to support the hryvnia

from devaluation).

2012 high demand for dollars.

Receipt of funds from five-year Eurobonds by the government;

Planned payments for state loans; settlement of loans,
foreign debts, gas payments, and debts; maintenance of the
exchange rate (stable hryvnia).

Foreign exchange interventions on the interbank foreign exchange Payments by the government of Ukraine for external and

2013

market (receipt of funds from the government securities: foreign internal obligations, including payments to the IMF, as well
and domestic loan bonds denominated in foreign currency).

as support of the hryvnia exchange rate.

2014 IMF loan tranches.

Payments of debt in foreign currency, including payments
to the IME

Economics, Entrepreneurship, Management, Vol. 11, No. 1
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Year

2015

Sources of FX reserves
Income from swap operations with foreign banks, NBU
interventions (foreign exchange operations at auctions and
targeted interventions to state-owned enterprises “Naftogaz of
Ukraine” and “National Atomic Power Generating Company
“Energoatom”), income from Canadian funds, assistance
programs from the IMF and other financial donors.

Table 3. Continued
Expenses of FX reserves

Payments to the government for repayment of state and
state-guaranteed debt in foreign currency, including foreign
state loan bonds and government securities, as well as
payments to the IMF.

2016

Receipts of Japanese yen; receipts from the European Commission;
the NBU currency interventions: auctions for the sale of foreign
currency (net currency sale); placement of government bonds
denominated in foreign currency; IMF tranche under the
Extended Fund Facility (EFF), as well as official financing related
to the IMF program; placement of Eurobonds by the Ministry of
Finance under the guarantee of the US government.

Payments for service and repayment of the state debt
in foreign currency (payments to the Government and
the NBU for debt to IMF; the government’s Eurobonds;
borrowed funds under the swap operation).

2017

Income from Eurobonds; sale and purchase of currency through
foreign exchange interventions; income from a favourable
situation for domestic exports on world raw material markets;
receipt of funds from Domestic government loan bonds
(hereinafter, DGLB) denominated in foreign currency, as well as
from the European Commission; receiving IMF financing.

Foreign debt payments: payments to the IMF; for
repayment of state and state-guaranteed debt in foreign
currency (including sovereign Eurobonds; under Domestic
government loan bonds as well as External government loan
bonds (hereinafter, EGLB)); for borrowed funds under the
swap operation.

2018

Net purchase of currency by the NBU on the interbank foreign
exchange market; proceeds from the export of a record crop of
agricultural products; net sale of currency; receiving external
financing (income from the IMF, the EU and the World Bank);
increase in the value of financial instruments (change in market
value, exchange rate of the hryvnia); sale of DGLB denominated
in foreign currency.

Payments to the Government and the NBU for the
repayment of the state debt in foreign currency (for the
DGLB, as well as payments to the IMF).

2019

High level of supply of agricultural products; proceeds from
DGLB; external financing from state and private companies;
purchase of surplus currency by the NBU, active sale of currency
by the private sector, state-owned companies, as well as foreign
investors; revaluation of financial instruments (change in market
value and exchange rate of the hryvnia).

For Government operations on public debt management; for
repayment of the state debt in foreign currency (for DGLB,
for other obligations to foreign creditors and international
financial organizations).

2020

Increase in the value of financial instruments (as a result of
changes in the market value and exchange rates); positive balance
of operations of the NBU on the interbank foreign exchange
market (income from DGLB and Eurobonds (i. e. EGLB));
revitalization of business activity (activation of importers).

Repayment of state and state-guaranteed debt (including
DGLB denominated in foreign currency, as well as payments
IMF); repayment of external and internal obligations and
operations of the NBU.

2021

External financing and purchase of currency by the NBU on
the foreign exchange market; receiving SDR; tranches from the
IMF and funding from the European Commission; Foreign
exchange receipts for the government (in particular from Cargill
Financial Services International, Inc. as well as from the DGLB);
revaluation of financial instruments (due to changes in market
value and exchange rates).

Government payments for repayment of state debt in foreign
currency (Eurobonds (i.e. EGLB); payments to the IMF).

2022

Foreign exchange receipts from international partners (from the
USA (through the World Bank trust fund); the EU; the DGLB;
the World Bank; the Government of Canada; as well as other
international creditors); interventions of the NBU on the net sale
of currency in the interbank foreign exchange market to maintain
a fixed exchange rate; activation of budget expenditures; high
demand of business and population for the import of alternative
energy sources; revaluation of financial instruments (due to
changes in market value and exchange rates); currency bonds;
stable foreign exchange earnings from exporters (primarily agro-
industrial complex).

Receipts for government and payments for repayment of
the state debt in foreign currency (to the EBRD (hereinafter,
European Bank for Reconstruction and Development);
as well as to the IMF).

2023

Income from: international partners (macro-financial assistance
from the EU and the World Bank), NBU operations on the
foreign exchange market of Ukraine; from DGLB; and revaluation
of financial instruments (due to changes in market value and
exchange rates).

NBU interventions to support exchange rate stability;
receipts for government and payments for repayment of
the state debt in foreign currency (debts to the European
Investment Bank, the World Bank, the EBRD, IMFE.

Source: compiled by the authors based on information from the National Bank of Ukraine (2024), information portal
“Economic Truth” (n.d.), Minfin (n.d.)
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Diversification of foreign currency reserves can be used
to minimize risks, as well as to invest funds in promising
financial assets of developed countries (Harkusha, 2023).
It is worth noting that the collapse of the Bretton Woods
fixed exchange rate system in the early 1970s initiated the
flexible exchange rate system. Initial excessive overvalua-
tion of the US dollar in the early- and mid-1980s, and its
devaluation in the late 1980s led the G7 countries to coor-
dinate formal intervention to stabilize the value of the US
dollar. Comparatively, monetary authorities engage in the
sale of foreign exchange to reduce the volatility of exchange
rates affecting international trade, international financial
flows, and foreign investment, or, to strengthen the nation-
al macroeconomic fundamentals, to influence the value
of its currency. Furthermore, monetary authorities have
adjusted the level or volatility of their currency prices by
buying and selling foreign exchange (Lee & Yoon, 2020).
The higher the level of stability of the national currency, the
greater the percentage of gold in its FX reserve. The weaker
the national currency, the greater the percentage of strong
world currencies in the international reserves (Kuryacha &
Maier, 2020). Thus, as part of the agreement with the IMF,
Ukraine is gradually liberalizing currency relations, which
is enshrined in the Law “On Currency and Currency Trans-
actions” (2018).

It is worth tracing the process of management of FX
reserves in Ukraine, which began with the creation of the
NBU in December 1991 and_was conducted in six stages.
The first stage (1991-1992) saw the creation of the NBU,
the infrastructure for managing FX reserves, as well as
domestic international reserves. The second stage (1992-
1995) was characterized by the creation of the Currency
Exchange, the rapid growth of FX reserves due to the intro-
duction of the mandatory sale of a part of foreign exchange
earnings, and the beginning of cooperation with IMEF. The
third stage (1995-1998) is associated with the rapid growth
of FX reserves at the expense of IMF loans and short-term
portfolio foreign investments and ended with the 1998 fi-
nancial crisis. In the fourth stage (1998-2008) initiation of
reforming the NBU reserve management mechanism and
the significant accumulation of international reserves took
place. The fifth stage (2008-2014) provided for the manage-
ment of international reserves in the crisis and post-crisis
period and was characterized by a sharp drop in the vol-
ume of international reserves. The sixth stage (2015-2024)
was characterized by the recovery of the growing trend in
the volume of reserve assets of Ukraine, and fluctuations in
the size of FX reserves (Korol et al., 2022).

Thus, the study revealed that the purpose of accumu-
lating FX reserves is to support and regulate the exchange
rate of the national monetary unit in the long term, as well
as to counter the spread of global financial and currency
threats and crises of financial and macroeconomic stability
since international reserves should ensure the financial sta-
bility of the national monetary system, as well as increase
the reliability of banking system, protect the economy from
external shocks, while a sufficient amount of international

reserves is a sign of economic growth, effective economic
development and confidence in the national currency.

The study determined that the creation of sufficient
reserves, and therefore the provision of the national bank
with the appropriate resources and tools for conducting an
effective monetary policy, contributes to sustainable eco-
nomic development since the structure of international
reserves depends on the stability of the national currency
and the level of state economic development. The impor-
tance of the diversification of reserves in foreign curren-
cy which makes it possible to minimize risks, as well as
to invest funds in promising financial assets of developed
countries was found. Six stages of the management and the
structure of international reserves for the period 2010-2023
in Ukraine, as well as forecast data on this macroeconomic
indicator for 2024-2025, were given.

DISCUSSION

First of all, it is important to note that the NBU as the cen-
tral bank of Ukraine, defines international reserves as high-
ly liquid assets of the NBU in foreign currency and gold,
which are used to ensure payments by state authorities, as
well as conducting currency interventions (National Bank
of Ukraine, 2024). J. Aizenman et al. (2023), as other as-
pects of investigated question, show the buffer effect of in-
ternational reserves which is more pronounced in Europe
and Central Asia and provide policymakers with advice to
adapt reserve strategies to the country’s financial system, by
ensuring stability and sustainability in modern intercon-
nected economy and shows that the level of development
of financial institutions plays an essential role in explain-
ing the buffer effect of international reserves to deal with
the negative consequences of financial shocks on the real
exchange rate. The authors also determined that the buffer
effect is stronger in countries with intermediate levels of
financial openness.

M. Korol & I. Lapa (2018) highlighted the essence of
FX reserves and examined the structure, level and factors
that affect their volumes, methods of management, as well
as characteristic features. The authors analyse the process
of formation of international reserves and methods by
measuring their optimal level. The authors investigate the
correlation between the structure of international reserves
and economic development, as well as external debt and
the stability of the national currency. The authors claim that
a constant analysis of international reserves is necessary,
therefore, monitoring of the main operations with reserve
funds (operational, credit, interest, currency, liquidity) is
needed. The authors consider the history of the emergence
and change of components in the structure of international
reserves depending on the world economy in general and
national economies in particular. However, in this research
work dynamics of changes in intentional reserves have
been more widely analysed.

N. Stetsenko & S. Bezvukh (2017) review the compo-
nents of the FX reserves management system, identify the
goals and objectives of the formation and management of
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reserves and propose promising ways to solve them, as well
as analyse the criteria for determining the optimal amount
of international reserves and conduct their calculation for
Ukraine. Scientists note that during the formation and
management of FX reserves, it is not necessary to strive to
increase their volume, but it is important to ensure its opti-
mal value, which will enable the NBU to perform its func-
tions of regulating currency relations, primarily in terms
of maintaining the balance of payments and the external
stability of the national monetary unit. Scientists claim
that the system of the monetary market should be more
adaptive because the ability to quickly react to economic
challenges, consistency with world trends and taking into
account the cycles of economic development are key prop-
erties in modern economic conditions. In comparison, this
scientific work significantly expanded the components of
the foreign exchange reserve management system, as well
as the goals and objectives of the formation and manage-
ment of reserves.

J. Hernandez (2018) contributes to the international
reserves study by developing a quantitative model of sover-
eign default and international reserves to evaluate the dif-
ferent contingent lending arrangements put in place by the
IMF and other developed countries” central banks. The au-
thor described a mechanism which explained the role of re-
serves in reducing spreads and the probability of debt crises.
It was shown that for a given Net Foreign Asset position, ad-
ditional reserves reduce the set of states that allow multiple
equilibria regarding the repayment and rollover decisions
to address the optimal portfolio choice of the government.
V.B. Shatkovska-Shmorhay (2016) substantiated approach-
es to determining the adequacy of international reserves,
taking into account the floating exchange rate mode in
Ukraine, and also carried out a comparative analysis of
approaches to determining the adequacy of intentional re-
serves. Meanwhile, to determine the optimal size of foreign
exchange reserves analysis of the sources and costs of FX re-
serves replenishment was carried out in this scientific work.

The mentioned works were used to conclude that the
problems of researching various aspects of foreign ex-
change reserves are quite broad. Scientists successfully find
new niches for study, which makes it possible to implement
new practical tools for international reserves management.
However, despite the versatility of the study of foreign ex-
change reserves aspects, a comprehensive view of the mod-
ern world structure of international reserves; investigation
of dynamics of changes in intentional reserves; dependence
of the change in the level of the foreign exchange reserves
on the change in different macroeconomic factors; as well
as an analysis of the costs and sources of replenishment of
the intentional reserves also necessary.

CONCLUSIONS
While summing up the study of FX reserves, it is worth
noting that to ensure the currency security of Ukraine, the
volume of international reserves of Ukraine must be optimal
and sufficient for the implementation of the main functions

of the NBU. Accordingly, it is necessary to take into account
that the globalization of financial markets determines the
necessity of FX reserves to protect the national economy
from the negative impact of global financial and currency
crises, to increase the ability to fast respond to economic
challenges, as well as to counter financial and currency crises.

It is worth noting that the riskiness of financial markets
determines the urgency to manage FX reserves to maintain
a high level of liquidity. This should be facilitated by slowing
inflation, innovative economic development, inflow of di-
rect foreign investments, improvement of public debt man-
agement, export stimulation and crediting by international
financial institutions of production industries. Therefore,
one of the main tasks of the NBU should be the effective
management of the FX reserves to ensure the coverage of
the country’s balance of payments deficit and influence on
the exchange rate, as well as the volume of the money sup-
ply for price stability as a strategic goal of monetary regu-
lation. In the future, it should also be taken into account
that the improvement of the process of formation and use
of international reserves by the NBU should include: opti-
mization of the structure of international reserves through
its diversification and expansion of the list of reserve cur-
rencies; increasing the share of monetary gold as a reliable
asset; expansion of investment directions of international
reserves, in particular consideration of the possibility of
investing funds in securities of countries with sustainable
economic development.

Moreover, it is also necessary to implement an effec-
tive exchange rate policy that will allow overcoming exter-
nal imbalance. Subsequently, particular attention should
be devoted to the management of strategic reserves to in-
crease economic stability and mitigate the consequences of
external economic shocks. Similarly, it is also necessary to
constantly analyse the FX reserves through the monitor-
ing of the main operations with funds, since international
reserves are an element of financial bodies for economic
maintenance, therefore ensuring their optimal value will
allow the NBU to effectively support the balance of pay-
ments and the external stability of the national monetary
unit. Therefore, a perspective direction for further research
is the realization of a comparative analysis of the sufficiency
of worldwide FX reserves, as well as searching for a model
of the optimal structure of reserve currency assets.

Thus, in the future, it should be taken into account
that FX reserves are a necessary element to protect the
economy from external shocks, and therefore internation-
al reserve’s structure requires constant analysis and moni-
toring. In addition, prospects for further research include
conducting a comparative analysis of the sufficiency of
worldwide FX reserves.
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Abstract. Entrepreneurs are under immense pressure to gain a competitive advantage in the global markets, but limited
resources and opportunities are making it increasingly difficult. Despite this, there are still sociological and other factors
that contribute to risk aversion among entrepreneurs. The study aims to present a global perspective on entrepreneurial
social cognition and new venture creation. The study is based on a systematic literature review that identified various
obstacles to entrepreneurial success. The study argues that successful entrepreneurship and business innovation are related
to social cognition, risk perception, and agency. The results prove that the three mentioned variables are key in the
establishment of new entrepreneurial ventures. Furthermore, literature analysis revealed that to foster a thriving knowledge-
based economy, it is necessary to create a supportive social environment that encourages entrepreneurial endeavours. It
emerged from the analysis of the literature that a rich social context, coupled with social cognition, significantly impacts
the perception of entrepreneurial opportunities. The study emphasizes that external social factors such as political, socio-
economic, and communal environments play a crucial role in shaping entrepreneurs’ perceptions of new venture creation.
The quality of knowledge ingrained in the social context helps to mitigate the perceived risks associated with starting a
new venture. Moreover, the study highlights the importance of agency in reducing risk perception and promoting new
venture creation. By analysing relevant literature, the article provides a theoretical framework that contextualizes the
creation of new ventures in modern knowledge-based economies. The study proposes effective mitigation of the negative
schema abstracted from the social-ecological context through knowledge derived from social communities of practice
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INTRODUCTION

For decades, the study of entrepreneurship was relevant,
with a specific focus on technological advancements and
global economic patterns. However, one significant aspect
that has been overlooked is the impact of sociological fac-
tors on entrepreneurial risk and the establishment of new
ventures. While technological innovations and trends in
the service and commodity markets are essential to entre-
preneurial success, negative societal attitudes or insufficient

knowledge and exposure can fail many aspiring entrepre-
neurs. Sociological factors that influence entrepreneurial
success include cultural norms and values, social networks,
and access to resources like education and finance. Cultural
values that prioritize job security and stability over taking
risks and starting new ventures can significantly hinder
entrepreneurial success. Similarly, social networks that
lack diversity or do not provide access to entrepreneurial

Article’s History:
12.02.2024
Revised:  19.04.2024
Accepted: 03.06.2024

Suggested Citation:

Received:

Kadakure, A., & Twum-Darko, M. (2024). Entrepreneurial social cognition and new venture creation: Sociological perspective.
Economics, Entrepreneurship, Management, 11(1), 48-56. doi: 10.56318/eem2024.01.048.

*Corresponding author

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/)


https://orcid.org/0000-0002-1544-6457
https://orcid.org/0000-0002-3774-608X

A. Kadakure & M. Twum-Darko

resources may limit the success of an individual in entrepre-
neurial endeavours. To overcome the sociological barriers
that impede potential entrepreneurial ventures, this study
proposes a scientifically informed approach. This approach
will help aspiring entrepreneurs identify and overcome the
obstacles that prevent them from succeeding in their entre-
preneurial ventures. More importantly, the study states that
by reducing the impact of sociological factors on entrepre-
neurial success, an environment that promotes economic
growth and job creation will be established.

According to a study conducted by L. Altinay et
al. (2022), there is a strong correlation between artistic and
scholarly creativity and the development of entrepreneur-
ial ventures. I.A. Usoro & C.D. Brownson (2023) state that
these two factors are considered essential for entrepreneurs
who are seeking to establish new businesses. In addition,
the study emphasizes that personality traits are a crucial at-
tribute for success in new business ventures. This position
is also supported by A.T. Agbenyegah (2018), addressing
the fundamental role of personality and agency in entre-
preneurial success. The author also highlights the signifi-
cant impact that entrepreneurship has on a country’s so-
cio-economic and political landscape.

While it is widely recognized that the sociological con-
text can influence the probability of new venture creation,
recent research by A.A. Maitlo et al. (2021) determined a
gap in current scholarship regarding the complexity of so-
cial context and its subsequent impact on social environ-
ments. J. Nurhadi (2019) states that it is possible to gain a
more comprehensive understanding of the social anteced-
ents that shape the cognitive processes behind entrepre-
neurship intentions by examining diverse social contexts.
F. Aureli & G. Schino (2019) contend that a combination
of personal and environmental factors drives entrepre-
neurship intentions, indicating that individual variances
and distinct social environments both play a crucial role
in determining entrepreneurial dispositions. According
to the article, a deeper understanding of the various social
contexts can describe the diversity of factors that impact
entrepreneurial aspirations. Following the empirical stud-
ies reviewed so far and the central premise of a study by
A.O. Adeniyi et al. (2024), it is possible to state that both
personal and environmental elements are pivotal in shap-
ing personal inclination towards entrepreneurship. Addi-
tionally, the article reinforces the notion that there exists a
robust link between individual personality attributes and
entrepreneurial intentions.

The study aimed to gather an interdisciplinary perspec-
tive on the correlation between entrepreneurial risk per-
ception and new venture creation. A systematic literature
review methodology was used to explore various empirical
studies from a variety of contexts. This methodology is an
essential groundwork for primary research and is highly re-
garded by scholars as a reliable and self-contained form of
empirical research. Information from various sources was
collected and factors that impact entrepreneurial risk per-
ception and new venture creation were determined. A lit-

erature review was used to establish broader emerging con-
cepts related to risk perception and entrepreneurial new
venture creation. The article critically analysed these con-
cepts and synthesized them to create a theoretical model. To
enhance the literature section, a synthesis matrix created by
S. Jensen (2013) was employed. The literature review pro-
cess involved five stages. Firstly, new venture creation was
addressed. Secondly, the relevance of each paper was eval-
uated by reviewing its title, abstract, and keywords. Thirdly,
inclusion and exclusion criteria, such as entrepreneurial risk
perception and social cognition, were employed to identify
key terms. Fourthly, articles that failed to incorporate two
or more key terms were excluded based on their monolithic
argument. Finally, following E. Murniarti et al. (2018) and
G. Oosterwyk et al. (2019), full papers were evaluated for
relevance, rigour, and credibility. The literature synthesis
matrixes were presented through five matrixes that synthe-
sized the enduring concepts extracted from the literature.

SOCIAL COGNITION
AND ENTREPRENEURSHIP
IN THE SCIENTIFIC LITERATURE

Following EV. Govindaraju (2021), social cognition theory
is a framework that explains how individuals interpret the
actions of other social actors to make decisions. This the-
ory acquired wide acceptance in organizational behaviour
literature but has not been extensively applied in entrepre-
neurship studies. To address this issue, E. Jayawickreme et
al. (2019) explored the concept of entrepreneurial social
cognition to describe the cognitive processes underpinning
entrepreneurial actors. It is argued that this approach is
more nuanced than the trait approach, which lacks a deeper
elucidation of the cognitive processes that drive entrepre-
neurial behaviour. G. Ahmetoglu & T. Chamorro-Premuz-
ic (2017) argue that individual differences also play a critical
part in influencing the perception of entrepreneurs. J. Len-
kauskaité et al. (2020) assert that through social cognition,
entrepreneurs base their interpretations and decisions on
socially acquired knowledge derived from observing oth-
er actors. J. Code (2020) acknowledges the emergence of
self-regulation and personal agency literature, also noting
that these studies have never been subjected to proper
scientific measurement. Social cognition theory suggests
that social constructivism can facilitate learning, contrary
to contemporary scholarship. T. Kusio & M. Fiore (2020)
assert that universities are not the only source of entre-
preneurial communities of practice. Entrepreneurs can
learn from the environment to engage in entrepreneurial
behaviour. However, there is limited literature that draws
from social theory to deepen the connection between the
socio-ecological narrative and the entrepreneurial appetite
for new venture creation. In conclusion, social cognition
theory provides a useful framework for understanding the
cognitive processes that drive entrepreneurial behaviour.
However, further research is required to explore the role of
self-regulation, personal agency, and the socio-ecological
narrative in the entrepreneurial process.
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J.K. Aderibigbe et al. (2019) reveal that the process of
risk perception among entrepreneurs is complex and influ-
enced by a range of factors. Access to resources, such as
capital and other necessities for launching and growing a
new venture, is a key driver of risk perception. Additionally,
individual risk perception heavily influences how entrepre-
neurs perceive and react to risks. Studies suggest that risk
aversion can negatively impact an entrepreneur’s percep-
tion of new venture creation. P. Zhang & K.W. Cain (2017)
mention that risk-averse individuals tend to focus on po-
tential downsides rather than potential benefits, leading
to reluctance to take risks. Personalities also play a role in
shaping risk perception, as different individuals have vary-
ing levels of risk tolerance, resulting in unpredictable pat-
terns. Risk perception is based on two constructs: intuition
and scientific deduction. Understanding these is vital for
entrepreneurs to develop effective risk management strat-
egies. E. Melin & J. Gaddefors (2023) demonstrate that ex-
ternal factors, such as fear of failure, lack of support, and
limited resources may also contribute to risk perception.
For instance, women from patriarchal societies may be dis-
couraged from starting certain businesses, leading to nega-
tive outcomes in risk perception. Technological redundan-
cy may also exclude some entrepreneurs from new venture
creation and growth. C.A. Bonilla & M. Vergara (2021)
assert that risk-averse entrepreneurs perform poorly com-
pared to those who are willing to take risks. Risk aversion
can lead to reluctance to innovate and adapt to changing
market conditions, thus reducing competitiveness and prof-
its. Moreover, access to funding and resources is essential
for promoting entrepreneurship and new venture creation.

P. Roth (2022) defines social context theory as a frame-
work within social psychology that offers an in-depth ex-
amination of societal structures and interactions within a
given social environment. Y. Chandra & J.A. Kerlin (2021)
contend that this theory posits that individualistic behav-
iour and thought processes within a particular environment
are shaped by their immediate ecological context, which
includes personal values, beliefs, and ethics. Social context
theory focuses on how people learn from observing others
in social interactions and through media intake and how
this knowledge influences behaviour and thought process-
es, particularly in the realm of new business ventures. En-
trepreneurs are influenced by their external surroundings,
primarily their local environment, and this affects their
approach to developing strategies for growth and creating
new ventures. The ecological context, perceived through
bounded rationality, can either enhance an entrepreneur’s
abilities for new venture creation or limit the conception of
new ventures. According to D. Mahn & C. Poblete (2023),
drawing from the knowledge spillover theory for entre-
preneurship, note that societies that are rich in knowledge
provide an advantageous environment for entrepreneurs to
evaluate risk and pursue new business ventures.

E. Kibler & P. Mufioz (2021) argue that the social
psychological aspect of the social context shapes the per-
sonality of individuals through their values, beliefs, and

ethics. They also suggest that the ecological context, from
the perspective of bounded rationality, can either boost
an entrepreneur’s ability to create new ventures or hinder
their ability to generate new business ideas. Moreover, they
contend that the quality of knowledge embedded in the
ecological context influences cognitive biases in risk per-
ception associated with new venture formation. Following
the above-mentioned premise, M.Y. Saglam & Y. $ehitog-
lu (2021) assert that the concept of risk perception is in-
grained in the social-ecological context. Furthermore, if an
entrepreneur is associated with a social context that em-
ploys traditional business models, their propensity to ven-
ture into new business will be limited.

N.A. Zidjaly (2009) and A. Widodo & B. Astuti (2024)
state that social cognitive theory supports the idea of the
emergent interactive agency, which suggests that human
behaviour and actions should be defined within a social
context. This means that individuals are not independent
or solely influenced by their environment, but as K. Ko-
lasi (2020) argues individual cognition is influenced by a
combination of social structures, interaction, and individ-
ual agency. Based on this argument, it is possible to state
that the desire to create new ventures and the perception
of entrepreneurial risk are determined by a reciprocal
causation between social structures, interaction, and indi-
vidual agency. relationship between social structures and
individual agency highlights the existence of a duality of
structure. Entrepreneurial risk perception is influenced by
cognition, interaction, and the social context. Entrepre-
neurs rely on social interaction, their social environment,
and their conscience to conceptualize risk and to engage in
new venture creation.

In addition, A. John & V.H. Storr (2018) identify two
types of entrepreneurships: Kirznerian entrepreneurship
and Schumpeterian entrepreneurship. The former type re-
lies on information asymmetry and market imperfections
to capitalize on opportunities for new ventures, while the
latter type replaces inferior business models with contem-
porary ones. Information is crucial in creating new ven-
tures, and its deficiency in the social environment may
hinder the creation of viable entrepreneurs. As a result, it
is important to explore the concept of knowledge socie-
ties, as information is a subsidiary construct of knowledge.
According to the study, entrepreneurs may approach risks
differently due to their limited access to information. To
address this, the authors suggest that knowledge societies
can play a vital role in empowering decision-making for
new business ventures. The article drawing from a study by
I.A. Simeoni et al. (2024) emphasizes that contemporary
knowledge is complex and interdisciplinary, making it nec-
essary for any entrepreneur as knowledge is embedded in
scientific and cultural thoughts. By promoting new venture
creation, knowledge societies can help transform the
economy from a managed one to an entrepreneurial one,
as noted by H. Hartono & E. Halim (2014). While entre-
preneurship is critical to economic development, it is only
with a strong knowledge foundation that entrepreneurs can
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avoid stagnation and redundancy. PE. Alonso-Galicia et
al. (2024) further note the need for the establishment of
knowledge societies or communities of practice outside of
the college and university space to enable the creation of
social transactional knowledge.

Thus, social cognition theory provides valuable insights
into the cognitive processes underlying entrepreneurial be-
haviour, yet further exploration is needed to understand
the roles of self-regulation, personal agency, and the so-
cio-ecological narrative in entrepreneurship. Risk percep-
tion among entrepreneurs is influenced by various factors,
including access to resources, individual differences, and
external pressures, hence impacting venture creation and
success. Social context theory emphasizes the importance

of societal structures and interactions in shaping entrepre-
neurial behaviour, highlighting the need for knowledge so-
cieties to empower decision-making and foster innovation
in new venture creation.

SOCIAL FACTORS
UNDERPINNING ENTREPRENEURIAL
NEW VENTURE CREATION
The combined synthesis matrix (Table 1) indicates the di-
mensional social antecedents that underpin entrepreneur-
ial intentions to venture into business. Literature from
various authors is concisely analysed to deduce a deeper
understanding of the social dynamics of entrepreneurial

new venture creation.

Table 1. Synthesis matrix

Matrix 1: Entrepreneurial risk perception and entrepreneurial intention of employed and unemployed
in the context of entrepreneurial individual resources

Author & Date Purpose Method

Sample

Similarities

Finding

Uniqueness

This paper contributes

to the field of The paper explores
Investigating the . entrepreneurshi . the concept of
>Hsalng . Sample size: rep P The perception P
relationship that Online . studies by proposing . access to resources
o s . . . . 390; sampling R of risk is driven . .
D. Feddkové et connects risk perception, questionnaires that individual to investigate
s . approach: by the access .
al. (2018)  entrepreneurial intentions, & survey . resources are relevant entrepreneurial
. simple random . to resources by 1
and entrepreneurial agency panel . in the research of willingness to
NPT sampling . entrepreneurs
individual resources entrepreneurial pursue new venture
intention and risk creation
perception

Matrix 2: The entrepreneur from a cognitive approach

Author & Date Purpose Method Sample Finding Similarities Uniqueness
The paper
To explain entrepreneurial
prain P The study established elucidates how
behaviour through . . . The paper offers a
o ” Review of that entrepreneurial the notion .
cognitions. To review . o broad view of the
N . articles on experts become of cognition .
, the contributions of the Systematic o . interconnectedness
J.C. Sanchez et o ! cognitive experts based on provides a .
cognitive approach to the literature of social and
al. (2011) . . approach to the development of  lens through .
field of entrepreneurship review . psychological
: . the study of expert schemes that wherein .
and to identify some . i contexts in the field
i . entrepreneurs give them superior entrepreneurs .
limitations and new lines . . of entrepreneurship
o knowledge view business
of research in this area o
opportunities

Matrix 3: Entrepreneurial perceptions and intentions: The role of gender and culture

Author & Date Purpose Method

Sample

Finding Similarities Uniqueness

Sample size:

Entrepreneurship
has redirected

760; Consists . The paper
o attention away from The paper has an
of university shows how
the entrepreneur as . elaborate focus
. students from N . social systems
. Mixed . an individual with . on culture and
Explored the influence China, the USA . can influence .
methods: . unborn personality i gender which
. of culture, gender and o and Belgium. - perception and . .
R.S. Shinnar et quantitative . dispositions and are topical social
the subsequent effect on . These nations the subsequent
al. (2012) 1. . & systematic more towards o constructs that may
entrepreneurial intentions . have been . willingness of .
. . literature . e o entrepreneurship act as perceived
and perceived barriers . identified in entrepreneurs .
review competence as a barriers that affect
cross-cultural " . to explore .
. composition of skills . particularly female
studies as part of . new business
o and attitudes that entrepreneurs
distinct cultural . ventures
affect the perception
clusters
of entrepreneurs
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Table 1. Continued

Matrix 4: Cognitive biases, risk perception, and venture formation: How individuals decide to start companies

Author & Date Purpose Method

Sample

Similarities

Finding

Uniqueness

Sample size:
191 students

The paper
considers how
cognition may The paper classifies

Risk perceptions
may differ because

pursuing a of certain types of influencea  cognitive biases into
This study examines Master of cognitive biases. given view. This three classifications
. three cognitive biases that Business (1) Overconfidence,  shows that the and explores
M. Simon et . .. . . a1
al. (2000) previous research ha§ Case study  Administration.  refers to the 'faqure willingness of ~ how 'ee?ch of the
suggested may lower risk The study to know the limits of ~ entrepreneurs  cognitive biases
perception focused on their one’s knowledge; to pursue may affect the
intentions for  (2) Illusion of control; new business  conception of new
new venture (3) The belief in the ventures is business ventures
creation law of small numbers  influenced by
cognition

Matrix 5: Revisiting entrepreneurial intentions: A social cognitive career theory approach

Author & Date Purpose Method

The research explored
the dynamics of
entrepreneurship
educators and the
researcher’s data-driven
insights into the impact of

Sample

18,081 students

Finding Similarities Uniqueness
The study The study
established that particularly focused
the concept of  on the social and
beliefs, which psychological
is founded on dynamics that
cognition, has a underpin the

The study established
that the beliefs of
entrepreneurs are not

E.W. Liguori et A Longitudinal ~ spanning over . . S
& the motivational processes & P & concerned with the  great influence transition of
al. (2013) study 70 countries and . . .
and the processes of ... skills one has but with on the entrepreneurship
. . . 400 universities . -
identity transformation the judgement that  willingness of ~ students to become
from student to one has entrepreneurs entrepreneurs.
entrepreneur, rooted in to engagein  The study used the
social cognitive career new business cognitive career
theory ventures theory as a lens

Source: compiled by the authors

The synthesis matrix exposed five critical concepts
which the article drew from and subsequently synthesized
the findings. The five papers explored provided the follow-
ing findings:

1) Individual resources contribute to the notion of risk
perception and new venture creation.

2) Entrepreneurial experts become experts based on
exposure to knowledge which enables them to act in a
superior way as compared to those who lack knowledge.

3) Entrepreneurship embodies over and above indi-
vidual aptitude, dexterity, exposure, skills, talent and broad
aspects of life that include the social context.

4) Entrepreneurs operate according to cognitive biases
that may affect the judgment of entrepreneurs as far as busi-
ness decisions and new venture creations are concerned.

5) Entrepreneurs’ willingness to venture into new busi-
nesses and expansion is driven by the beliefs of the Entre-
preneur over and above the skills they possess.

The above-mentioned key findings are summarized by
the four key points briefly discussed below.

Individual resource contribution: According to recent
research by A. Arbelo et al. (2021), modern resource man-
agement extends beyond simply managing similar resourc-
es. It also emphasizes how entrepreneurs can effectively
transform similar resources into distinct ones. The man-
agement of resources is closely linked to cognitive abilities,
as the capability to identify and seize opportunities is con-
sidered a crucial resource.

Entrepreneurship and knowledge: The degree of
knowledge an entrepreneur holds has a significant impact
on their inclination to undertake diverse business ventures.
N. Tshikovhi & R. Shambare (2015) knowledge serves as a
critical basis for the range of business prospects an entre-
preneur can envisage. An entrepreneur’s willingness to ex-
plore new business opportunities is determined by the lev-
el of knowledge. Moreover, their perception of risk is also
shaped by their degree of knowledge. Inadequate knowl-
edge may lead an entrepreneur to either overestimate or
underestimate risks.

Entrepreneurship and social context: A.A. Maitlo et
al. (2021) describe entrepreneurs as individuals who are
influenced by their environment and are likely to iden-
tify new opportunities based on the actions of other ac-
tors. The social context in which they operate is often
shaped by myths that form the foundation for their de-
cision-making processes. Hence, entrepreneurs evaluate
business opportunities and risks based on the prevailing
social context.

Entrepreneurs’ cognitive biases and judgment: T. Ku-
sio & M. Fiore (2020) state that entrepreneurs make de-
cisions based on some belief system (Schema) that acts as
a lens in defining business opportunities and risk. These
biases have both a negative and positive influence on the
decision-making process of entrepreneurs. Entrepreneurs
make decisions based on personal agency and the social
context; this alludes to the duality of structure.
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Drawing from the above discussion, a theoretical
framework was created to condense the thrust of their
argument which expresses the pivotal role played by
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knowledge in modulating the notion of new venture cre-
ation. Figure 1 below projects the theoretical conceptu-
alization of the statement.

—Influence
Entrepreneurial
Knowledge New
i¢— Drive —p>| Venture
Creation
Tacit Explicit
Dictate

Figure 1. New venture creation

Source: compiled by the authors

Figure 1 shows that knowledge is founded on two per-
spectives which are tacit (intuition) and explicit (scientific
deduction) knowledge. Explicit knowledge, as explained by
J. Hordern (2021), can easily be noted and shared amongst
individuals however it is imperative to combine both tac-
it (experiential and uncodified) with explicit (Codified)
systematic knowledge. J. Sharma & D. Tarmali (2023) re-
veal that the challenge of establishing knowledge socie-
ties is predicated on the fact that actors should share tacit
knowledge which is very difficult to share as they are ex-
perimental. D. Lane (2023) mentions that emerging knowl-
edge-based economies are driven by the notion of industri-
al knowledge capitalism because the quality of knowledge
an entrepreneur possesses determines their willingness and
success to engage in new venture creation.

S. Terepyshchyi (2016) mentioned that the creation of
knowledge societies has been regarded by scholars as a uto-
pian fallacy because knowledge is used as a capitalistic in-
strument to exploit market imperfections. Knowledge so-
cieties can be built through a combination of experiential,
social and structured learning which draw from both
codified and uncodified stocks of knowledge. S. Dupré
& G. Somsen (2019), following the concept of artisanal
knowledge, state that consciousness and awareness are the
primary sources of knowledge. D.B. Audretsch & M. Belit-
ski (2021) further state that the immediate environment of
an entrepreneur acts as a filter that may enable or impede the
acquisition of new knowledge that is designed to mitigate
the notion of risk perception. This implies that knowledge
can be acquired through unstructured social experiences.
Furthermore, V. Lungu (2019) suggests that governments
can build knowledge-based societies by providing spaces
and incentives for entrepreneurs to contribute their lived

business experiences. The networking of entrepreneurs can
be done through technology which provides elaborate plat-
forms wherein entrepreneurs can share information and
business strategies.

Thus, revealed critical concepts per synthesis matrix,
underscore the importance of knowledge in shaping en-
trepreneurial decisions and actions, emphasizing the need
for a combination of tacit and explicit knowledge to drive
innovation. The theoretical framework constructed from
these concepts highlights the pivotal role of knowledge
societies in fostering entrepreneurship and mitigating risk
perception, suggesting that governments can facilitate this
process by providing platforms for knowledge sharing
among entrepreneurs.

CONCLUSIONS

In today’s knowledge-based societies, entrepreneurs have
a unique advantage because they possess the ability to
evaluate risks by combining intuition, social awareness,
and scientific reasoning based on both explicit and im-
plicit knowledge. By combining scientific analysis with
practical experience, entrepreneurs can make informed
decisions and embark on new ventures that have a higher
chance of success. However, structured knowledge alone
is not enough to guide entrepreneurs about the risks of
starting a new business. The implicit dimension of knowl-
edge, which reflects the practical reality of business, can
be shared through social interaction, and combined with
explicit knowledge to form a comprehensive understand-
ing of the subject. Entrepreneurs can acquire business
principles from explicit knowledge, share their experienc-
es, and learn from others to improve their decision-mak-
ing capabilities.
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A thorough review of relevant literature was conduct-
ed, providing an argument that highlights the significant
role of social context in shaping an entrepreneur’s per-
ception of risk. They emphasize the importance of agency
and knowledge societies in influencing this perception.
Additionally, the authors acknowledge that personal ex-
periences, societal influence, and media exposure also
play a role in an entrepreneur’s response to risk. Draw-
ing from the concept of bounded rationality, the authors
assert that the quality of knowledge present in the social
context determines how entrepreneurial risk is concep-
tualized. Hence, the authors propose that the creation of
new ventures is heavily dependent on an entrepreneur’s
perception of risk, which, in turn, is shaped by knowledge.
They conclude by presenting a theoretical framework for
creating knowledge societies that will directly impact risk

technology in building knowledge-based societies, such
as the use of artificial intelligence and machine learning to
extract insights from vast amounts of data. Furthermore,
investigating how knowledge impacts risk perception
can provide valuable insights into how entrepreneurs can
make better decisions. Finally, a comparative study can be
conducted to compare environments that only rely on im-
plicit or explicit knowledge to influence entrepreneurship
intentions. Such a study can help identify the strengths
and weaknesses of different knowledge-based environ-
ments and provide insights into how entrepreneurs can
thrive in such environments. Conducting such studies
can help create a more supportive and conducive envi-
ronment for entrepreneurs to start and grow successful
businesses.
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MianpmeMHuLUbKe couiasibHe Ni3HaHHS
Ta CTBOPEHHS HOBUX NiANPUEMCTB: CoLio/ioriyHa nepcneKTuea

AHoTauiq. [Tignpuemni nepeOyBaroTh Iif BeI4e3HNUM TUCKOM, I[06 OTpUMAT KOHKYPEHTHY IlepeBary Ha I100aIbHIX
PMHKaX, ajle 0OMeXeHICTb pecypciB i MOXUIMBOCTEN pOOUTD Lie Bce OiIbII CKIagHUM 3aBiaHHAM. HesBaxxaloun Ha Iie,
Bce Ie icHyIoTb cowionorivni Ta iHuI axkTopy, AKi CIPUAITh YHUKHEHHIO PU3MKY cepel MinmpueMuis. JJocmimpkenns
MAa€ Ha MeTi IPeACTaBUTHU I7I06a/IbHY MEpPCIIEKTUBY IiAMPUEMHUIIBKOTO COLIa/IBHOTO Ii3HAHHS Ta CTBOPEHHS HOBMX
MiAIpUeEMCTB. JJOCTi/PKEHHA IPYHTYETbCA Ha CHCTEMATMIHOMY OITIAJL JiTepaTypy, AKUI BUABUB PisHi Iepemkopn
Ha NDIAXY 4O HiAIPMEMHMIBKOrO YCIiXy. Y JOCH/PKeHHI CTBEpPKYEThCA, 1O YCIilIHe MiAIpUMEMHMITBO Ta 6i3Hec-
inHOBalil NOB’A3aHi 3 COLi/JIbHUM IIi3HAHHAM, CIPUHATTAM PU3MKY Ta areHTHICTIO. Pe3ynbTaTy BOCITiIKeHHA
TOBOJATD, IO TPY 3TaflaHi 3MiHHI € K/TIOYOBMMM Y CTBOPEHHI HOBUX MiIIPUEMHUIbKMX HifimpueMcTB. Kpim Toro, ananis
JiTepaTypy IIOKasaBs, IO IJIA NPOLBITaHHA eKOHOMIKM, 3aCHOBAHOI Ha 3HaHHAX, HEOOXiHO CTBOPUTU CIIpUATIUBE
collia/IbHe CepeloBIIILe, SIKe 3a0X04Yy€ MiAIPUEMHNUIIBKY AiAIbHICTD. JliTepaTypHmil aHasIi3 TAaKOXX II0Ka3aB, 110 6araTuit
COLIia/IbHMII KOHTEKCT y IO€JHAHHI 3 COLia/IbHOI0 CBiJOMICTIO CYTTEBO BIUIMBAE HAa CIPUIHATTA IiJIPUEMHULIBKIAX
MOXX/IMBOCTEN. Y HOCTI/PKEeHH] MiIKpeCTI0eThCs, 110 30BHIIIHI coLianbHi GakTopy, Taki sIK MOMITUYHE, COL{ia/lbHO-
eKOHOMIiYHe Ta IPOMaJCbKe CepelloBMINe, BiflirpaloTh BUpillaJbHY poib y (GOPMYBaHHI CIPUIHATTSA IIANPUEMIIAMU
CTBOpPEHHS HOBMX IifAIIPUEMCTB. SIKiCTh 3HaHb, BKOPIHEHMX Y COLIiaIbBHOMY KOHTEKCTI, JOIIOMAarae oM AKIINUTY PUUKY,
II0B’sI3aHi 31 CTBOpEeHHAM HOBOTO HignpruemMcra. Kpim Toro, focmifxeHHs MiIKpecIoe BayIIMBICTh areHIlii y 3MeHIIeHH]
CIPUITHATTA PU3MKIB Ta CIIPUAHHI CTBOPEHHIO HOBUX HifinpueMcTB. IIpoaHanisyBaBin BifllOBifHY iTepaTypy, CTaTTA
HaJla€ TEOPETUYHY OCHOBY, sIKa KOHTEKCTyaJli3y€e CTBOPEHHS HOBMX IIIJIIPMEMCTB Y Cy4acHill eKoHOMIL, 1o 6a3yeTbcs
Ha 3HaHHAX. JJoCIipKeHHA NponoHye edeKTUBHe IIOM SAKIICHHA HeTaTMBHOI cXeMy, abCTparoBaHoi Bif coliianbHO-
€KOJIOTIYHOI0 KOHTEKCTY, 3a JIOIIOMOI0X0 3HaHb, OTPMMaHMX BiJj COLlia/IbHUX CII/IBHOT IIPAKTUKIB
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Peculiarities of investment support
for industries in the current environment

Abstract. The research relevance is determined by the need to study and solve problems related to investment support of
industries in modern conditions to ensure sustainable and efficient functioning of the country’s economy and strengthen
its competitiveness in the international market. The study aims to analyse modern strategies of investment support of
industries to identify their effectiveness and develop recommendations for optimizing this process in the context of
current economic conditions. The study employed analytical, statistical and comparative methods. The study addresses the
importance of investments for industrial development and their impact on the country’s economy and its competitiveness
in the international arena. The study emphasized that investments contribute to the expansion of production and the
introduction of new technologies, which increases productivity and product quality. The main recommendations of the
article relate to improving the investment environment, by simplifying administrative and legal procedures and fighting
corruption, developing infrastructure, protecting investors’ rights and stimulating innovation. The influence of economic,
social, political and environmental factors on the investment climate in industry was addressed. The study noted that
technological competition, environmental requirements and political instability are key challenges that affect investment
support for industry. The investment situation in Ukraine was examined on the example of Metinvest and Kernel. Both
companies are successfully attracting investment to develop their infrastructure capabilities and improve services. The
article concludes that it is necessary to create favourable conditions for investment and accelerate industrial development
in Ukraine by improving the investment climate, stimulating innovation and attracting foreign investment. The practical
significance of the study lies in the development and implementation of strategies and measures aimed at improving the
investment climate and ensuring the sustainable development of industries, which will contribute to the growth of the
country’s economy and increase its competitiveness

Keywords: competitiveness; innovative development; economic crises; strategic directions; globalization

INTRODUCTION

In a world where economic conditions are unpredictable
and constantly changing, investment is becoming not only
important but also a key factor in stimulating industrial de-
velopment. Raising capital is becoming a prerequisite for
launching new businesses, expanding production, intro-
ducing the latest technologies and maintaining sustainable
growth. In this context, the relevance of studying the pe-
culiarities of investment support for industries in modern

conditions becomes evident. The globalization of the econ-
omy and growing competition is forcing companies to
make investment attraction an effective and strategically
pressing task. At the same time, the development of tech-
nology and the emergence of new innovative solutions in
the industry make it necessary for companies to constantly
modernize and improve their production processes, which
requires significant investment. In addition, conditions are
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changing due to the impact of environmental, social and
economic factors, which requires new approaches to in-
vestment and sustainable development of the industry.

The study covers a wide range of aspects, including
the identification of factors that influence investment de-
cisions, the development of innovation strategies in indus-
try, the effectiveness of government and corporate policies
in this context, and the identification of promising areas
for investment in industrial sectors. Given the constant
changes in economic, technological and social conditions,
the study of this topic is important for understanding cur-
rent trends and determining optimal strategies for the de-
velopment of the industrial sector aimed at achieving sus-
tainable growth and competitiveness. Understanding and
analysing the investment support of industries is critical
for the successful operation of companies in the current
economic environment. The problem of investment pro-
vision of industries faces many challenges that stimulate
active research on this issue in economic science.

The analysis of the authors™ research results provides
a deep understanding of the current trends in the field of
investment support for industries. J. Li & S. Li (2020) and
O. Filatova (2021) emphasize the importance of efficient
allocation of investment resources to achieve sustainable
development of enterprises in a changing economic envi-
ronment. They highlight different approaches to optimiz-
ing investment strategies and the role of such strategies
in ensuring the competitiveness of enterprises. Studies by
J. Meckling & J. Nahm (2019) and V. Levytskyi et al. (2022)
also address the effectiveness of public investment policy in
industry. They identify key factors that influence the suc-
cess of these policies, such as the level of industry support
and the regulatory climate. O. Besprozvannykh & P. Perer-
va (2020) addressed the possibility of optimizing state sup-
port, through fiscal incentives and policy support. S. Al-
bukhitan (2020) and J.M. Miiller et al. (2021) addressed
the importance of developing innovation strategies in the
industry. They highlight the role of innovation in ensuring
the competitiveness of enterprises and the development of
the industry. M. Yu & N. Wang (2023) studied the impact of
geopolitical and environmental factors on the investment
provision of industry, identifying their potential impact
on investment decisions and the development of industri-
al sectors. Some studies, such as K. Piwowar-Sulej (2021),
note the importance of human resource development in in-
dustry. Effective training and support of skilled personnel
play a key role in ensuring an innovative and competitive
industrial sector. It is noted that investing in education and
training contributes to the development of new technolo-
gies and the efficiency of production processes.

The analysis of various approaches and conclusions of
these researchers allows to cover a wide range of problems
arising in the field of investment support of industry, pro-
viding a comprehensive view of such aspects as the effec-
tiveness of investment strategies, sustainability of industry
development and adaptation to changes in the economic
environment. Due to growing competitive pressure and

economic changes, industrial enterprises are facing new
challenges, which require continuous improvement of in-
vestment strategies to ensure the stable development of
the industry in an increasingly competitive environment.
However, the risks (political, economic and financial) that
could significantly affect the success of investment projects
in the region remain unexplored. There are also no gen-
eralized investment strategies, which can make it difficult
to make effective investment decisions. It is important to
develop and implement consolidated approaches to invest-
ment that address various aspects of business operations.
The study aimed to conduct an in-depth analysis of various
aspects related to investment support for industrial sectors
in the current environment.

MATERIALS AND METHODS

This study analyses various sources of information to as-
sess the investment climate and industrial development in
Ukraine. For this purpose, a detailed analysis of investment
processes in the industrial sector was carried out. Official
reports, statistics, and analytical reports were carefully stud-
ied (The investment attractiveness..., 2021; Minfin, 2024).
This analysis provided an in-depth understanding of the
dynamics of the industrial sector and identified key factors
affecting its investment attractiveness. Data from official
sources was used to conduct an objective analysis of the
country’s economic situation and investment trends. An-
alytical reports and research publications provided addi-
tional insight into the complex processes taking place in
the industrial sector. The analysis focused on key aspects
such as economic growth potential, the level of investment
in various industries, and factors affecting the country’s
competitiveness in the international market.

In addition, specific examples of successful invest-
ment attraction in Ukrainian industrial enterprises were
analysed. One example was the mining and metallurgical
company Metinvest (n.d.), which mines ore and coal, pro-
duces coke and smelts steel and produces rolled products,
pipes, etc. (Metinvest intends to..., 2022). Another exam-
ple was the agro-industrial company Kernel (Kernel is the
world’s..., n.d.), the largest producer and exporter of sun-
flower oil in Ukraine (Kernel has invested..., 2023). For this
purpose, information from official sources, press releases
and other available documents was used. This analysis
demonstrated how successfully enterprises are attracting
investment to develop their operations and influence the
country’s economic growth.

This study applied a comprehensive approach to ana-
lysing the investment climate and its impact on industrial
development. The initial stage of the analysis involved a de-
tailed study of various aspects of the investment climate and
industrial development in Ukraine. This reviewincluded not
only a general description of investment volumes but also
their structure by different sectors of the economy and in-
formation on regional specifics. During this stage, the main
trends observed in these areas were noted. The next step
was to compare the investment environment and industrial
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development in Ukraine between companies. This stage not
only identified trends and features of the investment climate
in Ukraine but also potential ways to further improve the
economic environment. Understanding the differences be-
tween investment approaches and industrial development
results of different companies has become an important pre-
requisite for further analysis and formulation of recommen-
dations to improve the efficiency of investment support.

After that, the cause-and-effect relationships between
various factors and phenomena in the economy were an-
alysed. Particular attention was devoted to the impact of
political stability, legal system, tax policy and the level of
corruption on Ukraine’s attractiveness to investors. This
study identified key factors that influence the development
of industry and the efficiency of investment projects in the
country. The study also examined various types of risks that
may affect the success of investment projects, such as politi-
cal, currency, economic and technological risks. The degree
of uncertainty that can influence investors’ decisions and
their willingness to take risks in deciding on their invest-
ment strategies was also investigated.

RESULTS

Investments are an important catalyst for industrial
growth, playing a key role in shaping a country’s econom-
ic well-being and international competitiveness. First and
foremost, investment provides funding for the expansion
of production and technology upgrades in the industry,
facilitating the introduction of new technologies, improv-
ing productivity and product quality, and expanding the
range of goods and services (Qiu et al., 2021). In addition,
investments contribute to job creation and infrastructure
development, including the construction and development
of transport, energy and communication networks, which
makes industry more accessible and provides convenient
access to markets and raw materials.

The investment climate of a country is an important
factor that affects the attractiveness of a country for inves-
tors and the level of their interest in placing capital. This
climate is shaped by the interaction of various factors cov-
ering the political, economic, legal, infrastructural, social
and environmental aspects of a country. Political stability is
a key component of the investment climate. Countries with
a stable political situation are considered to be less risky for
investors, as they provide a predictable and stable legal en-
vironment for business. At the same time, economic policy
has a major impact on the investment climate. Transparent,
consistent and supportive economic policies aimed at stim-
ulating economic growth and business development attract
more investment.

A legal system that guarantees the protection of proper-
ty rights and the enforcement of contracts is important for
the investment climate. Quality infrastructure and access to
markets also affect the investment climate. An efficient trans-
port network and infrastructure reduce production costs and
make the country more attractive to investors. Social and
environmental contexts also matter (Prokopenko, 2019).

High living standards, access to quality education and envi-
ronmental protection attract investors. These factors shape
policies for attracting investment and developing the coun-
try’s economy. Modern industries face a variety of econom-
ic, social, political and environmental challenges that affect
their investment and, consequently, their development.
The COVID-19 pandemic has had a significant negative
impact on the global economy, leading to production cuts,
business restrictions and a decline in demand for many
products. This has created significant economic difficulties
for industrial sectors, forcing them to revise their devel-
opment strategies and look for new ways out of the crisis.

Increasing requirements for environmental friendli-
ness and product reliability are another important factor.
Civil society is increasingly aware of environmental issues
and insists that industrial enterprises reduce emissions, use
renewable energy sources and take a balanced approach to
their interaction with the natural environment. This chal-
lenges businesses to quickly adapt to new requirements and
implement environmentally friendly production technolo-
gies (Ahmad et al., 2024). Technological competition is an-
other important aspect that affects the investment supply
of industry. The rapid pace of technological development
creates a need to constantly update production processes
and introduce new technologies to increase productivity
and improve competitiveness. Industrial enterprises that
fail to keep up with these trends risk falling behind compet-
itors and losing their market position (Bal & Erkan, 2019).
Strategic investments in innovative technologies and envi-
ronmentally friendly production processes are becoming
essential for industrial enterprises seeking to ensure their
successful development in today’s environment.

Political instability and trade conflicts in today’s world
pose a serious challenge to the investment climate in indus-
tries. These factors could lead to a decrease in investor con-
fidence and create uncertainty about the future business
environment. Trade conflicts, such as the imposition of
tariffs and other trade restrictions between countries, can
lead to higher production costs and reduced international
trade, which negatively affects the profitability of industri-
al enterprises and reduces their attractiveness to investors
(Igwe et al., 2018). On the other hand, effective regulatory
policies and tax incentives provided by the government can
stimulate investment activity in the industry. For exam-
ple, lowering tax rates on investments, providing financial
incentives or creating favourable business conditions can
make a country more attractive to investors and promote
industrial development. The impact of political and regu-
latory factors on the investment climate in industry cannot
be overstated. These factors can determine the success or
failure of investment projects and influence the overall eco-
nomic development of a country.

The impact of technological innovation and digital
transformation on the investment climate in industry is a key
factor in the modern world. New technologies are penetrat-
ing all areas of production, changing production, business
management and customer interaction. This determines the
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competitiveness of enterprises and their ability to adapt to
changes in the economic environment. Technological inno-
vations allow businesses to increase productivity and effi-
ciency. The introduction of automated systems, robotization
of processes, and the use of artificial intelligence reduce costs
and improve product quality (Appio et al., 2021). This makes
businesses more competitive and attractive to investors, as
it increases their potential profits and reduces risks. Digital
transformationis drivinginnovation and expanding the scope
of businesses. The introduction of advanced technologies,
such as the Internet of Things, cloud services and data analyt-
ics, allows companies to create new products and services, ex-
pand their markets and improve customer experience, which
opens new investment opportunities and attracts the atten-
tion of potential investors. Technological innovations con-
tribute to the development of environmentally friendly and
sustainable production processes (Slattery & Zidar, 2020).

Investment in Ukraine’sindustries is one of the key com-
ponents of the country’s economic development. Ukraine,
being a traditional industrial country, has significant

potential for investment in various sectors, such as machine
building, heavy industry, chemical and petrochemical in-
dustry, agriculture and others. However, the investment
climate in the country is complicated by the war (2024).
Political instability and a lack of investor confidence in
government agencies reduce the country’s investment po-
tential. On the other hand, Ukraine has considerable po-
tential in high-tech sectors such as information technology,
energy efficiency, alternative energy and others. Foreign
investors may increasingly choose the Ukrainian market
for capital investment, relying on a highly skilled workforce
and access to European markets.

In general, investment support for industries in
Ukraine requires a comprehensive approach and joint ef-
forts of the state, business and society. Only a stable po-
litical and economic environment, effective regulation and
stimulation of investment activity will allow for significant
progress in the recovery and development of the coun-
try’s industry. Table 1 shows foreign direct investment in
Ukraine from 2012 to 2023.

Table 1. Foreign direct investment in Ukraine in 2012-2023 (millions USD)

Year Direct investment in Ukraine  Direct investment from Ukraine Balance

2012 8,401 1,206 7,195 3%
2013 4,499 420 4,079 -43%
2014 410 111 299 -93%
2015 -458 -51 -407 -236%
2016 3,810 16 3,794 1,032%
2017 3,692 8 3,684 -3%
2018 4,455 -5 4,460 21%
2019 5,860 648 5,212 17%
2020 -868 82 -950 -118%
2021 6,687 -198 6,885 825%
2022 1,152 529 494 -91%
2023 4,096 6 4,089 556%

Source: compiled by the author based on Minfin (2024)

Another indicator worth noting is the investment at-
tractiveness index (Fig. 1). This indicator reflects the state
of the business environment in Ukraine through an anal-
ysis based on expert opinions of leading representatives of
European Business Association member companies.

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

[\S)

—

Figure 1. Ukrain€’s Investment Attractiveness Index for
2012-2023
Source: compiled by the author based on The investment
attractiveness... (2021)

This indicator uses a scale from 1 to 5, where levels 1-3
indicate a negative attitude toward the business, 3-4 - neu-
tral, and 4-5 - positive. Between 2012 and 2023, the invest-
ment attractiveness index never reached a positive level.
The highest values of the index were recorded in 2017-2018
when it reached 3.1 points, but the decline in 2019 indicates
a deterioration in the business perception of the investment
environment in Ukraine.

According to surveys conducted by the European Busi-
ness Association, the main factors that worsen the invest-
ment business climate, according to investors, are political
instability, high levels of corruption, insufficient implemen-
tation of land and judicial reforms, and a lack of qualified
personnel. Among the positive changes in the country’s in-
vestment business climate are the liberalization of curren-
cy legislation, the stability of the national currency, lower
inflation, and cooperation with the International Monetary
Fund (Venhurenko & Plakhotnyuk, 2020). However, the
tull-scale invasion has further deteriorated this indicator,
leading to the suspension or closure of businesses in Ukraine.
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Metinvest is a good example of successful investment
attraction and sustainable development in Ukraine. Estab-
lished in 2006, it is one of the largest private industrial en-
terprises in Ukraine, specializing in metallurgy and mining.
The company owns numerous assets in the heavy industry,
including coke plants, iron and manganese ore mining facil-
ities and steel mills specializing in steel production. Metin-
vesthasabroad product portfolio that includes steel and iron
ore products, coke, sinter, iron concentrate and other prod-
ucts. The company implements modern technologies and
quality standards to ensure competitiveness in the global
market. Metinvest’s development contributes to the growth
of the Ukrainian economy and its industrial potential.

One of the key investment strategies is to introduce
modern technologies and quality standards to improve the
company’s productivity and competitiveness. Metinvest

is constantly improving its technological processes to en-
sure efficient production and meet market requirements.
In addition, the company is actively investing in expand-
ing production capacity, modernizing equipment and de-
veloping infrastructure. This allows Metinvest to increase
production volumes, expand its product range and main-
tain high-quality standards. Metinvest is implementing
projects worth over USD 10 billion. The total amount of
capital investment in the industry was USD 1.5 billion,
which is 7.8% of the total amount of capital investment in
the industry. Between 2017 and 2022, the group’s average
annual investment amounted to USD 700 million, which
indicates the company’s continued activity in developing
and modernizing its production facilities (Metinvest in-
tends to..., 2022). Table 2 shows Metinvest’s key perfor-
mance indicators.

Table 2. Metinvest’s key performance indicators from 2018 to 2023

Indicator 2018 2019 2020 2021 2022 2023

Income, million USD 11,880 10,757 10,453 18,005 8,288 7,397
Adjusted EBITDA, million USD 2,513 1,213 2,204 7,044 1,873 861
EBITDA margin 21% 11% 21% 39% 23% 12%

Assets, million USD 11,178 13,837 13,454 15,980 8,785 9,133

Source: Metinvest (n.d.)

Between 2018 and 2021, the company’s revenues and
assets have grown significantly, which may indicate the
success of its investment strategy and effective resource
management. EBITDA margin (volume of profit before
interest expense, taxation, and taxes depreciation and
amortization) also shows some fluctuations, but overall,
the high profitability in 2021 may indicate the efficient
use of internal resources by the company. However, the
decline in revenues and assets in 2022-2023 caused by the
war in Ukraine indicates difficulties and changes in the
economic environment, which affects the company’s in-
vestment activities and stability.

Several measures can be considered to improve Metin-
vest’s investment security. Diversification of investments
can be a key step to reduce risks and increase the stability
of a company’s financial position. Expanding the range of
investments into various industries, including energy, met-
als and construction, will mitigate risks and ensure a more
stable income stream. Improving production efficiency
through the introduction of advanced technologies and
production processes is another key aspect. This will allow
the company to increase productivity, reduce production
costs and increase the profitability of investment projects.
Attracting external investment can be an additional source
of funding for a company. Active promotion of investment
potential in the international market and search for oppor-
tunities to attract external investors will secure additional
resources for development. Investing in the development

of transport, energy and information infrastructure will
improve the conditions for the development of industrial
enterprises and attract more investment.

Kernel is another good example of successful develop-
ment and investment in Ukraine. The company is one of
the largest agricultural holdings in Ukraine and represents
a significant part of the country’s agricultural sector. Ker-
nel has been actively attracting investments to modernize
and develop its agricultural technologies, expand its land
holdings and develop new product lines. This allowed the
company to maintain its competitiveness in the market and
increase production volumes. In addition, the company
actively implements innovative practices in its operations,
such as the use of modern technologies in production, the
introduction of efficient resource management methods
and the implementation of environmentally friendly prac-
tices in agricultural production.

From 2007 to 2022, Kernel invested USD 2.5 billion in
development. The company has been actively introducing
advanced technologies in the agricultural sector, expanding
and modernizing its logistics infrastructure, including ele-
vators, factories and terminals. These measures contributed
to the development of the agricultural sector and maintained
the country’s leading position as a producer of agricultural
products on the global market. In addition, they brought
additional revenues to the state budget and contributed
to the creation of new jobs (Kernel has invested..., 2023).
Table 3 shows Kernel’s key performance indicators.
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Table 3. Kernel’s key performance indicators from 2018 to 2023

Indicator 2018 2019 2020 2021 2022 2023

Income, million USD 2,403 3,960 4,107 5,595 5,331 3,455
Adjusted EBITDA, million USD 223 346 443 806 220 544
EBITDA margin 9% 9% 11% 14% 4% 16%

Assets, million USD 2,211 2,464 3,165 3,996 4,185 3,885

Source: Kernel is the world’s... (n.d.)

The company has demonstrated revenue growth, but
there have been years when revenue has declined, which
may reflect the impact of the war on the company’s opera-
tions. Adjusted EBITDA is a measure of net income from
operations, and changes in this measure may indicate man-
agement efficiency and the impact of external factors on fi-
nancial results. The EBITDA margin reflects the percentage
of profit from revenue, which may indicate the efficiency
of the company’s assets. Changes in this indicator also in-
dicate the stability or instability of the company’s financial
position during the reporting period. The volume of assets,
in turn, reflects the scale of the company’s operations and
can be an indicator of its potential for development and in-
vestment in the future.

Several measures could be considered to improve Ker-
nel’s investment security. The Company may continue to
expand its presence in the agricultural sector through the
development of crops, food production and agricultural in-
frastructure. The use of advanced agricultural technologies,
automation of production processes, and the introduction
of digital solutions can increase production efficiency and
provide competitive advantages (Wrzecinska et al., 2023).
The company may actively consider exporting its agri-
cultural products to international markets and attracting
foreign investment to expand its operations. Cooperation
with government agencies is equally important. Kernel can
engage in a constructive dialogue with government agen-
cies to create a favourable investment climate and provide
support for the development of the agricultural sector.
Management and monitoring systems can be improved
to optimize production processes and use resources more
efficiently. It is also necessary to develop corporate respon-
sibility programmes aimed at sustainable and environmen-
tally friendly production.

In the current environment, improving the investment
environment for industries in Ukraine requires a compre-
hensive approach and the implementation of several meas-
ures. Several recommendations have been made that could
help improve this process. The government should actively
ensure stability in the country, which includes a wide range
of measures aimed at maintaining both economic and politi-
cal stability. This means not only taking effective measures to
fight corruption but also creating favourable conditions for
business and foreign investors by improving legislation and
ensuring reliable protection of property rights. Since small
and medium-sized enterprises (SMEs) are the main source
of economic and industrial development, it is important
to provide them with financial and advisory support. This
can be achieved by providing access to loans on favourable

terms, training and advice on business management and
development. Infrastructure is a key element for attracting
investment in industry (Gherghina et al., 2020). In addi-
tion, infrastructure also plays a critical role in attracting
investment in industry. To create favourable conditions for
the development of industrial enterprises and attract more
investment, the government should invest in the develop-
ment of transport, energy and information infrastructure.

Ukraine should actively promote its investment poten-
tial internationally and pay special attention to attracting
foreign investment by concluding favourable agreements
and creating favourable conditions for foreign investors.
This includes simplifying business start-up procedures to
reduce administrative and bureaucratic obstacles, as well
as ensuring that property rights are protected. Strength-
ening anti-corruption measures and creating a stable
legal environment will also help attract foreign investors.
Investing in research and development and creating a stim-
ulating environment for innovation can help Ukrainian
companies take a more competitive position in the global
market. This can lead to increased industrial productivi-
ty, a wider range of products, better quality of goods and
services, and lower production costs. Innovative technol-
ogies and improved production processes can be used by
Ukrainian companies to produce more competitive prod-
ucts that attract attention on the international market. The
implementation of these recommendations is aimed at cre-
ating favourable conditions for attracting investment and
accelerating industrial development in Ukraine. This, in
turn, will contribute to economic growth and improve the
quality of life of citizens.

DISCUSSION

The results of the study showed that investments have an
impact on various aspects of industrial development, such
as production expansion, technology modernization, job
creation, infrastructure development and strengthening of
the country’s economy. Investments stimulate the expan-
sion of production and the modernization of technolo-
gies in industry. This allows companies to introduce new
technologies that increase productivity and product qual-
ity, as well as expand the range of goods and services. For
instance, attracting investment allows businesses to intro-
duce automated systems, robotic processes and the use of
artificial intelligence, which increases production efficiency
and reduces costs.

S. Saidi et al. (2020) also analysed the importance of
investment for the country’s economic growth and im-
provement of the quality of life. The study analysed various
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aspects of the impact of investment on the economy, fo-
cusing on its importance in financing the expansion of
production, introducing new technologies, improving pro-
ductivity and product quality, and creating new jobs. The
authors confirmed the conclusions of the current study
regarding the importance of investment in industry for re-
ducing unemployment and stimulating production, which
in turn contributes to higher incomes. In addition, invest-
ments contribute to the development of infrastructure such
as transport, energy and communication systems. This
makes industry more accessible and provides convenient
access to markets and raw materials. For instance, invest-
ments in the development of transport networks allow
businesses to reduce logistics costs and expand their sales
capabilities. Investments in the industrial sector not only
strengthen the country’s economy but also provide resourc-
es for social and environmental initiatives. Growth in pro-
duction leads to an increase in tax revenues, which can be
used to develop education, healthcare and infrastructure,
stimulating economic progress and improving the quality
of life of citizens.

J. Zhang et al. (2021) noted the importance of infra-
structure development to attract investment. They stressed
that the insufficient transport, energy and information
base can deter investors from considering investing in the
country. V. Aust et al. (2020) also confirm that a developed
infrastructure contributes to the growth of a country’s in-
vestment potential and promotes its economic growth.
Comparing this with the results of the current study, it is
possible to note that the author also supports the view that
infrastructure development is important for attracting in-
vestment. The current study also confirms that infrastruc-
ture projects are key to attracting investment and helping
to stimulate economic growth. EJ. Contractor et al. (2020),
in turn, analysed the impact of national policy on the coun-
try’s investment climate. They stressed that strengthening
political stability, as well as the adoption of transparent and
favourable economic laws, stimulates investment activity.
The authors’ analysis confirms that national policy plays an
important role in attracting investment and influences the
country’s economic development. Analysing the results of
the current study, it is possible to note that the author also
reached a similar conclusion on the importance of nation-
al policy in stimulating investment activity. However, the
research of the above authors emphasizes that a stable po-
litical environment and a transparent and favourable legal
framework are the most important factors for attracting in-
vestment and promoting economic development.

C.A. Hartwell & T. Devinney (2021) addressed the im-
pact of global factors, such as trade conflicts and political
instability, on the investment climate. They discuss in detail
how these factors can influence investor decisions and cre-
ate uncertainty in the business environment. C.R. Kumar. ]
& M. Majid (2020), in turn, also consider the possible effects
of trade conflicts and political instability on the investment
environment addressing the decline in investor confidence,
the possibility of rising production costs and the difficulty

of predicting future business conditions. The findings of
both authors confirm that these factors can significantly
influence investors’ decision-making and create uncertain-
ty in the business environment, which can delay or even
stop the flow of investment capital. Thus, their research
highlights the importance of taking global factors into ac-
count when analysing the investment climate, which com-
plements and confirms the findings of the current study.

J. Liu et al. (2021) focused on the importance of pro-
tecting property rights and the legal system for the invest-
ment climate. The authors emphasized that an effective and
transparent legal system is a key factor in providing inves-
tors with confidence in their rights and contracts. They also
showed that proper protection of property rights and an
efficient legal system contribute to improving the country’s
investment climate and help attract more foreign investors.
The research confirms that proper protection of property
rights is a key element in creating a favourable investment
climate. It should be added that investors are looking for
countries with a reliable legal system that guarantees their
rights and allows them to enforce contracts without hin-
drance. Thus, this publication confirms and complements
the findings of the current study on the importance of the
legal environment for investment activity. It is also neces-
sary to actively promote the country’s investment potential
internationally and attract foreign investors by concluding
agreements and creating favourable conditions for their
activities. The development of international cooperation
and partnerships may prove to be an important factor in
attracting investment and making Ukraine an attractive
destination for foreign investors.

S. Vaska et al. (2021) expressed their view on the im-
portance of innovation and digital transformation for at-
tracting investment. They examine in detail how innovative
technologies can be a key factor in attracting investment, as
they enable businesses to become more competitive and at-
tractive to investors. V. Jafari-Sadeghi et al. (2021) similarly
analyse the impact of innovation on the economic environ-
ment and note that enterprises that actively implement new
technologies and digital solutions can gain a competitive
advantage, which helps to increase investment potential.
Similar to the current study, the authors’ findings confirm
that innovative technologies can play a significant role in
attracting investment, providing enterprises with a com-
petitive advantage and contributing to their growth.

Overall, it is possible to note that effective investment
in industry requires a comprehensive approach and active
cooperation of all stakeholders. Only through the joint
efforts of the government, business and the public can
significant progress be made in restoring and developing
the country’s industry. This will contribute to overall eco-
nomic growth and improve the quality of life of the popu-
lation, as efficient industry creates jobs, increases produc-
tion and contributes to infrastructure development. This
approach will guarantee stable economic development
and have a positive impact on the socio-economic situa-
tion of the country.
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CONCLUSIONS

This study analyses in detail the impact of investment on
industrial development and its importance for the coun-
try’s economic condition and international competitive-
ness. The study highlighted those investments play a cru-
cial role in the development of industry, providing financial
support for the expansion of production and the introduc-
tion of modern technologies. This means introducing new
technologies, improving productivity and quality of pro-
duction, and expanding the range of goods and services.
In addition, investments contribute to the creation of new
jobs, which leads to a reduction in unemployment and an
increase in living standards. The study also confirmed that
investing in industry strengthens the country’s economy
and provides resources for the implementation of social
and environmental programmes. Investments in industry
lead to an increase in production, which in turn leads to an
increase in tax revenues to the budget. These financial re-
sources can be used to develop education, healthcare and
infrastructure, which further stimulates economic growth
and improves the quality of life.

The legal system is also a critical aspect of the invest-
ment climate. An effective and transparent legal system
that guarantees the protection of property rights and the
enforcement of contracts creates favourable conditions
for investment and business development. The availabil-
ity of quality infrastructure and access to markets are also
substantial factors affecting the investment climate. In the
current environment, investment in Ukraine’s industry is

It is also important to actively promote Ukraine’s invest-
ment potential on the international stage and attract for-
eign investors through agreements and the creation of fa-
vourable conditions for their activities. The development
of industries in Ukraine requires a comprehensive ap-
proach and several measures, including ensuring stability,
improving the business climate and protecting property
rights. It is also necessary to provide support to small and
medium-sized enterprises, develop infrastructure and
actively promote Ukraine’s investment potential on the
international market. The study confirms the important
role of investment in the development of industry and the
economy. For the successful recovery and development of
Ukraine’s industry, it is important to carefully consider all
aspects of investment activity and create favourable con-
ditions for investors. It is necessary to continue working
to improve the investment climate, develop infrastructure
and support innovative projects to ensure sustainable
economic growth and improve the quality of life of the
Ukrainian population.

Further research could address the impact of global
economic and political changes on the country’s invest-
ment climate, as well as the role of innovative technologies
in stimulating the investment process in industry. One of
the limitations of the study is that it does not include a
detailed analysis of the impact of socio-economic factors,
such as unemployment and wages, on the decision-mak-
ing process for investment in industry.

an integral part of its economic growth. This requires a ACKNOWLEDGEMENTS
coordinated approach and joint efforts of the state, busi-  None.
ness and society. Only a stable political and economic en-
vironment, effective regulation and investment incentives CONFLICT OF INTEREST
can lead to significant progress in industrial development. ~ None.
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Oco6nueocTi iHBecTULiMHOro 3a6e3nevyeHHs ranysem NpPpoMmUCNIOBOCTi
Yy Cy4aCHUX yMOBaXx

AHOTaUifA. AKTya/IbHICTb TeMU IIO/IATA€ B HEOOXiTHOCTI BUBUEHH Ta BUPIllIeHHA IPo06/ieM, TOB 13aHNX 3 IHBECTUILITHIM
3abe3MedeHHAM rajIyseil IPOMIUCIOBOCTI B CY9aCHUX YMOBAX, 106 3abe3neunTy craie Ta eGeKTyBHe PyHKIiOHYBaHHA
€KOHOMIKM KpaiHM Ta 3MilJHEHHA ii KOHKYPEHTOCIPOMOXXHOCTI Ha MDKHApOJHOMY PMHKY. MeTolo gOCTimKeHHA
ABJIIETBCA IPOBEMICHHA aHAJIi3y CY4acHUX CTpareriii iHBeCTUIIJHOrO 3a0esnedeHHs Tranyseil IIPOMMCIOBOCTI s
BUABJICHHA IXHbOI epeKTUBHOCTI Ta po3po0OKN peKOMeH ALl 1I0f0 ONTUMi3alii IbOro MPOLeCy B KOHTEKCTI Cy4acHMX
eKOHOMIYHMX yMOB. B mpomeci pocmimpkeHHs OylIo BUKOPUCTAHO aHAITUYHMUIL, CTATUCTUYHUIL Ta NOPiBHAIbHMIL
MeToaM. Y CTaTTi JOCTiIPKEHO BaXK/IMBIiCTh iHBECTUILI /I pO3BUTKY IPOMICIOBOCTI Ta iX BIVIMB Ha eKOHOMIKY KpaiHH,
Ta il KOHKYpeHTOCIPOMOXKHICTb Ha Mi>KHapopHill apeni. byno migkpecneHo, mo iHBeCTUIi CIPUAITb PO3IINPEHHIO
BUPOOHUIITBA Ta BIIPOBA/PKEHHIO HOBYX TeXHOJIOTil, 1O IifiBUIYE NMPORYKTUBHICTh Ta AKicTh mpopykuii. OCHOBHI
PEeKOMeH/IaLlil CTaTTi CTOCYIOTHCSA IOJIITIIEHHSA YMOB JI/IS iHBECTHIIII1, 30KpeMa IJIAX0M CIIPOLIEHHS aIMiHICTpaTMBHUX Ta
IIPAaBOBMX IIPOLIEAYP Ta 60POTHOM 3 KOPYIILIEI0, PO3BUTKY iHPpacTPyKTypH, 3aXUCTY IpaB iHBECTOPIB Ta CTYUMY/TIOBAaHHA
inHoBamnin. JlocmipykeHO BIUIMB €KOHOMIYHMX, COLlia/IbHUX, MOMITUYHNX T4 €KOMOTiYHMX (akTOpiB Ha IHBECTUILINHUI
KJIiMaT y IPOMMCIOBOCTI. 3a3HaueHO, 1110 TeXHOIOTiYHA KOHKYPEHIIis, eKOTOriYHi BMMOIM Ta NOMITUYHA HeCTabi/IbHICTD
€ KITI0YOBMMM BYK/IMKAaMM, AKi BIVIMBAIOTh Ha iHBECTULIMHY MiATPUMKY IPOMUCTIOBOCTI. Byo posrnanyTo inBecTuninny
cuTyanioo B YkpaiHi Ha IpukiIafi koMmnasiii «MertinBect» Ta «Kepuem». O6upBi KoMmmaHii yCIilIHO IpUBEpPTAIOTDH
inBecTHLIil 11 pO3BUTKY CBOIX iHPpacTPYKTYPHUX MOXK/IMBOCTEI Ta IIOKPAIljeHH: IOCIYT. BUCHOBKY CTATTi ONATAIOTD
y HeOOXiTHOCTI CTBOPEHHs CIPMUATIMBUX YMOB /I iIHBeCTUIIN Ta MPUCKOPEHHs IPOMUCIIOBOTO PO3BUTKY B YKpaiHi
LUIAXOM IIOKPAlleHHsA IHBeCTULIMHOIO KIiMary, CTUMMY/IIOBaHHA IHHOBALiM Ta 3a/ly4eHHSA 3O0BHIIIHIX IHBECTUII.
[TpakTryHe 3HAaUYEHHS MOCTI/PKEHHS IOJISATAaE B PO3poOIi Ta BIPOBA/PKEHHI CTpareriii Ta 3aXOfiB, CIPSMOBaHUX Ha
HOJIIIIeHHs 1HBeCTULIHOTO KIiMaTy Ta 3abesIe4eHHs CTaJIor0 PO3BUTKY Tayly3ell MPOMMCIOBOCTI, IO CIPUATAME
3POCTAHHIO €KOHOMIKM KpaiHM Ta MiJIBUILEHHIO I KOHKYPEHTOCIIPOMOXKHOCTI

Knto4oBi crioBa: KOHKYPEHTOCIPOMOXKHICTh; iHHOBALiTHMIT pO3BUTOK; €KOHOMIYHI KpM3y; CTpaTeriyHi HaIpAMKI;
rinobanisaris
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HR management of enterprises
under martial law, socio-cultural and technological challenges

Abstract. The study addresses issues related to the development of the personnel management system in the current
conditions caused by martial law in Ukraine and socio-cultural and technological challenges that stimulate the need to
improve the development of corporate culture and strengthen human resilience. The relevance of an effective response to
these requests is determined by the theoretical and applied aspects of defining the subject segment of the HR management
toolkit and its application. The study aims to highlight the security issues in personnel management and outline the
directions for ensuring human resilience at an enterprise in modern conditions. To achieve this goal, the following methods
were used: analysis and synthesis; systematic method; grouping and generalization; expert judgement; statistical method
and surveys. The study determined the main factors influencing the efficiency of personnel management under martial law
and contradictions regarding the sustainable development of personnel. The main directions of promoting the unity and
development of the personnel of enterprises under martial law were formed. Global trends in the field of human capital
and the combination of the performance of enterprises and people in achieving entrepreneurial success according to the
following criteria were analysed: ensuring human resilience; increasing productivity; and stimulating the development
of microcultures in the workplace. The study substantiated that the presence and development of many microcultures in
one local enterprise in the national economy will inevitably lead to the threat of internal disruption (destruction) of the
system and several negative consequences in the future. The study highlighted directions for creating responsible and
harmonious HR management systems for modern and future enterprises. The conclusions drawn from the study have
theoretical and applied content and may be useful for business entities in developing strategies for staff development and
improving corporate culture as a source of creative inspiration and satisfaction of employees’ needs

Keywords: remote management; teamwork; culture; productivity; talent acquisition; microculture

INTRODUCTION

Human resource management in enterprises should be
in line with modern challenges. For 2024, Ukrainian en-
terprises will face challenges primarily due to the Rus-
sian-Ukrainian war of occupation, but geopolitical and
ideological challenges are no less important. The realities of

business activity should be adequately reflected in the pro-
cesses of enterprise HR management. Therefore, the prob-
lems are changing, business and HR strategies that were
effective in peacetime and the period of supply dominance
in the labour market have lost their relevance and need to
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be adapted to the new realities of life. Therefore, there is a
need to address the efficiency of enterprises by interpreting
business goals in the language of analytics and HR strate-
gies, as well as the adequacy of tools for budget planning.

For this reason, it is worth highlighting three main as-
pects of the issues outlined in this article. The first aspect is
related to the peculiarities of staff work under martial law,
awareness of the organizational challenges that enterprises
and staff need to ensure their safe functioning and have the
prospect of decent work and development in their inde-
pendent Ukraine in the post-war period; the second aspect
is related to the worldview and personal psychological and
motivational settings of staff, the presence of stress during
production and the establishment of resilience, which are
integral elements of survival during the war; third aspect
aims to maintain an appropriate level of balance between
the human and technological development of enterprises
to preserve jobs and positive dynamics of production and
service provision. The answer to the question of which HR
management models are relevant is not only of practical im-
portance but also of theoretical significance, as it will allow
to develop existing approaches to human productivity. The
second and third aspects reflect the peculiarities of ensuring
human dignity in remuneration and social responsibility of
business entities and the formation of an atmosphere of cor-
porate unity and trust in the process of managing the per-
sonnel of enterprises under the influence of current factors.

The analysis of previous studies and publications con-
firms the existence of a wide range of scientific achieve-
ments that reflect the theoretical, methodological, tech-
nological and applied aspects of the outlined issues.
Researchers underscore the problems of labour resources
management, which is evident due to their role in increas-
ing the innovativeness of enterprises, as discussed in the
joint article by N. Mitsenko et al. (2022), which states that
“human resource management is crucial to support an en-
terprise (organization) to improve efficiency, manage cor-
porate and ethical issues that go beyond economic efficien-
cy, and support the future development of the enterprise
(organization) and the direction of its innovation activi-
ties”. This idea is continued by O. Yakovenko (2022), con-
sidering the peculiarities of remote personnel management
in modern conditions and focusing on the transformation
of the personnel management process in terms of plan-
ning, recruitment, organization and direct management,
motivation and communication. Following I. Gontareva et
al. (2022), the HRM strategy is a structural element of the
enterprise’s strategic management system, highlighting
“.. five mandatory principles for those who want to win the
war for talented employees, managers and make talents a
competitive advantage” of enterprises. O. Naumova (2021)
continues this idea and deepens it by systematizing the
peculiarities of employee behaviour under different types
of HRM strategies. The functioning of enterprises during
the war, identifying the problems faced by management in
personnel management and identifying ways to solve them
have also been the subject of research by several scholars.

V. Kudelia & V. Yakovenko (2023), among the current
trends in the field of HR management, suggest the following
main areas: teamwork, increasing the involvement of tem-
porary workers in the organization, using new reward sys-
tems, using the potential of the older generation, creating
staff welfare programmes. Similar thoughts are highlighted
by A. Kotsur et al. (2022), emphasizing the peculiarities of
HRM activities in wartime. Furthermore, the issue of per-
sonnel management under martial law in Ukraine is stud-
ied in the article by O. Cherep et al. (2023), which presents
different approaches to the classification of socio-psycho-
logical methods of remote personnel management. The
theoretical and empirical aspects of expanding the bound-
aries between HR and other disciplines are covered by
J. Schwartz et al. (2020), which focuses on this process in
two different dimensions: the scale of influence and areas
of focus. An updated perspective on management through
reengineering, digitalisation and flexible initiatives, as well
as the change in the process in the context of the transi-
tion to remote employment, is offered by D. Gherson &
L. Gratton (2022), who consider management issues in the
context of creating successful teams rather than servicing
them; training productivity rather than controlling tasks.
R. Pells (2023) also analysed and reflected on why scien-
tists are delving into the virtual world.

Thus, the latest scientific developments in the subject
area of human resources management reflect the evolu-
tionary path of transformation of methods and forms of
labour organisation at enterprises. Dynamic changes in
human life require supplementing these concepts and are-
as with new challenges, problems, and applied tasks, which
formed the aim of the study.

MATERIALS AND METHODS

The methodological basis of the study is formed follow-
ing the purpose and includes a legislative and regulatory
component, a theoretical component represented by sci-
entific articles, monographic studies, statistical data, and
the results of expert assessments in the subject area. To
reveal the essence of the highlighted issues, as well as to
highlight their content, legal acts of the Verkhovna Rada
of Ukraine (Law of Ukraine No. 2136-IX, 2022; No. 2232-
XII, 2022; No. 2352-1X, 2022) and information of the
Cabinet of Ministers of Ukraine (800 enterprises relocat-
ed..., 2023), official materials of the State Statistics Service
of Ukraine (n.d.) were used, which reflect the trends and
forecasts of the socio-demographic and economic situa-
tion in Ukraine caused by the war and focus on the fea-
sibility of improving HR management systems necessary
to develop changes in the field of security measures and
corporate unity. Analytical information on the dynam-
ics of relevant trends in the development of HR manage-
ment (Schwartz et al., 2017) and a survey of employees on
the main challenges of human sustainability (Cantrell et
al., 2024) became the basis for developing directions for
creating responsible and harmonious HR management
systems for modern and future enterprises.
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The methodological basis of the research is a set of sci-
entific methods that ensures the methodological integrity
of the study, in particular: analysis and synthesis — for ana-
lysing modern features and reasons and generalizing their
impact on the formation and development of HRM; sys-
temic method - for revealing the essence of HRM through
the prism of corporate culture, application of the latest
technologies and growth of human productivity, that is, the
unity of content (productive and creative human labour)
and form (the process of development of corporate culture
under the influence of new technologies), and for stream-
lining the areas of HRM; grouping and generalization - for
developing In the context of global trends in the field of hu-
man capital, the directions for creating harmonious human
resource management systems of enterprises based on the
use of the method of expert judgement are proposed. The
use of the statistical method and a survey made it possible
to form a statistical base, highlighting informative data on
the internal displacement of the population and enterprises
under martial law, growing occupational stress and threats
of job loss due to technological changes, the spread of prac-
tices and restrictions on the processing of employees’ data,
and trends in the development of microcultures.

RESULTS AND DISCUSSION

In modern business, human-centric models in the HR
management system are dominant for the vast majority
of business entities in various types of economic activity.
Employee focus is becoming an axiom of business man-
agement through the prism of the obvious interdepend-
ence of the long-term development of a business project
and the satisfaction and personal growth of employees,
which guarantee the success of the business mission. This
awareness is not only a requirement of the times but also
a crucial guideline in the process of building intellectual
and knowledge potential, attracting talent and their pro-
fessional and career development.

At the same time, the trends of modern socio-politi-
cal and economic development in Ukraine and the world
indicate the desire of enterprise personnel to expand the
boundaries of personal freedom, and dynamic mobility and
transfer the solution of various problems to the capabilities
of digital technologies has been resisted in the realities of
uncertainty during the war regarding job security, personal
and collective security, economic and social dependence,
psychological resilience, etc. From a scientific and manage-
rial perspective, it is necessary to investigate how business-
es and employees are adapting to the rapidly changing new
reality of life. The study proposes to address modern trends
in personnel management, which have become relevant in
the context of the Russian-Ukrainian war, and which allow
the development of theoretical and applied models for pro-
moting unity and harmonious development of personnel.

The activities of the staff of Ukrainian enterprises un-
der martial law are characterized by several peculiarities:

1) changes in labour legislation (the possibility of em-
ployers increase working hours from 40 to 60 hours per

week, or reduce them from 36 to 40 hours; limit rest for
employees from 42 to 24 hours per week and the duration
of annual leave to 24 days; change the start and end time
of shifts; transfer employees to another job not specified
in the employment contract without their consent without
reducing their wages; refuse to grant unused vacation or
regular leave to employees of certain enterprises; dismiss
employees during temporary incapacity for work or leave
due to the impossibility of providing employment due to
the destruction of production or organizational conditions,
means of production or property of the employer as a result
of hostilities; at the same time, an employee may terminate
an employment contract if there is a threat to life and health
or the company is located in a hostilities zone; the ban on
working on weekends, reduced working hours at night, re-
duced working hours on the eve of a public holiday, the need
to notify employees of changes in essential working condi-
tions and changes in remuneration conditions 2 months be-
fore their introduction, etc. are cancelled (Law of Ukraine
No. 2136-1X, 2022; No. 2232-XI1, 2022; No. 2352-1X, 2022);

2) long-term and chaotic migration of the popula-
tion (according to the UN High Commissioner for Ref-
ugees, about 6.47 million people have left Ukraine since
the beginning of the great war, as of 15 February 2024. Of
these, 6.0 million people are in Europe and 0.476 million
in other countries (Ukraine Refugee Situation, n.d.); at the
same time, according to the State Border Guard Service of
Ukraine, only 2.4 million Ukrainians have left and not re-
turned to Ukraine since the beginning of the war (The data
of the State Border..., 2023);

3) internal displacement of the population (the number
of officially registered internally displaced persons (IDPs) in
Ukraine reaches 4.9 million people (Ministry of Social Pol-
icy of Ukraine, n.d.). According to a study by the Interna-
tional Organization for Migration (IOM), only 40% of IDPs
in Ukraine are employed, while 14% are actively looking for
work and 6% are inactive. This means that IDPs have signifi-
cant labour potential that they are trying to realize. For com-
parison, theemployment rateamong non-displaced residents
is 50% (Ukraine - internal displacement report..., 2023);

4) evacuation and relocation of enterprises (the Gov-
ernment of Ukraine recommended that enterprises from
the territories outside the control of the Government of
Ukraine relocate to safer locations. As of 5 May 2022, 500
businesses have moved to safer locations, of which 300 have
resumed operations. In March 2022, applications were re-
ceived from 1,266 businesses; and in June 2022, only 79
businesses applied for evacuation (Uvarova & Sapryki-
na, 2023). At the same time, Deputy Minister of Economy
of Ukraine Tetiana Berezhna stated that “since the begin-
ning of the war, 800 enterprises have been relocated from
dangerous regions with the support of the state. As of the
beginning of March 2023, 623 enterprises are already op-
erating in their new locations. Another 239 are looking
for a convenient location or mode of transport. More than
650 companies that planned to relocate their production
facilities refused to move due to the de-occupation of the
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territories where they are located. In addition, some busi-
nesses are now returning to their previous locations due to
the improved security situation, particularly in Kharkiv,
Chernihiv and Sumy regions. 44 enterprises have already
returned” (800 enterprises relocated..., 2023));

5) mobilization of the population (“Up to 700,000 peo-
ple are mobilized to the Armed Forces, up to 60,000 border
guards, up to 90,000 National Guard, up to 100,000 Nation-
al Police. In 2023, more than a million people in uniform
will ensure the activities of the security and defence sector”
(More than a million Ukrainians..., 2022));

6) logistical collapse, unavailability of energy resourc-
es, and the elimination of markets for goods and services
also pose significant risks to the work of employees and
households, as noted by A. Kotsur et al. (2022).

Along with national trends, the activities of personnel
arealso significantly influenced by current global trends that
threaten human resilience. According to many researchers
(Future Forum Pulse, 2023; Bracy, 2023), they include:

e unrestrained professional burnout;

e concerns that artificial intelligence (AI) will elimi-
nate jobs;

e the rapid development of the need for skills;

e support for age-related and contract employees;

e poor conditions for employees in their first job (em-
ployees in their first job make up about 80% of workers
worldwide (Technology can help..., 2022); at the same
time, according to the authors N. Dhingra et al. (2021),
E. Frauenheim (2022) and M. Gonzales (2023), they feel
underserved by education. They are least expected to have
the opportunity to work on targeted programmes, receive
significantly lower salaries and fewer days of paid leave,
and are most likely to lack health insurance;

e climate change and energy generation sources have
a decisive impact on the workforce in most countries (ac-
cording to P. Philip et al. (2022), more than 800 million
jobs worldwide — 25% of workers - are highly vulnerable
to extreme climate conditions that affect, for example, ac-
cess to a clean environment (water, air), as well as the eco-
nomic results of energy transformation).

Accounting for the above trends and new challenges,
the main factors influencing the effectiveness of HR man-
agement under martial law and global expectations can be
identified, as shown in Table 1.

Table 1. Factors influencing the effectiveness of HR management under martial law and global expectations

Factor Influence

Hazards and emergency

Personnel may face various hazards, such as attacks by enemy forces, shelling and bombing, air raids,
traffic restrictions or power, water, heat and other situations, which require an action plan to protect,

conditions secure and move employees and their mental and physical readiness for change in advance
It is particularly valuable as it can affect the performance of staff and their safety. It is important to
Communication have an effective and reliable communication system that will allow employees to transmit information
quickly, clearly and concisely and ensure information hygiene in communication
Staff can face high levels of stress and emotional strain, which can result in reduced productivity and
Stress performance. This factor should be addressed, and action plans should be in place to reduce stress and
support employees
Discipline A key factor in the behaviour and work of staff and employees are obliged to follow the rules and
instructions to ensure safety
Leadership The team leader (manager) performs a crucial function and should have a clear strategy and action

plans for the staff, as well as be ready to make quick and informed decisions in dangerous situations

Restrictions on freedom of
action and decision-making

During martial law, restrictions may be imposed on the freedom of management decisions and actions
for business managers, which narrow the possibilities, efficiency and effectiveness of management
processes

Emotional and mental

This group of factors involves the search for opportunities and resources to create a culture of staft
support capable of ensuring the psychological comfort of employees, stabilization of mental health,
emotional balance, and the preservation and reproduction of human potential

Source: compiled by the authors following Y. Sytnyk (2017), Team management in war conditions (2022) and O. Cherep et

al. (2023)

The factors listed in Table 1 require managerial deci-
sions in the HR management system that are equivalent to
these challenges and will ensure workplace safety, imple-
ment operational changes to work schedules and opera-
tional processes, develop stress management programmes
(measures), organize training and retraining, and advise
employees on various issues of life under martial law.

In this context, conditions should be created for em-
ployees of enterprises and programmes should be de-
veloped (guaranteeing safety, supporting or motivating

development, career growth, social responsibility) that
will promote their safe work, forming value orientations
of unity and trust, and increase the effectiveness of their
work. Therefore, N. Mitsenko et al. (2022) propose HR
management based on the concept of sustainable devel-
opment, in compliance with certain principles, in par-
ticular: human resources development with a long-term
perspective; flexibility; employee empowerment; fair and
equal opportunities; external partnerships; employee
care; profitability.
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Taking care of employees in times of war based on for-
malized uniform rules for all is the best way to build trust.
Attitude to people, transparency of processes and deci-
sion-making, and salaries of employees at a level sufficient to
provide for their families and restore their working capacity
always create a culture of loyalty and morality in the com-
pany. According to N. Mitsenko et al. (2022), the creation of
opportunities for employees to acquire various professional
(technical) and interpersonal skills, social skills (volunteer-
ing, taking care of oneself, how to deal with stress, how to
develop good nutrition habits, how to recover from work,
etc.) is a complement to such a human-centred policy, which
is especially relevant in the management of personnel of
Ukrainian enterprises in the context of Russian aggression.

There are also organizational and managerial situations
in which formal and informal restrictions do not allow
companies to meet their staff development needs. N. Mark-
ova (2015) identified several reasons for the emergence of
contradictions in the sustainable development of person-
nel, in particular:

e excessive requirements for employees who do not
have an appropriate basis in terms of socio-economic

justification of their need to perform their professional du-
ties as set out in job descriptions;

e non-compliance with the provisions of the laws and
regulations of Ukraine governing relations in the field of
hired labour management;

e organizational, economic, technical and technolog-
ical limitations of the enterprise to meet the needs of em-
ployees in their development;

e organizational and bureaucratic barriers to the im-
plementation of HR policy for staff development, due to
low qualification of HR employees, limited financial re-
sources for the implementation of current and future staff
development plans, the complex organizational structure
of enterprises with communication problems, etc;

e low level of staff motivation to improve their profes-
sional level, and expand their area of competence, respon-
sibility, and career growth.

Addressing the reasons, limitations and opportuni-
ties of HR management in modern realities, it is advis-
able to formulate the main directions of promoting the
development of personnel under martial law, as present-
ed in Table 2.

Table 2. Directions for promoting staff unity and development under martial law

Direction Influence

Support and

compassion
P and support for each other

It is important that owners and management effectively support and empathize with staff during martial law.
It is advisable to extend care for staff to employees” families. This will build trust and a sense of belonging

Financial incentives

Management must provide employees with the necessary material resources and tools for effective work

In times of war, employees may need new knowledge and skills to perform effectively. It is therefore important
to ensure that employees are trained and developed in specific areas and a comprehensive manner so that

Learning and
development

they are prepared for various challenges and responsibilities. In this context, human resources policy should
also provide for the development of spiritual and emotional intelligence, which will stimulate a new quality

of thinking, increase self-awareness of one’s mission, enable self-control over negative emotions, and develop
the ability to link causes and effects into a single whole

Management must create conditions for cooperation and communication between employees. This can
help ensure effective coordination and real-time problem-solving based on key communication functions

Collaboration and
communication

(informing; communicating; joint decision-making; planning; performance review; division of duties; and
joint work and responsibility). In addition, it is advisable to develop a communication culture, as common

values, mental attitudes and stereotypes are a unifying factor that can ensure harmonious communication,
an effective atmosphere of cooperation and consolidation

Remote control

Human resource management in wartime may be caused by the need to interact and work with remote teams

located in different locations, and may also be necessary to ensure the safety of employees during the war

All enterprise processes need to be built in such a way that employees feel organic (natural), the culture is

Taking care of
employees’ well-being
of management technology

built around people (in small enterprises according to the traditions of family life), the development of social
compensation (health insurance, cheaper food, corporate transport, etc.), which will reflect the social aspect

Developing staff morale, i.e., a state of mind in which employees become free (do not focus on everyday

Cultivating strength . . . . .
ofmingd and & problems), rising above the daily routine of life and work. Developing the mental component of staff
L behaviour based on national patriotism and psychological resilience, the desire to overcome obstacles,
determination . . -
unwavering will, courage and determination
Developing a tradition of open discussion of problematic and painful issues of the enterprise, division, and
Publicity and project team. Highlighting only the images of leaders and winners in the life of an enterprise leads to a
transparency distortion of reality and wrong decisions. Honesty and transparency with staff add energy and fairness to

processes and reinforces trust as a core value
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Table 2. Continued

Direction Influence

The development of internal staff mobility is an important tool for attracting and retaining talented
employees. Promotion of career and professional opportunities is a key factor in employment, and their

Internal mobility

prolonged absence is a good reason to change employers. The following types of mobility should be
developed: horizontal (change of functions within the current business function), cross-functional (transfer

to another business function), vertical (transfer to a managerial position with new functions), and internal

corporate

Filling the HR policy
with a spiritual and
cultural component

This direction will strengthen human resource management with humanistic content; through the
mechanism of corporate culture, introduction of social and spiritual practices, cultivation of moral values,
development of national and moral modes of behaviour, promote unity of corporate spirit, neutralize

excessive technologization, balance technical rationality with spiritual maturity

Source: compiled by the authors following Y. Sytnyk (2017) and O. Cherep et al. (2023)

The areas listed in Table 2 ensure the formation of
trusting relationships among the company’s staff, help
them adapt to new challenges and business conditions,
establish new forms of internal communication and train-
ing, introduce new management and motivation systems,
strengthen the comprehensive connection of employees
with the company, and help attract potential candidates
for employment, etc.

A. Kotsur et al. (2022) believe that the main tasks of HR
professionals in times of war are “adaptation of the HR man-
agement system and internal HR documentation to chang-
es in legislation; ensuring the necessary number and quality
of staff for effective operation in the context of large-scale

Robotics and artificial intelligence
Equal opportunities

Automation of management
Leadership

Strengthening of labour resources HR
analytics

Career and education

Attracting talent

Experience of employees

Creation of the enterprise of the future

Performance management

external and internal migration and mobilization of the
population; retention of existing staff; use of remote employ-
ment and additional functions of accounting and control of
remote work; creation of conditions for the operation of
evacuated enterprises in the new territory, as well as proper
housing, social and living conditions for their employees”.

In 2017, Deloitte Consulting surveyed HR managers
to identify the current priority areas of HR development
and trends in their change until 2022 (Fig. 1). During this
period, several forecasts at the time were confirmed by the
realities of 2023. Performance management, HR analytics
staff experience, etc. have become less relevant in the HR
management process.

2022
m 2017

60 %

Figure 1. Dynamics of the most important trends in the development of personnel management

Source: compiled by the authors based on J. Schwartz et al. (2017)

At the same time, new challenges for HR management
have emerged on the agenda of modern times due to tech-
nological and ideological changes. S. Cantrell et al. (2024)
determined trust and sustainable human capital devel-
opment as the most relevant. This study identifies seven
global trends in human capital that demonstrate how the
combination of business performance and people plays an
important role in achieving entrepreneurial success. These
trends include the following: ensuring human resilience;

increasing productivity; expanding transparency; over-
coming the lack of imagination; developing digital gaming
platforms; stimulating the development of microcultures in
the workplace; and moving towards borderless HR.

Some of them are worth discussing in more detail.

1. Ensuring human resilience. When people thrive,
businesses thrive. To be sustainable, businesses need to cre-
ate value for all the people associated with them. Moving
towards sustainable human development implies a parallel
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change in the concept of human resource management.
This requires systematic management decisions from en-
terprises to ensure that they create synergies of value for
the people they affect in multiple dimensions. Based on
the results of research conducted by Z. Ton (2017) and the
analytical work of S. Cantrell et al. (2024), the following
impact dimensions can be identified: staff (fair wages and
long-term financial well-being; skills, employability and ca-
reer opportunities; equity and addressing systemic causes
of inequality; physiological and psychological safety; social,
cultural and mental balance); potential employees (training
and development of staft for future vacancies; enhancing
human outcomes for external supply chain workers; en-
hancing human outcomes for contract or informal work-
ers); society (improving public health, including the impact

of the environment/climate on health; creating “good jobs”
for the economy (e.g., paying fair wages that meet a decent
standard of living); positive impact on communities; con-
tributing to equity for groups that have historically been
marginalized by race, gender or other identities).

At the same time, according to the survey, the rela-
tionship between employees and businesses is becoming
increasingly complex amid large-scale contradictions in
society and the business environment. Only 43% of em-
ployees believe that their working conditions at enterpris-
es are better than at the beginning of their employment.
Therefore, employees identified growing business stress
and the threat of human jobs being replaced by technology
as the main challenges for businesses that promote human
sustainability (Fig. 2).

Percent of workers answering the question: “Which of the following developments do you worry

about as it relates to your work? Select all that apply”.

Increasing work stress leading to
worse mental health

60

Lack of connection and belonging
due to more remote or hybrid work\

20

Employers now being able to digitally

monitor my work without /\ 22

my consent
22
The “always on” economy enabled /
by digital technology

A§

The threat of technology
/\ taking over jobs

28

The rising number of new skills and
25 — jobs needed as a result of technology
or business model changes

\ Increasing risks of threats to physical
safety or wellness in the workplace

Figure 2. Workers identify top challenges to human sustainability

Source: S. Cantrell et al. (2024)

2. Increasing productivity and defining new indicators
for assessing employee performance. As human perfor-
mance takes centre stage, the question arises: are traditional
performance measures sufficient? In the era of human-cen-
tric operations, modern database sources and artificial
intelligence can help businesses move from measuring
employee productivity to measuring human achievement.
Therefore, to measure human performance, business results
and human results should mutually reinforce each other. In
this context, it is worth noting that “compliance with new
global regulations on the use of personal data” entails ex-
cessive control over people through productivity indicators
not only in their workplace but also in their private lives.

Therefore, from the perspective of human dignity,
the representative indicators proposed by S. Cantrell et
al. (2024) representative indicators should be treated with
great care and caution, especially those that can be com-
bined: 1) business results (customer satisfaction, efficiency,
revenue growth and profitability, time to market and speed
to market, innovation and its implementation, quality);

2) human achievements (employment opportunities and
career growth, fair remuneration, ownership and belong-
ing, physiological and psychological safety, personal goals
and their content, gaining experience and skills, happiness
and well-being). While artificial intelligence can be neces-
sary for assessing, analysing and improving business and
employee performance, it can also be damaging to people
and an entity’s reputation if used inappropriately. Several
researchers have expressed such views, drawing attention
to the growing number of companies that are experiencing
disputes with employees due to increased control. J.B. Les-
lie & K. Simmons (2023) note that “productivity paranoia —
the fear that remote workers are unproductive - can lead
to a state of surveillance and breach of trust, rather than
management decisions aimed at achieving real workforce
efficiency and productivity in modern workplaces”.

These trends are supported by enterprise surveys,
which show that employees are loyal to the collection of ad-
ditional data using familiar traditional technologies such as
email or calendars but are mostly negative when it comes to
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data collected using new technologies such as wearable de-
vices and headsets. Only 9% of employees like the collection
of personal data using neurotechnologies, 23% of employ-
ees like location tracking technologies, 23% like external

%
100 T

62

60T

20

websites, and 28% like XR headsets (Cantrell et al., 2024).
At the same time, contrary to these staff sentiments, the
majority of managers intend to implement such technolo-
gies for data collection in the coming years (Fig. 3).

The organization currently uses this technology
mmmm The organization expects to use this technology in the next 3 years

el Percentage of employees comfortable with the technology

66
58

0 1 1
Neurotechnology =~ Location-tracking
technologies

External sites

XR headsets

Wearables

Figure 3. Employee attitudes toward data collection using emerging technologies

and managers’ expectations for their use in the next three years
Source: Beyond productivity: The journey to the quantified organization (2023)

Such an administrative approach can cause conflicts
between management and employees and threaten trust
within the enterprise and among stakeholders. At the same
time, business owners and managers need to understand
that people cannot and should not lose their rights and
freedoms for the sake of economic relations or the most
advanced technologies. Therefore, one of the main tasks of
HR professionals is to establish responsible practices and
limitations for the processing of personal data and artificial
intelligence, as well as to plan preventive measures to ad-
dress employee concerns about the use of new technologies
in the process of collecting and analysing professional and
personal confidential data.

3. The idea that instead of striving for a common cor-
porate culture, businesses should create a “culture of cul-
tures” tailored to the needs of business units or local teams,
compatible with the values of the entire enterprise, is gain-
ing traction in many HR academics. At the same time, most
large enterprises have developed standards of a unified
corporate culture, to which new employees should harmo-
niously join, realizing their intellectual, creative and pro-
fessional potential based on the principles and models of
behaviour established by the standards. It is worth focusing
on the understanding and unambiguous interpretation of
the following definitions: culture, corporate culture, organ-
izational culture, labour organization, and microculture.

Culture is a way and consequence of human activity
that reproduces personal and social existence in all its man-
ifestations. For instance, H. Zakharchyn (2011) notes that
this can be used to interpret it as an ethnically specific par-
adigm of life creation, which, accumulating certain knowl-
edge, meanings, creative abilities and skills of the people in

material and spiritual values, sign systems, and so on, acts
as a special way of being of a certain ethnic group concern-
ing others. In this context, for an enterprise, culture is the
“way things are done” in an organization - sustainable pat-
terns of behaviour over many years, supported by shared
practices and experiences, values and principles of the en-
terprise (Beyond productivity..., 2023).

In the process of development of social and labour
relations at the enterprise, according to T. Kytsak (2008),
corporate culture manifests itself as a complex and multi-
faceted system of values, beliefs, business principles, norms
of behaviour, traditions, which becomes an important in-
tangible resource of the enterprise, as it provides social ties,
communicative and informational communication, har-
monizes relations between employers and employees and
thus significantly affects the efficiency and competitiveness
of the enterprise. At the same time, as argued by H. Zakhar-
chyn (2009), unlike corporate culture, organizational cul-
ture is a system of relationships that have developed in an
organization based on accepted values, basic ideas and
norms of behaviour necessary to fulfil its mission. There-
fore, the concept of “organizational culture” refers to the
degree of organizational ordering of the operational and
management process of an enterprise and is only one ele-
ment of the organization’s culture.

Most researchers in their definitions name the organ-
ization’s values as a component of corporate and organiza-
tional culture, so it can be argued that values are the core
of corporate culture. Thus, when the scientific discourse
refers to “common” values, such as innovation, teamwork,
excellence and safety, which should form the basis for the
development of microcultures in enterprises, it is a classic
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description of the constituent elements of organizational
culture. Such value elements may have a significant dif-
ferentiation in practice when it comes to multi-sectoral
enterprises, as well as those with many thousands of em-
ployees structured into hundreds of units or geographical-
ly diversified.

In this regard, the diversity of microcultures at an en-
terprise should be interpreted not as the presence or “fuel-
ling” of the development of different worldview beliefs,
spiritual moral and ethical principles and norms of behav-
iour, linguistic, cultural or national identities and tradi-
tions among the enterprise’s personnel, but as the develop-
ment of approaches to improving the organizational and
operational processes of economic activity among mul-
tiple units and teams of the enterprise. This understand-
ing will help develop the flexibility and efficiency of the
company’s divisions, a certain autonomy of functions and
teams, unlock the intellectual and knowledge potential of
employees and enable them to quickly adopt best practices
and integration results. This trend is supported by the sur-
vey results, which show that almost 71% of respondents
say that focusing on individual departments and creative
teams as the best environments to foster culture, consist-
ency and flexibility is key to the success of their teams. At
the same time, 50% of managers indicate that an organi-
zation’s culture is most successful when it has a uniform
degree of variation (Cantrell et al., 2024).

An important aspect of harnessing the potential of
microcultures is to focus on their development. The fun-
damental focus of microcultures should be on the coordi-
nation and unification of their manifestations and practices
(e.g., diversity of creative ideas, innovations, flexibility and
individual work patterns, etc.) around a unified and recog-
nizable corporate culture). The idea of cultivating different
models of staff organization and practices to promote em-
ployee development, in the context of martial law and tech-
nological transformation, can have a positive impact on the
experience and sustainability of enterprises. The reasons
for the increase in the number of new models of labour or-
ganization are as follows:

e expanding opportunities for hybrid or remote work.
According to J. Wood (2022), 70% of employees worldwide
prefer a hybrid structure, which will require expanding op-
portunities for team interaction outside of offices. At the
same time, O. Pickup (2023) notes that employees of hybrid
teams create closer ties within their units, but lose proper
connection with the enterprise as a whole;

e the emergence of operational practices specific to
individual teams, departments or functions (differences in
the type of employment (full-time or part-time), working
conditions (on-site, hybrid, remote));

e complex and unclear procedures for approving inno-
vative projects and processes, as well as management ap-
proaches and decision-making styles (command and con-
trol, decentralized, consensus-based, distributed);

e the need to implement a special approach to attract-
ing or retaining the best talent and intellectuals (preserving

the unique culture of the newly acquired company in the
process of mergers and acquisitions; ensuring freedom and
flexibility);

e changes to work schedules, shift duration, working
week, etc;

e the size of the company and its organizational ma-
turity.

The existence and development of many microcultures
in one local enterprise in the national economy will inevita-
bly lead to the threat of internal disruption (destruction) of
the system and several negative consequences in the future,
in particular

e intensification of internal competition between such
microcultures for the right to dominate, and thus overcome
and displace the weaker ones;

e formation of informal groups and environments that
are not united by common business goals and objectives;

e imbalance in the system of staff motivation and a
diverse understanding of the meaning of “justice”, “disci-
pline”, “order”, “responsibility”, “duty”, “right’, “freedom”;
“patriotism’, etc;

e disorientation of managers and leaders of the enter-
prise between different local approaches and teams, which
will make it impossible to agree and achieve common goals
of the enterprise;

e loss of the enterprise’s identity and unity and recogni-
tion of the employer brand in the labour market and among
stakeholders as microcultures spread (grow);

e disintegration of horizontal and vertical links be-
tween structural units, as well as an imbalance between
control and empowerment in the management system;

e dynamic growth and sharpening of disagreements be-
tween employees of different departments (teams, branch-
es), and between employees and management, which will
impede the achievement of results for business and staff;

e increased external instability around the enterprise,
as a developed corporate culture - a “monoculture” - is a
safeguard against vulnerability to stresses under martial
law and various ideological, economic and technological
challenges.

Corporate culture should not be an internal barrier to
achieving the company’s goals and developing individual
teams, but a source of inspiration and satisfaction for em-
ployees’ needs to support the well-being and focus of staft
development.

Therefore, it is necessary to integrate the life cycle of
each new talent into the corporate culture of the enterprise,
and not vice versa, creating a microculture for the life cy-
cles of individual talents. Therefore, recruitment processes,
such as hiring, performance management, and develop-
ment, should be clear to potential talent upfront so that
they can quickly adapt to the company’s unique corporate
culture, functions, and location.

Given the analysed trends in human capital, the crea-
tion of responsible and harmonious human resource man-
agement systems for modern and future enterprises should
be carried out in the following areas:
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1. Overcoming egocentrism, fostering a culture of bal-
anced interests and harmonizing relationships. The excessive
promotion (dominance) of theories and practices of devel-
oping global and personal values, and social profiles, and
expanding the boundaries of personal freedom of personnel
in the business environment and personnel management
indicates the construction of a present and future society
in which a person must constantly strive to satisfy personal
interests. Satisfaction of personal interests at the company,
not outside of it — in private life. This approach is the abso-
lute opposite of aristocratic morality, marked with the seal
of honour, which is characterized by the ability to act for the
benefit of others (God, faith, nation, state, society, commu-
nity, team, teammates, brothers, ladies, neighbours) contra-
ry to personal interests. Therefore, in the strategic dimen-
sion, the goals and objectives of the enterprise HRM system
should be to foster a culture of balanced interests between
the participants of the business process — employees, own-
ers of the enterprise and society. Human resources man-
agement should be focused on the constant search for ways
in which they can complement and enrich the enterprise,
personal and social life, without constantly seeking to gain
personal benefits and enrichment at the expense of others.

2. Filling professional and personal space with think-
ing, not information. One of the problems of employees
in post-industrial enterprises is the consumption of large
amounts of unnecessary information that overwhelms
their professional and personal space, leaving no room for
thinking. The achievements of lifelong learning should be
applied during active periods of work between regular pro-
fessional development and staff training. Most employees
involved in such constant processes of “learning for the
sake of learning” do not have time to consciously apply the
acquired knowledge and turn it into experience. However,
over time, they realize that this knowledge is not useful to
anyone, it has not changed the operational and manage-
ment process at the enterprise (unit) and has not affected
the level of their remuneration for their work. Such work
is no longer productive. It creates an environment of sim-
ulacra, where “everyone has to be in business” and “be a
leader”. Thus, according to J. Baudrillard (1994), humanity
is losing touch with reality and enter the era of hyperreali-
ty — when the picture is more important than the content,
the document (diploma, certificate) is more important than
knowledge, and the connection between objects, phenom-
ena and signs has long been broken. In the activities of en-
terprises, a system is being scaled up, the law and purpose
of which is the production and overproduction of only
certain words, signs and symbols (rituals). In this system,
“information devours itself” - it destroys communica-
tions, social, human, true and national. The creation and
dissemination of “information for the sake of information”
staged communications, creating “illusions of communica-
tion and understanding” as well as thinking. Meaningless
“knowledge” is accumulated that does not help to create
anything real, material or spiritual - it does not bring any
benefit to the subject of its possession.

This boom in “pumping information” on individual
skills and functions is an attempt to direct the thinking of
staff into a mechanistic plane and to show that individual
elements of the whole process (enterprise) are linked by the
principle of determinism and can exist independently of
each other. That is, a specialist with a mechanistic (fragmen-
tary) mindset sees only individual processes, events, and
functions at an enterprise or in a department. Instead, it is
necessary to develop holistic thinking among specialists so
that they can build the most complete picture of what is hap-
pening at the enterprise, identify the links between produc-
tion processes and management decisions, very different
phenomena of the enterprise’s external environment, situa-
tions, events — their holistic perception of the business entity.

3. Overcoming internal misunderstandings and a spir-
it of disagreement. One of the threats to the development
of socio-economic systems (enterprises, states) is internal
misunderstandings and a spirit of disagreement. Aggrava-
tion of contradictions between different generations of em-
ployees regarding the role and importance of corporate cul-
ture and attempts to make it a secondary issue in business
development, aggressive imposition of “progressive views”
on various topics (gender ideology and sexual identity,
etc.) on the vast majority of Christian workforces, ignoring
the state language in business documentation and during
training and education for mono-ethnic teams, a high level
of bureaucracy and an overly complex staff evaluation sys-
tem, as well as an unjustified gap in salaries and remuner-
ation between management and employees, are among the
main causes of disruption in modern organizations. There-
fore, the leading idea is to maintain the unity of the compa-
ny’s staff at all costs, based on the fundamental ideological
principles of organizing the management process, without
interfering with the private life of employees outside the
company. This unity of teams should be built, first, based
on national consciousness, for Ukrainian enterprises based
on Ukraine-centricity, respect for the state, laws, national
security, fair remuneration, moral values and national tra-
ditions of the region, decent attitude to people of different
generations, and corporate culture.

4. Personal and team discipline and responsibility. Dis-
cipline helps learn fear, risk, danger, laziness, indifference,
and bad habits control. Discipline can help develop a re-
sponsible personality and achieve harmony in professional
and private life. Discipline is a combination of freedom and
responsibility; it is the potential for inspiration.

Therefore, it is important to create human resource
management systems aimed at overcoming egocentrism
and maintaining a culture of balanced interests among
business stakeholders. Filling professional and personal
space with thinking is a key aspect of staff development,
as it helps to avoid information overload and the creation
of an environment where knowledge does not translate
into action. Overcoming internal misunderstandings and
teaching the team discipline and responsibility are impor-
tant steps in maintaining unity and efficiency in an organi-
zational environment.
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CONCLUSIONS

In the modern environment, companies are transforming
their HR management systems to expand the scope of hu-
man capital development in line with the challenges. The
analysed statistical information on long-term and chaotic
migration of the population, internal displacement of en-
terprises and personnel, and mobilization of the popula-
tion in Ukraine confirmed the need for new security meas-
ures and employee motivation and became the basis for the
formation of directions for promoting staff unity and de-
velopment under martial law. The emergence of new chal-
lenges for HR management caused by global trends in the
field of human capital on the agenda today necessitates the
development of the latest HR management tools. Accord-
ingly, the article examines the role of people in achieving
entrepreneurial success through the prism of ensuring hu-
man sustainability, productivity growth and the spread of
microcultures in the workplace.

impact on the experience and stability of enterprises.
Therefore, to develop positive trends in human capital,
it is necessary to create responsible and harmonious hu-
man resource management systems for current and fu-
ture enterprises. In the applied aspect, it is advisable to
overcome egocentrism and foster a culture of balanced
interests, fill professional and personal space with think-
ing, overcome internal misunderstandings and the spir-
it of disagreement, accustom yourself and your team to
discipline, and avoid staft dependence on technology or
economic relations on the way to progress. Prospects
for further research will be the formation of an effective
system of social guarantees and job security for different
categories of personnel of enterprises in the context of
the digitalization of the economy, ensuring conditions for
their free professional development, and maximizing the
creative potential of each employee.
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YnpaBniHHA NepcoHanoM NianpmeMcTs
B YMOBaX BOEHHOIO CTaHY, COLLIOKYNIbTYPHUX Ta TEXHONOMNYHMNX BUKITUKIB

AHoTauia. Y crarTi po3IIAfalTbCA INMTAHHA, IIOB’A3aHi i3 PO3BUTKOM CUCTeMMU VIIPAaBIiHHA IEPCOHANIOM Y
CYy4aCHUX YMOBAX, 3yMOBJIEHMX BOEHHMM CTaHOM B YKpaiHi Ta COLIOKYIbTYPHMMM J1 TE€XHONOTiYHMMM BUKIMKAMM,
AKi CTMMYIIIOITD NOTPeOy BLOCKOHAJIEHHS PO3BUTKY KOPIIOPAaTUBHOI KY/IBTYpPU Ta YTBEPHXKEHHS CTIIKOCTI JIIOMVHM.
BaxuBicTb eheKTMBHOIO pearyBaHHA Ha Iii 3alIUTU aKTyali3ye B TEOPETUYHOMY Ta IIPUK/IaHOMY aCIIeKTi OKpeCIeHHA
IIPeMETHOTO CErMeHTY iHcTpyMeHTapito HR-ynpapiinHa Ta jioro sacTocyBaHHA. MeTa CTaTTi NO/IATAE y BUCBIiTIEHHI
6e311eK0BOI IIPOOIeMaTUKI B YIPaBIiHHI IIepCOHATIOM Ta OKpeC/IeHHs HalpsAMiB 3a0e3Ie4eHHs CTIIKOCTi JIIOAMHY Ha
MiAPUEMCTB] B Cy9acHUX yMOBaX. [IJIf JOCATHEHHA IOCTaBJIEHOI METM Y CTAaTTi BUKOPUCTAHO TaKi METO[M: aHai3y i
CUHTE3Y; CUCTEMHMII METOJ; TPYIIyBaHHsI Ta y3araJibHEHH; eKCIIEPTHUX CY/I>)KE€Hb; CTATUCTUYHMII METOJ, T OIIUTYBAaHHS.
Y pe3ynbTaTi fOCIiKEHHA BMOKPEM/ICHO OCHOBHI YMHHVIKY BIUIMBY Ha e(heKTMBHICTD YIIPaB/IiHHA II€PCOHAIOM B YMOBaX
BOEHHOTO CTaHY Ta CYIEPEYHOCTi IOLO CTANOro po3BUTKY IepcoHany. ChopMOBaHO TONOBHI HANPAMU CIPUAHHA
€[JHOCTi Ta PO3BUTKY II€PCOHAJTY MIAIPUEMCTB B YMOBaX BOEHHOTO cTaHy. [IpoaHanisoBaHo I106abHi TeH/e il B cdepi
JIIOJCHKOTO KaIliTa/y Ta IOEJHAHHA PE3yIbTaTiB JiA/NbHOCTI IiAIIPUEMCTB i 0[N Y JOCATHEHH] MiJIIPUEMHNLIBKOTO
yCHiXy 3a TakKMMU KpuUTepisMu: 3a0esledeHHs CTiIKOCTI JIIOAVHM; 3POCTaHHA IPORYKTUBHOCTI; CTUMY/IIOBaHHA
PO3BUTKY MIKpOKYIBTYp Ha pobodomy Micii. OOIpyHTOBaHO, 1[0 HAasABHICTb i PO3BUTOK 6ararboxX MiKpOKY/IBTYp Ha
OJJHOMY JIOKa/IbHOMY IIiINIPMEMCTBI B HalliOHA/IbHill €KOHOMILll HEOIMiHHO IIPU3BEJIE N0 3arPO3M BHY TPIIIHbOIO pO3Iasy
(pyliHyBaHH:) CHUCTeMH Ta HM3KV HETaTMBHVX HACHiAKiB y MaitlbyTHboMy. Y pesynbrari focmimpkeHHs cpopMoBaHO
HaIpsMJ TBOPEHHs BifIOBifja/IbHMX Ta IapMOHIHMX CUCTEM YIpPaBIiHHA MEPCOHAJIOM /LA Cy4acHUX i MayiOyTHiX
MigNpUeMCTB. BUCHOBKY, fKi OTPMMaHO 3a pe3ynbTaTaMy HOCTIIPKEHH:A, MAalOTh TeOpeTUYHe NPUKIaJHe HallOBHEHHA
i MOXyTb OyTM KOPUCHUMU I Cy0€KTIB IOCIIOFApIOBaHHA IIpM PO3pOOJIeHHI CTpareriil po3BUTKY ILIEpCOHANY Ta
YIEOCKOHaJIEHHA KOPIOPATMBHOI KY/IBTYPH, AK JKepesia TBOPYOTO HATXHEHH i 3a/JOBOJIEHHA IIOTpel NpalliBHYUKIB
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The impact of focus group opinions on market competitiveness

and economic success in film production: Analysis of sociological
and marketing aspects in the context of efficient resource utilisation
and budget optimisation

Abstract. The purpose of this study was to examine sociological and marketing aspects to identify effective strategies
for resource utilisation and budget optimisation in the context of the film industry. For this, the various success factors
of a film product were examined in detail, leading to practical recommendations for optimising budget and resources.
The study covered the influence of sociocultural factors on audience preferences, which helped to explain the popularity
of films of certain genres after events that took place in the real world. The study determined the significance of personal
experience, preferences, and cultural context for the audience’s perception of films, leading to the conclusion that focus
group participants should be matched to the characteristics of the film’s target audience to maximise film distribution
profits. The films examined in this study, namely The Shawshank Redemption, Blade Runner, and E.T. the Extra-Terrestrial,
showed that, generally, focus group opinions reliably indicated the prospect of a successful or unsuccessful film distribution,
which, however, does not indicate the quality of the film. The advertising campaign of the film “Barbie” was also examined,
covering its main aspects (social media, the colour pink, attracting public attention) that led the film to box office success.
Recommendations were developed for ethical promotion of film productions, including extensive use of social media to
communicate with audiences, effective use of resources, working with focus groups. The findings suggested the essential
role of focus groups in shaping the competitiveness of films on the market, as well as the need to consider them when
developing marketing strategies and optimising film production budgets

Keywords: advertising campaigns; audience; promotion strategies; pre-show; cultural trends; social media

INTRODUCTION

Film production is one of the key sectors of the entertain-
ment industry, attracting the attention not only of the gen-
eral audience but also of researchers from various fields
such as sociology and marketing. In modern world, the
quality of films and their successful marketing play a key
role in achieving competitiveness and economic success for
studios and film producers. In today’s information society,
access to a variety of content is easy and fast, making the
creation of a successful film even more challenging, requir-
ing not only creativity but also a profound understanding
of audience preferences.

One of the methods of analysing the market situation
and consumer preferences in film production is the use of
focus groups. Focus groups provide valuable insights from
audiences, revealing their opinions, preferences, and ex-
pectations about films. However, it is vital to acknowledge
that the impact of focus group opinions on market compet-
itiveness and economic success in film production requires
an in-depth analysis and understanding, especially in the
context of sociological and marketing aspects. There are
many challenges in this context. Modern film industry is
facing an increasing level of competition, which leads to the
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need to not only create quality content, but also an effective
marketing strategy to attract viewers’ attention. That said,
with the rise of digital technology and streaming content,
there have been considerable changes in consumer behav-
iour, affecting the usual distribution and monetisation pat-
terns of films. Another considerable issue is the uncertainty
about the extent to which the opinions of focus groups can
truly reflect the preferences and expectations of the general
audience; it is essential to understand how representative
these opinions are and whether they can be used to inform
key decisions in the film making and promotion process. If
these problems are not addressed, there is a risk of losing
competitiveness in the film production market. Failure to
adapt to changing audience demands and unnecessary use
of resources on non-core strategies can lead to financial and
reputation losses for studios and producers. In addition, a
lack of confidence in the results of focus group research can
lead to poor strategic decisions, which can adversely affect
the commercial success of a film.

Sociological and marketing aspects in film production
encompass many areas that play a major role in the devel-
opment and successful promotion of films. Sociocultural
trends are a key factor in understanding which topics and
genres will be most relevant to audiences in a particular
time. For instance, analysing social movements, fashion
trends, or changes in public opinion can help identify the
topics that will be most appealing to viewers. Budget and
resource optimisation in film production involves cost
analysis of the various stages of film production, as well as
assessing the effectiveness of advertising campaigns and
distribution channels. Optimisation of production pro-
cesses and rational use of resources help to reduce costs
and increase the film’s competitiveness in the market. The
problem of the influence of promotional strategies and
various factors on audience preferences in cinema is con-
siderable for modern film production. P.S.H.M. Shaiful et
al. (2019) and D. Rubin et al. (2022) covered this topic in
their research, identifying the significance of marketing
techniques in shaping audience preferences and their effec-
tiveness in the film industry, and the fact that a variety of
film promotion strategies do influence consumers’ choices.
The researchers described a range of key aspects such as
social and cultural factors, technological innovations, and
the development of digital platforms that substantially in-
fluence the audience’s perception of films. However, despite
the significance of the findings of the reviewed studies, ac-
cess to information on public preferences is limited, which
may reduce the quality of the analyses conducted.

Another issue is the association of films with brands,
whether it is the film itself as a brand, or other brands in-
cluded in the film. G.S. Kohli et al. (2020) covered the role
of cinema as a brand in the modern media space, while
H.H. Park (2022) demonstrated that under certain condi-
tions films can have a considerable impact on consumers’
attitudes towards a brand. These conditions include the au-
dience’s level of engagement and their tendency to fanta-
sise. However, the cited studies have a range of limitations.

Specifically, the influence of factors such as socio-cultural
context or individual consumer preferences was not con-
sidered. I. Einberg & A. Hanifi (2023) covered the problem
of revenue forecasting and profit maximisation and found
that the use of random forest method based on pre-produc-
tion data shows high accuracy in predicting film revenue,
while P.P. Dewani (2020) stated that a thorough analysis of
consumer preferences and behaviour is needed to deter-
mine the best pricing strategies and revenue enhancement
activities in cinemas. X. Zhang et al. (2021) found that prof-
it-maximising recommender systems run the risk of neg-
ative consumer outcomes such as limiting choice, loss of
transparency and deterioration in the quality of offerings.
J. Funk (2023) argued that the use of algorithms is effective
in predicting revenue for different categories of films. Fac-
tors not considered in these studies, such as seasonal fluc-
tuations in demand and the impact of external events on
the film distribution market, require further investigation.

The studies reviewed demonstrated the multifactorial
nature of the modern film business and the complexity of
this process, but they did not fully cover the socio-cultural
and marketing aspects of the success of films. The purpose
of the present study was to identify the key factors that in-
fluence the success of film projects. To fulfil the purpose,
the following tasks were set: to analyse the sociological
factors affecting the market competitiveness and success
of film projects; to assess the impact of cultural trends on
the selection and budgeting of film projects; to analyse the
effectiveness of various strategies for resource and budget
management in film production.

LITERATURE REVIEW

Modern film production is influenced by a range of factors,
including sociological and marketing aspects, which play a
key role in shaping and successfully promoting films. Of-
ten film marketing studies focus on many current trends
and concepts that determine the success or failure of film
projects. One substantial trend is the growing significance
of digital technology and the internet in the distribution
and marketing of films, as with the development of stream-
ing services and social media platforms, film studios and
film companies are faced with the need to adapt their dis-
tribution and advertising strategies to new platforms and
consumer habits. This fact sparks debate about the effec-
tiveness of conventional film promotions and the need for
innovation in digital marketing. For instance, M. Suvatta-
nadilok & P. Foroudi (2021) found that social media helps
to create positive attitudes towards a film by introducing
information about it into a potential viewer’s “personal
space” — their mobile phone. C. Lam & J. Raphael (2018)
uncovered a marketing ploy such as celebrity (often the
starring actors in a film) interactions off set, including sim-
ulated romances to maximise audience attention and create
excitement before the premiere of a film.

One of the key aspects in understanding film produc-
tion is to make sense of the central terms and concepts
used in the research. J. do Nascimento (2019) considers the
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concept of socio-cultural factors as a set of social and
cultural influences that determine audience preferences
and behaviours in the context of filmmaking. S. Wein-
gartner (2021) pointed out the role of social norms and
values in shaping cultural products and their influence
on viewers perceptions. Among contemporary theories
and concepts applied to film marketing, researchers have
devoted particular attention to the investigation of target
audience preferences. E. Arrigo et al. (2021) argue that the
success of a project depends on how closely it matches the
expectations and interests of the audience, while according
to A. Lewnes & K. Lane Keller (2019), adapting to audi-
ence preferences is becoming a priority for marketers in all
fields. Contemporary film production addresses essential
aspects of economics and sociology that affect the com-
mercial success and socio-cultural significance of films.
Studies in film marketing and the sociology of culture cov-
er current trends and challenges facing film studios and
marketers. Y. Hong (2021) and D. Arditi (2021) confirmed
the role of sociocultural factors in shaping audience prefer-
ences and film promotion strategies. Researchers point to
the significance of adapting content to a variety of cultural
contexts and viewer expectations.

A major aspect identified by researchers is the role
of new technologies in the distribution and marketing of
films. J.R. Saura (2021) and C. Corrado et al. (2022) cov-
ered the impact of digital platforms and social media on
content distribution strategies and audience interaction.
Researchers agreed on the significance of using digital
tools effectively to maximise viewer reach and engagement.
From an arts sociology standpoint, H. Chen et al. (2021)
and S. Kim & S. Kim (2021) provided insights into how
cultural products, including films, interact with state and
social structures as well as individual preferences. These
studies have uncovered the role of films in shaping cultural
norms, values, and preferences, as well as their influence
on social discourses and identities. C.M. McCormack et
al. (2021) covered perspectives on the positive impact of
cinema on the environmental thinking of viewers. Under-
standing such a phenomenon as digital technologies in film
marketing can be interpreted in different ways. According
to E. Sifaki & M. Papadopoulou (2022), it includes a wide
range of digital tools and platforms used to promote and
distribute films, while R. Hasan & J. Ferdous (2024) ana-
lysed the data and artificial intelligence technologies used
in personalising marketing strategies. A key concept in the
sociology of cinema is “cultural products” G.D. Rawns-
ley (2021) considered this concept as material and symbolic
artefacts created by the cultural industry and influencing
the development of cultural practices and identities in soci-
ety. However, N. Archer (2020) uses the example of Brexit
to argue that cultural products are also affected by commer-
cial and political interests, which influences their content
and dissemination. C. Iseli et al. (2020) stated the need to
consider cinema not only in terms of marketing, economic
efficiency, and technology, but also as an essential element
of artistic heritage and a form of cultural development.

In the context of the subject under study;, it is also im-
portant to consider researchers’ views on the role of pre-
dicting the success of a film based on preliminary data in
the context of contemporary marketing and advertising
strategies. P.C. Murschetz et al. (2020) concluded that,
despite the lack of precise algorithms that would guar-
antee the provision of reliable information about the po-
tential strengths and weaknesses of a film, the use of all
available information about the film (including data from
pre-screenings, statistics from social networks, data on the
success of comparable projects) will allow producers and
marketers to develop the most effective strategy for the im-
plementation and promotion of the project than if all this
data were not considered. P. Merrington et al. (2019) hold
a similar opinion. Researchers have stated the need to use
an interdisciplinary approach in film audience research to
obtain the most reliable and adequate information.

Modern film production is increasingly influenced by
digital technology and internet platforms, which require
film studios to innovate their distribution and marketing
strategies to align with new consumer habits and the grow-
ing significance of streaming services and social media.
Additionally, researchers emphasise the importance of un-
derstanding socio-cultural factors and audience preferenc-
es, as these elements are crucial for shaping successful film
marketing strategies that resonate with target audiences.
Interdisciplinary approaches and the use of preliminary
data, including social media statistics and pre-screening
feedback, are essential for predicting a film’s potential suc-
cess and developing effective marketing strategies.

MATERIALS AND METHODS

This study examined and explored various aspects of film
production and marketing in great detail to identify the key
factors that influence the success of film projects. Initially,
a literature review was conducted covering various aspects
of film marketing such as film promotion strategies, the in-
fluence of socio-cultural factors on audience preferences,
the use of digital technology and social media in marketing
campaigns, the effectiveness of advertising and content dis-
tribution, and the significance of focus groups in the suc-
cess of film projects.

The study explored changes in film production since
2000s in the context of current technological and cultur-
al trends, covering a trend in the impact of LGBTQ+ and
non-white actors on the diversity of stories and images in
cinema. It was found that the involvement of a more diverse
group of characters reflects the growing diversity of audi-
ence tastes and preferences, as well as a desire for a more
open and inclusive cinematic experience; the representation
of different cultural and gender perspectives on screen was
identified not only as an essential element of socio-cultural
reality, but also as a factor in attracting new audiences and
strengthening the film’s position in the global marketplace.

The impact of focus groups on film pre-testing, their
role in marketing strategies, and audience reactions to pre-
views and feedback were also explored. Consideration of
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this aspect of the study has identified potential areas for
optimising budget and resources in film production, aimed
at improving the efficiency and competitiveness of films.
The factors, aspects, and techniques associated with the
involvement of focus groups in pre-testing of films were
discussed in detail. Specifically, the influence of the partic-
ipation of representatives of different audience groups on
the development of the film’s concept and its further per-
ception by the general public was analysed. Furthermore,
methods for analysing audience feedback and reactions to
previewing versions of a film were revealed, considering
current trends in filmmaking and changes in consumer be-
haviour, to identify potential ways to optimise the process
of creating and promoting film productions.

A detailed investigation of film production processes
has highlighted several areas of cost optimisation: the study
conducted a detailed examination of opportunities to re-
duce the costs of marketing campaigns, which included an
analysis of the effectiveness of various advertising strate-
gies and the use of modern digital tools for precise audi-
ence targeting. Methods considered for streamlining pro-
duction processes included studying surveying techniques,
using more economical equipment and optimising labour
resources. The coverage of financial flow management and
budget control throughout the production and marketing
stages of the film demonstrated that cost optimisation re-
quires constant monitoring and analysis of financial trans-
actions, allowing possible improvements and economically
sound solutions to be implemented.

The systematic approach used in the study helped to
develop strategies to improve marketing campaigns, adapt-
ed to changing trends and audience expectations, and to
provide recommendations for optimising budgets and re-
sources in film production, considering the identified fac-
tors influencing the success of film projects in the interna-
tional market. This approach offered a better insight into
the issues at hand and helped to achieve the set purpose
and objectives of the study.

RESULTS
Influence of socio-cultural factors on audience preferences.
Sociocultural factors, including values, technological inno-
vation, and internet media, play a key role in film produc-
tion, influencing the themes, styles, and success of films.
Globalisation and global cultural trends dictate audience
preferences, while cultural differences can cause misunder-
standing or even conflict. Social problems reflected in films
become the object of public dialogue and can shape public
opinion, while cultural stereotypes and values influence the
content and format of films and their perception by audi-
ences, determining the success of film production. Events
in society can have a considerable impact on cinema. Since
the terrorist attacks of 11 September 2001 in the United
States, there have been many films reflecting the public
anxiety and reaction to these events. For instance, the film
Extremely Loud and Incredibly Close addressed the themes
of terrorism, fear, and patriotism, attempting to interpret

and make sense of the tragedy and its aftermath through
the lens of cinematic art. With a budget of USD 40 million,
the film grossed USD 55.2 million at the box office, which
can hardly be called a success, but the film reflected the cur-
rent public sentiment and reaction to the events of 9/11; it
served as a source of public dialogue and reflection and has
stayed a landmark product in contemporary film culture.

Audience reactions to different genres and themes of
films can be extremely varied and individual. For example,
horror films may cause some viewers to feel adrenaline and
thrill with suspense, while others may feel fear and anxiety.
Comedies bring laughter and joy to most viewers, but some
may find them boring or offensive. Dramas and films with
a profound plot can make one think about life values and
the fate of characters, while action and adventure films can
generate excitement and delight from dynamic scenes. Au-
dience reactions are strongly influenced by their individual
preferences, experiences, and cultural contexts, as well as
age constraints and life experiences, suggesting that it is
important to consider the film’s target audience when se-
lecting focus group participants to better understand their
reactions and interests.

Changes in cultural preferences and perceptions of cin-
ema. Since the beginning of the new millennium, cultur-
al preferences and perceptions of cinema have undergone
considerable changes due to factors such as the rapid de-
velopment of technology and the spread of the internet,
globalisation, and a growing interest in niche films and cul-
tural sensibilities. All this has influenced the emergence of
new forms of content consumption, such as video stream-
ing and online cinemas, which has created opportunities
for greater access to diverse cinematic content and the pro-
liferation of Hollywood standards and formats, the increas-
ing popularity of Hollywood blockbusters (e.g., Marvel Stu-
dio films) and the trend towards standardisation of stories
and images in cinema. Another major aspect of the change
in cultural preferences is the growing interest in diverse
stories, characters, and themes. Cinema has become more
open to various socio-cultural and political issues, reflect-
ing a wide range of voices and experiences from different
communities. Through this openness, one can see the ac-
tive integration of LGBTQ+ and non-white characters into
the film industry.

Despite progress and diversity, contemporary chang-
es in cultural preferences and perceptions of cinema can
have negative consequences. Increased access to content
via the internet and streaming services can lead to a sim-
plification of the perception of cultural products and the
loss of their value as art, turning cinema into a commercial
commodity for mass consumption. The globalisation of
the film industry can lead to the standardisation of content
and the suppression of local cinematic traditions, limiting
film production, while an overemphasis on socio-cultural
and political issues can lead to the politicisation of the film
process and the use of films to manipulate and incite con-
flict. Positive and negative changes in cultural film prefer-
ences have a substantial impact on focus group opinions.
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Variety of stories and openness to different socio-cultural
issues can increase audience interest, while commercialisa-
tion and politicisation of content can cause frustration and
dissatisfaction. Considering these factors is important for
creating attractive and relevant films.

Previews and feedback. This factor plays a significant
role in the success of a film. Audience reactions can be var-
ied but are crucial to film companies as they provide valu-
able insight into audience reactions to different aspects of
the film. Previews allow film companies to gauge the audi-
ence’s overall impression of the film, including emotional
response to plot twists, quality of acting, special effects, and
other essential aspects. Positive reviews may confirm the
success of the film, while negative opinions may indicate
that changes or improvements need to be made. Further-
more, audience feedback after previews can help film com-
panies and directors identify concrete points that need to
be improved or reworked, including the need to adjust the
script, characters, or technical aspects of the film. Notably,
audience response to previews can be subjective and de-
pends on individual viewer preferences and expectations.
However, given that the success of a film largely depends on
the response of the target audience, previews and audience
feedback play a key role in shaping the final product and its
successful journey in the film industry market.

During test screenings of the film E.T. the Extra-Terres-
trial (1982), focus groups emotionally connected with the
story of a boy who befriends an alien. They found the E.T.
character lovable and the film touching (Salmon, 2022).
Director Steven Spielberg accommodated the feedback and
introduced minor changes to keep the emotional impact
intact. The film had a budget of approximately USD 10.5
million and was a massive success, grossing over USD 792
million worldwide. The 1994 film The Shawshank Redemp-
tion originally received conflicting reactions during test
screenings. Some viewers appreciated its themes of hope,
friendship, and redemption while others found it slow, but
director Frank Darabont believed in the film’s potential
and kept the plot and characters intact. The Shawshank Re-
demption had a budget of about USD 25 million and box
office receipts of USD 28 million, meaning the film really
failed at the box office and did not pay off for the studio.
Despite its failure at the box office, the film has nonetheless
become a cult classic and is ranked number two on IMDb.

In relation to Ridley Scott’s neo-noir science fiction
film Blade Runner (1982), the opinions of the focus group
were divided. Some found it confusing because of the
complex storyline and ambiguous ending. In response, the
director released a theatrical version with changes based
on focus group feedback, but the later released director’s
cut version reflected his original vision. The film grossed
USD 41 million on a budget of USD 28 million, and al-
though the film initially flopped at the box office, over
time, like The Shawshank Redemption, it gained a cult
following. The opinions of focus groups play a major role
in creating films, products, and marketing strategies. They
provide valuable feedback, helping developers understand

how potential users perceive their product or idea. Focus
groups can help identify strengths and weaknesses, sug-
gest improvements, and even inspire new ideas, but it is
important to remember that focus group opinions are just
one tool, and decisions should always be made with other
factors in mind.

Film companies use the results of focus groups to
understand the preferences and expectations of their tar-
get audiences, allowing them to create more effective film
promotion and advertising strategies. Analysing feedback
from focus group participants allows identifying the key
points that attract or, conversely, repel viewers, and use this
information to create marketing campaigns that are as rele-
vant as possible to the audience. Furthermore, focus groups
can help film companies determine the best channels for
distributing content and select suitable advertising plat-
forms to attract attention to the film. For instance, if a focus
group reveals that a certain segment of the audience prefers
to receive information about films through social media, a
film company may adjust its strategy and use advertising
campaigns on such networks more actively. Focus groups
can also identify topics popular with the target audience,
which helps film companies tailor their advertising to these
preferences. In this way, focus groups allow marketing and
advertising strategies to be optimised, increasing the prob-
ability of successfully attracting audiences to a film project.

Effectiveness of advertising campaigns and content dis-
tribution. The evaluation of these indicators in cinematog-
raphy is not only a technical analysis of quantitative data,
but also a complex analysis of psychological and socio-cul-
tural aspects. One of the non-obvious factors affecting the
success of an advert is the contextual perception of the
audience of the information presented. Viewers are in-
creasingly critical of the conventional form of advertising
and respond to content that is emotionally engaging and
of real interest to them. In this way, effective advertising
campaigns become not just a way to provide notice of up-
coming premieres, but also an opportunity for audiences
to engage with a brand or film on a deeper level. Another
major aspect is the use of innovative technologies to per-
sonalise advertising content: modern artificial intelligence
algorithms allow advertising messages to be tailored to the
concrete interests and preferences of each viewer, which
considerably increases the probability of their engagement
and reaction to the proposed content. One of the most suc-
cessful in the context of the 2023 advertising campaigns
was the film Barbie. The advertising campaign for the Bar-
bie film used a variety of advertising strategies, which con-
sequently allowed the Warner Bros. film studio to generate
impressive box office receipts. The studio team responsible
for Barbie has forged partnerships with various brands, in-
cluding a pink Xbox and a Balmain hoodie. These partner-
ships helped build anticipation for the film and strength-
ened its brand. Furthermore, a real Barbie dream house in
Malibu was created, available for booking on Airbnb, as
well as a themed cruise in Boston, which increased interest
in the film (Rubin, 2023).
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The colour pink, synonymous with Barbie, played a
central role in the advertising campaign: the theme of girl
power in the film was combined with this colour palette,
allowing the marketing team to reinforce the brand iden-
tity and attract even more attention, as was the release of
a phone application that allowed ordinary photos to be
turned into images resembling a Barbie doll or Ken us-
ing artificial intelligence technology. The marketing team
also carefully timed the releases of teasers and memes
(Dias, 2023). As a result, Barbie exceeded box office expec-
tations, and the film’s debut at the same time as another
film, Oppenheimer, resulted in the biggest cumulative box
office gross of the pandemic period and the fourth highest
in history. By the time the worldwide box office ended, Bar-
bie was the highest-grossing film of 2023, surpassing the
USD 1.44 billion mark worldwide and USD 636.2 million
in the United States (Box Office Mojo, n.d.).

With the advent of big data and advances in analytics
techniques, the film industry has a unique opportunity to
more accurately predict audience needs and preferences.
The use of machine learning and artificial intelligence al-
gorithms can identify hidden patterns in viewers’ behav-
iour and predict their reactions to advertising campaigns.
For instance, analysing data on previous film views, search
queries, and social media activity can help film companies
customise targeted advertising and achieve higher audi-

ence engagement. Furthermore, it is worth noting the sig-
nificance of monitoring and analysing audience response in
real time. With rapid access to data from a variety of sources,
film studios can react promptly to changes in viewer pref-
erences and adjust their advertising strategies accordingly.

The use of digital technology in film marketing expands
the opportunities for audience engagement and content
distribution. Social media such as Facebook, Instagram,
Twitter, and YouTube play a key role in promoting films
through official pages, publishing trailers, video interviews
with actors, and running competitions. Moreover, stream-
ing services such as Netflix, Amazon Prime Video, and
Disney+ provide direct access to audiences, allowing film
companies to present their films at any time and place. The
use of virtual reality and augmented reality is also creating
new opportunities for interactive content, including virtual
tours of film sets and augmented reality applications. Thus,
the use of digital technology in film marketing is becoming
a necessity in modern entertainment industry, providing a
wider audience reach, increased engagement, and the cre-
ation of unique content that can capture the attention and
interest of viewers. Even in the case of mixed opinions from
focus group participants at pre-screenings of a film, an ef-
fective publicity campaign can have a decisive impact on
the success of a project. The impact of social media on film
projects is covered in Table 1.

Table 1. The role of social media in film promotion

Aspect Description

Promotion and marketing

Social media provides a platform for film companies to promote their films. Official film accounts
post trailers, posters, set photos, and exclusive content to reach potential audiences to create a wide
reach and keep viewers engaged in discussions about upcoming premieres.

Audience interaction

Social media provides an opportunity for direct interaction with the audience. Film companies can
answer questions, conduct surveys, organise competitions, and give away prizes, which helps to
strengthen the connection with fans and increase brand loyalty.

Analytics and performance
measurement

Social media provides tools to analyse and measure the effectiveness of marketing campaigns. Film
companies can track the number of views, likes, comments, and reposts, and analyse audiences
and their engagement to optimise their promotional strategies.

Creation of viral content

Social media provides an opportunity to create viral content that spreads quickly among users and
catches the attention of film lovers. Viral trailers, memes, challenges, and other content formats

can be a powerful tool for attracting attention to films.

Source: compiled by the author

Focus groups play a significant role in pre-testing films,
providing film companies with valuable reviews and feed-
back from potential audiences. Focus group participants
can provide valuable insights about various aspects of the
film, from plot and characters to soundtrack and visual
effects. While watching the film, participants can express
their impressions, analyse their emotional reactions to plot
twists and turns, and assess the authenticity of dialogue and
characters. These reviews can be a valuable tool for film
companies in understanding what content generates the
most interest and emotional impact on audiences. Further-
more, focus groups allow film companies to test audience
reactions to different versions of a film, experiment with

different concepts and alternative endings, and determine
the best marketing approach to attract attention to the film.

Methods of optimising production processes, resources,
and cost reduction. Optimising production processes and
reducing costs in film production play a key role in en-
suring eflicient use of resources and increasing competi-
tiveness. Efficient use of resources at various stages of film
production and marketing is key to ensuring the successful
launch and marketing of a film. At the production stage, re-
sources such as budget, time, and talent must be optimally
allocated to maximise the quality and appeal of the film to
the target audience. For instance, the use of modern tech-
nology and innovative filming techniques can substantially
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reduce the time and cost of creating certain scenes, as well
as increase their visual appeal.

As the film moves into the marketplace, effective use
of resources in marketing becomes critical, which in-
cludes developing a marketing strategy that makes the
best use of budget and resources to capture audience at-
tention and create a positive image for the film. For ex-
ample, choosing the suitable advertising platforms, target
audience, and content distribution channels can have
a substantial impact on the effectiveness of marketing

efforts and the ultimate success of a film. Furthermore,
effective use of resources also includes analysing data and
feedback from the audience. Understanding audience re-
sponse to advertising campaigns, promotional materials,
and film previews helps to adjust marketing strategies in
real time and optimise the use of available resources for
maximum impact. Thus, the efficient use of resources at
various stages of film production and marketing is an es-
sential factor for success and competitiveness in modern
film industry (Table 2).

Table 2. Practical recommendations on how to optimise budget and resources

Recommendation Details

Detailed budget planning

Developing a detailed budget for each stage of production, including script, filming, post-production,
marketing, and distribution. This will help to avoid unexpected costs and manage costs more efficiently.

Utilisation of modern
technologies

The introduction of modern technology into production processes can significantly reduce costs. For
instance, the use of computer graphics and virtual film sets can reduce set and location costs.

Optimisation of production
processes

Analysis of each stage of production to identify opportunities for optimisation. This may include finding
more efficient filming techniques, using fewer filming days, and making effective use of props.

Partnership and
cooperation

Establishing long-term partnerships with service and equipment providers. This will help to get better
supply terms and reduce production costs.

Data analysis and feedback

Detailed analysis of cost and performance data for production and marketing processes. It is
recommended to use feedback from the audience to adjust strategies and optimise the use of resources.

Staff training

Investing in staff training and development to improve their skills and performance. Trained employees
contribute to reducing production time and costs.

Use of flexible strategies

Development of flexible budget management strategies to respond to changes in the external
environment and market conditions. This will help to minimise risks and maximise resource efficiency.

Risk management

Assessment of potential risks and development of mitigation strategies. This may include insuring
againstlosses, setting aside additional funds for contingencies, and careful planning for risk management

activities.

Source: compiled by the author

Factors influencing the success of film projects. The suc-
cess of film projects depends on many factors that are inter-
related and influence the final outcome. One of the key fac-
tors is the quality of the content. Films with an interesting
plot, engaging characters, and high-quality performance
often attract audiences and achieve success outside the
national market. Marketing strategy plays a major role. Ef-
fective advertising and promotion help draw attention to a
film and create interest in watching it. However, successful
marketing requires not only a financial investment, but also
an understanding of the cultural characteristics and pref-
erences of audiences in different countries. The cast also
makes a significant difference. The involvement of famous
actors can attract more viewers and increase the chances
of successfully reaching the international market. However,
regional audience preferences and expectations can also in-
fluence the perception of a film. Often the success of a film
project is determined by the time of release. Starting a film
in a particular season or coinciding with other film pre-
mieres can have a substantial positive or negative impact
on its success.

Critical reviews and audience reactions can greatly af-
fect the success of a film project. Positive reviews and high
ratings help increase interest in a film and its long-term
success, while negative reviews can have a negative impact

on its reception. Criticism is often the first source of evalu-
ation of a film for potential viewers. Critics’ reviews can in-
fluence the decision to go to the cinema or watch a film on
streaming platforms. Positive reviews can draw attention to
a film and convince viewers of its value, while negative re-
views can put audiences off. Public opinion has a substan-
tial impact on the perception of a film. Social media, online
forums, and real-life discussions become a platform for
sharing opinions about the film project. Audience impres-
sions expressed in comments and reviews can influence
other people’s decision on whether to watch a film. Further-
more, public opinion can be shaped by a variety of cultur-
al, social, and political factors. Films that touch on current
topics or generate discussion in society often attract more
attention and elicit more vivid reactions. Proceeding from
the findings of this study, film studios and marketers can
consider the following practical recommendations:

1. Adaptation of cultural and social trends: changes in
cultural preferences and values in society should be closely
monitored to create content that resonates with audienc-
es, including the presentation of diverse cultural and social
perspectives, and the active inclusion of representatives of
different groups in the film-making process.

2. Use of digital technologies in marketing: film studios
can use modern digital technologies to improve marketing
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campaigns, which includes the use of social media, video
advertising, interactive advertising platforms, and other in-
novative methods of attracting viewers’ attention.

3. Analysis of feedback from viewers: it is essential
to actively collect feedback from viewers through various
channels, including social media, surveys, focus groups.
This will offer a better insight into the audience’s preferenc-
es and expectations, as well as help to adjust the promotion
and content creation strategies.

4. Strengthening ties with critics and public opinion: it
is vital to pay attention to critics’ reviews and public opin-
ion about films. Quality perception by critics and positive
feedback from audiences can substantially influence a film’s
success, a therefore it is essential to strengthen ties with re-
viewers and actively work to build positive public opinion
of film projects.

5. Efficient use of resources: film studios should strive
to optimise production processes and budget management,
which includes finding efficient ways to use resources, re-
ducing production costs, and maximising cost effectiveness.

6. Attention to the international market: considering
the global nature of cinema, film studios must pay special
attention to the international market, adapt content for dif-
ferent cultures and languages, and use marketing strategies
that are tailored to different regions and audiences.

In-depth audience analysis is paramount to improv-
ing marketing campaigns and adapting them to changing
trends and audience expectations. Based on data on audi-
ence behaviour and preferences, film studios can conduct
detailed target audience analysis, which will provide a bet-
ter understanding of what attracts audiences to films and
what aspects may be more appealing to them in the future.
Regular exchanges with audiences allow film studios to get
feedback and also build long-term relationships with the
public. Furthermore, film studios can use innovative ap-
proaches to marketing. In modern world, change happens
rapidly, and therefore film studios must constantly seek
new, innovative methods of attracting the audience’s atten-
tion, use new media platforms, create interactive content,
take part in various events and festivals, and experiment
with advertising formats. Each project should have its own
identity and target audience. Film studios can develop be-
spoke marketing strategies that are tailored to the specifics
and needs of each film. Effective marketing management
requires constant monitoring of changes in the industry
and active use of innovative approaches to attract the atten-
tion of the audience.

DISCUSSION

The present study examined key aspects of the economic
success of film production, including budget optimisation,
efficient use of resources and analysis of marketing strate-
gies. The findings of the study helped to identify the signif-
icance of focus groups in shaping the audience’s perception
of a film, and to offer practical recommendations for film
studios and marketers to optimise budgets and improve
marketing campaigns.

The study confirmed the significance of understanding
audience preferences and expectations for success in the
film industry. Having examined sociological and marketing
aspects, it was found that attention to audience preferences
is a key factor in shaping successful film production and
marketing strategies. The findings of this study were com-
pared with those obtained by R. Stafford (2019), who cov-
ered the role and influence of the audience in shaping the
film product. The considered study confirmed the idea that
understanding the needs of the audience is a prerequisite
for successful film production and distribution. However,
since the present study focused mainly on analysing soci-
ological and marketing aspects, a more in-depth analysis
of other factors such as technological changes, political as-
pects, or global economic trends could have complemented
the findings and added value to them.

The factors that influence the success of film projects
encompass not only the quality aspects of the film but also
its publicity campaign. In this context, S. Gundle (2020) cov-
ered the significance of marketing strategy for the successful
promotion of film products in a historical perspective. The
researcher revealed the importance of adapting marketing
techniques to the needs of the audience, considering prod-
uct placement and consumer culture, which corresponds to
the approach presented in this study, aimed at covering the
role of focus groups and their impact on the competitive-
ness of film products. The described influence of market-
ing strategies on the long-term market success of a film in
the context of this study provides a broader understanding
of the relationship between audience opinions, marketing
strategies and the economic success of film production.

The study of aspects such as understanding audiences
and their involvement in the film process has shown that
the effective use of resources and optimising a film’s budget
often depend on the success of a film project among audi-
ences. A. Blagrove (2021) explored the topic of audience
interaction with specialised film projects. Turning to the
issues of audience engagement and its influence on film
choices, the researcher has found a range of aspects of au-
dience interaction with cinema, including audience pref-
erences, expectations, and needs. Comparing these results
with the findings of the conducted study, there is a similar-
ity of position regarding the significance of understanding
audiences and their engagement to effectively develop mar-
keting strategies and optimise film budgets.

One of the objectives of the conducted study was to
analyse the effective use of resources and optimise the
budget of film projects, which made it possible to develop
a range of practical recommendations, including cultural,
social, technological, professional, economic, and market-
ing aspects. R. Behrens et al. (2021) expanded the defini-
tion of efficient use of resources and budget optimisation
for film projects and explored the use of analytics to create
compelling and profitable film content. The researchers of
the reviewed study addressed the use of analytical tools to
analyse data on audience preferences, trends in film pro-
duction, and predict the success of films, proposing a big
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data approach to develop content that is not only attractive
to audiences but also profitable for film companies. Thus,
the technological aspect should be considered not only as
the need to use already existing new technologies (e.g., ad-
vertising cabinets in social networks) to promote films, but
also as an opportunity to implement innovative projects.
Creating unique algorithms for audience analysis, forecast-
ing, and revenue optimisation is a promising area of work
to provide informed decisions in film production.

C. Benson-Allott (2021) covered the issues related to
material aspects of the viewer’s cinematic experience such
as film posters, souvenirs, costumes, and props and their
impact on perception and engagement with the film. The
reviewed study identified how these elements shape audi-
ences’ perceptions of film and its cultural significance, and
how they can influence film companies’ marketing and
promotional decisions, providing a better understanding
of the role of material culture in shaping audiences’ cine-
matic experience. In the context of the conducted study,
these observations represent a vital factor as the material
aspects of the cinematic experience can substantially af-
fect the perception and evaluation of film productions,
and the marketing strategies covered in the study in re-
lation to focus group involvement and audience reactions
to previews and feedback provided a better understand-
ing of the significance of focus group involvement in film
production marketing strategies and their impact on the
ultimate success of a film.

In the context of the conducted study, it is vital to
consider the different business models in film production
and their interrelationship. I. Vitkauskaité (2020) analysed
various business models in film production, including
conventional studio models, independent productions,
crowdfunding, and distribution platforms, covering the
interrelationships between these models and their impact
on the competitiveness and success of films. The findings
of the reviewed study revealed that conventional studio
models continue to dominate, but independent produc-
tions and crowdfunding are becoming increasingly im-
portant to contemporary culture and specific audiences.
The present study also focused on film audiences and their
response to various marketing strategies, including in-
volvement of focus groups. Audience engagement in pre-
views and audience feedback has been found to help better
tailor marketing strategies and create content that better
meets viewers needs. For instance, the findings of the
present study showed that one part of the audience prefers
horror films because of their atmosphere of suspense and
adrenaline, while another part prefers comedies because of
their ability to evoke laughter and positive emotions. Thus,
analysing audience preferences allows filmmakers to more
effectively allocate resources to produce films that will be
most appealing and in demand among the target audience.
This is a major addition to the research on business models
in film production, as it provides a better understanding
of what types of films are likely to be most successful in
different segments of the film market.

D. Liu & P. Courty (2022) highlighted the econom-
ic aspects of film exhibition, including patterns of revenue
growth. Having analysed the factors that contribute to in-
creasing film exhibition revenues, researchers have identi-
fied key strategies and approaches to managing film business
enterprises to maximise profits and ensure their competi-
tiveness in the market. The economic aspects and factors af-
fecting the profitability of the film business uncovered in the
study confirmed the significance of using effective economic
and resource management strategies to ensure successful
entry of films into the market. The proposed practical rec-
ommendations for budget and resource optimisation includ-
ed various aspects of film budgeting and aimed at efficient
use of resources, and their comparison with the findings
of the researcher showed similarities in the use of mod-
ern technology, flexible strategies, and risk management.

All the studies reviewed above confirmed the signif-
icance of sociological and marketing aspects in film pro-
duction and their impact on the economic success of films,
indicating a trend towards in-depth audience analysis, ef-
fective use of resources and marketing strategies to ensure
competitiveness in the film industry market. Thus, a com-
bined understanding of these aspects opens prospects for
the development of new approaches and strategies in film
production that can lead to more successful films and meet
the demands of modern audiences.

CONCLUSIONS

The conducted study examined various sociological and
marketing aspects of efficient use of resources and budget
optimisation in the film industry, providing a better un-
derstanding of the dynamics and impact of various factors
on film production and marketing. It was found that so-
cio-cultural and technological changes play a key role in
contemporary cinema. The diversity of stories, images, and
genres reflects the dynamic nature of culture and audience
preferences, while the introduction of digital technologies
into production and marketing processes substantially ex-
pands the possibilities of cinema and contributes to its de-
velopment. In addition, the study found that focus groups
have a considerable impact on pre-testing of films. They
offer film companies the opportunity to gain valuable feed-
back and reactions from members of the target audience
at the development and production stages of a film, allow-
ing them to identify potential problems or weaknesses in
plot, characters, editing, and other aspects of the film, as
well as determine what audiences like or dislike. The study
considered examples where focus group opinions indicat-
ed the prospect of failure of films such as The Shawshank
Redemption and Blade Runner at the box office, which,
however, did not hinder the continued success and cult sta-
tus of the films in question. The study concluded that such
reviews can be a valuable tool to improve the quality and
success of a film in the market, as they allow it to be tailored
to the expectations and preferences of the target audience.
However, focus group responses can be subjective and may
not always reflect the views of the general audience.
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The aspects of social media use explored in this study
have demonstrated that it is an integral part of contempo-
rary marketing strategies in film production and provides
a unique opportunity to engage with audiences directly
and in real time. It was found that one of the key benefits
of using social media is its global reach: millions of users
from around the world are active on social media every
day, meaning that films can quickly become the subject of
discussion and disseminated in the online environment.
Moreover, social media allows film studios and directors
to actively engage with audiences, receive feedback, and
respond to their needs and expectations. This two-way
flow of communication helps to form stronger bonds with
viewers and reinforce their interest in the project. Notably,
social media plays a key role in creating the image of a film:
reviews, testimonials, trailers, photos from the set, and oth-

marketing strategies, the film Barbie, was presented, show-
ing that the effective use of these platforms helps film stu-
dios not only to attract attention to their projects, but also
to establish more profound and longer-term connections
with audiences, which substantially contributes to their
commercial success.

The limitations of the present study were related to the
lack of free access to the results of film previews by focus
groups, which did not allow for full coverage of the impact
of this factor on the commercial success of films. Further re-
search is recommended to focus on the impact of technolo-
gy on content marketing and distribution, enabling the film
industryto effectivelyadapt to changing trends and audience
expectations, as well as improve production and marketing
techniques to succeed in modern entertainment industry.

er content that is shared through social networks form the ACKNOWLEDGEMENTS
first impression of the film in potential viewers, and posi-  None.
tive public opinion in social media can be a powerful tool
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Ha PUHKY, a TAKOX IIPO HeOOXiIHICTb BpaXoByBaTy ix mpy po3poOli MapKeTMHIOBUX CTparerill Ta onTuMisanii 6rofpkeTiB
KiHOBUPOOHUIITBA

Knto4oBi cnoBa: pexiaMHi KaMIIaHil; ayguTopis; crparerii mpocyBaHH:A; BOIpeM €PHUI OKa3; KYAbTYPHI TPeHAN;
colliasbHi Mefia
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